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Henry 
Stimson: 

HMJr: 

8: 

HMJr: 

S: 

Hl~Jr: 

8: 

IDIJr: 

8 : 

HI4Jr: 

8: 

HMJr: 

S: 

HJ.!Jr: 

S: 

HJ.!Jr: 

S: 

HMJr: 

S: 

Hello. 

Henry talki ng. 

Glad to hear you're back. 

How are you? 

You all right? 

Uh • •. • 

November 4, 1943 
9 :4) a.m. 

Physically all right, mentally all right and 
morally all right'! 

Well, that relieves me ot a lot ot worry. 

{Laughs) 

At your convenience I'd like to see you and tell 
you some ot t he thinga t hat I saw. I have a tew 
constructive criticisms tha t I ' d like to give you. 

Well, I'd be very glad to see you, indeed. I --
I am in a considerable drive just now. It would 
be a day or two I ahould think perhaps. 

Well, when - - whenever you've go t t he time , I 
have the time. 

Well, that's ki nd ot you to eay that. Tbat'a 
very tlnd. 

Oh ••.• 

I'll let you know very promptly. 

Will you? I think McCloy might be interested 
in some ot the AMGOT. 

Yes, I know he would. 

Well, then I'll wait until I bear-- I'll wait 
'till I hear trom you. 

All right. And you would like to include McCloy 
in the -- i n the tal.lte, would yout 
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8: 
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Well, I think that he'd be interested in it. 

Yes, I know he would. 

Because a lot of it has to do wi tb AMGOT and 
lend- lease . 

Yes. 

Hili •... I don't know who does your military 
lend-lease. 

Well , the - - let me s ee -- the f ellow ~t did 
it is gone I think to something else. I don 1 t 
know who does it nov . 

Hlo'.Jr : Yes. 

8: 

HMJr: 

S: 

HMJr: 

B: 

HMJr: 

I 1ll find out. MoCloy knows in general. He's 
the civilian in it. 

I otter as a suggestion to you tha t I could 
gi ve you a moderately good l unch here Saturday. 

Well , i f I 1m in town I think I can do i t. 

I see. 

All right. 

Well , you l et me know. 
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RMJr: 

John W. 
Pehle: 

ID!Jr: 

P: 

HI·!Jr: 

P: 

HMJr: 

P: 

HMJr: 

P: 

!DIJr: 

P: 

RMJr: 

P: 

HMJr: 

P: 

HMJr: 

P: 

November 4, 1943 
10:21 a.m • 

. . . . loud speaker and Paul and Sm1 th are in the 
room here - and Mre. Xlotz also. What do you 
think -- you know there wna a story yest erday 1 that t he Treasury was aupQOaed to have frozen ~ 
the runds or the two big Argentinian banks. 

Yes, sir. 

Now, I've got a press conferenoe at 10 :30 and 
suppOsing they ask me about it-- what about it? 

I 1m sure that what State would like us to do is 
to say, 1 'lbe Treasury baa no comment. 1 Let that 
be t he offioial posi t1on. But I should think 
that it would be entirely in order for you to 
informally indicate to the Preee that those 
reports are pretty well founded. 

I see. What the hell is t he name ot those banks? 

Banoo de la Provincia .•.. 

Hey, ,,•ai t a minute -- wai t a minute -- wait a 
minute -- Banco .. . . 

de la .... 

•. .. de la ••.. 

. . . . Provincia. 

•.•. Provincia. P-r-o -- how do you spe.ll that? 

P-r-o . . .. 

.•.• v-1-n-c-i-a? 

'lba t' s right. 

Yeah. 

The other ie Banco de la Naoion. 

Banco de . ... 

l a Naoion. 
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HY.Jr: 
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HMJr: 
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lft.!Jr: 

P: 

HMJr: 
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How do you spell. ..• 

N-a-c-i-o-n. 

N-a-c ... . 

.... i-o-n. 

Yeah. Now, are those semi-governmental banks? 

One ot them, the Nac1on, 1e entirely government 
owned and the o ther one is halt-owned by the 
government. 

And their aeeete are frozen? 

They are frozen. 

I eee. And you think that I can by inference 
admit that they have b een frozen? 

I think so. I think we ought to. 

Well. ... 

But I think that the ottic!al comment ought to 
be, "No comment". 

Yeah. I get i t. Okay. 

Thank you. 
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Graoe 
Tully: 

HMJr: 

T: 

HMJr: 

T: 

Hl'.Jr: 

T: 

ffi.!Jr: 

T: 

HMJr: 

T: 

HJo<.Jr: 

T: 

HMJr: 

T: 

HMJr: 

T: 

HMJ r: 

T: 

How are you? 

I'm tine, and you? 

Fine , thank you. 

No vember 1+, ~91+3 
2:11+ p. m. 

I think I got mixed up on my days on these State 
Chairmen ot War Bonds tha t are comi ng here. As 
I get it they are coming Tuesday, the 9th, and 
Wedn esday, the l Oth. 

Tuesday, the 9th, and Wednesday, the lOth? 

Yes. There' s about titty ot them. 

About titty? 

They're Chairmen ot -- eaoh is Chairman or a 
State. Don 't ask me how t here are tit ty but 
there are. 

Yeah. Well, I suppose the t erri tori es, too, huh? 

That's right . 

Yeah. That's how you ge t up there. 

Origin~ly, the President told me, betore I 
lett, that he would sse them. 

Yes. 

I think it would be good all around. 

All right. Fine. We'll try and put it down 
tor the 9th or lOth. Huh? 

That's right. 

All right, Mr. Secretary. We 'll let you know. 

Thank you. 

All right, sir. 
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THE UNDER S£CR£TARY O,.THE TREASURY 

WAaHINOTON 

llover>ber 1., 194) . 

f,!?.!.!ORANDULI TO THE S!X:RETARY: 

Yesterday you scheduled o.n spnointrnent to see 
ltr . Eccles llondAy a~:rnoon at throe o 'clock on the 
excess reserve matter , I have tl\lk41d to l!arriner and 
he says tha t the Chail'11en of the various Federal Re­
serve & nl<s will be 1n here all da,y Uond117 and he 
rould like to have ~. Sproul present ft t the confer­
ence with you and , 1f it 1e convenient, would prefer 
to have it le te Tue &day 1\fte:rnoon; three o'clock 
will be all r ight, but 1f it could be Mde three­
thir ty, it would give us a l ittle more time with the 
Board. 

If t l>is is e.greoable, tho Boo.rd "111 cancel 
its scheduled meeting for t~orrow and have its 
Execut ive Collllllittee meoting oarly Tuoeday morning; 
mset the Treasury representatives about t welve 
o 1 clock , ruxl then we could nll be prepo~red to meet 
you at three or a later time if convenient to you . 

7 

Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



Regraded Unclassified



A D V A " 0 B R Z L B A S ! - ----- - - A D V A I C B R B L B A S Z 

an:ICB OJ' WAll IJIJORMATIOlf 
OJTIC!I: OF ECONOii:Ic STABILIZATION 

Nl!-l.686 

'l'ext ot addreee b;y Judge Fred M. VinaCID, Director of the Office 
ot EcOOOIDic Stabilitation, at the th1ri:;J-aecoo4 enn\IU meeting 
ot the Invee-.tk~.k&reAaaoo1at1on ot America, in the Valdort­
Aatoria, Nev Ydrk CH;y, at 8 :30 p.a., JilT, 'l'llurec!a,J, Novelllber 4, 
19'4}. 

Ton1abt I intend to talk about taxee. l'iaoal policy 18 the bear~ of 

eeOOOIDic policy . '1'1118 ia particular 1y true in time ot 11ar l!ben the sovenlllellt 

16 

•• .. 

purcheeee auoh vast quantities of tba 1!11PleiiUIIl11e vbi cb era nov spell1ng certain 

destruction tor tho anomies of freedom. 

1ftxat1on 1a a complicated buaineaa, but the undorl¥ing princ1plea ot a v~­
t1me 1'1aoa1 policy are in eeeence Bi!IIPle and underetandable. Natural!¥, a 1e 
the desire or aome tor ecanomio aelt-intereat or political adYanc81110nt to becloud 
theee e1!11Ple 1aauea by complicated smoke acreena or arsument and etetiatioal 
1aserdemain. Perhape, in this tield ae in man.y othere throusb ·vb1cb the v1nde or 
doctrine haTe blovn eo bard, ve need what the •late Juati ce liolmea called "educe­
tian in the ob?1oue. • 

Beck in 1876 that d1at1nsU1ebed ~ntuclq pundit, the late 88lll'7 Vattenan, 
vas d11CU.Iin6 BOlle of the fiscal and financial cantrOTar&i88 of bi a cla,J. "Maroa 
88!U'7 • add ra thor ahazyq: 

"All ot ua cannot be educated polltlcel eoan<aiata capable 
ot n1oe, ba1raplltt1ng d.ia~inctiane. For our part, the BUll ot oilr 
fineno1el knovledse baa not ... terialq increased aince the c1a,J ~· 
bo\16ht a s1nger cab for five cente, t raded 1t tor a tan"Cent water­
melon and eold the vetel:'lllelon on credit to a black boy, vbo afterward 
rep~ated the debt.• 

Certain facta about our vartiae eoonQIIIio picture are 1nd1eputab:Q- true . 
From these recta there tlov certain. almost inev1tabla boooluaicna. Once theee 
facta are etated and tb.e cCIDClua1ona dro:1111, man.y ot ·~be oontrcnreiee vb1cb attaM. 
the ocnatr'!Ct1CID of a va.rt1~~e revenue e;yetea melt e~ ·,lliat before the aun. 

I vant t1rel> to state some of theae tecta, alan8 vith the conclue1ona vbiob, 
:0 tq ll1nd1 t ollov. . 

Our J'edorel OoTernaent 1a ependins 100 b1111oo dollars a year :tor var. We 
are tre.ininfh equipping and aendins into bottle a 'fait arrq, a T&at fleet, and a 
vut air araeda. Sold1era1 aailora and a1"""' IIUt be fed and clothed and 
eupplled vith the tool& ot var. '1'111e neoaaiiU')' equ1paant a\18t be produced, 
aaaeabled and tranaported to the bottle sroiiD4a. To do thie requires ~~<~ne;y, 
llanpover, re.v • tariela and u.chiner;y. 

( OT&r) l-22~92 
--~ 
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Sort11111'a I ~line tint it i ..- 411})0&eible to coiiiFebend the Jllll8ll1 tude of thie 
productiY• rttort . In economic terms, i t means thot the uneqWllled resources ot 
Americo au not only tor the t1rat tillle flllly ei!Ployed, but ore d1reet11d tovurd. a 
single obJectin -- 1111l1torJ might ond m!Utuy det ory. Totnl mobiUrot1on for 

tot al vor io our obJectiTe. . 
,; . 

In ptaer t im8, i t is the aim of eeooomie policy to secure t he fullest •IIPloy­
ment tor our h= ond mo.teriol resources in th~ production of useful goode ond 
senicea t or civilian consumption. In :peace t ime ve all shore the cOI!liZIOil deo1re to 
11e~ jow avaitcble -t'oro:evi!t-7 aon on4 .vomon vho' II!Ulto ·.to wpr)(,, so. ~hn1'.:1fe:~Y pro­
due~ more food, .more clothes, more shoes, more automobiles , more refri~ratore, 
mbte ·r11dioo 

1 
mor• houses ond morEl goods ond s flrvioeo of all t;y:peo. In vor t ime 1 

our notional obJective is the very opposite. We not only witness full eiiPlOymAnt 
tor enry·'ll!lln end v6axll\ .:t!io: \lllilt s o.' job, but vel>. go into-·the hi8h~n~YB ond byv~o to 
eeorch olit 'Jiev leo\A'eee tof m r.:powe'r on4 11cmt1npd\r.>r.: Metl qnct l'QJDen who formerly 
were ·a1>le ta get work tor oniy t11o 'or 'three ~a 1> 11e11k:,'11X"t pow vorking lone hours 
ot overtime, But,.. Ca>trory .to our .:peQCG time ,wHey ,s ve bo;ve cut the production on 
and reduced the consumption of civilian commodities to the loveqt level con~~iotent 
with t he mint eno.nce of mximllm prod.uctiTity tor our lnbor force. All the rest ot 
our or•otin ·&nergieo wtl ore d!>Voting, or at l&oat Vfl should be devo~ins, to thl> 
production of goode e.nd services f or use on foreign !nttlefields, rather then in 
Alloierieon hebe a: · · · · · 

P'irui.ncioll,-, hwevtir ,· th&-' etory 1e quite .d1tteren1(, · .-'!'he expenditurfl of un­
precedent~d e\llllll of 1110ney for wor hoe erected a notional 1nc01118 at unprecedented 
l evels . Wit h every availnble mo.n ond v=' workl.ntj .on a . f .ull. time 9r O?ertime 
beaie, WU!Jt ond salary payml!'nts oreo at thP highPs t levels in our history. Inoreae­
o~ 'flood ·and '1!btr •proacuot-ron ~d··tha inc:roas'ed demO.rid f .or the products of t he farm 
hl>e •llrou8Jit C~gricultural income ' to on all-t illle .. hl!R)Ii Bus inA as vol~ and business 
pro'tite ore Ul.eo higher ·t-be.ri ~nr ~forP 1.n our b1oto:r::y. . . . 

, Consequ~ntry~ ~he 'total in~~ rec~tved ~j ~lL ·tbe in'divid~a 1n tht notion 
1a at o rtcord leve:i:. · -For• the caJ.Andor yeiU'· 1944 i't will Tea:ch 1!5'7 b1ll1oo dollars, 
During this period. of time 1 11e shall product only 90 billion ·-dolhrs vorth of con-
SIJI!er goode ~ sen ices. .. .. , . - . 

• Of COurse 1 thl~ doeS not .;.,an thot oll •Of 0\lt j,nComl' will Or con • be &pant , 
Tventy billion~~ vi ll be collected in stat,., locol Bn4 Ftd~rtil to.xee, at .'ex1st1ng 
rates • Th~ Treaeury estimates the~ apprOl!imt~ly 9 .billio~ vill go into ordin4l'y 
lens-term savingu -- r epaymtnt of pe~aonal indebtrdness, pnympnt. of insurance 
prelll11111111 , building ondr l:oon•.1'unds and· 111ut1Ull ·e.av11l8B .11CC9JI0~6 • . · 

•' 'I ,·, .. ' '. • . ' ' I .- ,. 

·· war 'bond 'PurChases .m;,.lrt. also bll . t~Pn into o.c~ount;. .ii is estimated t hot 
during the ool~ndor y-.or 194}, individual investors wiil .buY, nbout l?. billion 

1 

_!1o~lllf.8 :~~~h 'of ' var. bon!ls ~ .w~ my QSSWM thot thea~ Rurchosea 11111 not de-or ease 
d~~~ .tn~ .Cdl~ 7"'~;.~9~~: · : " ;" · ' .;· :1.· · ... · : .. · · 

• ,. . . , . . r • .. . ... . • • : ' • . • • .,. ' • . . , .•. ..: • . .• 

··~::~¥~,,l!~e.Y~f ~: 11e ,o.d4 -~ ,au: tliirie ott set~ · a~i.n!Jt' t!Ui no£ione.l purohil:s ins 
P e -- 'toxee, 11or bond pllrchoeAa, ' ond all 'othtlr torm8 of 1nd1viduiU. · sav!ns, t here 
-~~~~ et.$-ll. be l't1; a ou:z:rent.surplua of 20 billion dollars 1n individWll purchl>e1n8 
power • And this is not the whole meaeure of exeees apeOct.ins powt>+, We can not 
~or~ .the 40 billi9DB in 1Ddi~1duol demand and t i mp depOsita and the 15i billion& 
1ri curz:encr'held'·l>~ .. 1nd1rt4ii.aia , · · · ' .. · " ·. . . 

1 
0 .. 1 • r-.. ~~ , ' I .. .. . - : . '· . , .. ' ....... \"1 

. ·'· .. .. .::. ... ·-"· .. .. . . 
• .w 

' . . ' I 
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In tho roalm of fiscal policy 1 the principal problem conf'ronting the A:morican 

pooplo thoroforo is vhat to do vtth thooo b1ll1:ma of excoes spending povor, A8 
I 1180 it, thoro oro throo altornativoa: Firat, pooplo could, through tho pro­
coeaaa of doliiOCratic goven>llllmt, deoido to lov;y taxes sufficient to abaorb a 
substantial portion of the e1cose purchasing povor. Socond, tho psoplo could, 
acting individually and cooperativoly, try to add to tho vol~ of their indivi­
dual savings through tho purchoso of !'1:ll'O 11or bondo. Or, third, and 1110at diaaa­
trouely, tho poople, acting individually and compotttivoly, could. sot off a 
spending orgy in trying to outbl d oach othor for the limited supply of conaumor 
goods and aorviooa available , SUch a aponding sproo vould find ita manifestation 
in a oontinuouo rtao in the lovol of retail priceo and 1iv1n~ costa -- and it is 
that 11h1oh 110 dofino as inflation . 

No ono of thooo methods of attack nood bo oxcluaivo. In fact, 110 havo, during 
tho past tvo yoora, tried a combination of all throe. Our tux burden has 1n­
oroaaod oubatantially sinco Pearl Bil.rbor; our individual eavi:nge have oleo 1n­
croaaod mrkod1y; and the cost of 11vins hoe undergone a ahorp riao. 

'lho quoation which conf'ronta us today ia 11hothor 110 shall continuo to try all"' • 
throe lllDthodB, or vhothor we shall incroaao tho oJllPhasis upon any ono ot thom. 

Thoorotice.lly 1 any ono policy or any givon combination of policioe might 11ork, 
though tho consoquoncoa would by no 1110ana ~ tho 80IIlD . Certainly tho oxporionco 
ot tho past two years docs not ind1cato that 110 can roly upon further incroaaoa 
in voluntary savins to absorb tho noooaoary billions of oxcoss purchaB1ng povor. 
Tho auocoas of such a policy vould roquiro tho American pooplo at l east to double 
thoir individual 11ar bond purchases diU' ins tho coming year . I do not bol1ovo that 
vo can talto tho risks inhoront in o:ny such opt1Jntat1c hopo . Certainly tho record 
of purohaoos up to tho present t imo would not civo aubatcnco to tho hopo. ~ 

Why not lot pricoa riso? tncronaingly thoro oro voices clamoring for thia 
aolution . Moderato inflation, thoy say, ia a stimulant to tho body economic. 
It oncoureaoe production · c.nd tonco up tho circulation. Af'tor !U.i, thoao llpeQ10\¥1 
critics cry, hishor prices oro thomaol\~B deflationary, einco thoy cbsorb oxcoaa 
purchaatns povor and thoroby balnnco tho demand for sooda end sorvicoe vith tho 
ltmitod supplies which oro cvailablo. 

Such o:n argwmnt assumoa, howovor 1 that vo ocn cllov pricoa tx:> r1ao 11h1lo wo 
froozo wagoa end s!U.arics , Such on aOBUlliPtion, onco it 1a atatod, clmoat rotutos 
itaolf. Manpower, like all tho othor factors of production, is at n premium in 
tilto of 11or, oinoo 1ro nood more than \fO hcvo . Mon simply do not remain at work 
for f1xod ratoo of pay whilo tho pricoo of tho th1ll8& which they rouat buy oro 
atlovod to so01· . 

For oomo workoro , parti cularly tho sv.boto.ndnrd' llc.go-barno1·e and tho llhito­
collarod omployooo who livo on rolativoly fixed incomoa, rising prices liOll.n on 
inability to buy tho bore nocoeaitioa of lifo for thomsolvos and thotr fam111oa. 
Evon 1f thoao millions of m!'ln and wo!llDn ~roro 111lUng to 'ol'ork at fixod ratoa of 
pay 1n the face of soering' priooe, thou· productivity wouid soon auffor . . . 

(Ovor) X-22492 
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Therefore it is plain aa da:y that if pr1coo SO liP• vases vill soon follow 
thllll Rietna' wges, ot cours e, -n r1e1na incoaoe, and w ohould ooon find our. 
eol..,;o faood vith tho ll8l:le d1tficult:y ''o had at tho boginn1118 - - e.n oxcoeo ot 
purchaoing povor over tho goode and eorvioee aftil.able to meet tho ottoot1Te 
demand in the bands ot cOQ8UIIIollro, 'l.111e eoo-eav of rising prices and vagea 1e \~hat 
\o'e 1cnov ae tho intl.atioae.r:y spiral. 

It roelllta in the inordinate growth of tho public do bt, the deatl'llction of 
all fixed values, tho dilution of the people'e sav11161', inete.bilit:y in tho finan­
oie.l stl'\loturo, in eocial conflicts of over:y pernicioUB variety -- str1lcea and 
olovdovna, bitterness e.nd diacord. It 1e tho broad hif!llwa:y to nAtiono.l d i saster, 

That DOBd ve must not travel. 

There remains, therefore , tho alternAtive •• additional taxation designed to 
siphon ott tho maximwn am0111lt or individual purohaeina pover from all thooe poreon.s 
vho poesoea 1nccaea above the level of decent vo.r-time eubsietenco, 

Ri~er tr.xos, in combination vith inoroaoed peroonal "-e.r bond purchases, 
afford t ho oM oafo t1ocal road vbich YO oan travel in these JIOrilous timeo. 

'11lo critical question· is not vhethor YO 1111111t have more roTBuuo , but hov YO 
shall raieo it, and hov muoh we· need • 

• 
Cortainl:y, YO need all ve can get. '1110 Secretar:y of the TroasU%7, vith tho 

President ' s approval, has asked the Congress for $10,500,000, 000 more. From the 
standpoint of fiscal needs and fr0111 the otandpoint of economic ete.i>ilization, 
thio 1e, in m:y considered· jud!llll8nt, a conservative request -- e. minimWII and modest • 
NnO\I.nt. 

B:y vhat .method, then, shall this money be raised? 

TaXation ie somevhat like the sulphur and molAsses our ~ante used to gi'l'a 118 

for tonic in the oprtll(l of the :yce.r. Ever:yone admitted that i t -was a highl:y 
beneficial elixir - - for s omeone oleo to talce. In this respect ta.mt ion is not 
ver:y different t'r<lm nll tho other toolo of economic etabillzation. Just as ecce 
want -wages fro~en vhile prices are alloYed t o riae, and vice vorea, so do lllfll\)' 
j oin enthueiaotlcall:y i n tho Job of raieina taxes - - tor tho other i'ollov. 

Ae for m:yaolf 1 I em thorouehl:y of tho opinion that, vbon every e.ltornati vs 
is canvaaeod and evor :y e.r@lli!Ont exhausted, ve had boat etick to tho tried and 
true principle of taxation baaed on abilit:y to pa:y. 

This doea not, hovever 1 mee.n that ve can afford to place the entire burden or 
nov revenues IIPOn a sman minorit;y of tho population, While ability to pay io 
etill, in m:y judsment, '-be sO\indeat ye.rdotiolc b:y which to measure te.x proposals, 
ve must aleo remember the.t the groat me.se of our citizenry poseoeeee today e 
greater abilit:y to pa:y taxes than ever before i n our hi story. 

J'our•fitthe of our national income i s in the banda of indi vidualo earninG 
$5 ,ooo a :year or leas. I1' vo e.re to siphon ott purchasi ng powtt;:- :r.rom tho lavole 
ot inca. vbero infl.atione.r;y proeauroe are the moat severo, t ltoes \o'ho fall i n 
thoao inca. groupe and vboso incomes are above tho level of d.econt var- time aub· 
eietonco muat boar a substantial portion ot tho incr-eased burden, This can bo 
MCQIIPliohad b:y lovorill(l the present pereo.nal. and dependoDC;y o~iono 1 b:y rei a· 
ing tbe n<l%Wol and surtax rates, and b:y placing aharpl:y incree.aed oxcieoe upon 
luxurioe. · 
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Such prcpoaols, or others o1niler tc them, ~re, I brl1eve, ~co'~odly prefer­

~bls to e general salsa ta:, levio~ upon the nocosoitios Qf lifo, ·irrospootiYe of 

incOme and disresard1ng the m1n1lll\ID eubsietence noede of tho lllllrBinBl 1ncc:ae 

recipients. 

Any pl'Oposo.l which reduces ruthlessly tho olrec~y imperils( l iving atcndo.rds 

of tho substandard erou!)s ··- especially tho 4,000,000 wage earners otill earning 

lese than 40 cents per hour end the millions of white collor emplcyeeo whoee 

modest incomes have remained at fixed levelo 1n tho t'uoe of r1eill,3 prices -- ie 

vholly inconsistent with tho moat elemonU.ry standard& of Justice c.nd fslr ple.y. 

Unless WEf -were to suffer from e material impairment of their produotiveity, the 

enactment ot e.n indiscriminate sales tax on t he nocoasitiee of l ifo woul d oompol 

widespreed readJustments 1n the wgee paid to t hos,e employees. Such incr&oees, 

themselves 1n port i.ntlstionery, wou~ go .for to neut1·alit.o th& ott&ot of too 

revenue proerem. 
· 

We muet 1 therefore 1 forge o. revenue policy which will draw aubatontiol 

omounto from thoee earning $5,()00- a yeor D.Dd lese without gutting the livina 

standords ot those who euffor from eubetll.Ddord conditione. In this connection, 

and contrary to th& impression videly preve.lcrlt 1 it should be noted that more 

than balf ot tho total tax i.ncreaaes recol!llllllnded bJ tho Treasury, including both 

inoome end exc i se levioe, would •come from those 1n bl'o.okoto below $5000. . . 

Some of our business end po:Lit1oal leaders have orguod that the Americe.n 

people do not possess additional capacity to pay moro to.xeo , This contention 

doii:Onstrably false. The vory JlOrplexity vbich confronts us is o.n excess ot 

purchasing power over (!Ooa,s e.nd eorv1oes availe.blll to cqnaumors . The real 

question is not whether wo con s f foil! 111Ghor taxos ·but whether · wo can afford to 

try and eet by, v1thout them, 

·Americans are' this ;,oar spending cstronomical SUI!ls for Je...:lry, furs fine 

clothes and other l uxuries . In de!,)llrtmont atoroa, for 1natCJlco, 'IICIIIOn spent 

lo4~ more tor furs in July 1943 the.n they opent 1n July 1942 . Likewise, thoy 

spent, 1n the somo month, 6'-' mcro tor ocate e.nd suite, 37~ mcro for droaaoa, 

3~ more for bl ouses, skirts and eportowoo.r, · 31~ moro for undc~·wor, slipo and 

nogligooe, 24~ mcro for corects end bl·assioros o.nd 4lf; IIIQI'O for sJ.ovea, 

. . 
· Like vis~ tho Amorican pooplc oro spending o.n 1noroe.eod amount to oat, drink 

&nd !l'.D.ko morry. In Auaust 1943 -- in the middle of this second yoor of allceedly 

total 'WELr, receipts of catins and drinking ple.coo 1o-oro 27-;, h18hor than 1n August 

of tho previous year. E:-:"Penditures 1n theaters, cabarets, concerto and other 

places of amusement rose 30".' ever the same period. On flowrs, the. people spent, 

it is &atimated, ;C/f, mere 1n Aueuat 1943 the.n 1n Aueust 1942.. 81m1l»r 1nor eases 

are estimated for beer, winos e.nd li<:uor, for cosmetics and toq.et prepe.retiona, 

e.nd substantial 1ncrelloae :for cigarA, c1(;Br&ttoa and tobaooo . 

Ao compared with the averaee for the t;yp1oal pre-war yeora, 1936-39, expendi­

tures in olothtne stores had 1ncrGasod l<Je~, at eatinG ond drinkine places 143~ 

1n je'WOlry stores 21~. 

Who, in the taco of those starting 'ueurea, will contend that the Ameri oe.n 

people cannot pey mere t.e.;~eo. I do not believe that the. sober citizenship o( 

this ereat democracy dOal.re co.ae and luxury for themselves while their boyll oro 

dying on tho battle fields of this titanic global war. 
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~ de.T our bo71 Yill retum. M1z11 Yill caM back wunded, crippled 
and ma:IJDed , r Pl'O¥ God thOT !JJIJ:1 not CCIIle beck to find that, through love of 
ease and pleasure, through politica l cowardice and peraonal ambition, ve have 

batl'O¥ed them, 

we are the f iduciaries of their freedom, the trustees of their future • • 
X pity the poll tical truckler and the aunehine patriot vho must aa;r, when 
called before the bar of Jud(9Dent by the return ins heroes, "I thought the 
American people could I\Ot afford to ps,y more taxes . I have paeaed onto your 
shoulders the fi.nancial burdens of this var vhich ;you bave fought and von. I 
took the bread from the IDOIItha of your vife and children while you fought for 
me , vb1le the American people were ependins their eubatence on luxuries and 
en tertai.J::aen t , " 

There !JJIJ:1 be SCilla amana ua vho re~ inflation aa a kind of abstraction 
•• a theor;y concocted by the impractical visionaries vho dream up wa;ye to make 
our liv~e complex, Thoro aro others, known· t o mo, who vould volcome a touch of 
inflation and are exerting their pressure and influence to take off tho lid, 
But I assert to you that unless we as peoplo havo the vision and t ho courage to 
accept without complaint the restraints necoeeary tor stability, vo vill pa;y 
for our foll;y vith a bitto~ and hideous coin, 

Wo epoalt of sacrifices . Moat of ue at homo bavo no basis to uso the vord 
aortoual;y unless, perchance 1 a loved one hae laid hie lifo upon the altar of 
freedom, I do not protond to preach <1r scold, but I aa;y to you Y1 th oarneetneaa 
that too many still aook to improvo their economic position as individuals and 
ae groupe at the exponso of total mobilite.tion t or economic stability in war and 
poe.oe, 

An incessant parodo 1'1loe through my office •• o.nd I volcomo thom and 
o.pprooiato tho1r concom •• oach seeking in hie tum to claim oxomption from tho 
rulos tho.t lulvo bean laid down to keep our econOIIU' whole. 

' 
War can afford no occe.81on for pr1 vi lege or imllluni ty , lior can all the 

old 1nequ1 t ie a in our economic a tructUre bo remodiod in tho midst of total war. 

There is no oo.s7 roo.d, no abort cut by vhioh to solve the problems that 
confront us at home, Our capacity for eelf·d1sc1pl1ne must be equal to the 
irritations and restraints made necesso.ry by vo.r , And, though the military 
nove bo encouraging and our diplomatic e.ch1ovements e. proud moment in our hiatol1, 
we can not relAx our v1g1lanco until the evil hordoe of tyranny e.nd brutality 
o.re oredicatod f l'OUI tho to.ce of the. earth , 

No , inflation ie not an e.batraction, It is not c theor;y, en intansible 
vill-o ' tbe- viep, It is a monstrous evil that must bo prevontod from dostroyl.n8 
tho ~ricn vhicb vo ct home bo.vo the responsibility to koop vholo for tho 
return of our fightine mon who c.rc at this mcaont offer11J8 their lives tor us . 
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And these boya, the boat and brevoat of our youth, do not lisltt)J roserd 

that which we ot hoae ~ often isnore. 1Uoy are t btnldae politapa more than n 

of the America to which they loae eoon to return. Rocent)J I vu ginn a letHr 

received b;y a friend tram an enlleted llall in lleet Africa. Thou leda bsYe time 

to think aober)J and, politepe, 110re cloor)J and tundamentoll,r than enr batoro. 

Their minde are directed toward ei~le, eternal, American values. And if you 

think 1ntlat1an 1a to thlllll a 11188Dinsleee obatraction, I bOS l!lOU to coneider cere­

tully the verda of thia American boy vho ia f18ht1"6 tor you and tor 1111 1n the 

European theater or var : 

"You vell lcnov, .. be vritoe hia fri end and old teacher, .. tha reaulto of 

1ntlet1on. But this time there vill be non sreator cause tor diacontont and 

unrest . This tillle ve vill have eome ton lllillicn a on and vomon from the lllilitl.lry 

aentcea vho vUl rona a formidable !!l'OUp 1t their plena ere sha t tered 'by 

intletion. 

''You lllight be surprised, " this American doll8h·boy cont inues, "At the 

number of man vho are lllllk1n(l plana alread,r for their return to c11'111an lite, 

Publicly the;y may not say 111ucn about it, <but I have toll<ed to innumerable man ••• 

who ere aal'"i.na all the money the;y poasibl;y can for the t ime t be;y get back, Some 

are married or plan to be 11>11rried end ' they are puttill8 their money into a bouse, 

a farm, or f urniture. But this ie rare. The majority are saving their money - ­

count1"6 it caratully -- end dreallling of the cOlllforta i t ie going to b117. 

·~ut t he point ia that they are droallling of tbooe thinss in terms of pro•wsr 

prices. We in the Arm:¥ are not vi tall;y aff' ec ted by prices. Those of us in 

foreiCP aerv1csa chalk up differences against tho country in whi ch we happen 

to do our BliiBll amount of bll71ns· :Sut we read about the price of furniture at 

home go1"6 up l~ or some other price index eo1ae up to 5~. 'But it doe a not 

strike homo the v~ 1t would 1f we looked at a radio that we almoet boUGht bef ore 

the war for $25 and nov f ind we have to pay $50 for it . 
I 

"After the wer that ia the experience that each and eYO'rf one of us in the 

Arar:t is go~ng to have. We have saved our money -- denied ourselYea maey pleaeures 

and we are dreaming of e dovn P81Dl&nt on 8 house, nov clothes , lllllrriage, etc . 

But our ait caatlee v1ll fall v1th a very dieoomfortine ~hu4 vhen we find ve 

·can buY on!¥ halt, or a third, or some amoller frac tion of the commodities we had 

plenned. That 1a when the proteatins murmurs of ten million hearts will ewell to 

a craehin{. crescendo or conde=tion ll{,ainet our government . The reaulte tllli:f 

vall be cateatrophic. " 

Thoee are the words of an American soldier on 8 foreign f1shtill8 f r ont. Be 

ie C8llin« to ;you and to me. He is beeeoohins ua for b11118elt and on behalf of' 

hie ccmradoa to 1111l1ntoin the value of the dollars ho is sav1ae in the service of 

hie countcy. Be 1a pray1"6 that those or us at home will not fail him and that 

hie dreams - - drelllDS he conJures in the stillness of the deert night - - will 

not be daehed to earth b;y timorous poll tical time servers. 

Marriaua, a house, new clothes and an America of opportunity. I can only 

pled6e t ha t 1naofar ea I have power to atop it, no orf!,Y of inflation will pr event 

thie Al:lericen hera•. a simple drelllll from bec01l11.ng e livins real1 ty. 

I call solemnly and reverently upon the American Connreea and tho gr.eat 

~icen people to JOin vitb us in a courageoua tax program. Let us keep faith 

\11th our tieht1"6 men, Let ua keep faith v1t.h America•a future. 
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TREASURY DEPARTMENT 

IN TER.OFFICE COMMU NICATION .. 
' 

DATK November 4 , 1943 

,o Secretary Mor genthau 

••o"' Randolph Paul 

• ubj ec t : Study "Conaiderat i ons Reapeoting a Federal Retail Sa lee Tax• 

Attached is a mimeogr aphed copy of "Consi der a t ions 

Respecting a Federal Re tail Salea Tax,• a s tudy prepared 

in the Divie1on of Tax Reaearcb . This s t udy vas eubmitt ed 

to the ~aya and Means Co~1ttae i n i t a recent public hearing• 

on revenue legislation. 

Attachment 
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one! Comp11lo017 Londi DC 
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on tho Anti-I nflAtion Program 
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HISTOI!r OJ' nDJIU.L SALZS TAX PROPOSALS 

Division of Tax Reaaarch 
Treasury Department , Waah1ngton, D. C. 
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Histoey of Federal Sales Tax Proposals 

Although the Federnl Government has never imposed a ~eneral sales 
tax, congress hss given consideration at various periods to such a tax. 
A general sales tax waa first proposed in the United States during the 
Ci vU War. In the openina year of the War, Congress had adopted the first 
inc""" tax and, in addition, had introduced a comprehensive syste::o of 
excises. Opposition to these war taxes developed and, as a consequence, 
8l;itat1on for a general sales tax began in 1862. The !lew York Cha::lber 
of COO!Cerce, the Boston Board of Trade, and similar organizations 
petitioned Congress in that year to adopt a sales tax, but proposals 
ot.rored both in Committee and on the noor ae an amendment to the Revenue 
Bill -.ere defeated. 11 Encouragement was ~ ven to the proponents of the 
snlos tax in 1864 whon the Commissioner of Internnl Revenue advocated 
n sales tax as a temporary war finance measure 1 but the 11ays and llearu.o 
Committee proposed other methods of increasing rovonuo , including a 20-
porcent increase in tho ox:l.stine tax on manufactured articles . \1hen tho 
Revenue Bill was boing debatod in the i!ouso, an amonchont providing for 
a sales tax of one-half of ono porcent was otrorod, but the House rojoetod 
it and adoptod ins toad increases in ax:14ting axcisos. y 

Tho oovemont for a Federal sales tax dovclopod considerable strongth 
during tho years following tho fi r st World 11ar and during tho doproasion 
years following 1929. Several sales tax proposals introduced in Congress 
in the early 1twentiee were linked •~th the financing of soldier s ' bonueos, 
but none of those received serious consideration. After 1935, when old­
age pensions 1 particularly tho so- called 11TO\fnsond pension plans," wore 
being considered, sales taxes of broad application (gross income or grose 
transactions taxes) were offered as a means of financinll the pension pro­
posals . Recent discussions have accorded a proad.nent position to the 
sales tax as a sourco of wartilne revenue . Congressional c<m!dttees dis­
cussed the tax in tho course of their deliberations on the Revenue Bill 
of 1942, but it was not brought before Congress for a vote, 

I . Proposals , 1918-1941 

The attached teblo presents a chronology of Foderal sales tax pro­
posals during tho poriod 1918 through 1941 and shows tho principal 
provisions of tho so bills. Somo of thl:' ll¥)re important proposals are 
treated in t he following discussion. 

A. 1918-1921 

In the years following the first 11orld War, the sales tax bec&~e 
an important issue. Jl The war Revenue l cte of 1917 and 1918 had greatly 

11 Smith, H. E. 1 
1861-1871, 

Y Ibid, , P.• 259 . 
l/ A few months beforo tho close of the war, Sooator Borah had intro-

duced a bill providing for a t ransactions ~ax, but no Congressional 
action had boon takon on it , 
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inc ...a sed the rates of personal and corporate illcoe~e taxes, and in 
addition had int roduced an excess profits tax and special war excises 
on CI&I1Y ccmnodi ties and services, After the war, deoand arose for the 
repeal of the axcess profits tax, reduction of the surtax rates on 
individual incomes, and elimination or the special war excises. The 
proponents of those changes suggested ·n aoneral sales tax as a possible 
alternative source or revenue. 

Advocates of the sales tax rorc10d orgcuuzations w.l th the purpose 
or stimulating public interest in the soles tax and presented their 

25 

case in pamphlets , and newspaper and 111113azino articles . y Questionnaires 
woro distributed by business organizatio119 to thoir clients inviting 
expressions of opinion on the sales tax issue and results .or the rc!oronda 
were publicized, 31 , •• 

Several sales tax proposals wero otrercd by w1 tnosses appearing 
bo! oro the Ways and l!eans C=:dttoe hearings in Doc<iolbor 1920. 'JJ Ono 
of tho supporters of the sales tax a<Dittod in his testimony that an 
organized c~~paign, sponsored by chambers o! cOQOOrco and other business 
organizations, was undor way to 11ociucato11 tho pooplo of tho country on 
tho sales tax question , !;/ By tho S\.IIWOr ot 1921 tho movement had 
gained such strength that the Senate Finance Committee issued a special 
invitation to propon·onts and opponents o! a sales tax to appear be! oro 
it. Uoro than a score of witnesses testified ~n osch sido of tho issue , 1/ 
Tho discussions in the hearings were directed toward the general question 
of tho desirability or a sales tax ratner than to the provisions or 
a specific bill, Most of the witnesses who favored the enactment ot 
a salos tax also advocated the repeal or tho excess pro!i ts tax and 
selective excises, and the reduction or surtax rates on individuals. The 
sale• tax was looked upon not as a possible additional source of Fedoral 

Y Buehler cites as exa:nples of these organizations: the Business 
L!en 1a Tax COIIIII:ittee, the Tax League of Acterica, and the Business 
Science Club o! Philadelphia. (Buehler, A. 0., General Sales 
Taxation, New York, 1932, p, lJ, ) 

31 Harris, Vinthrop and Co. , a banking firm, eont out a question­
naire in 1919 and reported that or 1, 979 replies received, 
1 ,1?3 favored and 806 opposed a Poderal turnover tax, (Cited 
in National Industrial Con!orenco Board, Oonoral Sales or 
Turnover Taxation, !lew York, 1929, p, 194, ) Tho Chamber of 
Commerce of tho United States took ro!eronda on the subject in 
1920 and in 1921 and found that its mombors favored a turnover 
tax, (For a report on tho so re!eron®, soo House Col!Ul!l. t too on 

and llosns, Hoarin s on Intom -Rovenuo Revision Jul 26-
~:a;-'~~· LtP:tP;·;

8
13?-l39, Y H• on llays 

t ~~~~~~ 
~~~~~~~~~ 
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revenue, but as a substit ute for cer tain existing taxes . In general , 
those who favored a sales tax were representatives of business interests. !/ 
The opposit ion included r epresentatives of the Federal Government, farm 
and labor groups, producers of raw materials, and marketing and industrial 
organizations. ?J · 

Neither of the Congressional Committees took action on t he sales 
tax, but a number of proposals were introduced on tho floor of Congress. 
Senator Smoot sponsor ed a series of bills which incorporated turnover 
taxes or manufacturers ' sales taxes of varying rates. The first , intro­
duced on April 12, 1921, provided for a 1-porcent turnover tax on all 
sales or leases of goods in excess of an annual turnover of $6,000. 
Strong opposition to the turnover tax proposal was expressed on the floor 
of the Senate, and Senator Smoot offered in i ts placo, as an smondment 
to the Revenue Act of 1921, a 3- porcent manufact urers• sales tax . This 
amendment was later withdrawn and r eplacod by another which pr ovided for 
a 1-porcent manufacturers' sal es tax, The l atter was voted on and 
defeatod November 3, 1921, The following day Senator Smcot proposed 
a O, 5-perc911t turnover tax applicable to sales at all levels of production 
and distribution but allowing credit for the amount of sales tax includod 
in the prices of commodities purchased. This proposal also was defeated. 
Three days later , a thi rd and final proposal for a )-percent manufac­
turers• sales tax was defeat ed, 

Advocates of tho salos tax then triod to obtain ~proval of the 
sales tax by linking it with tho financing of veterans• compensation. 
During tho socond session of the 67th Congress (1921-22) Senator Smoot, 
as well as several Representatives, introduced bills providing for tho 
payment of votorans 1 compensation from tho procoods of a aalos tax, but 
none of thcso proposals rocoivod seri ous consideration, 

B. ~ 

After tho ropcatod dafoats of the Smoot amondmonts, public interest . 
in tho sales t ax diminished and the issue was not rovi vod w1t1l about 
t en years lator in 1932, 

Vlhen tho Ways and J.!oans comro.ttoo mot 1n January 1932, it was 
faced with tho problem of rising expenditures and falling rovonuos . Tho 
fiscal year 1931 had closed with a dof ici t and it was estimated that 
tho deficit for 1932 would be still groator, Socrotary of the Treasury 
Mellon presented the Treasury's tax recO!IIlllendations to the Uays and Means 
COII'mittee on January 13, 1932, While recognizing the need for additional 

!/ For example: National Association of ~!anufacturers , National 
Industrial Conference Board, Nat ional Retail Dry Goods Association, 
aod National Association of Real Estate Boards , 

Y For example: The National Grange, American Farm Bureau Federation, 
American Federation of labor, and National L'!!"ber l!anufacturers 
Association, 
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revenue , he opposed a g,eneral sales tax on the grounds that it would be 
regressive in character and difficult of edml.nistration. y The Ways 
and Ueans Committee, however, began early to consider a manufacturers• 
sales tax, the Canadian manufact urer s' sales tax holding an important 
place in the discussions. In November 19)1, \111liam Randolph Hearst 
had arranged f or a party of about 75 Senators and Representati vee to 
visit Canada to investigate the Canadian sales tax . 3/ The Treasury 
Departc\ent had eant Dr. T. S. Adams and Mr. E. C. Alvord on the same 
mission. On their return, some members of the Congressional party "ere 
strong supporters of a sales tax. The Treasury representatives, while 
admitting that the Canadian tax was successfully administered, advised 
the Committee against adoption ~f a sales tax as an ~ergency measure 
because of the administrative problems involved. 

Opposition to and support of the sales tax in the hearings before 
the Ways and Means Committee were drawn in general fran the sante groups 
as in 1921. In addition to tho farm and labor groups, however, a number 
of retail merchants associations were among the opposition. lf The 
National Association of Manufacturers, tho Chamber of Commerce of the 
United States, and the American Petroleum Institute expr essed preference 
for a gonoral sales tax ovor incr eases in selective excises . 

When tho Rovonuo Bill of 19)2 was reported to tho House by tho Ways 
and lloans Commi ttoe, it contained provision for a 2 • .25-poreont manufac­
turers • sales tax. The Committee ' s recanmondation specified, however, 
that it was to be "a temporary moasure to last on.ly during the period 
of tho present emergency •" y 
y His reasons for opposing a general salos tax and f avoring taxes 

on selected commodi tios wore s t ated as f olloVfs: 11Wo laid 88ido 
all thought of a general sales or turnovor tax, not only boeauso 
generally speaking it boars no relation to labilit y t o pay and i s 
regressive i n character, but because of the great administrative 
difficulties involved and the almost inevit able pyramiding of the 
tax in the course of successive sales. The objections t o a gen­
eral sales t ax are not in this r espect applicable t o a t ax on se­
lective articles of the character heretofore employed in this 
country and now recommended •• • • We concluded that our immediate 
needs could best be met by utilizing a known general pl an with 
such changes as might be appropriate in the light of al tercd 
conditions rather than embarking on new· and untried ventures in 
taxation. " House Oommittoe on Ways and lleans, Hearings on Revenue 
Revision , 1932 , p . 4. 

Y See House Comm1ttoe on nays and llGans, Heari ngs on Revenue Revision, 
1m. pp. 2)9-252, for a statement of n Proceedings of mooting of 

, delegation of United States Senators and Representatives with offi­
cials of Department of National Revenue, Canada, with respect to 
operation of Canadian sales tax, Ottawa, Canada, NovO!!lber 18, 1931." 

lf National Retail Dry Goods Association, National Retail Hardware 
Association, National Retail Furniture Association, llational Shoe 
Rotailcrs, and National Association of Retail Druggists . 

Y House Comm1 tteo on Ways and Uoans, Report on H.n . 10236 (The Revonuo 
Bill of 19)2) . Houso Report 708, ?2nd Congress, 1st session, p. 8, 
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The Truaury Department withdrew ita objection to the sales tax, and 
Secretary Uilla in a radio address on U&rch 12, 19) 2, announced t hat ho 
"as willina to accept the revenue progrtn of the Committee on lla,ys end 
Ileana . .Uthough he opposed the sales tax in principle, he expressed 
belief that it should be adopted ~• a t emporary measure because of tho 
grave fiscal emergency. 

When tho Rovonue Bill came to the floor of the House for consider­
ation, bitter opposition was expressed to the sales tax. An amendment 
offered ~ Representative Daughton to strike the sales tax was adopted . 
A few deya later efforts to restore tho aalos tax to the Revenue Bill 
wore unsuccessful. As finelly enacted, tho Revonuo Bill provided for 
an oxtonsivo list or selective excises . 

c. illl 

'llhen tho National Industrial Recovery Act 'lias undor consideration 
1n Conaross in 19)), an amendment provid:l.ng !or a 1 .75-pcrcont manu­
facturers ' sales tax wa.s of!erod on tho tloor of tho Sonata by Senators 
Rood, Walsh, and Byrd, but it was dafoatocl. 

D. 19) S=l94l 

Becinnine with the L!eOroarty bill (tho first so-called "Townsend 
pension bill") 1 a series of bills, moro thnn a scoro in number 1 providing 
for saloa taxes or broad applicat ion (transactions taxes or gross income 
taxes} were i ntroduced during the period 1935 through 194l as means of 
financing old- age ponsions . Congressional committees gave careful con­
sideration to certain of these bills in COMection w1 th House and Senate 
hearinas on the Social Security Bill i n 1935 and the hearings of t he 
House Soloct Committee Investigating Ol d-Age Pension Organizations i n 
19)6, but only one of the!:o (H. R. 6466 introdueocl ~Representative 
Hendricks in llay 1939} came to the n oor tor consideration. The latter 
was reported to the House by the l1aYS and Ileana Commit teo w1 thout 
rocOCI:Iondation and was defeated whon it c- to vote on JW>e 1, 19)9. 

U . Public opinion surveys 1n l 94l and 1942 

flartime rovonuo noeds caused a rovival o! interest in the sales 
t ax end led sovoral public opinion survey organhations to conduct polls 
in l 94l end 1942 in an att .... pt to detonnino the attitude or voters with 
rogard to tha tax. Tho Gallup Polls conduotod by tho American Instituto 
of Public Opinion and sevoral survoys mado for tho magazine Fortuno are 
roviowocl bolOTt as oxamplos o! the so polls • 

Bo!oro proaonting tiro results of tho polls, it should be notocl that 
in attompti"l! to draw any conclusion from tho answors to a poll, it is 
ossontial to dotormino axactly whet tho participants wero asked to voto 
upon. Failure to parmi t tho votors to chooso botwoon al tornati vos can 
roadlly roeult in an unroprosontati vo picturo of tho public attitude 
to'llard an issuo such as a Fodoral salos tax, which to a considorablo 
Cll<tont involves a choice between a1 tornatiws. 
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.t.. The Gallup Polla 

The Gallup Poll ttas released the ;-esulta ot 6 polls taken during 
1941 and 1942 which pur;x>rted to revoal tl\o attitude ot American votors 
rogardin& a Federal sales tax. · 

Ono of tl\e most signiticant polls wee reported during January 1941. J.l 
This poll consisted of three questions , tho second. of which read: Y "In 
order to holp pay the cost of defense, should the United States collect 
a national sales tax on everything thAt pooplo buy?" Forty-six percent 
of those voting answered "yes" and 54 percent "no," 'J} No sales tax rato 
was IIU1oestod and no specific typo of sales tax was mentioned, but the 
use of the words n everything that people bu,y'' probably suggested te most 
peoplo a rotail sales tax covering tangible personal propert y. 

Tho third question of t.'lis poll waaa 11\Thich kind of tax would you 
profor to raise money for do!cnso - a national sales tax on ovorything 
you buy, or an ineoae tax based on the .. ount of inc001o you recoi vo, 
nnd colloctod !'rCOll every fa:nUy oxcopt thoso on roliot?• This question 
elicited tl\o following responsosa for a salos tax, 32 porcent; income 
tax, 5? porcont; both, 8 porcont; othor, 3 porcont. Tho porcontago 
of porsons in favor of a sales tax thus variod groatly doponding upon 
whothor thoy woro permitted to voto only for or against a salos tax or 
woro sivon an alternative tax sourco. Nono of tho subsoquont polls 
ponnittod a ehoico botwoon tho saloa tax and anetttor source of r ovonuo , 
This absonco of choico is signiticant and cnnnot bo overlooked in proporly 
ovaluatinc tho results of tho polls , 

In April 1941 and January, llay, July, and August 1942, voters again 
woro polled regarding thAir reaction to the levying of a Federal sales 
tax. Tho question usod in each caso did net differ significantly !'rCOll 

1/ Now York Times , January 8, 1941, P• 9 . 
Y' Quoation number ono rolatod to tho incomo tax. 
"J/ Tho poraontagos roportod in all polls will roprosont the division 

or opinion of only t l'loao poraons oxproaaing an opinion on 
a quoation . 
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that used in• the January 1941 poll and took the f ollowing general !om: 
"In order to help pay the cost of national defense (the war}, should the 
Federal Goverl'llll&nt put a national sales tax of 2 percent 0 , 5 percent} 
on everything that people buy?" A summary of the voters • opinions in 
all six polls is given below. 

Opinion of voters w1 th regard to a 
Federal sales tax 

Tax 
rate 

percent 

January 1941 
For Against ' 

llot mentioned 4&f, 
2 

54'/> 

Tax 
rate 

percent 

2 
3 
5 

l.tal/:12~ 
For Against 

~ 

51$ 4&/. 
46 54 
43 57 

April 194J. 
For Against 

Jul:~~:l242 
For Against 

5B'/> 4Zf, 
52 48 

January 1942 

For Against 

AUg],!St 1942 

For Against 

6l'f, 39'1> 
5? 43 

Source: New York Tines , January 8 , April 4, 1941; 
January 14, Llay 3, July J, 1942: Washington 
~. August 28, 1942 

According to these polls, the voting population of t he United States 
showed an increas ingly favorable reaction toward a low rate Federal sales 
tax during the period January 1941 - August 1942. .Assuming t he polls 
were representative, it would seem thet a substantial majority would heve 
accepted a 2-percent sales tax in August 19421 provided the only choice 
was the acceptance or rejection of the tax. I n JanuarJ of the same year 1 

however 1 the voters had been almost evenly divided w1 th regard to t he 
merits of a 2-percent sales tax. 

On the other hand, apparently at no time would the voters heve 
supported a sales tax of 8 or 10 percent , as suggested by a number of 
Witnesses at the hearings on the Revenue Bill of 1942. },] Although the 
actual, division of opinion was not given, the report on the latest poll, 

l/ Infra, P• 12. 

30 

Regraded Unclassified



-8-

August 1942, stated that the votars rojectad the idea of an 8 or 
1o-percont sales tax, l/ even though a higher percentage of sentiment 
favorable to a low-rata sales tax was reported in this poll than in any 
of the others. 

These polls also appeared to show that the voter' 'e reaction to 
n sa.1es tax depends sor.tewhat upon his economic status , The April 194l 
poll revenled that 52 percent of tho low-income group voters y oppoeod 
a 2- percent tax ; 2/ in May 1942, 48 percent of the l ow- income voters 
still opposed a 2- per cent sales tax, although in both instances 54 percent 
of tho votors as a whole favored it . !tf An oxplanation for this variation 
in opinion is given b;r the report on the .;.pr11 194l poll vmich otatod 
that in tho above-aver ace incane f!reups "Tho typical votor ••• feels 
that tho adoption of a sales tax would spread the taxation burden more 
eveill:t instead of placin:> it largol:t on tho shoulders of the rich. " :d 

Goographically, tho most favorable reaction to a Federal sales tax 
was shown, in tho !.lay 1942 poll, by tho voters in tho South and W.ddlo 
\lost, with those livinl in the Widdlo Atlantic and !lew En(;land States 
ehowina tho loast favorable reaction, W No anol;rsis o! tho reason for 
theeo goofll'aphical differences in attitudes was given b-J tho r090rt on 
tho poll . 

B. Tho Fortune polls• 

1. Tho l"orwn of Exooutivo Opinion 

In Februar:t l 94l, the magazine Fo:i>uno published a Forum of 
Executive Opinion doal.i.ng with taxoo . Tho Forum is, as its name 
il:lplies, a survey of business oxecut1 ws• opinio!UI and is intended to 
roprosont tho viowpoints of tho important bueinossnon of tho nation. 

Whon askod 11Do you ravor a fodoral sales tax?" , 6? percent of thoso 
having 111 opinion answered •yos" and )) porcont •no.• The percentage 
of favorable roplles was l:lUCh higher than tho Gallup Poll obtainocl rro.. 
its sample of all voters about tho samo timo (JanU&r:f 194l). ()lly 46 
percent of tho voters as a wholo woro in favor of a salos tax according 
to tho Gallup Poll. Th1s result, howovor, is consistent with tho Gallup 
Polls, sinco thoy indicated that a higher porcontag~ of individuals with 
abovo avorailo incomos than of voters as a ""olo approved of a sales tax. 

!/ Washington Post, August 28, 1942. 
Y Thooo with an income o! $20 a wook or less . 
~ Now York Timos, April 4, 194l, p . )7, 
:JJ. lJ!!!!. , lla;r ) , 1942, P• 4? . 
~ ~., April 41 194l, P• 37. Y Washington Post , !Jay ) , 1942. 
1/ Fortune , Fobruar;" 1941, P • 66. 
•rort uno, 7eb~r,r nnd Augus t 1941: Copyrl~ht , 1941, rt~. Inc. Tho 
roao~rch for tho Fortune Surv~ 1a conducted ~ tho flr1 of Elno Roper. 
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E1;:)1t;r-!1ve percent of t.be business executives in favor of the te.x 
st.ated that a desirable feature or the lov:r was that it wo-.!ld •spread 
the load of taxation more widely •" It was not implied , however, that 
this WD.S tbo paramount reason for vot ina for tho tax because many 
oxocuti ves indicated they thouaht a sales tax had a m!lllber of desirable 
characteristics. 

2. The Fortune Survey 

A Fortune Survey of general public opinion published in August 
1941 included one group of questions relative t o tJPQs of taxes persons 
would be willina to pa:; if tha countr; became involved i n war . !f !Jost 
of tho participants in t.be poll felt that they ...,uld willingly ,ay 
a general sales t ax or nuch higher te.xos on luxuries but were opposed 
to lowori."'J the inc<I!!O tax exemption to $500. 

The ~ostions asked and tho distribution of replies were as follows: 

If we ""re ·actually in tho war and tho Oovorment out these 
thinaa into effect 1 WhiOh WOuld yoU dO willingly I 'IIIlich Would )'OU do 
unwillingly, and Tlhich would you tl.aht against? 

Do . Do . ' Fight . willingly unwillingly against • 
Pay double the present taxes 
on luxuries such as movies , 
liquor, tobacco, etc. 81. :1$ 14.8% 4.:1$ 

Pay a conaral sales tax on 
everythin:: you buy 78. ) 16. 5 5.2 

Support a change in incOCI8 tax 
requirements to include all 
incCil:os over $ 500 a yoar Q.2 )1,0 25. 8 

This poll is not strictly c<lllparablo to t ho Gallup Polls because 
tho voters were askod how thay would react to an accomplished fact rather 
than what they would like to have dono. Furthermore, asking tho partic­
ipants whether they would willingly or unwUlin~;ly pay certain taxes i s 
difforont fi'OIII asking them whether thoy favored or disliked those taxes, 
but i t may well bG that the votora' answors ronoctod, to some extent, 
tho typo of taxes they would like to havo imposed, 

Tho porcontago of porsons stating thoy would willin~;ly pay 
a sonoral salos tax (78 percent) is significantly c;roator than tho 
poroontace reported as favorine tho onaotmont of a Federal sales tax 
by any of tha Gallup Polls or oven by tho Fort uno Forum of Executi vo 
Op!.nion. Sinco tho questions aro different, it i.e not unlikely that 
a conaidarablo amount of tho variation in tho answers is tho result 
of tho difference 1n tha form of t.'l.o questions. 

!/ l'ortuno, August 19411 p. 75. 
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It ia interost.ing to observe that the PortUM S·lrVOy reported over 
three-fourths of ito participents as unwilling to support a reduction 
in tile incocne tax exemption to $5()0. About e1x mnth3 betore, a Gallup 
Poll had indicatee that 57 percent of the votero would have preterred an 
inc~e tax levied on all except those on relief rather than a sales tax 
to help p81f the cost of detense . Tho Fortune Survey query, however, did 
not provide for a choice between alternative proposals and, here too, 
the sisniticnnt difteronce .:n tho results msy be due to differences in 
tho questions asked. Thoso two cases indicate tho neo~ssity of closely 
analyzing tho form of tho questions asked beforo drawing conclusions 
!'r0111 a public opinion poll . 

III. Proposals in 1942 

J. Federal saloa tax received a pi'Oildnont placo in the discussions 
on rovonuo sources during the consideration of the 1942 Revenue Act. 
Tho Troasury Dopartaer.t in its tax rocoru.10ndations to tho Congressional 
tax cCIII:Iittoo3 opposod tho <odoption of a gonoral sales tax. !/ ~ 
individuals and roproscntativos of organized groups testified on tho 
saloa tax qu03tion during the hearings of tho Uo:.:so cor.mttoe on ';fa;rs and 
lloans and tho Sonato Finance CQIIIl:dttAoo, and thoso ComoittCGs considorod 
tho possibility of a salos tax whilo preparing tho Rovonuo J.ct. 

A. Hearings on tho Rovonuo Act of 1942 

l , Groupe f avoring t:.nd oppoainc a 
Fodoral salos t iiJC 

Public hearings during consideration of tho Rovonuo Act of 1942 
rovoalod a 11 voly intorost in tho question of a Fodoral sales tax, w1 th 
ovor ?0 witnosaos ox;n-essinc an opinion ~n such a levy. Although 
a dozon ooro witnOSSOS spoko in favor Of a Salus tax than opposed it, 
mobors alono havo lltUo significance in this caso. Of oorc importance, 
howovor, 1a tho .fact that all roprosontati Vl!a of business organizations Y 

"!./ In his Uarch J, 1942, s~t«lont boforo tho ;;aya and Ueans C<m:littoo, 
Socrotery Llorgonthau opposed a gonoral salos tax, stating that: 
"No gonoral sales tax is rocOtli!IOnded, and indood I atror.gly urgo that 
no such tax bo mado a part o! this rovonuo bill . Tho gonoral salos 
tax falls on scar co and plentiful canmeditioa allko . It strlkos at 
nocoasarlos and luxuries al:ko. As compar od td.th tho taxos proposed 
in t~s program, 1 t boars disproportionatoly on tho low- incooo groups 
whoso 1nco1110s aro almost wholly apont on consumer goods . It is thoro­
foro rogrosoivo and encroaches hormtully upon tho st~,dard ot l ivine• 
It inoroaeos prices and makes prloo control m~ro difficult . It st,im­
ulatos demands f or higher waaos end adds to the parity prices of agri­
cultural products. It 18 not, as many suppose , easily collected; on 
tho contrary, its colloetion would roquiro much additional adalinis­
trativo machinery at a t1mo when manpower 1a 11nited, 11 Houso Car.mittoo 
on Ways and lloans, Rovonuo Roviaion of l942, P• 7. 

Y Por CXUI!Iplo: National Aasoci:~tion of llaml!aeturors, Uni tod St<>tos 
Chamber of Coaoorco, ~'lei tho llational Retail Dry Goods Association. 
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t avored. a Fed.9ral sales tax, while labor !/ and consumer organization y 
representatives just as unanicoualy opposed it. Various other organi­
zations and individuals "ere divided in their opinion:. on the subject. 

2 . Argumer.ta respecting a Federal sales tax 

a. For a sales tP~ 

The statements of the large number o! witnesses a peaking in 
favor of a Federal sales tax necessarily represented a wide r ange of 
opinione . In general, however, the tax was said to possess merits \'lhich 
oay be aumru>.rlzed as folloTTS I (1) it would be detlationary or at least 
not inflationary; (2) the distribution o! the sales tax burden would be 

34 

desirable; and (3) it w~d be easy and inexpensive to c;ollect. , , .._ 

bong tho reasoroll given for coneidoring a aalea tax to be a."'t1-
1nflationar; wore the following• (1) it \10uld roduco excess purchssin;: 
power and hol? c'ledc risinj; prices, and (2) 1t would be less inflationary 
in its oftocts on wages and salaries than a withholding tax on incoete . 

Tho distribut..ion of a sal.ea tax burden ,..s consi<lered desirable 
because: (1) taxes should be levied "lOt only i n accordance 'ld.th ability 
to pay but also in accordance with ability to spend; (2) the regressive 
otfocta ot a eales tax \'COuld be off sot by tho progrossi vo rates on 
individual incanes in the ldj~hOr braokots; (3) the tax TTOuld distribute. 
tho coat ot Oovernr.~ent with th.> utmost unitorudty; (4) the poor man would 
pay leas than the rich because the ! or:nor spends less; (5) a sales tax ' 
would enable persons in ~~e lower income braekots to help pay for the 
war with less hardship than would the usa of heavier income t axes. 

b . A'!ninst n sales tcx 

Opponents of a Federal sales tax were nearly unanimous in placing 
chief aapha.sis upon the regressive natura of a Gales tax and the con­
sequent inequity of its burden upc.1 tho lower inc01110 groupe . Eclphaais 
wa.s also given to the argu-ant tt.at a saloo tnx would bo inflationary 
or interfere with price control, whil.e aovural witnossoa stated that tho 
soneral sales tax should bo roserved as a aourco of State revonuo. 

) , S\lggested tYJ?es of aalos taxes 

lfi tnossos proposing a Federal saloo tax conorally favored the retail 
form of tho tax. Only cino business orgMization propoood tho uso of 
anothor form of sales tax, although t ho National Asoociation of Nanufac­
turers rocarnmondod tho uso of either e retail or manufacturers• sales tax . 

"!/ For oxatlplo: American ll'odoration df Labor, and tho Congross ot 
Indust rial Or:anizations. 

Y For ox .. plo: Consumers' Un~n, Tlaah1f141;on Loague of 11omon Shoppers, 
and N01• Tone League o! 'liomon Sho:'?9rs . 
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Ot.h<lr organizatio!l!l and ind1 vi duals recaomendinc a sales tax !} also were 
c onorally in favor of a retail sales tax, but there were a few suggestions 
tor alternative foro:s such as a manufacturers• aalos tax, whol esalers' 
sales tax , y t urnover tax, or net value-added tax, 

!lacy of the r.itnesses gave little evidence ns to "hy t hey advocated 
a rotail sdeo tax rather t han one of the alternative fal'lllS, Soma 
"itnoeses, however, mentioned that a retail sales tax would not be 
pyramided; that it 'Nould not interforo >~ith price control s ; or thnt the 
rspoal of a rotail l evy would leave no sales tax content in the value of 
invontorios. Tho one business organization v.h ich advocated a manufae­
turors' sales tax ')j claimed that the retail !om woul d be. exponsi ve 
to adldnist or, and that it would be dit!ioul t to obtain an eti'ecti ve 
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and uni!om application of a retail tax. , . -
4 . SugRested rates oi' tax !./ 

!lot all proponents of a sales tax mentioned the rate of t ax they 
..,uld pro! or, but thirteen witnesses auuostod rates f or the r etail Corm 
of tax and t vro for the turnover tax , orJ.y ono suggestion was made for 
a retoJ.l ¥J.es tax r ata of less tlvon 5 percent and tho ov:>st frequently 
sucgostod rato was 10 percent. T~~ relativoly high rates suggested for 
o Fodoral rotcil le~; &rcat:y exceed tho 2 or J porcont rates of tho 
State snlus tru:es . Horcovur, they arc much hichor than t ho r ates indicated 
as acceptable t o a maj ority or tho votors 1n t ho Oollup Polls . Tho ratoo 
suagostod for a turnover tax wore 1 lll1d 2 porcont. 

B. Congressional action on sales tax proposals 

Following tho public hearings , tho question of a Federal sales tax 
was considorod bY the Congressional Com:'littocs. S01:1o rJCillbcrs of tho 
House Ways and l.!cans COlmlittea publicly an.~ounced t!tat thoy favored 
a sales tax, Shortly before f inal cocmittoo action was taken on the 
RovorrJo Bill, Con.,"'t'ess::an Rob(U'tson, vrho wao ono. of tho principal pro­
pononts of tho sales tax, announced that ho was conductin!l a poll of 
llla>bcrs or t ho House to sao whether they WMtod a sales tax and added 
that ho would not press for a voto in COIUl!li ttoo 1.t any considerable 
nUlllbor of lliOI:lbors of tho House oxproseod disapproval . 5/ Those in favor 
o! tho tax did not obtain 11\U'Cieiont support 1 and the Revenue Dill wns 
r oportod out of COCI!Iittoo without provision for a sales tax, 

1/ For oxa:apl ot Federal Tax Forum, !low York County Lawyers • 
Association, and tho American Feder ation of Investors . 

Y Uodolod after tho British Purchase Tax. 
'J./ Ohio Chamber of C~o. 
Y In a number of casos a range rnther than a single rete was sug­
• 1 gos tod , Tho .highest rate is usod horo in all cases, 
,u llow York Til:los . July 9 , 1942, p. 9 . 
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Sales tax plans were discuued by tho Senate Finance Cccru1tt.ee, 
but nono wu approved for inclusio .. in the Revenue Bill of 1942. On 
soptomber a, the sales tax · dsue came to a vote in the Committee . 
Accordinc to press accounts of the ComMittee's action in executive session, 
Sonatcr Gsor•e , Chairman of the Senate Finance COimli ttee , offered his 
Victory tax (n 5-r-ercent gross income tax on all incol.\e above ~024 a year) 
os a substi tute for a notion by Senator Guffey for a 5-percent sales 
tax. Jj The Guffey proposal waG reported to havo been rej ected by a vote 
of lJ to 6 , y 

1/ Il:!J.!I.., Se;>tember 9, 1942, p. l , 
Y Viall Street Journal, September 9, 1942, p. ). 
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l aetoro Affeotinc the Choice of a Retail Saleo f u 
in Praf~renoe to the Ot her !Ypee of 8alee Taxee 

The tara 1 ealeo t ax• ordinarily r oforo to tho •,.ner al ealee 
tax, I vhieh 11 a 1&..,.. on the eale of a wide .. ariet :r of ,oodo and 
eenicu. 1.1\houch eo•e vritera Wlo the ter• to r of•r aloe to 
tueo on the ealo of particular co,.,.o41Uu, tbeee taxao are acre 
co..,lll:r called 1 ooloot1Yo ealeo te.xeo1 or 1u.c1oeo. 1 

!here are eenral -.arietieo of IOileral ealoo tuee. So•e appl:r 
to the eale of a co111110di t:r each tbte i \ chan ceo ba.a4o; tbeoo are 
co-.olll:r celled 1 turnoYor• or •tr&lleactiono• taxeo. MOre fre~uelltl;r, 
hov•ver, oaleo taxoo ar• of t ho 1 oinsle otas•• t ype. appl:rinc to t he 
oale of a commodity only once ao it paoaoo throuch production &lld 
diotribution eh&lllleh &ll4 into the haodo of coneua• ro. The v ide­
epread pr eforonee for oingle-etag• oaleo ta~• i o duo prineipall:r 
to the fact that aultip1e-otac• aalea tax~ • dioori~inat• agaiaot non-

. i ntosratAd induotrial o:rots=o. A tax vhieh applieo at 1110re tba.a one 
otace in tbo production-41otribution prooooo encoura,.o buoiaeoo 
intecration and placeo ~1 l.Adepondont concern• at a eo11potitin 
41oa4Yantaga. MoreoYAr, a IIIUI.tiph-ota,. tax at the preoent till8 
probabl:r would cuah •m•nec•ble prob1uo i n wartill8 pr ice 
otabilhation. 

Tbo oincl~•s• oal•• tax rM:f take one of tl\re• pooo11>1o 
formo, dependinc upon the levol of p roduction or diotribution at 
which it ia 1ovi•d. A Qanufacturera ' ea1ea t~. ouch aa baa 
beon emp1o;vod in O&llada tine• 1924, appl1eo to .. loo by ...... utac­
turero, e>:<~ept aaleo of mat,.rialo and parte for uoe in tho furtbor 
aanufaeturinc of cth"r art1e1eo. A vholeoalo ealu tax, ao t. .. ied 
b:r Australia elnco 1930 and introc!.ucad 1A GrG&t :Sritaia in 194o, 
app1i oa to aaloo of t iniohed articloa to reta11'lro . The r etail 
ealno tax, in vide uoo b:r the AIIArican Statu ainctt 19}}, cenorally 
appli oo to oaloo of finilhod product• by r et ailera . . 

Tbe malcing of a choico &110114! t ho tl\roe type• of oiocle-atago 
oale t taxoa io difficult bneauao of th~ contlictinc economic, ad&ini­
atrati•o, an~ polit ical factore invo1•od. An examination of the 
cbaract•rietico of eacb t:rpo of tax vith rnfor nnon to thnee faotort 
vill clarif:r thft houee in\'OlvAd and vill facilitate tha earoful 
veicbinc of tho relative aorito and dieac!.Yantac•• of tho thr•• tax••· 

I. Dacre• of illtllr f•r,.nce vi th pr ice control 

At tb .. pr 4annt tiM, pr ice• of Yirtuoll:r all cooda &ll4 Mll7 
obarceo t or oenicoo ar• aubJ•c.t t o price cd Unc• ootablilhed b:r 
t he Officii ot Price Ad&inhtretion. !ho price control r ecul.ationo 
of t ba Oftic~ of Prioa A4ainiatration prc .. id• tbat n•v taxoo upon 
tbe ealn of 4 commodit:r or oorvice can bft addoc!. t o prieee without 
r •adJuataent of coilinso if tbe amount of tho t ax ia nuot od aoparatftly . 
lf a rotan oa1oo t ax vnrn i ntroducod, the tax could ordinarily be 
'IUOto~ eepilrately without 41tficultJ. '1'h11 proondure 11 follownd 
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nov 1D moat oalu tax Stat~•- In th~ ca .. of ~Hh•r the .... utaoturon' 
or the wholAoale oalee tax, howa•or , leYeral dtfficultiee wculd be 
encount• re4 ln lt:Mplna t b• tax eeparatolt et atod fro• the tlae of the 
taxabl• oale t o tbo ti•o of the aale to the fill&l coneUII~r- Marlt:ina 
of •~rchan41oe and reoor4-lt:eepin& would be f O&plicated and r etail ere 
would be lnconYenlenoed. ..., more oi.-itioant h the fact that 
oeparate auotation of t he tax would r&Yoal dietr1butore 1 .ar«1ne to 
coape\iton and t o the ~lie- JJ ller.,.te probabl1 voald oppoee 
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an:r procedure which reYwed their ota.r«in• on epebitic arUcloo. It 

1 oparate quotation wer e actually tlllforce4, a4a1DhtraUon of the tax 
misht bo iapa.lrod by tbe r••entmADt an4i ill will wbic)l would arhe. / 
The altornatiYO t o ooparat e quotation would bo complot • reYilion of 
almoat all price collins• • a virtually i~oeoiblo taolt: for tbe Office 
of Price Admlniotration and one which mlibt load to a aer ioua broalt:­
down of tho price control eyotem. 

In ono turtbor r eopect, a r etail aal•• tax would be aup~rlor to 
the othor t ypal i n aYoi41nc lnt• rfernaco v lth price control . 4• a 
pr actical mattor, all purcbaeea by buolnell conc•rne cannot be excluded 
from a aalee tax, yAt an:y tax appl;rln& to eucb aal ee increaoee bullnAII 
cooh &lld exerto pre11ure on prieo co111Dca. Since a retail tax would 
ro0u1re a lover tax rate to raiee a «1ven anount of r e1'8DU8 than would 
tbe other foral of oaloo t~aa, i t would exor t loea proaaure on prlco 
celllngo per $1 of r.,.enue. 

II. Avc14anco of pYr&Didl nc and oxceoaivo prico 1ncroaa•• to coneua•r• 

Durin& tbo porlo4 of &1Jil•ral price roiulatlon, wb•th91' a tax h 
ehittod by eoparato quotation or by r nvieion of priceo, it io likely 
that price incre&IOI Cl'o&t <>r than the amount of tha tax WOuld be 
kept to a miDi.,.. ' 

Once price cont rol io ell.mlDa\nd , bow.,.er, \ax-1Dduced price 
inc!'AIIOI \o COni UD81'1 would t8Dd to 8XCMd tba amcunt of tho tax 
undor ll&Dufacturero 1 or wboloeale oaleo taxee. Tbo purcbau pri ce• 
of aoodo bo11£)1t by r • tallnra , and in \bA cau of tho manutactur~ro 1 

tax t ba purcbaoo priooe of 4!00dt bo\1£)1\ by wholnea lAro, would ueully 
bo lncroaood by tho amount of tbe tax. Undnr tbn ouatozar,r priolnc 
procoduroe of wboleealoro and r•tell•ro, eqllin& priooo are de t ermined 
by a44in& to purcb&oe price• a .-ore or 11111 oocotant u.rlt:-up par­
oentaca. 'l'huo, the •ercb&Dto vould tODd t o lnoraue their ealli"' 
priC81 by &DOUD\1 il'e&hr than the talt o b&O&UIO tbe Mrlf:-up Would be 

if l or &X&If!>le , undor a 10-'j)oroon\ wboleaal • &ale• tax , if an artlcla 
wor e otf.red for aalo for flO plue 50 oento t ax, U would be 
ob•loue tbat t be u tau .. re• u.r&in on tbe arUclo vao $5. 
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applieol to · the blpor p~~rcbaae pr1cea (illoluolinc the tax). Conu­
quontly, conaua~ra voulol be forceol to bnar an aololitional price 
incr&aao o•er anol abo•• tb~ a.ount of the tax. !/ It ia poaeible 
tbat coapotiti•e fore•• aipt ultiaahlJ eliminate part ot the 
pyraaicl1Jlc, but aoaa price illcreaau due to pTtuicl1Jlc woulol probably 
r-111. 

11llller a r~ttaU Mlea tu, pp-aat4111c la far luo aicnificant 
bocauae the tu cenerall7 eppl1ea at the poiAt ot fiAal aale to 
inil.1v14uel con..-re uol, accor41Dcly, entero 1Ato the coata of 
buoineoo coneerAa 01117 111freo,ualltl7 •' 1fh118 retail no uol other 
buoinaao concern• -.r ultimately readJuot aark~up anol oallinc priooa 
it oeloo volume fallo aa a rooult- of tho tax, tbeao adJ~otmento are 
loot likely to ooo11r than 1o p7tamlollnc undu manufaot~~rqra' or 
vbolaoalo tuu. 

Ill. lleTenwt rlolol &t a &!Yon tu rate 

.t. retail aaleo tu 1a eati-to>d to yield approliU&telJ 50 per­
oent aoro rP.Venuo than a vboleaale aaleo tu and about 100 percent 
110re than a aanufaotw-ero 1 aalaa tu 1.,.,1114 at the aaae rete. !be 
creater 71el4 of the r otaU tu 1o 4Ue priurU:y to the larger tu 
bate at the retail leYel, lneuucb ae the tax applieo to pricea which 
are bigbor b7 tho oliotr1butore 1 marcina. In part, bov.,.,ar, the 
greater yield ia olue to tho wider coYaraco poeaible under the retail 
tax. During the war poriool, aome additional yiolol can be antlcipateol 
b:r the reaching ot r e taUua' atocko of co64o which would eooape the 
tu under the other forme. ' 

... en tbouch an equal 180\IZlt of revenue coulol be obtallleol from 
tho other t7pea of aaloa taxa a b7 Mployillc bicllor rate a, if' ia cot 
likelJ that 1A practice & rate oufficltmU:r b1P.,r to yield the 
- reY"-""" would be iiiPOatlol. 

fbe lover retea 1'8Ciu1rtl4 under the retail tax to rahe the aaae 
r evecue would or11ato lou iccentive to evaolon than would be created 
by the bieber ratea required undor the manufaot~~rero' and wboleaele 
oalee taxes. Somo taxpl)'ore who voul4 110t oonalolor 1t worthwhile to 
eYade a low rato tax might be toaptod to 4o ao undor a bigb&r tax. 
!!'be unfair coapet1Uon that would arhe out ot tax eftalon would be 
110re aerioua with a bleb rate of tu 1114 woulol teAol to load co~~petillc 
OODC&rAI to attempt ... liOD ill aelf-4efeDae. 

!/ For Ullllph, if a Mrcbant ~plloa a j&poroent aarlt-"P to pul'cbaee 
prico, he will aell for Sl.JO an article oootillc b1a $1. I-t a 
lO-perc1111t Vboleaale aaloa tax 1a 1Atro4uce4, Ilia p_vcbaee price 
of tbia article will rho to $1.10. !be merchant, applrlnc hia 

'30-poreect mark-up, will aell the artiol• for $1.4}. !!'he price to 
the oonauaor thua will baYe riaen 13 oecta, althoucb tbe tax 
applJinc to the aale ot the article anol the tu oollectod 1a only 
10 0811h. • 
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Pinally , a1 1ndie&t84 abov~ . the low•r rat~ retail tax weuld 
place looe preoouro on buaine11 co1h e,• thua , on prioo ceilia&lo 
r8lativo to th8 UIO'UIIt of tax riiY""WI colleo\84. 

IV. Adaptabilitr ot th~ tax to 4Aeire4 ooop• 

ln cceral, it 1a a4v1oabl~ to aY014 eQ~~PtiOAI ill a Mlel tax 
whouver po .. iblel but certaiA · ..xcludOAI tr011 the tax, eopecially 
ot arUcleo enhri nc i nto buailleo1 coot1, are dedrable ill eo tar &I 
they ara a4D1n1etratively teaoible. !he larcor nu.ber of \azpa7er1 
and the leoe adequah l&lel reoorcl.t cenera1ly lo:8pt by retailer• voulcl. 
make the hM4ltac of e:o:e~~~pt1on1 ancl. e:o:oluaio111 -ore 41tf1cul t uncl.er 
the retail tu then 'UIId&r ei thor of 1the other typu. 

ln othor and moro 1icniticant reepeot1 , however, the r etail tax 
could be a4Juato4 110re eaoil7 to the 4etirecl. toop8 than either ot 
tho oth•r typee. ~hore i1 coneicl.erable JuetificatioA tor illcludiac 
within the ocope ot a ·wee tax Mrvioel rencl.ero4 to OOA.,.aro o11 a 
co ... rcial ba1io by a1tabliah&d bueine11 enterpri1a1, ouch &I repair 
and fabrication oenicu, and. launcl.r:7 and dry oleantac. !heae 
18rvicoe are 11eceoaarily rendered at the r etail 1••~ &lid do not pa11 
thro~ ..,ufacturinc or vhohoale 1taceo. .Uthouch their incluoioA 
vithi.n the ecope ot a .anutacturero1 or a vholooale tax il not 
illlpolliblo, ontorcoment vould be exp811dve in relation to the adc!.ecl. 
rova~~uo. !!he ac!.minhtrativo machinery tor euoh tax~• would not bo 
&earod to the hendl111(1 ot tho relatively lar&e numbor of amall tu­
P'*'•r• with inadoo1111h record.-. .A. retail o&loe tax adloi.ni1trat1on, 
howeYer, would uceoaarily be tot up in 1uoh a ....,,.r that 1t could 
lwldle t""!>&7or1 rondorinc leniool 81 Vall at thole t Jllinc COOdl. 
l Ade'!cl., aany concun1 rllllc!.orinc conoumore 1 1~nioeo allo 1ell cooc!.l 
at rotail and would be t""!>&Taro under a retail oah1 tax ., • .,. it 
oervicu ""rA not tax'!cl.. 

Certain typu ot &X""'Ptio111 vhioh probably '"'uld be Aeceeeary 
under ~~&~~ufaoturftro I &lid vholeoale taxee '"'uld net b~ neceteary 
under a r • tail tax. 8inca it probably would net be adminiatrativoly 
toaeibl" to ineluc!.o farmere in the catocory ot .anufacturora or 
vholftaalare, unprocooeed tarm proc!.ucte, ..ny ot vhioh aro eold by 
tarm.r1 dirootly to r ntailore , vould oee&p8 tax enti roly unc!.nr 
.anufacturorel and vholaoale oal"' taxee. It dhcrimillatiOA ware 
to be avoic!.ec!., all Ialii ot 'UIIProcelled tootle prob~l7 would have 
to be O:lellptec!. trca eUher t7Pe ol tax. 11A4111' the retail tax, cooc!.l 
eoU by taraere to utailere voul4 be ~ wbc eolc!. b7 the r etailer. 

lleJ.e1 of IOOOAc!.buc!. COocil would lilo:avhe OICMipO tua\iOA '11114er 
Wholftaalo or MAufaoturerl I 1&181 taxAio liAOe fMI oeoon4hall4 pc!.e 
p&OI throuch th" h&lldt ot MAufaoturere or vtloleoal..re. Beoondhancl. 
oalAe, except thoee •de oA a oa1ual bade, ooulcl bo reached by • 
rntaU tax. 

.. 
• 
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J'iDillly, a r11ta1l oaloo tu reachno tho oe.l~ of coodo alr""d¥ 
in the banda of r~tail~ro a t tho time of th~ impoeition ot tho tax. 
With tax•• l • viod at tho manufacturing or wholooalo l~vol, oueb 
article• oocape t ho tax ontiraly. In the latt•r oaoe not only io 
tbo tu yiald rodueo4 but d1ocrim1nat1on r.oulto during thn firot 
8Qntha or 7~ar• the tax 1o 1n operation. 

T. Unifors d1otribut1on ot tax o-.. .. r taxablft purohatat by contWiftro 

UQdnr tlat-ratll ~on11ral a&lqo t&zAa, it it pr11oumably int~~ndod 
that tb~ tax be abift11d to final ocnoum•ro in proportio~ to thftir 
purchaoe a of t axabl• artiol••· fhie intent would be roe.liced, 
how11vor , only if tbft tax roproaant"d the oamo p•roontago of r 11tai l 
oolllng price for all artiol• •· It tbio wor • not tb11 caoo, poroono 
who opont dioproportionataly large pftrconta.coo of th•1r income on 
artiel•• bearinc more than tho avarage rat• of tax would bo oubJect 
to mre tax p" r dollar of exp""ditur• than thoo" who op..nt lar~e 
pore..ntagoo on art1cloo bearing reldivaly ooe.ll IUDOunto of tbe tax. 
!bo lathr group would eocepe pert of their prop•r tax load. 

UndAr a r etail oal• o tax, o~e t be tax appli eo to oalao to final 
eonoUIII•ra, tb11 intent incUcat..d abo'Ye ~;anerally would be roe.lhed. 
Altbougb aoOA r•tai1 ~ro mi~t a~oid abiftiftl; th• tax on oog• 1;00do 
and add dioproportionato amounto to tbo ••lliftl; pr i c•o of other 
goode , ouch proc•duro ia lik11ly to bo introqUAnt, oap•clally during 
the time of gon•rol price controle. Alae , in tbo cao11 of that part 
ot the r•tail tax applying to o&1oo to butin••• conc• rno, tho 
dotirod unltorm d1otrib·~Uon of tax would not b o attained .. '!} 

Uodor manutactur~ro' and vholooale tal~o tax~~o. howwo-.r, tbo 
tax giUIIIrally ropr~o.,.,to noo-unifor ll pRrcent~,. of retail oelling 
pr1Mo. !'bo pric• mark-upo betw.,...n IIAllu!&eturAr and conougor end 
botvoan whohoal•r and ocnowo;u' vary videl;y &I:IOftl: different linu 
of l;ODcla. AceordiQ~;lY, a tlat-rah manu!aotur~ro 1 oal•• tax or 
Who1~oa1• a&loo tu would ropr .. ent wid11ly vari• d J>"rcnnt8l;eo of 
r • ta11 on1ling priceo. gf 

!/ rh1e would a1oo be tru•, however , un~er tho 060Utacturoro1 an! 
whol.,.,.lo o&l•o tax.a. 

Y On one art1o1e tb~ total d1atr1butoro 1 110\J'gino rtiiO/I bo 50 poro,.~t 
of th" retall 111ll1QC price: on anotbor, onllf 10 percent. A. 20-
p .. rcont manutaotur•ro' oal<\1 tax would ""Pr•oiiDt 10 perctiDt of tho 
rntan '"ll1Q1; price (n• t of tho tax) of th• tirot artielo and 
lll P"rcont of tho ••ocnd. lt both of thoo,. articleo r .. tanod at 
$1., tb., aanutaetur...-•o price of t he on• would b" 50 c~~nto nnd of 
tho oth•r appros1mt~t~l;y 90 c.nto: th" w . .a tax would III!IOunt to 
10 c.nto and 11 cOAtt, r"apqcti~oly. 
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VI, NurJb<'lr of t!Xf"Y"r• 

Tho eooto of tax a4a1n1atrat1oD and oompUano~ arn to a ooa.­
dd• rablo ..xt""t dlltfl l'lllned 117 the numb..r of ~nre. n>er• 
would bR approrllll'hly 17 tlm•• aa J0U7 ~·r• 1111du a r .. tan 
tax ao UDI!flr a ..,.uti\Churo1 tax, &ll4 OYIII' 9 tle~u ao uzrr ao 
UDdsr a vhDleOAla tax. 'JJ 

It ahould b• noto4 that thlo a4ftAtq4 of tb>o ID&Ilufacturero' 
ud whDh ealo eal"o taxeo h dW'l 1l1 pan to tbl! aaa....,uon 1l1 the 
eetiiiiAtAO that -11 taxpqero (thou wl\h &DDual e&l• • of le .. 
thaD $5,000) would b o •xe"'!)ted. Such u4111ptlono p robably could be 
made with thea• tax~ • b11oauoR th• cocp•titi•• dioturbonc•o and 
d1oor1m1ont1on croatod would bo r olatlvnly mlno•. Vith tho rotail 
tax, the dioturbaoceo probably would b& oo oiCDlfiC&Dt that the 
U O<J!>tlon o~ oiMll rntail .. ro would not be abhable. 

Tll. Adoguaey of ta:g>!ll'Aro 1 r""ordo 

!ho eon41Uon of tax))a;f'tro' recorda aloo aff4Cto a4111nhtrat1•e 
cooto and qf!eoU•onnoa. !be aocounto and r"""rdo of r'\t&il;oro ar" 
c an..,.all y J:N.Ch l o .. M.eqQate for co:oput1nc and ollflcltil1c e&l"o tax 
liability thaD ar.> thDo& of Cllllluf&cturnro and vhDl'eoal!lro. fhh 
aituntion io dun partially to tb• ooallAr •••rae• oisa of r otailora 
ao eompnred with canutactur• ro and wholooalora. In a4d1t1on , tha 
morn op•clallzqd nnturn of tbn buoiaoaooo ot manutnotur&r o and to 
a l e oaer extent of wholfloal• r• fac111tatno oupplying th• typo of in­
formation ne~~ tor oalno tax a4Ciin1otrat1on. Stat• oal• • tax 
exporhnco hao diWOnotrahd tho nrtual il:lpo .. ibility of 1nducin& 
outtlclont il:lpro•anont 1l1 rnta1lnro 1 ~ r • corb. Accor41ncly, 
with a r RtaU tax , • rroro 1l1 ca1culllt1DC tax liability would be 
100u likely to arhe llDd &rA&hr opportlllli ty 'lll)uld exlot for ou~ 
ri&ht .,...dol'. Co-.>l" h o~in& of r eturu 'lll)uld bR 110re 41tficult, 
gore t1~oooua1Dc ftA<\ , in many cao4o , icpractical lf not 1spoooibl&. 

VI I I . Toluation probl 4DO 

Und~r llll . typoo of oal•• taxAo th11 4ot~roination of tho propor 
oale prico to Which the tax rate ohould apply prAo&Dto oome problemo -
oo-call!Od '•e.luation probl.,.... • 'l'ho noRd for •al uation arh•a partly 
bocauo• thA aotual oalo price dou DOt &lvayo rll'pt'ftiiiDt the aotual 
co•orcllll Yaluo of tbo lll'Ucl• and partly b-uo• dlotribuUon oyot­
of oocp .. t1:1c cononnoo au DOt ""U'or11. lot ouly do tbn .... utactvoro' 

iJ :a;,..eDua Giaion ot 1942. BOill'i!l£! b..to• " t bG Co-=>l.lt..., ou llqo 

""" 1(....,.. p . 350. 
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an4 wboleoale tu~• require ftlWlUon 1ll a cr.ator 11UII'ber of caoee 
thAn 4ooo the rotail tax 'but, when ra~u1re4, ther prooent much more 
difficult a4miniotratiYe pro'blsme. 

Th• prlllcipal eourca of 41fferenca 'betwa.,.. actual oala price 
an4 comnrcial market •alue of All article 11 co-11 oYilArahip or 
affiliation of eallar an4 'burer 1ll a taxable tranaact1on. Manr 
muutacturaro OYil or contr ol vbolo>aale 41otri'buUon fac111tieo an4 
retail outlet.: vbolaoaloro ottc operate r ot&il unite, &lld ooaa­
timeo .anutacturiDC aota'bliebaonto: r etail•r• mar OYil Vholeoale 
houooo or mAilufacturiDC pl&llta. Some taxable tr&llaactione conliet 
of tranofore of &OOdo troa one oeta'blhhoont 1ll euch All 11ltecrata4 
orpniaaUcn to another without a :!!:2!!!,!!!! eele. Whan &alee are 
made under ouch ooaditioao, tho price =-r 'be tar lover than the 
ooDDOrcial .slue of tho article &lld tbe detormiaation of a proper 
eale price for tu purpoeoo proaente difficult pro'bleae. Su'betantial 
adaiaiotrati•e effort il required to 4etorDiaa a fair price an4 
eutfichat adainhtraUYe authoritr muet 'bo &2'&nta4 to enforce ih 
lloo. IInder a retail tu, e11lce ratalhro ul4o• haTe a f11lanoia1 
1nteroot 1n tho 00111-1'1 of their arUclee, trane&ct1ono re~iDC 
r eftlWlHon aro relaUY•lT tav. lloaa ftlWlUon pro'bl•• are of oourae 
to 'b" found, eopeciallr la tha caaa of taxallh articlae produced for 
IliA 'b7 'buo11le11 COilOerAI o 'bUt the;!' are far loll llUIIIOI'OUI than lmdar 
tho other t7Pao of tuee. 

!be noo4 tor raa4Juetaent of eel line price tor tax purpooee 
un4or 110autacturere' and vholooale taxee allo arilee vhoa meau­
facturere and vholeaalare eell to purchaeon at differont lnell 
of tho diltri'bution qota•. A 11111nufacturor ~ oell to vbolaeelare, 
to Jo'b'bore, to rot&Uore, an4 to coaaWIIO'Iro. The priose charca4 tbo 
41tforent trpee of 'bUTnrl are uo1al.lr IUbotaaUallT different. 
llnle11 price read,luatmenta are 11848 f or tu purpoeeo, the &DOunt 
of tax eppl1a4 to eelol made 41rectlr to ret.-ihre an4 conRIIOra 
vou14 'be ou'betanUallr &2'oat <>r than the tu on eeloo to vboloaalue. 
Such 41rect eel"' vould 'be 41aoouraca4 an4 tbooe pro4ucera vhooe 
diotrl'bution qetome are 'baoo4 on tUrBOt aale t o ccneWDAro or to 
r etailer• Vcul4 h.-Ye thAir ccmpetitiYe poeitioa a4voroely at~ect~4 
in oomparioon with thoee manufacturer• normally eelll11C td whole. 
eolaro, Si.ID11er, thoiiCI\ 1811 eerioue, difticultioe oxiat 1n the 
caoe of a vholftaala tu. The proceu of Yalu&Uon 1n euch ceoe• 
1o a 41ffloul t one, Ulllou tbe cone era a aloe ...,e eel eo at the 
price l&Yal vhich would 'be uoa4 ae tho ~ole for romll.Wltion. ln 
contraet, Ull48r a r otail tu, taxable 11\l.ftl aro thcoe -.48 to f11lal 
uaore an4 ftluatioa pro'bl- arh!DC out of 41Yen1tr of 41otri'buUoa 
ITitPI vou14 'bft &YOlu.i, 
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lX. Id~~tification of taxpa7ero &n4 taxftbl~ tranaActiono 

A r otail oalno tax probably inYOlYno fnw~r probl4Do of id~ti­
fY1nc t a:r;pay•re and d"hrmininc Vh~tbu J)IU'Ucular tranoact1ono 
or o tftXftbl• than do oitbor of t~l otbnr tvo tnsoo. In tho cao• of 
o manuf~ctur•r• ' eal• • t~~, thA chiof eourc~ of difficulty li• o in 
d• tornining wboth$r certain acti•itino conotitute manufacturing. 
Such aot lvitioo no pnekartng, bottllns, r obuildln,, and clnaning, 
i lluotrnto tho nature of the diffloultioo. In tho onoe of tho wboln-

• onl o tllx, th" e>hief aource of difficulty llno in tho fr~qunnt in­
ability of tnxpcyoro to know at tho timo of a oaln whnther it io 
to b• th• l aat wholeoal• oale and thoretoro taxabln. ~ concorno 
do bot h wbolnoale and r etail buoineoo. It a Wbol• ealnr or manu­
faotur•r oello to one of t~on concnrno, tho eale io taxable if the 
bii.T•r int'!lldo to r naell th8 article to a conoWII4r. lt 1a not taxable 
i f t ho article lo to be r n10ld to a retoil•r . Ohancao for @rror 
and tax •vaoion would be nuoerouo and tr&quont tax rfOdJwotouto 
would have to be llll'lde whan articleo woro ulti.,.tftly oold to dlffo.romt 
typeo of bii.Taro than wao lntomd.od at tiM of purcbaoo. 

lfitb tho rotaU tax eome problema of dntermininc taxpa:yore and 
t axable oal • • aloo ar1oa. b~ in cenoral tho:r app~ar to be lnoe 
oorlouo than those arieing llllder the othv typet of oaloo ti\XJ!o. · 
fbio io due primaril y to tho tact that moot r otail oalna are made 
to individual conaum.ore who are not in tho bul.noao of oellia.g 
tnmblo artlolet. 

X. Expnrionoo in the Unitnd Statftl with vorioua foroa of aaloe tnxeo 

fbo l sdornl Government hat had only lia.it •d ~xp~rinnce with taxeo 
lo•l ~d on oalee of goode and •~"iceo at r otan but baa had • >r:y con­
llderablo o:r;porlenco vi th tlWIO on lal~l Of SOOdl by !lNiufAetW'era. 
OonoequanU:y, a oanutacturero' o"\loo t r x (and poooibl:V 8 whoheale 
oal oo t ax l}) P'obab!y could b~ adainilter~d • ffecU•el:r w1 thin the 
trao.nwork of 1\Xiatlng l!urnau of lnt• rnnl l!.w8Duo procedureo for tho 
lu!ndUnc of axcia••· fb., moot eff1c1'111t a4:>1.D1otraUon of 8 retaU 
oaleo tax probabl:y would require 1h i.Qtocration with t ba llurAau 'o 
lldaJniatrative organi2ation f or tho handline ot ooolal · ancur1 t:y and 
incOJIIO taxno. Tho r Atall tax would, howcvqr, r nquiro addl Uonal 
a4J01n1atrati•" a.ach1n~r1 and th• adoption of eoma procoduroa 
dlff•rnnt from thoae employed to admlnioter exiotinc taxoa. Theoo 
chancoo would 1nvolva difficult probl.,mo duriac the poriod of 
wartlns• liiiUlpover and oquipi'IMt obortaceo, 

i/ The F• dnral GOvernment hat had no direct a:r;porienoo with taxoo 
on oal•o at wholeoale. 
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M&A)' ltaho baY~ ba4 conoi4arable ezperlcc~ vHh tba IIUiAl._ 
traUon of r" tl\11 oaleo taseo. Dur111c the patt t <U> 1'!N'o, 110re tball 
belf t be Stateo bllYe uood web t"""t 11114, 111 Mll1 caoeo , adm1111._ 
traUoll bat 'be"" cleYelopacl to a hlp lenl of efflcl""C1· fMo State 
oxp•rl&DCe collttltuteo All iiiYalUft'ble tuD4 of i11foraatio11 for t ba 
cleYeloplllellt of J'oderal retall &&leo to.x a41Dlnlotratlon. 

XI. Atti\uclo of t!xp!lero ucl Btato oftlclall 

luooeoof\ll &&leo tax a4allliotration clepellclo 111 largo part on 
the vllllllpeoo of to.xpa:rero to oooperato vHb tho tax a4Dllliotrator. 
011 tho 'batlo of anila'ble illformation, moot 'buolnooomllll vo\llcl prefer 
a r etail tal~• tax. In larg• part, tblo preference appear• to 'bo 
clua to th• cre&hr ea•• vltb vblob a r • taU tax co\llcl 'bo ~ftocl 

t o OOIII UIIIOrl UDder pru')llt COMl tiOIII. 

Ill contraot , 1101t State tax offlcialo, aopacl all:r 111 Statoo 
eaplo:riD« talao tueo, vo\lld pra for a J'oderal Oftleo taz i~oed at 
a 1eul o tber tball r otcll , !blo attitude h 'baood prlllclpall:r upon 
the apprabllnt!Qn that tho __ , of a J''ld•r!l ro tall tu vo\llcl 
l ntt\rf•ro Vith oontlnuad u... of r etail oal•o tasoo 'b1 tho 8\a teo. 

XII. CoiiOlU!iOQ 

rba COIIIi~ar&ticno l iiYOlYod ill apprall iiiC tho r •l&tivo a•ritl 
of tbA thro• tn>oo of 1111&1•-•tac• taloo tune - tho Mn~actur•r• ' , 
wbol• tale , &~~d r at o.il t~•• ~ ar• num•rouo. The ordor of tho1r 
ouparlerity f r om tb• poillt of Yiov of tbe ,.,.oral crltorla hera con­
olcler •cl lo oummarltAd i n tbo acco~~~g t ablo . 

\ 
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CrHert.. Order or wper1or1\7 
l jj T'lt t Secofta i fhJpa 

1. W.n iater!ero- vt\h price ccatrol ••• • . . 
2. 4Y01daace e! prraa141~ ••••••••••••••.••. 
J .. CITeateot .........,. J'ie14 at a ci•eD tax rate 
II ~ta11U1t,. to 4eoiro4 aoope 1 

a> ProYioioa tor exe~tioao ••••••••••••• • 

5· 

6. 
1· a. ,. 
10. 

11. 

11i laclua1on of oer...iceo ••••••••••••••••• 

ol Inclua1ca of acr1CGltur4l pro4ucto 
and aecoalbaDl gGode •••••••.•••.•.•.•• 

11n1tora -41otr111uUoa ot tu onr -11le 

cca~ ~·••························ 
~Qaber of ~ra ...........•...•.•..••. 
Mlequq d ~era' ncol'lla . . .......... . 
&YOi~ 0! YalQa\iCD prcbl ... ,,.,,,,,,,, 
I4ea\1tlwloa ot tup~¥ero 11114 tual>le 
'raaaac,taaa •..•...............•.........• 
Coator•1t7 vt\h pMt uperleaoe• 
al llltb le4ara1 ~eaco ............... . 
11) Wltb State -.per1ence • ••• • •••••••••••• 
att~e o! tazpa,.ere an4 Stato o!!iolalo: 

aJ 4tc1\u4e of ·tupt~¥Gro ............. : ..• 
11) J.ttltwle of State o!f1o1alo ..... · ..... . 

Retail 
Retail 
Be tail 

llbeleo4ll 
llboleo4la 
llboleo4le 

llanu!aoturoro• llboleo4le 

Retail 

Retail 
MADU.facturerat 
loalmfacturere 1 

Retail 

Retail 

ilalmta cturoro 1 

Retail 

Retail 
ilanu!acturero 1 

\ llboleoale ) 
<•-utacturero 1 l 

~~holao4le l 
(Malmfaoturera 1 ) 

llboleo4la Aluafactuere' 
llbeleaale lie taU 
llbolao4le a tail 
llboleo4le a...u~· 

ha=facturoro1 llbollo4la 

Retell llboleo4la 
llbt1eo4le ,huzl1'aot..rft'a 1 

Maftu!aoturero1 llboleo4le 
llboleoa1e Retail 
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In c ortnin r~op~cto tho r ntril onl•a taz vould bo &or• 
difficult to RdoiniotAr thAn •ithnr ot thn other typoo of ointl•­
ot.ngo oRloo tiiXno, for tho numbor of t•XJ>I'Y•r• 11 oubotantiolly 
crn~tAr 8Dd 8 largnr parcentagA Of th• tRZpR)I4rl kOAp iDado~URta 
r • corda. Both tactoro loRd to ronter ndQiniltrntive pnroonnol 
Mel. e~uiptl•.nt '"quir..,onte 11nd tl6lce ettocth'e oollect1on oore 
4i!!1cult to attAin, J'urtbormorA , th~ l'edoral OoTornoont boo not 
bad Axtonoivo o:q>er1.nce vith oalu or ~~Xehe taxeo baYing Yeey 
large nu::tboro ot 1111111 tazpa7• re and conoo~UI\11tl)" tho 1nautUtrt1on 
of a l'ecl.• rRl r otail oaleo tRZ probably vould uquire oubltl'.nti"ll:r 
Cl'""tor cbl'ngoo in lluroau ot tntol'nal Rovonu~ proc•dureo then vould 
tllA oth'!l' aaloe tax11. 

fh•r• nro oevornl adminiatrrtiv• f eaturoo ot a retail tax, 
bowovnr, whiqp t ond to outvoigb th•e• dioadvantn4!8a, One io the 
avoidance of th~ t oriouo val.Ul'tion probl""• which would arieo under 
whcloenle and manufaoturera' tax ea. Under tho rotnil tax, tho 
ac tual tale price would be ueed in al!loot all eAOee in co!IIJ)utinc 
tax liability; vith t h• othor typoo ot taxoo, howOYPr, t ho e1llinc 
prieee troquantl:r vould b&Yo to be eci.Juoted. 'lho r •ta11 tax probllbl7 
vould involve f• wer probleco of i !.ont1t:rinc taxpa:yors e.nd detoraintnc 
tax~<bl~ trMoaotiono tban voulcl. a1 thor of tb~ otb<U" t:rpoo of oaleo 
taxao. Mor~ov~r, tho St~tao bft•e bad conoidor&bl4 ~xper1onee wt tb 
r ota11 oelea tnxeo ~ tbio would tend to otfoa t the lack of l'ecl.erlll 
expnr1enee. 

A rAtail aaloo taz would· 1.ntroduco leoo int •rf•r•nco wtth 7 ocl.oral 
price control a during tb• war poriod ond 1•~• pyrnoidtDg of th• tax in 
th• poatvar p•riod then would tb~ othor typ•a of taxe e. 'rh• r • teil 
olllea tax could bo ~uotod oeparatel:y from tho pricoo of tax~<ble 
article a, and r motono ot prie• ee1linco gonort\lly could be avoided. 
Vitb tba oth.,r typoo of taxeo, ooparote ~uotation would not be f..,._ 
oible tn lOOOt caooo and • xt'll111ve rOYioion of prleo ce111ngo tlic:llt 
be Mcesonrr. Once prico conttol 1o el.i~>iMtod, t~onufacturoro' and 
wholeoalo oal01 tax•• v•ulcl. tend to pyr~t~ld a~~d prico inerA&ooo to 
conouz:vore WOuld be Cl'e&hr than tho 1\l!lDWit of thn tax. 

Purtbormor", tb' r atnil tax in moat r • ep•cto can bn edeptod to 
the desired scope ot 11 allloo tax mor" entiotnotoril:r then cnn the 
othor typoo. Oonaumero' oorvieoo can bo inolucl.• d mucb mor• oao11Y and 
certain exemption a nocoll&rY vi th tho oth.r t:rpoo cllll be avoid.1d. 1n 
ono roop~ct, hcw~•r, tho retail tax io looo odaptcbl• : the introduc­
tion of &X<llllj)tiono 1llplliro aclm1niltrotion ot tbo othnr tvo t~Xfll loll 
thaA that ot th' retail tax. 

lfot ollly vould t bft retail tax aini11ho p,ram1d1ng, but it vould 
p;oTide a 1110r• uniform dhtr1bution ot tax ov"r all purehaoao of 
tax~<bl• tcocl.o and oorviooo. Undor th• othor tax••· t llA tax would 
oonot1tute non-uniform porcont•c•• of oelltnc pr1ooo to tiDAl coo­
aum"a becauoo ot 'thn n.riod JOntgino of dilt•ibutoro in differnnt 
fioldo. 
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1104117, thA r ovm>UA 7ield under a r nt oil ~Ale o \ax at Aft1 s1v.c 
tax rAte 1o t1lbatant1All7 U""t~r tball t hat ot t h• oth'\r t vo tueo. 
In v1ov of reo1otanco to hich tax rateo , it 1• unlikelr that n1t~'r 
thn men>l!act>lrer•' or vboleoaln oal•• taxea vo>l!d b~ 1mpoaed ~t a rnte 
a1ltf1c1entl7 high to 7inld tho r•vonW> that vo>lld b• obtained undor 
a r ota1l aal ea tax. Accord1nglr. a r etail oalno tax vo>l!d •~~· var­
t1~• r~von1l• n"'da bntt•r ' than A1th•r a vholo08ln or a man>l!aot>lrnra' 
eal no tax. 

' 

' 
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J'aotoro Ufectillc the Strw:tur• of a l eural ILota!l Saleo '1'lut 
Under Vartiao Conditione 

!able of Oont•nte 

Part One. Seep~ of tho ~ex 

I. D•finition of r etail o&le .. 1 ......................... . .. 

n. 

A. Tho concept of a r et ail oalo •••• ... . ..•.....•. .•.•. 
B. The oeop• ot ta.abla r • tail enlee •••.•••••... ..•• . . • 

1. Application of tho \nx only to r atall oaloo ... 
2. Restriction o! the tax to r~tail 0314& to 

1lld1•1dual oonouaora ••••...••••.••• ... .• •.• . 
a. Deairabllity of oxolwUnc tro:o tho tax 

aaloa to ~1llnoo concern• ...•.•. •..••• 
b. Ad=iniatratl•a obetacloa to excluoion 
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Factore Atrccting the Stn>cture of a Federal 
Retail Sales Tax Under Wartime Conditions 

'ftle effectiveness or a Federal retsil sales t.x as a revenue and 
anti-inllationary oeasure and the efficiency with which the tax could 
be adllinistered would depend to a large extent upon ita eo ope and 
stn>eture. 'ftle principal issues and probl...a which arise in dete~ 
ina the desirable scope and structure of a wartime retail sales tax are 
herein discussed in the light of frequently conllictina objectives , 
such ao those relating to equity for sellere and oonswnere , revenue 
yield, anti- inflationary idtluence, and administrati ve efficiency, • 

~timates of the number of taxpayers , tax base, and yiel da may 
be of assistance in evaluating the issues, It is estimated that for 
the calendar year 1943 there would be about 2, 450, 000 taxpayers under 
a Federal retail sales tax . On the assw.ption that certain selected 
services would be taxed and that the noncovo"""entd exclusions fr011 
the tax would be 11m!. ted to feed .. seed, and fertilizer, tuelf and coe­
llercial, industrial , and agricultural !llllchinery, it is estimated that 
the net tsx base tor the calendar year 1944 would be 163.2 billion~ 
On this base the tax io estimated to yj,eld $3.16 billion with a >:-per­
cellit rate and ·' $6,32 billion with a rate of 10 percent , y 

Part one, Scope of the Tax 

Oatemination of the most satisfactory scope of a Federal retail 
sales tax involves the consideration of three principal issues . 'ftlese 
are: (1) the definition ot retsil sale, with particular reference to 
the 'IUestion of the extent to which such sales should include sales ot 
articles used by business concerns; (2) the extent to which services 
should be taxed; and (3) the extent to "1!!1ch exemptions !r<llll the tax 
ahould be provided, 'ftlese issues will be considered in tun~. 

I , Detini tion of retail sale 

What constitutes a retail sale• for tax purposes depends upon the 
statutory definitdon of the tem and not upon the distinction usually 
drawn between "'oholesal e• and •retail" sales. In the following dis­
cussion it will be noted that the term as defined t or tax purposes 
would include not only retail sales as ordi narily underetood but also 
certain sales by wholesalers and lllllDU!acturere . 

V Detailed estimates are presented below in Pert Two, subsection III. 
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A. ,.,. concept of a retail sale 

Unde r State retail sales taxes the concept of a retail sale is, in 
general, a eale of tangible personal property for the purpose of utili­
zation, rather than resale , by the purchaser. Under this concept of the 
t om, two typOs of problema are presented, In the tiret place , i t must 
bo ascertained whether the purchaser 1e engagod in the business of sell­
ing tangible personal property;,:!} If the buaineu activity or t he 
purchaser involves the perfonnanoe of service rather than the sale of 
tangible personal prcporty, it follOW's that all sales of property fer use 
in tho performance of that service aro retail sales , For I!XIIlllple, sales 
to a telephone COIIIPS'1Y, a laulll1ry, or an insurance caopany 1 of property 
uecd in tho course of its business would bo retail sales , Frequently, 
hOII'onr, the problea is net so easily eolvcd , Contractors 1Urnish a grsst 
verioty of articles Nlll!inc fron ~~&teriala such as lllllber and cement to 
,..,.,hcturcd products such ae elevetore and &11'-Cooditioning equipment 
under several different types of contracts for tha impro.,._nt of real 
property, lha det ermination of whether their activities UD<1er a particu­
lar typO of contract should ba recarded ae involving sales or service may 
bo very difticul\, lhe Statea, f or example, have differed i n their 
treatment ot the activities of printers, phctO£rephers, and oboe repail'­
men, somo Stat es regarding ono or •ore of these act ivities as service• 
while others have concluded that they involve, to some extent at least, 
the sal e of tangible personal property, 

It the business activities or the purchaeer involve the sale or 
property, it becomes necessary to distincuiah between the property 
purchased for uae and that purchased for resale , Under State practice, 
property 11 generally considered to be purchaeed for r eeale only 1! it 
11 t o be resold i n 1 ts original form or u a part or 118terial physically 
inoorporatod into other tangible personal property, 

!/ 'lile tem -sale• i ncludes all transfers for a ocnsideration of t itl e 
t o property and poesess1011 of property under conditional sales end 
alail&r contracts , In addition, tho t om 11 det1ned to include the 
1Umiehing of aeals aJ'JI drinlal . By the t em • tangible personal 
property" 11 meant all corporeal pereonal property, It should be 
noted that atocks, bonds, aortgagee, Md othe r s imilar claiiiiS to 
proparty are not tangible pereonal proporty. Real property consists 
of land and improvements thereon euoh aa howsos and store and factory 
buildings , 
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tJnder this dotini t.ion, all aales t.o bu.einus concerns are retail salee 
except sales of materials and articles t.o be resold by the concerns . 'lbu.e, 
sales of loo0111otivea to railroads , sales ot tuel and machinery t o ~~anuLac­
turins plants, end aalea of show casea to retailers a ro retail sales . 'lbia 
concept ia aubatantially different !rom the uaual one outside the salea tax 
field , in which retail aalea aro oonaldered to be salea to individual !/ 
consumers . Aa the concept haa devel oped in tho tax field, whether a sale 1e 
a retail sale dooa not depend i n any way upon tho nature qf the property or 
upon tho character of the seller or purchaser, but rather upon tho intended 
diapoaition of the property by the purchaser. 

It muat be emphaailed that under thia detinition JllafllT retail aales are 
..ade by ooncerna not generally considered to be retailers, in contrast. t.o 
the cc.non concept o! a retail sale as one Nde by a concern ensaged prl.arUy 
in tho buaineae of selling at retail. lloat wholesalers uke acae aalea t.o 
individual consl>l<u"S and industrial u.eers . Although these sales lfOUld be 
reaarded aa sales at wholesale in buaineas tenainolOSY, under the above de!i­
ni tion they are retail sales rather than sales for resale . Likewiee, aalea 
by unutacturera to individual consumere and to buaineas concerns of property 
for use by the purchaser are retail sales~ On the other band, a sale made by 
a concern ensaged primarily in the busineae ot reta111ns t o another retailer 
for reaale by the latter is not a retail aale. 'llhather a eale 1o a retail 
aale does not depend in any way upon the seneral nature of the business ot 
the seller. 

'nle principle which diotinguiebes a retail sale !rom a sale for reule 
is known ea ,the physical- ingredient or occnponent-pert rule. Under this rule, 
an article not to be resold in its oriainal fom IIIUSt become a pbyeical 
insredient or oollq)onent part of other tansible peraonal property it ita sale 
is to be considered as a s&le for rea ale. y 'nlus, eales of flour and eass 
used in the makins of bread are conaidered to be sales for resale . Salee ot 
fuel, however, used to bake the bread are considered retail sales. It is 
not neceesary that the ingredient retein ita separate identity when i .ncorpo­
rated int.o the article; it is sold !or reeele it the materials or alementa 
of Which it is composed bec0111e, ir. a pbyeical senee, a part of the article 
to bo sold . It III8Y be clearly 1dent1t1able in the article, as in the ease 
of drawer knoba sold to s turniture 101nutaoturerJ it J118Y be canpletely 
chansed in form, as in the eaee of cement sold to a concrete pipa manuLac­
turer; or it may be ca~~plet'!lr changed through ch8lllical F"action, as ia coal 
used in making plastics. 

'!/ 'nle term "individual• is used herein to dltrorentiata between persons 
ond buaineee concerna . , 

3/ It an ertiole becomes a component part of real property (a bouse or other 
building) which is to be sold, tho sale of tho article ie a retell sale 
rather than a sale tor resale . '!be eale is a sale for resale only i! tha 
article becomes s canponent part of tansiblo pereonel property which is 
t.o be sole! . 
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Rere, too, d1tf'1eult preble= of interpretation 111.1:y bo encountered. 

Chemical 111'1Blysis rM:y be required to aecertain whether certain compounds 

actuall:y enter into the final produeta which are to be sold or servo 

118rcl:Y as catalytic agenta . '!he queotion of the eheractor of s&lea of 

feeds t o livestock producers and of ••Ill• and fertiliser to producers of 

agricultural products is not so readil:y answered . '!he foot that the te"" 

•retail sale• is generally defined in some such wa:y as a sale for an:y 

purpose other than resale gives rise to another group of problems. 

containers and packilll! materials gene rell:y paae on to the purchaser of 

the colll!lcdities packed therein. As might be expected, however, there is 

a difference of opinion as to whether they are purchased for the purpose 

of use or consumption in the dealer's business or for resale to his 

custosers . Certain property u:y in fact be purchased for a dual purpose, 

e .g. , coke purchased by a f oundr:y may be used for the purpose of adding 

carbon and furnishing heat. 

B. '!he soope ot tax.able retail aalas 

1. Application or tho tax only to retail sales 

Apart fr<c tho ' taxation of certain services , as diseuued below, 

1 t is highl:y desirable that the tax appl:y only to retail ~es. '!hat is , 

it should not be extended to include any sales tor resale. 

State experience has demonstrated the feasibility of so liJUting 

the tax t o sales at retail . !/ '!he inclusion or sales for resale would 

destroy the single-stage nature of the tax, since it would then appl:y 

more than once t o anlos of a particular article or parts thereof before 

the article r eached the final consumer . '!he tiiX would become a multiplE>­

stage tax w1 th all the undesirable features of the lattor, such as dis­

crimination against independent business concerns, fUrthering of 

integration, · pyramiding , and unnecessar:y i!'terferonce w1 th price ooillnge. 

The p~1cal-1ngredient rule provides a workable a~nistrativa 

test for drawing the line between articles t>sed and those resold. 

The buyer of goods ordinaril:y knows et the t ime of purchase whether hti 

intends to resell or use the goods. '!here are, however, except ions 

to thia general rule as in the ease of plumbers . '!he plumber 

Y None of the States tax sOles for resale uliler retail eales tax acts. 

l'nder multiplE>-stage tiiXea, however, rates lower than those applied 

to retail aales ars imposed on sales made by manufacturers and 

wholesalers for resale. 
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ordinarily i s regarded as a consumer of at leaat some portion ot t he 
materials furnished by him in the pert'on~~anee of oontraots for the 
improvement of real property, Frequenl'ly he also eella materiala to 
other plumbers for use by thtllll and, in these instances , he is entitled 
to purchase such property tor resale, Perhaps the IIOSt iZQP<>rtant source 
of difficulty in handlina the separation will arise out of the incomplete 
recorcl-keepi~ ot' m&'V. concerns makina both types of aales. B""ever, 
the average SJMU retailer, the type of t.al<J>a¥er liiOSt likely to have 
inadequate records , does not ordinari.ly uke sales tor resale , 

A system ot resale oertifieete& generally is employed as the means 
by whioh the purchaser informs the sel ler of t he i ntended disposition 
of the property purchaeed , The resale certificates are retained by 
the seller as prima faoie evidence that the sales covered by the certif­
icat es are not subject t o the tax. Almost all sales tax acta pr ovide 
tor the licensing ot sellers, which facilitates the operation of the 
resale-certificate system. 

2 . Restriction ot the tax to retail 
sales to individual consumers 

a . Desirability of excluding !1'0111 the 
tax sales to bUsiness concerns 

For several reasons of considerable importance it would be 
desirable, if adminbtratively feasible, t o confine the tax to 
retail sales to incii vidual consumers and to exclude from the tax 
sales to business conce rns of articles to be used in thei r operations , 

In general, the reuona for not taxing sales tor resal e apply 
w1 th equal force to sales of all articles uaed in production and 
distribution. If the retail ules tax is to be truly a single-
stage tax and avoid the di.aadvantages of t he multiple t ype, the tax 
should apply so far as possible only to sales to individual consumers. 
The essential reason why materials should not be taxed is t hat costs 
or materials enter into the prices of the finished products, and 
not the tact that the materials becOI!Ie physical inaredienta or c~ 
ponent parts of the products . Sinoe tuel oosta , for example, as well 
as material costs, ent e r into the costa of the finished products, 
fuel used by business ooncems for purposes or production and distri­
bution should not be subject to the tax 11 exclusion is feasible. 

65 

Regraded Unclassified



-6-

' 
'!he tact that fuel ie not n physical 1ne;redient dooe not alter the 
economic des.1rab111ty of oxoluding i t from the aoope of th~ tax, '!/ 

'!he purpose of levying a ret-oil eales tax is to obtain revenue 
rrom individuals in proportion to their expenditures tor taxable 
aoods opd eerviees . A retail soles tax ia not generally regarded ae 

8 tax which applies to sales of articles used by buainoas coneel'!14, 
and most persona advocating ouch a tax probably do not intend tha t 
it bo bome by businese ooncema but expect it to be shifted to 
individual consumere , Such intent could be tully realized only if 
tho tax were restricted to aalee of Unished· goode to individual 
conaumere , It ie truo that the portion of the tax applying to salee 
to bueiness concerns would in mai'\Y , cases ultimntoly be ehitted 
forward to individusls , but tho shifting is otten a elow process 
requiring many readjust..enta and caus1ne; compet1 tive disturbancee . y 

In eo far as the portion ot t.lte tax applying to sales to 
business concems would not immodiately be ahittod forward, i t would 
rest aa an inequitable burden on the concerns , 'lhoeo tims 'using 
prooesaes which rectuire relAtiYely high percentages of tAxable goods 
IJO\Ild be placed at a dieadvantage in competing with tinos produci ng 
the sBl!le or similar articles by the uee ot proeeuea which require 
a!Mllcr pcrcentagee of taxable articles . · New tims starting bus~ese 
atter the enoctment ot tho tax would be placed under a temporaey 
handicap because thoir older competitors purchased their capital 
octuipment before tho tax woe in operati on, 1tven in the abeence ot 
price ceilings, producere would find it almost i .mposeible , except · 
over a long peripd of t1111e, to ehitt the tax fo,.ard, ,; 

Apart frm these discrilllinatoey and inequitable oepecta , the 
application of a high rato of tax to sales ot articles used by 
business concema would encourage the use of methods of prtlduction 
rectuiring relatively small percentages of taxable articles , methods 
llhich may be aa!lewhat leu of ticiont than others and which would not 
be used in the absence of tho tax, !J/ To the ex tent th'llt such shirts 
occurred, I!Wd.mum utilization of resourcee would not be atteined a nd 
full benefit of tho most ettioient methode of production would not 
be realized , 

!/ '!hat fact may be of aigniticancc,'hawever, in dotenai.ning the 
a~nietratiYO-!eaeibility of excluding ruel. 

Y l:Yen when shitting did occur the tax would not be distributed in 
proportion to cone11110r purchaaes of taxable goods and services . 

V Producers of articles of which there 1s a aubatantial ahortage 
probably could ehitt the tax without IIIUCh difficulty in the absence 
of price ceilings. 

W Change in methode of production would not be frequent during the 
war period but could occur more freely once shortages of manpower, 
materials and equipment were eliminated, 

• 
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Onder present conditions , tl>e attapts of bwliness concerns 
to sh1J't tha tax applJing to articles they use in pro<mction and <lh­
tribution would encounter the price ceilings. The tax would be an 
additional coat to business concerns and would cOllie at a t1Jae 'llhen 
the incroasing coat pressures agai.nst price ceilings already are very 
great . The task of the Office of Price .t.aunietration in maintaining 
the ceilings would be made more dirticul t , and it is possible that 
tho number of readjustments 'llhich would be required would endanger 
tho ontiro systom of price control , Similarly, the business costs of 
war contractors with the United States would also be increased and 
upwar<i adjustments might bo required in a largo number of cases avon 
in tho abeonce of eontreetual tax clauses. During tho war period, 
thorotoro, tho acbin1strat1vo diftieultios oncountorod in exCluding 
tra:~ tax sales ot articlos ontoring in to tho cost ot production and 
distribution IIIUIIt be 'riighe<l against tho administrative probl.OCIS 'llhieh 
YOUJ.d be oncounterod in eomoction with prico controls and tixod-prico 
,...- contracts it thoy are not oxcludod. 

Onco prico control wero ·oUminatod, howovor 1 and most toncorns 
woro ablo to ehi.tt tho tax, thor o would bo a tondoncy tor tho tax to 
pyramid and burden consumers by amounts groe.tor than tho tax. Onder 
customary pricing proce<luros 1 whol osalors and rotailors would apply 
moro or loss constant mark~p porcontagoe to tho now purchase prices 
ot artiolos ronooting tho tax, and thus raise thoir aGJ.llng prices 
by emounts groator than the tax. 

b. 4dministrative obstacles to exclusion 
of sales for business purposes 

While tl>ere is good reason tor restricting the tax to sales to 
individual cons\108rs, in practice it would be virtually impossible 
tram an aauniatrative standpoint to avoid inclusion of oaey aales 
Of articles used by business concerns, The basic source ot tha 
diftioult:y 1e tba fact that a great llWIY articles Clll be usod aithor 
tor production or collSUI:q>tion purposes . Ex.llllplas include auta:oobUaa, 
t;ypewritera, coal , ga.sollna, 111!)\t bulbs, and building materials. 
J.ccordingl:y, it 'M>uld not be feasible to axeapt all sales to business 
concerns either by axclu.eion of all claeeae ot articles 'llhicb are sold 
tor usa b;y business concerns, or by exclusion ot all ealos actually 
,..do to such concerns, regardleea ot the natura of the articlo. 
With the former J:lOthod an unnacaesarUy largo portion of the tax 
baeo would bo ollminatod' becauae a ftr;y wide variet:y of articles are 
somotimoe used by bueinoseae , Tho latter mothod could not bo ueeci 
because ownors of businessoe would bo ablo to purohaeo articles tax­
troo tor thoir individual ueo and tho ueo ot thoir friends, sinco 
tho Oovornmont would bo upablo to malco a eufticiontly caoploto chock 
to diecovor such diversions, .t.ccordingl:y, tho only alternative 
WOuld bo to ptovida for the exclusion ot all ealoe to business eon­
come ot articlo! to be used in operation of tho businosses, 
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Theoretically, this cethod 110ulc1 avoid the loopholes under the other 
methOds, but, in practice, it would be i=lpractieal to administer. 
In tho first place , sellers in maey eases would not be able to 
detendne the ultimate usa o! articles at the time of sale. Be-.:ausa 
of tho very large nlmlbar of small transactions, it would be impossi);)le 
to check the subsequent usa ot articles purchased and widespread 
evasion would be inevitable. Furthe:more, for affective control to 
bo oxorcisod, all business concerns 110uld. probably have to be 
lioonsod and required to quote their license numbers when purchasing 
articles tor business use. This procedure would roquiro the licensing 
of about 6 lllillion farmers as woll as other business groups which in any 
oaao would not bo Ueell$0d. Thirdly 1 many articles aro used tor both 
business 81d consumption purposes, as for ox .. pl.o fuel purchased b;r 
a groeor to heat a bui.lding eontainina both hie store and his bomo. 
F1nally, and of great importaneo, is tho tact that~ retailers de 
not keep roeord.a su!tieiently c..,plote to aesuro aceurnta distinction 
between sales !or ooDSUI:Iption and production purpoeos . 1o1aJV retaUors 
keep virtually no records and a large psrt of those who ..aintain records 
do not hsvo adequate ones . 

It ia eloar, thorotor o, that administrative considerations 
precludo c<111ploto axoaption of all salos t or businoss uso. Exami­
nation of tho principal classes o! articles uaod primarily or 
largoly tor business purposes 1ndieatoa, howoyor, thct exclusion 
of aovoral important groups may bo foaaiblo. Boforo indicating 
thoao olossos, tho criteria for dotorlllining tho toasibility of 
oxoludina psrticulor elaascs of OOilll!IOdi tioa purchased by businossos 
will bo disouasod. 

e . Criteria for dotorlllinin!! foasibllity 
of excluding particular Clasaoe of 
articles sold to business eo~ 

Tho tollowine criteria appear to bo eigni!icant in doeid.ing 
whothor 1t 1e feasible to axcludo particular claseos o! producers 1 
goode trca tho tax. 

(1) Tho clus ot ca:aodit1os should c:aoprieo a rolati't'Oly important 
oloaoont in bueinoss costs. A<binistrativo d.ift1cult1os inhorent in 
tbo oxolusion ot particular groups ot eOIIIIIodi tl.ee tram tho tax are such 
that axolUaion ie not justitiod unl.oes tho oCICI:llodl. tios concornod aro 
important business costs. · • 

(2) Tho class should be olciarl:r dofinablo ao thnt both the 
n<bl.nietrator and sollors will be in agrooa~ont ns to tho scope of tho 
oxclUDion in order that froquont rosort to litisotion may not bo 
roquirod . 
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()) The articles should be U¥d priaarily !or buainess p>rposes. 
It the article is widely used !or ~ndi vidual consumption purposes, 
too IIW\Y persons will escape proper tax p&ylll8lrt. and the tax yield will 
be reduced unnecessarily. 

( 4) Tho sales should be made, !or the moat part by relatively 
apeciel.ized sellers who keep satis.taotorJ recorda. I! the articles 
are sold by concerns selling many other orticloa and cenerally not 
maintaining satisfactory records, tho oxoluaion will lead to incorrect 
tax pa.)'lllonto and evasion. • 

(5) A<h!nistration o! the axcluaion •'fill be facilitated 1! 
transactions 1n the commodities are, on the avorago, o! consider­
able abo. 

Also, it is essential that tboro bo only a liadtod number o! 
soparato exclusions. Rach exclusion a;1vos riao to aaao 1ntorpr~ 
tativo quoations, 1ncroasos the dilticultioa of aollers 1n applying 
the tax properly, in koeJ>ini rcco;ds and in making propor tax returns, 
and results inevitably in SCIIIG ~nt o! taxes and evasion. I! 
the oxcludod classes arc hold to a amall. llllllbor , sorious iD.pain:lont 
in tho acbinistration of tho tax is loss likely to occur. As tho 
number of oxcludod classes is increased, hO\wvor 1 tho offactivonoss 
or tax administration tonda to bo roducod. 

' d , Classas of Goods usod !or 
business put'posoa )!lhich 
might bo oxoludod !rom tho tax 

Examination of the articles bought by business concerns indicates 
that at least three classes o! such articles are of autricient iD.­
portance to warrant serious consideration o! their exclusion 1'roiD the 
tax 1n the lieht of the foregoing criteria. These classes are: teed, 
aoed, and fertilizer; .fll.el; and induatrial, agricultural and cocnarciel 
J:lllChinery. 

(1) Feed. seed, and !ortUhor 

Peed, seed, and fertilizer are bportant coot el=ents in 
agricultural production. They account tor about )9 porcent of those 
C01ll:11odit1oe used in production that aro included in the index or prices 
paid by farmers . Jj It ia estilllatod that taroiors will spend about 
$2,0 billion on these item.e in the calondar ;roar 191,4. 
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Bridence is available that then items ~be defined wtt.b 
eu!t1cient clerity tc permit. tha effective adldn1etration of the 
oxclueion. Under the maJority of St.ate sales t.axee , sales of teed, 
seed, and tertillser to persona ~mgaged in the cc:amercial production 
ot livestock and agricultural products hue not been taxed as retail 
sales either by statutory exclusion and exemption or by acbinis­
trat1vo interpretation that such ealeo are sales for resale. Sane 
problema would arise, however, in det1n1n& tho oxact scope of tho 
oxolusion. For example, in tho oaae ot teod, 1 t might be desirable 
t o limit tho exclusion to feeds tor 11 voetcck and poultry in or dor 
to t&x ealos ot feeds consumed by houeohold pete . Furthermore, 
it misht bo necessary tc distinguish betwoen feeds and IIIOdicinos, 
also botwoen assimilated foods and such i tans as grant t o grl t usod 
by poultry producers. It might bo 8dvisablo, on tho othor hand, to 
extond tho exemption tc medicinos, and perhaps oven to tho non­
assimilated articles, so as to avoid those distinctions. 

In tho case of seed and rolat.ad articlos, tho probla:l of 
clearly dofining the excluaion Jli&Y be DOro cCICIJ)lox bocauae of tho 
difforoncoa botwocn IIN1U&l seeds, perOMi.al.e, bulbs, plants, and 
troos . The quoation also arises whothor tho oxclu:tion should bo 
l1m1tod tc soods, etc., used in tho production or food and tiber or 
whothor it should bo extended tc thoao ueod for decorativo purposos, 
such as for nowors, bushos, lawns, and ornamental troos. Still 
another lino of distinction might bo mado botwoon sales of tho lattor 
i tana to COOIIIOrcial produoors ami aaloe to individual consumers . 

In defining fortilizora, tho oxaluaion might include sail 
oon-octivo~ as woll as plant foods, in ordor to avoid tho necessity 
ot distinguishing botwoon tho two. 

Feeds, seeds, and fertilizers Ill'$ used prilllarUy for cOIIII!Iercial 
production purposes although llllbstantial quantities of seeds and 
tert1Uzers are used in boce gardens and for ~tal plant purposes. 
Under eoae of the St.ate sales taxes tho att.pt is made in Y&rious 
W&)'a to axolude sales ot tbe articlos uaed in c:a:nercial production 
tor resale and tc tax tho noncamercial sales. Serious d1U1culties 
aro encountered, however, in tho .aotnl.etration ot tha distinction, 
since it is necessary to tax that portion ot tha sales to CQIZIIIrcial 
producers whioh is used in p-oducing ,f&rll products t or their own 
consumption, Other States avoid thoso .aotnl.otrati ve probl<!I:IB by 
oxomptina tho articles aa classes of cCIDIIIOdi ties, irreapocti ve of 
whether the buyer 1e a cCIIIID8l'oial user or indi ridual consumer and 
rogardloss of t hoir ' intendod use . 

Tho conoorns dealing 1n teeds, eoods, and fortillzora gonorally 
aro rolativoly epoc1alized sellers , although a wido variety of concerns 
aro a clUng aoods , plants, and fertillzora for gardon and orD!""ontal 
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purposes. lloreo ..... , the abe or the sales transaction may .frequently 
be ..all, as !or example, the pu.rchase or one or two packets of 
vegetable or nower lMBds . 

Feed, &"iid, and fertilizer are comparable to J)b¥sical ingredi­
ents in eo far as the commercial purohaeore thereof are concerned, 
Constl<luentl:y, since Jlb¥eical ingredients and component parts 110\ll.d 
be excluded !l'OIIl the tax, feeds, seeds, and f ertilizers should also 
bo excluded. Tho exclusion of the articloe as classes of commodities 
micht be tho oost practical mothod of defining the scope of the 
exclusion. 

(2) ~ 

Tho nation• a 1\le.l. bUl tor tho calondar :year 1944 is eetl.matad 
to bo $10.9 bUlion, excluding cas and electricity. Tbe importance 
or tl.lel as a coat element varies aign1t1cantl:r lr:long different typas 
of businesses. It is a particul.arly significant cost it<la in tho 
field or transportation and in tho production o! oloctricity, eas, 
and in tho hoav:y industries such as stool. It is a rolativoly unim­
portant item in ccxrmeroial establillhmonts and certain typos of 
&(ll'iculturo. A large portion of tho nation• a tliol oonsucption is 
dirootl:r oonnoctod with all phases or tho war pro(ll'am. 

Anothor consideration in dotonninilliJ whether tliol obould bo 
oxoludod is tho poesiblo discrimination whioh oa:r arise among different 
typos of producers if fuol is taxed, For OXIllllplo 1 largo intogratod 
bueineso orsanizations such as stool companies eanotimoa own their 
sources o! tuol supply. In ordor to avoid tax discrimination it would 
bo nocoasary to tax t!lO fuel produced nnd uaod by intefll'at.od business 
ercanizations as woll as salos of tllol. Tho taxation of tliol producod 
and usod by tho intecratod orllanizatione 1 howovor 1 raises the quostion 
of tho practicability of acpinistorillg such a provision. Sinco thoro 
is no sales prico, tho tax would have to bo aoaeurod by s<no such basis 
as tho fair market valuo of tho tllol. Tho dotonllination of that lll:lOunt 
can bo expoetod to produce serious eontrowraioa botwoon tho' ta.xpo.yara 
and tho aOoiniatrator. The taxill& ot tl.lol would load to problecs for 
tho prodUeore of eloctricity and gaa 1 'llhoao rato structures arc tiJo:od 
b-; public ut111ty cOCIIIIiaaions, and tor other producers 'llboso solling 
pricos •aro tixod by price control, If tliol ealoa woro taxed but sales 
ot cas and oloctricity axcludod1 compot1tivo disturbances might bo 
introduced bot woon tho sollors of gas and oloetricity and othor foimll 
or tliol einco all of these c011111oditios aro sold in c0111pot1t1on w1 t h 
oach othor, · 
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Ho sreat dU't'iculties are expected to be encountered in de!ininc 
tho ten:1 tuel . It would include such c01r.1oditios as coal, coke, 
tuol oils, diesel oil, kerosene, ca~oline and cord wood, !/ 

I 

Porha's the most serious objection to t he exclusion o~ tuel 
arisos !rom tho !act that a considerable amount or i t 1s purchased 
!or individua! consuoer use in home lighting, hoatina end cooki ng and 
in the operation o! autOiliObilos , In this connection, it should be 
notod that a nUJ;~ber of States pr ovide !or tax-tree sales of f uol to 
cortN.n business users . The extent of tho oxamption varies amonc tho 
Statos, but, gonerally, . saleo to aanutacturors and to public utilities 
such aa electric, gas, and transportation CCIIllpenios are excl uded, I! 
it is atta:>ptod to restrict the tuol excluaion to certain businees 
users, such aa JOallUft.cturors, it awoars that iclportant ad:dn:l.strative 
dif!icul tioa would bo encountered. In the fir at place, it 11CUl.d bo 
nocossar; to d1st1J1l:Uish between 11141lUhcturine nncl other activities. 
In addition, thoro ... ~ be oany instances in li!Uch only a portion of 
tho businosa activities of a co:>cern 110uld oonatituto =!acturine, 
and in such cases 1 t would bo necessary to clotorud.no 10ha t portion ot 
tho tuol cona1m1od was tor manutacturina purposes , Consequently, tho 
dosirab111tl or rostrictinc the exclusions in Ulis manner is to bo 
quostionod. lloroover, t•ostriotod exclusions o! tho foro~:oine typo 
may be impractical unlcso;.tho busincssos onti tlod to tho exclusions 
aro liconsod for tho purpose or controllinc their applications for 
tax-rroo sales. Liconsos , boltewr, would not solve tho problems of 
improper tax-troe sales sinca they ~:~orol:r provide a moans of 
idonti!'yill,l tho user s , Thor o!oro , invoatication would be r GqUirod 
to insure that tuel purchnsod !or manufacturin:: purposes ''laS not 
d1 vortod to other use~<. 

l'uols aro to a v~ laJ'O>o oxtont distributod t~h spocializocl 
doalora, such as T.ood and ooal yards, tuol oll companies, and service 
stations. Salos ranee all tlle wy ~ aull transactions involving 
« sack o! wood or coal or a fatr gallons ot caaollno to tboso involving 
carloads ot cool or thousands o! pllons ot oll. I! it is dotcn:li.nod 
that tuol aalos ebould bo excluded, t ho a4Uniatra t1vo problocs 
involvod in distin3"1sh1n:: betlloon solos tor bu81ncss ~ individual 
cOnll\llllptiOn purposes llli;:ht roc.uiro oxolusion Of all tuol sales, eiell 
thoueh substantial porti ons o! tuol sales are for other than bus iness 
purposes . 

!./ If caa and oloctrici t:r woro not othorwiao oxcr:Dptod (See n B 
below) froG:~ the tax, tho:r probably should bo includod within 
tho doll.nit.ion of tho toro • tuol. 11 
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(3) tnduot.ria4 eWmiel an4 
agricultural machinery 

It lo estimated that in the caleDdar year 1944 about $J.l billion 
vlll bo opent on lnduotrl!l, eo-rel!l and .,rleultur!l caehlnery, 

lncludln& part a. Y 
Machinery loa very laportant coat factor In tome 1Dduotriea, 

1~elally the heavy lnduatrlea aoot needed for produclJ>« war materl!lo, 
ht It 1t relatively OJ>Iooportant In other fl.eldo of buolneaa aucb ao 
retail trade. In addition to tho effecte on proflta of buolneoa con­
cern• which had to aboorb the tAX and on price celllnge where the tax 
wRe permitted to be ohlftod forward , application of the aalea tax to 
machinery vould tend to Introduce ehort-run dloorl~lnatlon among 
buslneu enterprlaeo. 'l'h!t lo, concerno vhloh did not buy machinery 
tor oever!l yearo after the I MPooltlon of the tu would be placed ln. 
a relatively better coot pooitlon than their coepotltoro who bQU&bt 
aachlnery and had to pay tho tu. 'l'hlo dlocrillln&Uon, hove•er, vould 
decreaoe In icportance v1 th tho pauage of t1ae ao buoineu concern• 
r eplaced their ""'ch1nery. During the var period ,Pr actically all 
&Gchlneey oaleo will be 111\de ~o bulineoo uoero y of vhlcb a large 
number will uao the machinery for the production of military goode 
and oupplleo. 

It appears that it would be extremely difficult to doflne with 
clarity and exaetneoo the type of product Intended to be excluded. 
To attempt to exclude maohlnary by employing In the tax act merely 
the expreaaion •induotrial, co..,.rcial and agricultural machinery, 
and perto therefor• would nloa a hoat of Interpretative ~uaatlono and, 
undoubtedly, lead to cona1derable 11t1~t1on. 'l'bo tax ada1n1atrator 
would ho•e to drav aeYer!l linea of diatinctlon. 7or lnatance, what 
h the d1v1d1n& line botvoen nachlnery and toolaf Toolo, aueh ao 
hand aavo and hacmera, are certainly not ~chlnerr, but the line Ia 
not oo eaolly drawn In tbo•caoe of other artlclea ouch ao bAnd drllla 
and certain typal o! ~uget. Furthermore, dnco tho term "machinery• 
ombracoo tho appurtenance• nocenary to the vorkiJ>« of a machine, 
numerous ~ueet1ona vould a~1oe aa to whet portion o! the conoiderable 
body of non-mechanloal e~ulp .. nt uoed In connection vlth ~chlnery 
could be conaldored to bo ll&ehlnory. It tho opnator of a machine 

!/ O:be eoti.Aato exelUlea expondhuree for aUlt&rT aachlDery and 
ordnance. It 1nelll4ea, however, ao• o!loa to tho federal 
OoYern.,.nt and to war contractoro . 

'gf hceptlona are o!leo ot replacnent pe.rta !or and eecondhend ·ealoo 
of heuaehold type a of ..achlneo. 
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muat uae a special tool to adJuat It, !o the tool m&ohlnory7 Another 
Uno of c!!st!netlon tbot vould have to bo claritled Involve& tho 
dl!toronco between !nduatrial, coaoorc!al and ~!cultural machinery 
and otbor kinde of ~~&eh!nory. 1'h1t would flrat on toll a dof'ini tion 
of tbe term• 1 1Ju!.uatry.• "eoaerce.• aa4 •a.cricultu.re." It would 
tbu be necoaaary to decide vbetber IIAICh!nory o! the t7P" usuallY uaed 
in induttry • CO-ree, Or 8CJ"!Culture WU eXeiiJit irr .. pectiYO Of where 
uuc! , or whether l:lAichinery o! aD¥ type vae exOIIJit only when utod in 
h>Auotry, coiiZlOrco, or agriculture. :lither altornat!YO vould reqUire 
an oxtona!ve number o! adm!niatrat!Ye 1ntorpretat1one. 1! it vore 
dooidod to use the !!ret alternative , then an individUAl bU¥1ng an 
induatrial lathe for hie hobby could bU7 it tax-free, vh!le bualneoa 
conoorns "ould hoYo to pay the tax on eomo purcnaooa of machinery, 
e .g., a household refrigerator. 

Kacblnory o!ght be oxoludod !roo the tax on ooMWbe.t tho • ...,., bao!o 
a a In certain State oaleo tax la.va. Only a !ow of tho State rataU aaloo 
taxu exclude cachinory and other articles uoo4 directly in production. 
'l'ho 1101t notable are tboae o! H!chigan and Ohio. 'l'ho liieb!gan do!-
1n1tion of a retail oalo excludeo aaleo of tancible peroonal property 
!or conoU~~Ption or uee in !nduotrial procfiiiDC or in agricultural pro­
duction. Sales of both ll&cb!nory and oator!alo for uao directlY in 
production are therefore not taxable. The r ogulat!ona ~torpret the 
1n4uatrial proceos!ng oxoluaion to coYer ealea of toola, d!eo, petterna, 
and machinery ueed in D&nufactur!ng or proceoo!nc; oil, greaee, waste, 
wiping cloths and cleaning compound• used In connection v ith ouch toolt 
an4· machinery ; and eubstancet uoed to create a cblnical reaction in 
~anu!acturing or proceooiQC. Hateriale tor uae in adDinietratiTe de­
porteonto, bovenr, are oubJect to tax ao art alao aaleo ot iteee uood 
OAlJ incidentallY 1D pr oduction, ouch ao clocko, Janitor•' ouppllet, 
and fire exUngo>itl:oro. 

Ohio '• defini t1on or a retail oale exclude a not onlY eoleo of 
tangible peroonal propert7 for cons1111J>t10n or uto c1iroct1Y 1n -... 
faoturlng, proeoesing, refining, 111n1ng, production or crude oil and 
natural gas, and farming, but alto those for conSUIIJ>tion or uoe directly 
in making retail ealet. Tbuo, oaleo or otero !ixtureo, ouch ao ebelYet, 
thov caaee, caoh regittlrt, and other equipHnt uted b7 a retailer in 
blo butlneoo, are not taxable. 

The States' regulation• indicate tblot those Mtbodl ot exclud!DC 
eoleo ot articleo uoo4 by butinell concernt ba•o proud to be excee~ 
icglT COIIJilOX in tbolr adeinhtratlon. Very doteilo4 regulationo 
hoYt 'bec .. e neceooary and II&DJ' tine d1ot1nctiona ben 'b .. n c!r..-. 
lt can 'be readilY oeen tbot the taxiDC, in V.ichll&D• ot 1\..,o ~~aed 
only Incidentally in proc!uct!on cannot help but raiae - qwoationo 

74 

Regraded Unclassified



- 15 -

~• to whether an article it taxable. It appeare that oxcluaiona of 
the llichig~U~ and Ohio typu cannot be adolinietered vi th AnT high 
4o~o ot etfecti•onoae. !/ Oonaoquontly, it ie doubltul vbetbar 
thooe pl.&na woulcl offer tho moat practical •an• of excludinc ..chin­
orr and other buainoaa coet it••• from tho tnx. 

Still *'>Other Mtbod of excludinc .,.chintl')' ""uld be to Uat b;r 
ftAIII in the tax act thoae &rtlcleo vhich coud be eold tax-f'l'eo. 
!hie ee011a to be ad extreMly difficult taalt aince 1t would reqUire 
that Oongreoo determine tho taxable character of t houaanda of articloa . 
It ahould be noted, hove•er, that even if Oongrooe effected tha ox­
elution b7 definition, the Gd~iniatrator would have to opecif7 b7 
regulation the namee of article• embrnced within the definition. 

A •U8$8•ted aolution of tho machinel')' exoluaian proble~ might well 
ba deferred until the lntereated portiee haYe had an opportunit7 to 
preeent methode which the7 conoit.er deairable. 'l'ha luuee nre eo COII­
plax that it appearo necue&l')' to han aid froa all pouible aourceo 
before ~g tho fioal decleion. 

e. Taxation of other article• 
purcbetod by buaineoa concern• 

The other principal olnoaoe pY articles aold at retail for uao by 
buaineaa concerne include: (1) durable equipcent (other than machinery), 
ouch aa toola, deoko and tablet, filing cabinota, and ahow caaeo; 
(2) liveatock for brooding purpooea, work aniaala, dairy cove, and 
poultry for larinc purpotu; (J) cona.-blo art1olu (other than fuel). 
aucb aa returnable containera, lubrieanta, abraalTeo and poliobillg ~nta, 
and Challicala (other than tboae becoaillg phrtlcal lngradienta); (II) •hcel­
lnneoua aupplioa, ouch •• cleaoillg material a, atatloner7, and light bulbo; 
&o4 (5) building aaterialo. 

!/ According to tho CoMiUioner of Revenue in lli chiifU' , •In tho 
caaeo ot oe.lea for ind.,.trlal proeeeaing, a(!ll'iCultureJ. produc-
tion. 1104 co•ercial Gd•trt111nc. ho..,vor, there are cogent 
arCUMAta &cl'inat their being treated •• deductible tala a. 
for IXIII!ple, tho \atk Of lldlliniatr&tiOD 1a OOII!Ilie&ted to 011 

axtraae degree in detor.ining whether propertr oold 1a for con­
ou.q>tioa or fu uoe ln 1DC1uatrial procaaoinc ... It 1a therefore 
reco-DC18C1 thet •he Logialatura define theee &XNOJ>Uona in pr oche 
faabion eo that tho departeent aay deteraine Yith greater accurac7 
wbet 1a or 1a not an oucpt aale. • (l!ichipn Deportaoat of lleYonua. 
Annual Report, fiacnl rear ending June JO, 1942, p. S.) 
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If oUiulr t he ICichipa or Ohio plan ""re ad.optK, the foro&<>i"C 

article• vould be excluded t o the extent they ""re uaed directly in 
production . I t will be r eadily app~rent that the adm!niotrat!on of 

oitber plan voul~ be extremoly difficult in connection v!th maD¥ of 

tbooo articloo. For exacplo, light bulbi ~oed in a plant would be 

t~-froe whereas light bulbi uoed in an office connected with the 

plant would bo taxable. Similarly, ~d or platform truoko uood 

in the plant v9uld be exempt vb!le thooe uaed in the shippi ng dopart­

aent vould be taxable. 'lhe quootion may be railed ao to tho tax otatuo 

of trucn uud in tranll})orting property fro• tbe plant to thAI ohipping 

department. An ensine uoed on a farm f or pumping water for li•eJtock 

would be tax-tree. A oimilar eng ine uaed for pumping water for the 

farr> houoe vould be taxable. What vould be the tax etatuo of an 
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engine vbich pe.rfonMd beth f\ulettonaf ' ' 

The extent to whioh theoe groupe of artioleo are important aoot 

taotora in industry !a not cl ear . I t oay be, however, that certain of 

tbeoe article• ouch •• abraoiveo and pol1oh1ng acento are itlportant 

coot ele~~ento in opeoific ind.uotrieo •• in the Mtal-vorktng and optical 

goode induotrieo . In other inotanaeo obenicalo n&f be it~portant ae 
!n the caae ~f tha photographing and the cl eaning induotr!oa. 

Containers r>ay be 1IIJ)Ortant taxable coot ele1:10nto dopeading upo11 

tho method of their treatment. If all containero are regarded ao uoed bt 

tho concerna packaKing and bott l ing conooditieo therein, the tax may bo 

an important cost elo$ont, ao for exat~ple in t ho toilet prepara t ion• 

!oduotry. It 1o 4oubtful, however , vbethtr i t vould bo conolot ent wi th 

the concept of retail 1ale to tax ealee of container• wben . for all 

practical purposeo, they are integral parte of t he a r tioleo oold t o 

conaumera. If saleo of aucb conta1nero wore regarded aa oaleo for 
reoalo, ret urnabl e containero would be the only olaoa ot 111cb art.1cloo 

wb!ch ~ight be subJect to tax. Returnable cont&iner a are ueod in tbe 

d!otr!bution of milk, toft 4r1nko, fe rmented malt l!quort, sa•••· and 

cbtmiealo. Returnable container• a re a coot element a t leaet to the 

extent of braal:age aad depreoiation in the banda of tho bottler or 

packacer. for thio reaoon and beeauoe of tho difficulty ot 4iotincuiob­

!ng between returnable and nonreturnable container• it eight be deoirable 

to exempt all containaro. 

Since the ganaral group of art1cl01 under d!tcuuion to COIIJlOied 

ot c<>aaod!tlot differing wtdtly tn nature, it would be illj)Ouible to 

develop an 1ncluo1Ye defini tion which would be clear in Itt applteatioli. 

Conaequently, oxclutlon of thee• art1clet froe tho tax would require a 

number of oeparate proY!eioa. ouch ae detailed def1n1t1ont or tbe l 1at-

1"C of particular oo•odi Ueo. 
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A very large number of the article• under diocuooion, e. g., 
l~brieating oile, light b~bo, otat~onery, and building materialo, 
are coaoonl¥ oold to individual con,Umere •• well ao to b~oineoo 
firmo. Othero, ouch ao chilli call aDd container•, ara probably oold 
al<ooot enurel¥ to buain .. l tir•. tho number and variety of the 
arUcleo preclude any geaeralhation.,. to the relative propcrtioao 
i.n which the7 are oold to the t'IIO tTPO• of purebaoero. !hie coa­
oideration 11&7 be of little aoaent, however, oiace froa the ttand­
point of definition it io unlikely that tho article• could be co~ 
oidored ae a claeo. The attec:pt to exclude tba article• only when 
oold to buaineeo coacerno wo~d involve the adminiotrative diffi­
cultieo of checking diveroion from bueineae to individual uae and of 
dual uoe already mentioned. Adminietrative diffio~tiea generally 
wo~d alto be encountered it it were eoQ&ht to exclude groupo or 
particular coanoditiet, oince each additional exolulion would give 
rioe to intexpretative problamo and intenoifY record-keeping and 
auditing problema. 

It 11 likewiee ic:practical to genera11le eo far •• the D&ttoro 
of oalu through opecialiaed oellero aDd ohe of o&leo are concerned. 
Here , too, the vario~• articleo fall into different catecoriea. 
Chemical• and container• are generall7 aold by opecialized finao, 
b~t 11sht b~be and otationery are videly aold in rel&ti•ely alll&ll 
amounts by retail storea tolling many other lineo of goode . While 
from the standpoint of dollar volume the great bulk of building 
materials are probably sold by building materiall eupply houaea, 
Innumerable aaloo of 111&11 inexpenaiYO !tome of bu1ldero 1 hardware . 
are told by five-and-ten-cent otoroe, departiHnt otorea, and hardware 
etorea. 

II. ~e taxat1oll of IU>'iceo 

A retaH ealee tax 11 frequently rege.rd.ed &I a tax applying onl¥ 
to oalee of goode and not ~o the rendering of oervicll. Perhepe the 
reaeon for thia conception i t the recognition of oubotantial differ­
ence• in the nature of moot tranlacttona involving the rendering of 
oerviceo aa co~ared with the natnre of thoee involving the eale of 
gooda. A great many eenicu are not randered b;r eotablilhed com­
mercial enterprioeo on a bUll'er~oeller baala, but rather by individuall 
hiring thellaelveo to bul1n11• concarno or ~ndiYidualo on an emplo:ree­
oc:ployer baah. ~Yen 1A tba oa•• of 111&111 of thooe oervieeo rendered 
to the pnblic at lar,., •• for e%88ple profeooional oervieeo, the 
aotbodo of conducting buoinell N4 the relationohipo between tba 
cuotour and the paroo11 rendering the oervica differ froa thou of 
tba uoual a&leo tranoact1o11. 
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The effective admlniotration of a retail oaleo tax requlreo that 
tho tax be applied in oo far as poaaible onl1 to tales b1 eotabliehed 
buolneoo enterpriooo operated on a commercial baoio. Consequentl1, lt 
would 'be duirable not to extend the ocope of tho tax to oervicea whicl> 
generally are not rendered b1 ouch enterprioeo. I"Urthol"llore, a largo 
n1111ber of aervicoo, both tbooe provided b7 eotabliohod anterprhoo and 
by !ndiYidualo, are rendered to buolce88 concoru and the taxation of 
•uch aer-.leeo would be undaolrabla for the . o...,. roaoono that taxation 
of other purebaaeo b1 bualneoo eoneerna it undealrable. 

78 

On tbe bealo of thee• conoiderationa, it appoaro that a oalao tax 
ohould not be applied in blanket faahion to all oervlcee. An examination 
or the varioue typee ot aervicea, however, reve~l• aeveral whose in-
clusion within the ocope of the tax would not onl1 be feasible but ' ' 
would actually facilitate efficient adciniotration ao well aa further 
tho nttainaent of the otner objective• of the tax. There is another 
croup of re latlvel7 important oer-.icea vbich aloo alght be included 
Within the scope of the tax but Yhicb are, for the 100ot part, alread¥ 
oubJoct to aelectiYe excloeo and probabl7 can ~. taxed ooeevbat aore 
oatlofactorily in that aanner. 

Jo.. Service• which aight be taxed 

The group of oervicoo which "itll>t be inoluded within the scope of 
tho tax eonaiata of co'noulnera ' oervicee ordinar111 rendered by eetabliohod 
commercial ente~rioeo oonductins bueineot in a monnor oubotanti~lly tho 
oame ao that o! concerno tolling tangible paroonal propert1. !/ The group 
inclw1ou 

1. ~ir and fabrieaUon or taxable art1cleo, ouch ao 
oboe repair, tailor ins. aDii houoahold appliance repa.lr. Y 

2. Laundr7 oorYice and dr7 cloaninc. 

3· Barber ohop and boaut;v ~rlor oorvicoo. 

~- Rental ot taxable tangible peroonal propert1. 
aucb aa l inen, cl ot hln, aDd co1tumee, automobilet, and 
b ic;vclee . lf 

Y Moot Stateo do not tax ouch oorvieeo . Of tho r •tail oaleo tax Statoo • 
Voot V1rctnia and Colorado alone haYo general proYioiono tor taxation 
or a Vide range of 88rY1cu. 

Y Not including repair of r eal propert7 nor ropalr ot arUcleo the oaloo 
of which are not taxed. 

l} Ron tal of r eal propert1 or o! apace in or on ouch propert1 vould 
not be taxed. 
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Theae oo!"ficoo l:li(l;ht be included for tho rouona that aclministration 
or the ealoe tax would be tao111tate4 and tax revenue wo~ld be increased. 
Tl.o total value of ouch services for the or.londar year 1944 ia estimated 
at nbout S2 . 9 billion. 

Prom tho otandpoint of administrAtion, inclusion of t hese sorvioos 
would actually facilitate efficient collootion of the tax on sales of 
property. l~Y of tho enterprises rondorin& thoao aervioos make some 
ados of tangible poroono.l property and , t hua , would bo taxpayer s oven ' 
If tho aorvicos wore not taxable . If tho aorvicoa were not taxed, it 
would bo nooooaary for many of those oonoornc to diotinguish between sale 
and service olocenta in keeping rooordo of tranaaotiona . The dotorm­
natlon whether certain repairs (such at shoo and furniture repairing) 
should be ro~arded &8 iDTOlving tales Of tangible personal prOp~rty as 
W'Oll u tl>o rendorlnt; of oer-rice is frequently a difficult aclminia-
trat lvo problam. If the repair transaotion ia regarded as inTolving 
tho aolo or property , it is nocoaaary for t he ropaircan to allocate a 
portion of hit char~•• to sales or , r oporty and to caintain r ecords 
showing tho allocations . T;io pr oooduro rondora tax compliance mor e 
dittioult tor tho taxpayer and also inor oaaoa tho audit work for tho 
adza.lniatrator . 

a. Sorviooe subject to exoisoa 

two 1mpor t~nt &roups of aervioea , nQmely, thoso performed by public 
utilities and the amusements industry, can oit hor bo inol udsd within or 
oxoludod from the scope of a rotail ouloa tax • • 1/' 

Publi o utility aorTices are render ed by r osularly established 
concern• ordinarily of substantial o1ze . They arc oubject to r egula­
tion In tho public interest and ordinarily naintain adequate books and 
recorda. Aooordi~ly, a sales tax applied to all public utility services 
ehould not oauao unusual adoinhtrative ditfioulty. SUbjeoting these 
aomooo to a sales tax, however, JDI.Ght be undeairablo. y 

~Uftdor State seneral a&ies taxes , 17 Statoe tax some types ot 
public utility osrvicea and 16 Statoa tax amus~nta. 

3( For purpoaes of equity t he selva tax would hnvo to be l evied on 
tho ooneuroers or the services and not on tho "rota1lora, " ainee 
tho ratoa oharsod by the "tilitios aru fixed by public commioaions 
and oannot bo ohan~ed readily. 
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In tho rirot place, ao in the case of tuel, public utility aerY1oea 
are to a larso extent consumed by business oonoerna . Taxation or 
this portion of tho oervloeo would be undesirable beoauoo it would 
incr ease the coot of operations of businesses or all typos . 
Ordinar ily tho tax on business consumption of utility services 
woul d be very difficult t o shift forward to oonoumero and, at 
proaont, shifting would aloo require reviaiona of price ceilings. 
tt would . or oourae, be 1noona1atent to put tax preaaure on prioo 
collins• at the same ti.mo that a gojor purpose or the tax woo to 
facilitate tho ~intenanoe of the price ceilinga . Secondly, many 

large industr i al users produce their own gas , electricity, and water, 
and , for purposea of equity, it might bo neceasary t o tax tho retail 
value of ouch production. Finally , most public utility aorvices already 
aro subject to Federal oxoiao taxes . some at oubotantially hir,hor rates 
than would appear feasible under a &eneral salol tax . Consequently, 
it might be more practical not to include public utility oervices 
undsr the general r etail sales tax plan and to make any necessary or 
dooir able tax changes through the excise tax otruotu re. 

~aoment servloea are aleo rendered by e atabliahed oocmeroial 
enterprises and clearly are oonaumer services. commeroial enter­
tainmonto char~ing admiaoiono already are taxed under t ho Federal 
exolae on admissions. Inolualon or admissions under t he sales tax 
would subject the chars•• to two taxes at the &&me level and the 
1nduatry would have to make two sets of tax return•. Failure to in­
clude admiasions under tho aaloa tax \70uld ttot orute administrative 
problems sinoo the rendering or auoh sorvioe a dooa not inYolve the Rale 
ot tangible personal property. Consequently , it might be preferable 
to retain the exoiee to.x on o.dmiaaions and make euoh ohnntoa as are 
deairable in the exoiao rather than aubject tho ohlrsoa to tho sales 
tax. 

APplication ot tho aaleo tax to cabareto may proaent some ad­
&inlotrativo problema. At preaont, cabaroto are taxed at the rate of 
5 poroent of their oharc•• tor admiasio~, retroe~nt , aerTice, and 
morchandiae . In the abaenoo of apeoial provialona in the aalea tax 
eot , lt would be necessary to 41at1nquish between aalea or gooda , 
auoh ao moala ~nd drinks, and charges for entertainment . If it ia 
attempted to avoid this problem by applying tho oaloo t ax t o tho total 
chargoa of oabaret a, tho taxpayer would have to mako two aota of re­
turn• , a procedure whioh would involve unneooaaary ottort And expense 
for both tho taxpayer and the Government. One alternative would be to 
apply tho oalea t ax to tho total oharges of oabareto and to r epeal tho 
~roacnt exoise . tf, hawo•er, the sales t,~x rate were no hicher than 
t ho proaent exoioe tax r ate , the .. thod would have the woaknoss of 
not obtaini.ng additional revonuo rr ... thia source. ln thil case it 
&ight be desirable to apply a hiper rate of aole• tax to cabarets 
t han to other aollero . Although ealea tax r ate difforont1at1on 
tonerally 1o considered to bo undesirable tr~ tho adminiotrative 
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1tandpolnt, addltlorAl difficulties probably would not orlso in this 
oaso ainoo differentiation already ex11ta under the preGent law. 
AnOther ~tho~ would be to oxompt from tho aaloo tax all charges 
~ado by oabarets and to increase tho rate of tho exiotinz oxolae 
tax . Sinoo ~l cabarets, however, alGo operate as restaurant~ 
durin$ othor periodo of the day, their ooloo of meals would be 
oubjoot to the sales tax even though thotr cabaret ohar~es were 
oxomptod and subjected only to the prooont oxoiso . conaoquently, 
this method would seem to be the leas dooirable of the t wo, sinoo 
It 11ould Involve the separation of rooolpta and tho additional 
effort Incident to oomplianoo uith tho two taxoa. 

• v • Other ecrvices 

In general , it mi~~t be quoationod whether oervicoo other than 
t hooe =entionod above should be Included within tho ocope of a retail 
ealel tax, because of the nature ot tho tranlactioDa 1,nvolved and 
because their i nclusion would produoo definite dioadvantagos . Those 
othor aorviooa t&ll within one or more ot the tollowin~ classes . 

1. Services not provided by rotularly ostabliahed 
enterprises O?Or~ted on a oo~ro!~_6na!s 

Thoro oro o number of services that oro ordinarily not pr ovided 
by ro~ulnrly established enterp<isoo on a oommoro~ol bo•is comparable 
to thooe oneagod in sa;ling oommod1t1os. Somo or thoso services are 
rondorod by individual s hirinc themael voo out on o more or less per­
Mncnt bo.sis either to busineas ooJ:oerna, Cll tor exo.mplo &J~Qloyees 
ot buainetaoa , or to in1ividuals~ euoh as do~~atio servants And 
gardonors . In other cases, althouch more or loas rogulorly estab­
lished plaoea of business aro o,erdtod, tho services arc of s~ch 
natura that the transactions are quito different from those ot 
tY?icQl coc=erc!al aales . SX&cplos 1noludo the various profeeaiona~ 

the t'urnl • hlng of education~ mn.y hou.a in& aorrlce• ~ ud· c:an.y ae·n 'icea 
lnvolvln& repair or real property. 

Taxatioa of auch a~rvicea would add nuaerous additional t ax­
payora , =any of them dirfioult to looato and liable for only ~11 
amountt ot tax . Ln most casea , tr a tax wore to be placed on trans­
action• of this sort , it could bo adniniatored much mor e easi l y if 
it tmre lovlod upon the "puroh3oer" (tho e~loyor) rat~er than U?On 
tho "aollor" (the om?loyeo) , In genorol , other t'ormo of' tax aro 
moro suited to tho t axation of' rra3os paid ty individuolo and cimilor 
chareoa than a r otail soles t ax doaicnod pr.mor ily to r oach an on­
tirolr different typo of t rsnsaotion . 
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2. Services rendered to buain••• conoerne 

A vory oubetantinl part of all eorvtooe , lnoludin& many of 
those f•lllnr, Into t he first group above ao well ao ~y provided 
on a oo~roial bae1e b~ established entorpri••• , ere renderod to 
buoinooo oonoorno . F.xample~ , aport from that or praotloally all 
\'N', :"'"O oo.rnor1, include leg~.l , arohite cturo.l , en~in.,ertnrr , and 
aooountin~ aorvloes, and rental ot bueinoae property . The taxation 
of thoao aorviooa Tlould be undeairable tor tho o&r~e reasons thC\t 
taxoticn or solos of material• and other articles purchased by 
b•oinou rima ia ocnddered to bo undoolrablo. Tuatton o! these 
servloea would infrin;e upon the el nglo-ataso nature of tne ta~ 
onj Y'OUld \ntroduee the dtsadvantagee or Wltiple taxut\on, , 
eopeclolly pyrGmidlne, Inequity aaons ooopetins finoe

1 
and unnecess.ry 

pre1aur• on ?r1oe oo111n!a• 

~. Rousing service& 

~he ap,lication or the tax to rent a!~ be oonolderod inad­
visable be03UOe or the Inability t o prOYent d1oor1mlnat1on &~~inst 
rente rs na oomparod to ho~~ ownsra ~thout oro~tint ae icp~4cticablo 
nwlln1atr nt ivo tnsk. To tax only rente cotually paid would be very 
!nafJultelblo t o ren-t;ers; ~ct to attempt to detonnin(J t!'.e uso value 
or o.ll owno r-occupied homes would oroJo.to a tromond.c.us tlflli~inistro.­
tivo tu•l: whi ch could not be accompliohod with an:• antisfaotory 
do•roo or orf1o1onoy. Apart from this problem, Appliontion 0~ the 
tcx to r onto would be mAde dl.ffioult b;: the exlotonoo or many sm!tll 
landlords ~o do not o~ornte commerciAlly ootnblishod businesses . 

4. Sorviooa not involving consumption 

i'horo arc 1evoro.l inportant eenlooa which do not involve con- ' 
•u:o;>tlon In the usual sense of the term. Tho tr.o principal example• 
Clr c lnsur(lnoo a.nd tho ,l.endin.; of aor.ey. Tneuranoo r»re:rdU!!l ?aymcnta 
are ""do for tho purpooe of hcndlin~ certain rloka in an orC:erly 
ta-.hlon 4Jld alco as a ~~:~eans ot aa.vtn-. }Toltt.or w<:»ulc' generc.lly be 
considered no oonotltuttng conoumntion. FurthoMDOre , a l arso part 
of ell lneurAneo ?rent~~ payments: other th&n tho3o on life insurance , 
o.re ~do by hu1111neoa co:o.c~rns. Tho borrowint ot nonoly, while 
Cn4bl1ng poreone to 1noreaso t~1r current oon4umpt1on ovor t ho 
levols whloh would othorwieo bo poosiblo , in !taolr lnvolvoo no 
oon~unption . Aloo, &e i n t he oaso ot 1naur~noo, n vory lorco 
part1on of intoroat oh~:«e• are paid by ~uftineaa oonoornG. 

6, Sorviooa not auff1o1entl~ ~orto.nt to warrant 
~c!al provi s i ons to m4 e um taxabl~ 

Thoro oro a numbor or rol~tivoly unimportant eorTioos which 
would probably not ytol~ suffioi~t rCYOnuo to warr30t thoir 
ln>lusion within tho acopo or t~o t~x. =XACPleo lnoludu 3uto~b1lo 
parkin~ oh~rcoa and food lock~r rentala. 
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IIT . considorntiono roapeoting exemptio~ 
' 

Tho c~feetlvenece of A retail sales tax rteponda in large measure 
upon tho oxtont to Which exemptions ore l~~tod. In dotorminins 
tho desirability of varioua possible exemptions, tho e:foota upon 
the realiaation or the objectives or equity, ro.anuo, ~rlat!on 
control .nd e~rtetcnt a~n1otrat1on cuat be conaidero~ . The . . 
principal exemptions found in aolos tax laws .. y bo olaooified into 
three general typos: those made on tho basia of type of oomaodity, 
t <'P• of buyer , and typo of seller. 

A. Exemption of sales of particular commodi~!! 

Tho throe principal olaoooo of articles for wh ich the possi­
bility of tax e xernpt1on wo.rre.nta consideration are thOI'JG e.rt!eleo 
generally considered to bo noooaaities ,· eopeoially !'ood, medicine , 
and clothin~; articles already subject to Fedoral oxoicos; and 
secondhand coods . Botoro ooneidering eaoh in turn, oortaln general 
obJection• to tho exemption of any particular olaaa of ~oodo •hould 
bo pointed out. 

In tho first plaoo, oxcmptions roduco tho yield of tho tax . It 
may not be possible to obtain increases in rato to oftoot the loaa. 
and in any eas~ , high tax rate• tend to 1nc~e administrative 
problema and mar,nify tho e1gn1f1oar.ce of ino~itios in the nppl1-
oation of tho tax. 

Secondly, oxernptiona aro likely to produoo diacril'lination. 
R•c~rdlosa of the ~ount or oare taken in defining an oxornption , in 
many oases one of two artlolee oornpeting for a particular u&e will be 
taxable t.lld tho> other will bo exempt . A certain amount of discr imi­
nation in favor of tho producer• and distr1butore of the exempt ed 
artlclo results. 

In the thi rd place. at the numb!; of exemption• 1noreneos . it 
boco~G more difrioult ~o rotuao exemption to other articles . 
Various croups of produoore or uoors of po.rtioular oomoditiea \'fill 
aook exemptions and tho eoope of tho tax may bo dotorminod largely 
on tho basis of such proeauros . If the numbor of oxcm9tions can be 
kopt very small , thoro is loss opportunity for groupe to seek other 
oxe~tions and loss basts for thoir arguments . 

Nnally, end of &roat irnportance, is tho aor1oua eff ect of­
oxompt1ons on efficient ~dminiatration. ile&ard.loll or tho O<U"" 

~th which the exenntione woro defined in tho law, numoroue 
adainistrative ruli~e would bo necessary to detormino tho oxact 
aoope or each exemption. At t~e sOJIIC time, taxpayoro would be in 
doubt •• to tho applio~~11ity or the tax to many transactions and 
alnoat certainly would moko miatakes in applloat1on . A aubstan­
tial oducational pro~am would bo necessary to inetruot oellors 
•• to tho oxnct aoopo of tho tax. Many solloro koup no r eoorda 
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othl>r thAn total snlcs t1swoa. f(oroovor, tho T\IOorde or thoao 
concern• whioh maintain more complete aooounta do not nol'·mally 
ohow oaloo of different oooaoditiea &nd ciUUiot euUy be ad.juoted 
lo do 10 accurately. Accordingly, many eellera would have no means 
0~ kno.rtn~ their exact taxable aalea voluoo and in makins return• 
woul.J bu toroad to use est\matea. Tho natural tendency , of courae, 
v~uld be to maxini&o tho estimates of oX.mpt oaloa. State oales tax 
oxpor 1onco has demonstrated that it ie virtually ~o•oible to roroo 
nll oollor a to koop records adequate tor tax purpoaea . In the oaao of 
r.toroo eollin! many ite~ in small quantities, the koop1n5 of accurate 
rooorda of aaloo or different types or oommodit 1ea io •irtually a 
phyoioal i=Poaaibility. 

1, JiOOOUities 

on• or tho principal obJection• to • aaleo tax ia the relatively 
heavy burden i t plaoes on the very low incoeo sroupo. In ~enoral, 
lowo r i ncome persona spend a larser porooDt&£8 or their incomes on 
taxcblo artloloa than do persons T.ith hi&her incomes an~, acoordintl~, 

pay o re lat;vely lar&er percentage or their inoonoo in sales tax. 
1ho probloa or rogresa iveneas 1taelt may not be too serious during 
a poriod whon inoomG tax rates are beln& mado moro progreeslve, but 
t he pt-oblom of the tax burdon on the very low income peraoits remains. 

If tho booio nooessities or life woro oxo l udod from the tax, 
tho burden on the loTI•inoome groups would bo HC)Itonod Dater ially 
and tho ro5ro aelveneae reduoed. In thle oonnoot1on, ono of tho 
chief probloma would bo tho aeloot1on of thooe oommoditiea to be 
exempted. 1/ Thor o 1o no clear-out dietinotion bot .. 'Oon luxuries 
an!f noooaaTtles. If an attegpt were ma.do to oxompt broad classes 
or ooaoodit1os , many luxury artioleo ~uld automatically be exeapted 
and tho tax yield would be Unoeoeaoar1ly reduced. Thus, for ex~lo, 
if tood wore oxoa:ptod, Tarious luxury tooda auch aa expensiTe steak•, 
certain typoa ot bakery coods, Te&otabloa and trulta out ot aoaeon, 
nnd ....,y IJQported foods would be included in tho oxcaptior.. 2/ 
·t olcthin& wero exoapted, all luxury itol!ll aa woll ao articl'es of 
abaoluto neooaaity wo~d be t•x-troo. Exemption or all medicine• 
would oxoludo from tho tax many proprietary proparntiono of doubtful 
~todioinal value. Tho exemption 111.1.£)\t be lim.!. ted, howovor, to 
modlolno furniohod upon prescription. 

y C4iifornla, North carolina, Ohio, and Now York City ha•o general 
food oxomptiono , Weot Virginia allows taxpayoro on oxomption of 
50 oonto upon the purchase price of rood producta. North carolina 
and Now York City dloo exO=Pt medioino. 
r-ationing, or oouroe, tends to roduco tho oxtont of luxury 
oxpond\turoa, 
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!ho altnnativeo to the exUipUon of larp olu .. e of 
orUoleo raise .. riOWI probl- of their OWII. 'fhe oalecUon of 
a liot of opeoltic 1tea vithill the olao"'o would cot be an eu7 
taolc bec.,.ue of tM lack of rm:r pnorall7 accepted concepti of 
exactlY which articles coutltute neoeooitieo. !blo taolc woUld 
be ea;~ooiall7 diftlcul t in the ~e ot olotbiJIC• Jut ~art troa 
thit 18oue, the adalnletrathe probleu created 'b7 the exemption 
of lens liote of articles would be oeriOill. Anotber alternative 
would 'be to 11111 t the exU~ptlon to epecitlo arUoleo oold below 
certoin priceo, ao tor .,.....,le -t oold for leoa than 30 cants 
a polllld and ..... , euito aold for leoo than ·~· !bio Mti>od raquiree 
tho dr&wllls of obarp and arbitrtrT linoo of exuptlon. Tba 4rov1ns 
of rouonabl7 oaUotactor)' lineo for a Dllllber of artlclao would 
be 41f ficua in itself, 'but enfora-nt would be virtuoll7 t.po .. 
oible. l or exampla, reteilere would att~t t o avoid the tax on 
nita oollllls at 110re than $25 br oelll.nc tM p i ec01 ,_...te17. 
Whlle 1t aicl>t 'be JKltoi'!>le to defille the extllpUOil to p reolllde web 
acUon oo tar •• the otatute wao concerped1 tl>e probl• of enforc .. 
"""'' woUld r.atn. ..,Oil tbout:l> .uAitoro ado detailed 11114 t"­
conlllllins iDYeoUpUona of aaleo recordo, 1i 1o doubtfUl 1t 
avoidacce or OYuioc ot thio tn>e could ,. prOYented. Ill ....,. 
ca aoo b1S)ler priceo indicate not 1WIIU'7 arUoleo but coode wblcb 
ore 1110ro dllX'&blo and oerrlce&ble, and the uae of all exeptloc' of 
tbio typo wculd dlaor1m1nate acainat those por aoaa who prefer to 
bey bettor quallt;y aorchondbe becauoo they find 1t aore ·econo•ical 
1n the lens rua. 

Apart fro• the probloa of· ealectlJIC nooo~titleo, tblo typ·a ot 
oxa~:ption outtoro froa all tho dloa4vantecoo of rm:r oxcl\lolon of 
puUO\ll.ar co1010041 U oo, eopocWlr tbooo of loao of rOYOIJW) and 
liiP&iraont ot adaln1atrat1Ye offioiena;y. 'l'be revol1\l0 obWnod tro• 
a oaloo tax at a particular rata would be roduond YOJ"7 ~~aterlall7 · 
ovan if food alou voro oxoaptod., and eopeolall7 1t too4. clothin&, 

.lrUclo ' 
JoWl oaloa 

(llilllono) 

1 . load Md lclc4ro4 prodl&cb 
(oxollldlJIC r eet«url\llt oa1oa) .17. 34 

2. llootiiiU'Mt &aloe of toad 
and lcln4ro4 pro4ucte 6. 35 

3. VoarlJIC 1!\PP&l'Ol 11.01 

4. l<odiclnee aliA cl.ruca J,.,Jlll 

\'ot.ftl $36.18 
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end medicinoe vere t.,...free. It iio eet1•ted that durin< the 
calender ;year 1944 total retail aaleo of food. ole thing, and 
medlcineo would total t36.2 billion. Jrom the otandpoint of 
effoot on revenue ;rleld, & buic br itici .. of exupting necee­
oltieo 18 the fact th&t the exe~~ption vould ~17 to all oaleo 
rather than ... rel)' to tho•• to l-ine ... cro~· in vbo•• 
i ntereot the exoq>t1on would be prorliled, .b the Y&r contiDWta 
an4 other articlee beco .. .are ae&ree, the relati•• t.portance 
of food, clothin«, and -.clioine i'n the tu ba .. will increue. 1/ 

a. Qoppod>ititl tublect to uehu 

In addition to obtaining appr eciable tax revenue, one of the 
obJectivao to be attained b;y a retail ealea tAX h the maxi.JDwp 
abaorpUon of conaumer purchnoing power for tho purpoae of limi tins 
inflat1onaJ7 force e. It would be pnerall)' inoonohtent vi th ouch 
intent , therefore, either to exupt from the ealeo tax 'l:omoditieo 
aubJect to hderal. exch11, to repeAl the exchoe, or fldjuat their 
rate• downward bec&~ao of the application of the 1al11 tu. if• It: 
h u tt..nted that in the cAlendar ;year 1944 the r etail Yalue of 
coaooclitiea aubJect to Jederal exciaea will total about $13. 1 bil­
lion. J/ It would IIJ>l)e&r, therefore, that onl;r in thooo ea.eeo where 
the addition of tho lllle1 tax vould undUl)' burden the indue trieo 
producing or diatributln« article• oubJect to oxeieoe , or vbero 
tho Add1 tiocAl burden on oonaumoro would be cloarl;y undoalrabl e , 
could a atrong CABO bo mn4e for tho repeal or reducti on of an exciae. 
In generAl , ouch undlll7 burdenoomo tAX ef focto nro not to be axpoctod 
during the war period, if 

Moot of the ooiiiiOdi t;r oxoheo are lOYiod a t tbo ..Mutneturoro 1 

woe lOYal and, conooquontl)', onl;y intrequantl)' would tho ...,. oale 
bo eubJoct to both the axohe and retail oalu taxoe , !hree 

if There are aoveral a1 temative method• of reducins the burden on 
lo,..income croupe, !!'he'" plane involve eoce oort of grant t o 
thoao with low incomee, oither of coupon• with which to pa;y oaleo 
tax or of r efunde in caoh or. redeecable bonde to cover the amount 
of aaloa tax paid, 

~ J. fev Statu exe111pt from oeleo tax all artloleo oubJect to State 
exchea. !rhe ""'re comon practice h to exclude onl)' certain 
artlcleo .abJeo• t o ezcloeo , eepociall;y gaooline, tobacco, and 
alcoholic beYaras••• 

~ !t'bia aati.Mte axcludea tuel , and co-rcial, i...W.trial, and 
agiollltural •chiner;r oubJect to axche, 

if .lrticleo oubJect to exche are for the 1101t part ch&raot erhod 
b;y 1nelaetio domande and b1Sb incoao olaoticltloo and, at the 
.... timo , ~lioo aro inoutftcient to oat1ot1 oxiotins dall&odo. 
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ot the .xletinc excieea, hoveTer, lnvolva aalaa ot articles ·-
the rstall level: lamely, ~. ezoiasa on jevelr,r , turo, aDd toilet 
proparaUona, 1/ It bo~ ~ exiatinc ezciaeo aDd the rete.U ealea 
tax vsra applisd to ~••• article•, the retailera would bave to 
make two aete of retUrDo conrlng the , ... aalaa traneacUone

1 
a prooedura which would involve unneceaeary effort and expenee for 
both the tru:pqere and the OovernlMDto One alternative would be 
to repeal tbe pr11en t 10 pel'cant exohea l;)pl.f1D6 to ~~ sal" 
of theu artiol11 aDd to eubject the aalee to the cenu·al oalea tax. 
Unlon the oalee tax rate exceeded 10 percent, thia •thod would not 
ylold additional rave~. It tba ealea tax rate wore 10 percent or 
lover and additional reveuue vera doeired froa theoe aourcee , a ~te 
exceeding 10 poroant algbt be ~lied to the aalea of theae article•• 
It cen .. allT h coneidered to be adllinietrativel,f undedrable to · 
uea dltferantlal ratea under a r e tail aaleo tax. It mq· be, however, 
1o tllh t)'pl ot cue no adalnietratlva prob~..,. would be encO\Uitored · 
i n addition to tho11 now prnented b7 the e>:ieUng excleea. lt would., 
ot couroe , nloo be pcoolb~e to eze~~pt thaae article• troa the r etell 
aalea tax and to lncreaae the ratea ot the e>:ieUnc exoieeo . 'l'hla 
procedure, however, lllig)lt be lou deeirable than the tol'ller, olnce 
1 t would involve duplication ot effort on the part ot both the t.,.. 
poyore and the Oovernmcmt. Practlcal]O' all ~~ rotallere eolllnc 
theoe three claeaeo ot articleo aloo aell othor artlc~ao which would 
bo taxable under the ealeo tax. • 

3, Soeondbond arttclBI 

NaAy artlcleo are uood in the couroe ot their lltot~ 'by aoro 
then ono ooneuaer. Jt 1o oomtimoe argued that taxation ot aaloo 
Ot IOCOndhand COodl lnvolveo doublo taxation, Iince tho tax ~liee 
to 100re than one oalo ot the - 1\!'ticlo. !bo eeeond aDd euboequ.ent 
eonouaera ot aD ertlelo CaD be conaldered to be aubjeot t o the tax 
twice on the ,...., artl~o only 1t tho aooondhand purella .. prioe 
raneoto ontiroly or to a ol&nltlC&Dt oxtont tho tax IOhlah ~;))>lied 
to t ho orlclnal aala ot ~ article, It 11 unknown to what orlont 
the pricoo of aocon4hand articleo would bo attootod b7 tho &alee tax 
paid on prO'f'lout &aloe. llaq of tho aoeondband nrticleo that wUl 
be avollftblo, hovovor , would not have boon aubjoct to the Yedoral 
ealoe tax at prO'f'lcue aaloo aDd, eollaoquontly1 double taxation 
vould not bo lnvolvod 1n thooo cueo, J'roa tho r ovonuo otandpolnt, 
1t would bo dodrablo that a lodoralo enloe tax ~lT to aalo• ot 
oocondhand articloa, --~oo of e~o or grant ro4uct1on 1n 
tho produotlon ot m&n7 art1cloo

1 
thoro ia i~oroaeod r oliftnCO upon 

uaod coodo N>d tho tox ;rtold would bo docroa•ed bT thoir ox....,u on. 

11 !bo heuo• oonoemlng the lncluaion and ~ludon of cbo.rco• of 
Cftharoto aDd ~ooo for ~oolona and utilit;y aorvicoo have 
nlrond,r boon dhOWioedo 

\ 
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Jlirthonoore, alllce aeoo1141w14 arUclea are hequea\17 eol4 b7 4ealen 

who aloo oell new artioleo , the adDiai1tretioa ot the 1&111 taz woul4 

bo taeili tated b7 taxin& both u1el an4 aw coo4a alike, 

B. Jlatlop gt talu \o etrt&lp tmte ot bgng 

There are two goneral olaooeo ot bu7er 11 11&11117 1 goTorlllll8atl &114 

cheritab1e or6BDia&tiODI1 1&111 to vhioh are trequontlT l%empte4 ua4er 

a&loo taz a..., 1/ the f .. turoo ot the two olal .. a ot u.pt1oa1 are 

oo.....tlat cUt1'erent aa4 will be tr .. te4 eoparataq. 

1. Sal•• to coyprpMnte 

It the Je4eral Oon..,..at tau1 1al11 ll84e to ihelt there woul4 

be oo direct renaue pin troa 1uoh 1alea a iDee &O"t...,..at axpencli w.reo 

would allloot certainq iDoreaoe b)' the ..-ouat of tile tax ren11111 colleote4 

tro• the oellero. Iince a certain -.at of axpen1o 1a i.,..olTed 1D the 

collection of taxe1, application of a aalea tax to Jecleral porchaaea 

or4!aar117 lhould be aTOi4e4 \Jllleaa the .dailliatretloll of the &Q~~Ptioa 

h aore o~aaa1Te tiiiD the coat ot oolleoUq the tax. Apart troa 

adllllliotraUn ooe.h , taxatioll ot aaloa t o the Jeclaral OoTOrlllll8llt YOI!ld 

require eAJuataellh 1D au.:"Nilt bu4cet all.oiMllh to ...uioua Jecleral 

~clea all4 probabq vould &lao require e4,Jua-at ot - Ollhtandlng 

contr~ta tor po.rchaae of goocla b)' the Oon...._t, taolueioc of ealea 

to govornmGilt vi thill tho tax would Illite the gro11 tax ;yield IIPPO&r to 

bo c:roator thaD tho actual aot r&YOilUO an4 porl!Q1 lee4 to cOiltueioll 

1o tho aaltin& ot pol107 docioiolla ill reprcl to the 'ut 

Jodoral taxation ot ealoa to Statoa and theif political 1u'l>o 

divieiono dooe roault 1D a not incraa1o 1D Jedoral re•enue, T&%&tioa 

ot oaloa to tho Statoo 7J iDTOlYOI a departure, hovOYor0 froa the 

intent ot the oalea taz that lndh'iduala be require! to ~ taz 1D 

proportion to their JNI'chaall ot taxable goocla and lerYioea, Mo.., 

over, the 8tateo all4 local goYUD..,.h would be toroe4 to pall the 

tu on t o their own taxp&Tarl, Thh polic;v • i &bt lead 1al81 tax 

Stateo to taz 1al11 to the Je4eral OoYe....at, 

C0111plete 8Mllption of all eal11 to COTanllllnt, hovever, '110ul4 raiee 

ldlliohtraUve probl .. l of 1uoh olpifioaaoe u to lll8lte e4Yhable a r._ 

prah&l of the pol1Q7 of &Q~~Ptin& ouoh ealllo The ~U~~ptloa ot Ialii 

to gQYOMIII&Jlt clo11 not aperate .,.toMUcal}T. It createo two bulo 

if Seven 8tatel ·~empt Ialii to oharltablo orsanisationlo Approzlaatel7 

halt of the Statea u~t Ialii to thea'lllYII and their politloal 

oubcliYillon .. 
a/ The t ora •State• h uae4 to refer •o both Btatea an4 their pollUoal 

subdivi1l ono in thil aa4 ouboequent 1ectiona. l t oboul4 be not.t 

that 1alo1 to ltatll O<Nl4 be tue4 o!117 it the tu vare llll)Oie4 

on the retaUar~ 

88 

Regraded Unclassified



- 29 -

probleM. The !irot 1o the need for iclent1f71nc "'Yer..,ent parchaooo 
to prevent iodiYiduale frcm zakinc t&1-free purcbnoeo for peraonel uae, 
Effect ive identification woulcl require t he uoe of exemption certificatea 
executed by nuthorizod peroona on behalf of the covernment. boo vould 
be delivered to aellere and retained by them in thair recorde to eatab­
Hth tha tnx-froe cbnrnctor of tho aalee. When COYernment purchaee 
ordero vera i uuod and pe.ymente were made by covernmont checks. tho 
handling and checking of the exemption certifioateo would be 
comparatively oimple, but tho execution and handl i ng of the certifi­
oatel would neYertheleea involYe a cert ain amount of expense. In tho 
caoo of emergency purcbnaeo. however, which were ..ada throuch pett:r cash 
fundi or directly by COVOrnmental eJIIPlO:yeea Who ... re auboequontly 
reicburoed, there ia opportunity for the improper uoe or covornmont 
axeiiJ)tiOn certlficateo. Since tho cort1ficateo would haYe t o bo readily 
anUabla thro\l(;ho11t go•ernz>Ont officeo 1f they .,.ro t o be 11oed for 
thou purchaooo, t hey could be 111od by employoeo or othere in connec­
tion with their indi•idll&l p11rcbaaee . . !he oa.ly chack upon ouch improper 
uaa of exemption cartificateo l iea in t he audit of oollero' recorda and 
in•eoti~tion of tho p11rchaaea to deteraine whether they wore actll&lly 
nade on behalf of COYernmenta • 

.!£he...Uoond baoic problem 1a thet of inouring adeq11ate record­
lalep!ftj!'"11!11t correct reporting by coneerno u lling to go•erruoenta. 
The bulk o! f;OVor!UDOnt pll'rcheeeo, especially on tha part of tho 
Federnl Government , are made in large qll&nt it ioo !rom more or looo 
opeciali•od concorna, but a ver,y eubatantial number are made from 
ordinary r etail otoree. State experience demonotratee that 
rotaUoro• recorda are frequently inndeqll&te and that they do not 
contain propor evidence of tax-exe~t oaleo. Accordingly. ae in 
the ca1e of other exemptiono, field audito would be r equired to 
determine t he accuracy of t he deduction• taken by ratailoro. 

fhuo, in pneral, tho eXOIIJ)tiOn of t he creat nuaber Of oJOall pllT­

chaoeo by COYernotnto , probably would in•olYI aora coat t o the 
conrnoonto and taxpayora thAn •he expeneo of handling t ho tax 
collectiono if .uch tranoactiono wore taxed . The exemption, therefore, 
1f aey 11 11ade at all, ahould be l111ited ,oo far ao poooiblo \o purchaeeo 
!roe which there ia definite gain to be realiaed. 

So•eral method1 •ight be ueod in oolectin& claeoao of purchaeeo 
for oxe~tion. Theoe are typo of contract, 11onetary value of the 
purcheoe , and olaoe of commodity. Under tha firlt method, the 
oxe~tion woul d be limited to p11rcheoee made 11nder certain typoo of 
contracta, ouch no the general ochedule ccntraoto of tho Procurement 
Dhillon of the Traaoury DopartMnt and co~arable War and llaYJ 
Depart"ent contract a. '!'her e are, howonr, oo many differ ent typal 
ot contract• in ueo and auch Y&riety of purcbaling proced11reo thot it 
WOuld be iJWractical t,o 811Jlloy th1o .. thod. 
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Ondor the oeeollli met.hod, exemption would be l1m1ted to 
purcheoeo above a certain 110notuy fipro, porbapo $250. Vlth th11 

cot hod aloo. a dividing line ean .be determined only Vlth diffielllty 
o.nd on "more or loos arbitrary baail. Thh method 'WOuld proseut the 
problem• of determining exactly what conotitutod a purchase, 
and of hAndling tranoactiona wh<•h appeared at firat to be on one 
Ride of tho dividing line and proved ul timately to be on tbo other 
aide. finally, it would tend to 1diacriminate against omall govern­
mental un!to making moat of their purchaaea in relatively oaall 
~ount•. 

':'he third method "ollld exclude from the tax particular claoaoo 
of articlea when purchaoed by gonrncenta. A portion of all govern­
cent purcbaooo would be excluded, of couroe, if oaloa of fuel and 
of •arioua typea of ll&ehinory vera oxclwiod froD tuablo retail oaloo 
ao c!iaeuaaed 1n previous aoctiono. In a44it1on, aaloo of ollitary 
I!Ochinory and ordnance. vh1ob are of ouch creat aignificance during 
t he war period, aigbt be exempted. It 11 quaationable vhetl>er th1a 
11othod 'WOuld' prpve aclvantageoua except ""'r• the exemption 11 
ext ended t o all oaloo of particular artieloa (irroapeotivo of tbs 
character of the bUT&r), or where the nature of the article is ouch 
that it !o aold only to governmento. 

Cloaoly related to the problem of exempting oalos to govern­
menta io that of exempting aales to buoinoo• oonoorna of articloo 
to bo uoed in fulfilling government contracte. Tbeoe articles 
include building oatorialo, fuel, macbinory and oquip=ont and 
oupplies uood in tho performance of eontraeto for tho ~provement 
of real property or the production of finiohod articles for oale 
t o goYoi'JIJIIento . In general, the reaoono fa•oring tho tuation or 
exeaption or ouch aalea are the aa.o aa tbooo reapacting sales &lOde 
d1roctl1 t o gonl'llllonto. !'he e&oii!Pt10n procoduroa beco01e ~:ore 
lnYOlYed ln t.beae eaaea. ho'WVYer. and are eore open to abuae. For 
eu.cplo. 1t vould be neceosary to detuaine tho tuability of 
artieloo (e. g., trucka end otber equipooent) purchaaed part11 for 
U to in the porfol'lll&Dce of gonl"'lllent contracto and partly for other 
purpooeo . Then, too, contractor• frequently purehaae ouch articlea 
ao building ll&teriale 1n snater quanti tiet thaD naeeooary for the 
coaplot1oc of a particular project. If tho exemption were extended 
t o thooe purcbaoea, it would be noceaaary tor tbo contractor to 
report allli Pel¥ the tax on tho exeeoo ot articleo roiiiAining uPOn 
co"Pletion or tho c6vernmont contracta . Oonoequontly, tho ebaneea 
tor eval!on througb 1apropar uoe at e.uaption cort1t1catoe probably 
vould be sreater tb&n in tho caae or direct aaleo to go•ernmenta, aD11 
the han41ing at 01<ompt1cna 'WOuld be complioatod beoauoe of tho large 
nuober of ralatively oaall purahaaeo .ado by eany contractor• from 
rotailero. 
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2. Salfto to r,llc!ouo, cbar!table , and 
other nonnrotit orf!n1zat1one 

The taut!on ot ealeo to reUctoua, c!>&r!tablo and other 
ale•:ooaJD&r)' lnotitutiono !a ill IIIUIT r eopech Ulldeolrnble. 'l'ho 
bl:r<len ot a aaloo tax .,..t r~ot either upon the t\mdo ot theoe 
lnoUtutlono or upon t he 1A41•1dualo ouppl J IAg tho t\mh; JOt 
oolther h de olrablo troa the otandpolnt of t he intont ot a 
o~l•o tax. It the burden r s ota ~n the 1notltutl ono 1 fund&, 
their ability to carr,. on the ir vork lo r educed by th• ' aoount of 
the tax collac t ed . It the tax Ia in acme menn~r ahltted to thooa 
au~lylng tho !undo t or the orlftlllzatlone, It obvloualy le not 
r "oting In the IDOlUIOr intonclnd under a ee.leo tax, nuely , upon 
per oono In proportion t o their conoumptlon. 

The admlnistra Unn ot exe..,tlono ot tb!o t;rpe vould require 
t il' detorcinatlon ot th~ YOrloua kinde ot orpnhationo cover ed. 
\'h•r • vould arhe a nuzobor ot bor derline cao~• r~C\ulrlng opoclflc 
admWotUt!Ye rullliCO· It vould be nec••IAl'1 t o iclnntlt)' the 
&Zeapt organisatiou and to pr orlde a •1•t~11 of """IIJ)tlcn certltlcateo 
by vhlch t ho ex...,tlon could be eoteblhhed. S~nc• tharq vould be 
thouoando ot axompt oroanleatlono , tho tax alsht be eTaded throush 
purcha••• In t he nue ot any on~ of euch or lftllh&tlono by unauthor­
l•ed purcher• ro. It vould appe~, accordingly, thAt I~ Tiev of 
tho additional exp•noo t bat vould be lncurrad In t ho adclnletratlon 
ct the exempt ion, tho pceolblllty of tre.udulont ue• ot the axomptlo~ 
co .. tlflcat •a , and tho er rore that would occur In r •portlng taxablo 
•ol•o dun to t be l nad.,quaoy of oall•ro 1 recordo, t h" oxocptlon 
would probably not be dl>olrablo. lurthor110rn , many nonprofit 
organhatlono, other than rellc!ou. an4 char ! teblo organ! oationo, are 
n~d In buo!A• n 1n co..,otltlon vi th priT&t~ ontnrpr 1ona, an4 
&Z""J)t lng aaleo t4 ouch organioatlono vould b~ 1neouitabln and vould 
hnd to d~creaoo th n soocl.-wlll and COOJ)~r&UOQ Of c t hor tupay•ro. 

C. b oamt1on ot at\l•• ae.do by cnl'taln trn•• of onllArs · 

In g.,noral, oxoamtlon on thn baolo ot ole.•• of • •ll•r avol4o 
mott of thn aclmlnlttre.tl•e probl~ma of oxnmpt lon 1>1 claoo of article 
or by clatp ot purcbe.onr. f he only d .gnltlcant adc1n11trativo problem 
unilnr t hle t ;ope of .,....,uon would bn that ot 1dnnt1tylng t he organi­
&O.t1ona COYAr~. Th11 t JT)e ot "~tion. howtY~"tr, ""ul4 ctv e r taa 
t o lnoouall tloo and t'lnd to r o>duco taxpq•r soo4~vlll , olnce t ho 
'X1"!>t ••ll~ro tr .. qllllntly vould b" ccap• tlliC vith oth1r oalhro vho 
VOul4 b• t&l<pa;r'lro. 
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Ac t1vlt1oa of r;ov'U'11111ftnta -:r b o olaoalfied into two seneral 
t)'J)40I t hoao of an ooo1U1tial cover!I.IIIIU1t&l obaractor and thooe of a 
co,..or oial or pr.,rietaey ~~atuu. 'l'b• form• r croup "onohto almoot 
onti r~ly of oorvio&e, ouob a~ polioo and tiro proto.,tion. 'l'bo oecond 
sroup 1noludoa tbe roD4oring of oorvlooo, auoh aa oloctricity and 
tronoportation, and oaloo of oo•oci.1Ueo, ouob ao alcobollc bnor­
"'" ' and el eotrioal e quipaent. 

h would "PP"" 4eo1rabl4 to apply tbo tu to oale o -d• by 
govornD..,tal ~&Nici"e 111 tho oouroe of proprhtary or coiDID•rolal 
a ctlrltloo. lx•mptlon of aucb oaloo would dhoriaiMto O&Alnot 
privoto buainoaooo COIIPot111g v1tb tbo publlol:r owned Nlt~rpriuo an4 
100uld allov t bou oonwa..ro ~ vau fortunate ..couct> t o ba able to 
purobaoe from publicly ownod onhrpriooo to U.-po! tboir propor 
obtre of t ho taleo talt. 

2. &ole o by oblritabla &Dd ,otbar 
nonprofit orf!n1aat1ooe 

In gon4r &l, BXAmptien of oaleo b:r obaritabl• and other nonprofit 
organhaUono would net &'PJl8&l' to ll• dnoirablo. Saloo a:aclo by 111.0y 

obor1 t abl• orsanicationo are in lnrgo a .. oure compotitlve Vitb oaloo 
by buoineoo ocncorno. !ho tax on ouob ealoa, ao in tb• caae of otbor 
r ot a1l aal oa, would tand to b• paaoed on to tho purchaa~r and would 
not bo a cbarlfl on th• fundo of tho oharlt abla organlzationa or tb~ir 
ccntrlbutoro. !'bo oxomption of ouch tal• • would &l l ov tbooe p• roono 
purcbaoing arUcloo troa tbo organ1~at1ona to oaCApo tax aD4 would 
4iacr1a1nata aga1not pr1vato bua1ne oo e otabl1obm•nto, 

!be oaae obJoct1ono apply to the a"'"Pt1on of taleo b:r otb•r 
nonprofit orpnizatlo~:~o, oucb ao tara and conoUMr cooparati•~•· and 
are mor" a1gn1ficant borA baCAuo• oalu of • b•• • or&I'Jllza tiono are 
e'fen aor • cUr• cUy co11petit1va vitb otb• r pr1vot" buo1neooe o than 
ar o t booa of ele.-oo~ 1not1tut1one. 

All aMi tlon&l r~aoon for ~:~ot prov1ci.1CC a C""• ral u o11pt1on of 
1&181 b7 CbaritablR and nonprofit or&aft11&t10nl 11 tho ft4a1niotra t1Ye 
dlff1cul t1eo 1~:~volved 111 41•Uncu1oll1nc bot~t&M bona f1411 oharltabl' 
organlaatlono and organioat1ono tbo aot1v1t1 oo of which are only 
partially or 1ncldentall7 dlrncted toward obarltablo tunotlone. 

!h•re aro two o1tunt1ono1 bo~tevor , in vh1ob tb• oxomption 
mlgbt be deolrable. 'l'be ftrot i~:~.Olveo aal•• of aoalo and clothing 
a t lo~ter than .. r~t prlcoo b7 cbar1tabln or ,nnloat1ono axcluol•• l:r 
ao a .. tt• r of charl\;r or aoo1otance to tb• purobat•ro . It vould 
appnor dot1r11blo on tho baoio of •qui t1 co~:~oldoratlono Mitb"r to 
t u t ba cbarit;r nor tho r•o1plonto of t b8 ebftrl\;r. !'btl ,..,.,D4. · 
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in<rol•eo 141• • of .,.alo &Dd publicaUono b7 ochoola of leu tbaA 
colloctot• st-'• or b;r otu4oll\ or porOA\-teachor orpntaat1o111 of 
ouch ocbcolo. Colloctton of tllo tu on ouoll oal.oo would bo 
r olnti•oly cootl y and 41ffioult, and noith"r equity nor rOTonue 
conoidorattono would appoar to vorrant .tb1ir taxation. 

}. Caoual oaloo 

1. oub otRnttal nU.ber of oaloo, prhoortly of oooon411Rnd «oodo 
Md fnr11 produc\1 , are 111114• by in4ividuah not r 1cnlarly !,n~"d 
in tho buoinnoo of oollin& at rotail. ~loo include tho aalo 
of a IUiod waobin& acllino to a noicbbor , and ocCAI1onel Gal~• of 
' "' by n f nraor not r Pcnl&rl7 ~·d in tho buainoaa of at>lling 
r.t r .'\t&tl. 

fo " """"' to tu oucll tranaacttona would in ..110ot ceaoa 
in<rol•o cor• Ul'"""' than till> e.110unt of rntlllua involnd 8lld, in 
any caoo, r. aubot8lltial 1111111><>r of oal ~a WOuld in.,Habll' oocapo 
t~:mtton. fho coot of 41scoYaring ouch tranaacttono and t ill> lll>ndltn& 
IUid auditinc of r 11turna would h •qUADUy be st• t • r tlll>n t!vt 8lii0Wit 
of tux d\18. ln th'l licbt of t hou oonoidl!rnttona, cnaunl, 'occu ional, 
cr toolatod oalno probnbl;r ollould 'be U'IIIJitn4 f ro11 tb• t~tz. !} There 
would 'be little or no loot in not r~anuo on4 ada1c1etrntivo •ffort 
could bo uaod coore advantegoollll7. 

Tbo oxnmption probably 8boul4 'bo limito4 to eal1o mado by poroona 
wbc ar• not r •culnrly en~•4 in tho 'buainooa of ooll ing at r etail. 
Thn oxo..,Uon obould not appl7, t or example , to onl• • at rondaida 
otllndl or tbro\l&h r Acul&r rout~•. ainoo in auob eaaoa til• oellor would 
bo Oft'\l'ing bh goods a t r AtaU to tho public. Mor• o•nr, the ox-=ptton 
pro'ba'bl)' abould not extend to oal• a bY r 1ta1l•r• ot property pr11Viouol7 
ua~ in til• courae of tha i r 'buin~u op....attona, ao for """"Pl., , a 
caoll r •gtatP.r or ollov easn. Sinoo tho onllora would .be ~~r• it 
voul4 bA t oaaible to tux lllCII aaloa . In a44i tion, tho problM ot 
dhtingullllillf: 'betvnnn aucll oal.ea an4 "" tail oal,.. of comD041Uea 
of tho t :rp• or41DDrUy oold would 'b• a-.ol4e4. 

Pnrt. fwo. fp.z llah and Ttold 

TIIGr o at• two principal pro'bleaa in rng8rd to tbe rnt • of f aal oa 
tax, nn~~el;r, ~hilt of tho cboioe 'bAtwoon .a lingle. unif orm rntn nnd n 
mllltlplo-~atn o;ratoa applying diff•rant ratft l to 41fternnt clnoooo of 
COIMIOdi ttna , 1111d tbllt of the &IIOunt ot tllo r nto. 
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r. Choi ce at unito1'11 or 41rter01lt1a1 tax rahe 

fbe ue• of a 41tfnr ...,Uat""- rat~ etructur.,, !/ lt 1t could be 
offootlv•l:r aclalnhtorod , wol>ld t""d to fuJ"tb"r both t ho oqul t:r and 
r •v"nu• obJ•cti voe of tho tax. Tbo applloation of lovnr ra,ee to 
nrtlolne or vida and nooaeear:r 111e , euob •• f ood Mel olotllint:, and of 
h!gh.r rat•• to leeo nnoneoar:r artloloo vol>ld t~d to r •4uce tbe 
burden on tb• lev-income Cl'OIII)I and loll on t bo r osrnoo!vi t:r of tbo tax. 
Durlns t ho ""'' p~rlod, bov~or , a l arco portion of th• tnz bnoe vlll 
conolot of ealee of n~•••ltlee. Coneoqll6nt l:r, onl:r to a limitod 
ozt~t ool>ld d.aoreaoee i ll re-r""ue from lovor rat oo on 11ece .. i tine be 
offeet b:r b!sbor ratee 011 11011eeeonU&le. 

fho problAII Of lel"Ctift8 t ho o.rUolol and oorvie"o to be placed 
in t118 •arlolll rat" srou!'l ,..1>14 be a 4Uficlllt on... ...,. indicated in 
tbo dhcuodon of -U011 of n"oeeli tiee, tb•r • r.re no d.annitA and 
cen•rall7 IIOCepttod crnaria of nOOftlllt)l' CAd l~~J:QrY. D1ff 'lr enttat1on 
of r11t • • vol>ld t.,..d to hop&lr tM .. rtlol....a:r of ada!.niotntion in lOilCb 
tb• eaao coann., r AI volll.d the ~t>:411ptlon of II<>Oeed U no, pril>Br117 b&­
oaun cooot r ota1lora 4o not keep adltquato r ecorde of lllllea b;y clauae 
of coocodltloa. Jroa tba tAxpa:rera 1 •lewpolnt , problOAe of 
!ntarprot a tloll of tho acope of the var 1olll rnt" olnoooe would 
Introduce ftpprec1ablo u..cortaint:r ae t o tho propor tu rate ap~nble 
t o pert1ol>lar oommodlti•• and, conoe~uentl:r, ••~ cionpplicatlon of 
r~t•• wol>ld reoul.t. 

In viow of tho forecoing oonoidorationo, a uniform rate would 
npp.,.r pr ef• rabl" to a ditfar ontial rate otructur•. gj In the caoe 
of fure , Jewell')' , toUot pr "Jl"l"'UOnl, Md cabar,.to, bovev.,r, 
d1tfor onU et1on alrea4;7 ezioto . Cono~~ui!IIU)I', additional e4ainie­
trat1• ft problemo migbt ~ot arioe i f tho oziot!nc o%01ooo o~ thoae 
H e:oo wor " ropealed and bieber oalee tlo.z rat•• 11ppl1e4. 

!J In a oonoa, if ax""'l'Uona froa the tax ar• pro•1de4, dU'ferantl.a­
t!on h introduced into t he rato otructura , oince on the U OII!>t 
coaood1tioa tha rate 1a aAro and o~ otb'r oocmoditi~• tha rate io 
a poe1t!•e fiCW"• · fh• concept of rate 41Unr.nUation uauall7 
h oonf1ne4 t o tbo uae of two or 110ro pooUi•e ratoo. IIAII)I' of 
tb• probleco arl.oing out of ozoapUono, bow•• •r, ar• oiDUe.r to 
tbooe arlo1nc out or the """ of d1ff• r ent1atod rat~•· Y l'rnoU oall:r all Stote r•taU &alae tuee ooaplo:r unif orm re.t-11. 
Tl\•r• are, bov.,..nr, a llmite4 n1111bor of • s:oopUona . lor oxampl., , 
1n Alabama and • •w lloziao 1111•• of automobU• • ar& tund at 
rat •• low&r than t ha r •cl>lar &&leo tu rah. 
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J!. AJ:oaunt at tho tax rate 

In ~•tormininc th~ amount of reY~nuo to b• obtainqd from a 
onlna tax, oonaiderationa of gov•rnmental financial rpouir~•nt e 

nnd inflation control muat be b~lancnd a~ainat tho nood of avoiding 
oxanaaiv• tnx burdeno on th~ v• ry lov inco~o croupe, inability tp 
oxolu4o all ooat coodo from the tax , nnd tho creator odminietrntivo 
41tfioul tioa t o be axpoct• d na •th• rato inoroaaoa. ~he latter would 
nr ion pricorily because of the groat •r incontive for taxpoyoro to 
" tt napt t o avoid or evadn high tax r~toa. In , turn, nvaaton at high 
t nx rnt " by oomn taxpftYOrl vould be of mar. t l!rioua concern to 
oth.u- t rxpey,.re vho would be maldnt; propnr tlllt J)II,VlaODte, einco tho 
lrttor vould be IUhJected to core eever e, unfair cocpot!tiOA. In 
tbh ""¥ , t h• nu::bar ot taX!>f'.f•rt thet vould b• aubJoct~d to grMtAr 
r rouur• t o ..vade tha tax would t '!lld t o incr Ailo• and ad;>iniatrative 
prcbl o=a vould be nacnifi• d. 

rn. !!!!A 

On t he naaucption that cartain oal oc\ od • • rvicoo vould be tnxod 
rnd t ht t tho noncovnrnmontal excluoiono from a rot~il oaloe tax would 
bo l ini t nd t o f ond, oond and t ortiliaer, fuol, and cocmorcir~. indue­
t r i al ond agricultural machinnry, it io neticnt od thnt tho n• t tax 
boeo tor tho onlondcr year 1944 vould ba $6}.2 billion. On this beoo 
t ho t ax would yiold $}.16 billion vitb a 5-Poroent r nt o and $6.32 
billion vitb a rato o! 10 porcent. · 

'l'be. tollowing tabla proaento detailod intorontlon and oatim t oe 
r oep•otinc tho compoeition of tho tax baao and rioldt nt designated 
rot•• ot tax. 

• 
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Jtt1arted bat~ and yinld ot a l ed•ral rnta1l t~l~• tr~, 
calendAr ynar 1944 JJ 

(In m1lliono ot dollart) 

Claaaeo of r etail oalna 

rood (oth•r thlln rootaurant talnt) y 
R. otnurant t alno of food 
Liquor and tobacco 
K• dlcin•o ~~d ~· 
Ve11r ln8 II])J>IU'•l 
l!ouoa !urnianln«t. oouip::oent, and t\lr:>i ture 
Prtt~er AutoJJOb1141e. parta. and nocoaaor111 
Bu1lding ""ter1alt and hardware 
~ulpn•nt, choaicala, and aat• r1olo J/ 
Sel>ctnd onrvieet ~ 
Sclot to Stat • and loc!al govorM•nh 
All oth•r 

!!ll tl\lt baoo nnd y1o).d 2/ 
Snl no to Pnd~ral Covernaant (othor than 
militAry Q80h1nory and ordnP~eo) 

Principal ela"u ot P=lua10tlll 

Peed , t eod, and terUlher 
l'uel §] 
Coao•rcial, 1nduotr1al , and 
&gr1oultural ""ohi <Vlry §] 

Hil1trry mnch1nnry and ordnance 

1'11% 
bue 

$17,Jlio 
6 ,250 
8,79(> 
1, 580 

11,010 
J,li2o 

4oo 
4}0 

5.700 
2,850 

890 
4, ~20 

$6},180 

ll,880 

$17,o6o 

$ 2,000 
10 ,900 

J,ilO 
62,000 

Ta:r; yield at 
jc1t1od rateo 

, : 10! 

• 867 $1,734 

G~ 625 
879 

79 158 
551 1,101 
171 }42 

20 lio 
22 4} 

285 570 
143 285 

45 89 
___ill ~ 

~3.159 $6,}18 

~ ...!...1§! 

$l,8~2l H,1o6 

f roraury Dapnrtaent, D1v1o1on ot a ••• aroh and Stnt1o\1oo October 4, 

Nota• l 1guroo ar• r ounded and v1ll .not nooettnr1ly ndd to totulo. 

ror tootno too tee next pftCe, 
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Est l.Jpated base and yield of a Fe<!ero1 retall sales tax, 
calendar year 19« lJ 

, Footnotes 

if At e..t\Ma~ rosiness levela and priceu tor calendar yea:o- lo«. 
y I~cludes sales of kindred products such aa c~nd7r and soft 

dri.n!:s . 
lf Excluding tocr.ereial, i'ldutri&l , and arricultural ra~inery 

and chOlDical s and materlale -.hich b8comc pt,y~ical ir.gredients 
or ecc:ponent parts o~ taxable articl ee 11hic:h ere to be sold 
b)' the t>ueiMss concerns makiny the pu:clw>•es, 

¥ The services inc\uded are (a) repair and !'abrictltion or tax­
able articles ( e. g., s~oe repair, rutd autom~bile repair); 
(b) laWtdry and dry cleaning servicot; (c) bar')er shop and 
beauty parlor services; and (d) rental or taxable article• 
(e . g., rental or linens, clothin~, automobilJ>s , and bicycles) , 

'J/ The estir.ated retall sales value of oo""10~it1.cs subject to 
exietin& Feder&! excise taxes, other than the value o! col!>­
moditieo assuced to be excluded !rom the e~lce tex base, is 
~lJ,lOO,OOO,OOO, The value of these ooCI:l10d1ties is included 
in the appropriate classes in the table. 

~ These classes consist oi' sales to all types of purchasers 
including sale s to the Federal Oovemmant and war contra~tora 
and, oonsequently, would not ent1Hly repre~!lt net tax base 
iteaa it they were included in the tax base . · 
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Part Three. J!easure of the Tax 

The measure of the tax, 1. e., the .,..ount to which the tax 
rate is applied to detemine the extent of tax liability, should 
be fixed in the light of oertain considerations of e<p.~ity and 
adlllinistrati"" practicability. It would appear that the tax, 
in reoeral, should apply to the bol'.a fide aalea prices of 
comcdities and services , including payments for taxable services 
rendered in conjunction with the sale of commodities but not 
includin~ payments tor nontaxable servicee eo rendered . The 
measure of t he tex might, accordingl y , be regarded as the seller 's 
gross eales of texable p.oods and s ervices , leu deductions !f for 
discounts takm, retumod goods , the amount of the tax and other 
retail sales taxe•, and delivery, f i nance , interest, and other 
service charges which '!Ould not be taxable 'llhen the services were 
rendered independentzy of a ss.le. 

I . Gross sales or groes receipt-s 

A sales tax may be applied e1 ther to gross sales , the total 
value of all taxable sales made during the reporting period, or 
to gross receipts , the total amount of money received from taxable 
sales during tho period. \'fhile t he salee and receipts 'of stores 
aelling e>:cluei vely tor cash Will be identical durinc any given 
r-riod of time, those of stores selling on credit will be diffor ont. 
The gross sales basis appears to be the mere s atisfactory of the t-oo, 
both i'oom the stendpoint of tax revenue and, of far greater 
i:;portance in this instance, of administration. 

llegardl..,~ of the extent to which e:mll¢ions would be avoided, 
lll8nY concerns selling at retail 110Uld Mke beth taxable and non­
taxable sales . .,...,n euch concerns sell on 4 credit basie and ""rezy 
make additions to tho cuato:r.er•e acc~W>t in comection with taxable 
and nontaxable uloe , di!ficul ties are unavoidable under t he gross 
receipts basis when the customer make• a paymont on t he account 
without .ellocation to any porticul 2r ee1e. SOme plan fo r t he 
segregation of tho anou 1 t paid betw~on the t'IO cla•scs of sales '!Ould 
have to be dcvieed and the sell e r muld in cneh inrtance have to mako 
the COO!lputations roquired under t he plan . Sollers• records generalzy 
are not kept in such a lll&tiJlc r that compo tationa ot this t ype can 
readily be oado and, accordingl.J', their cOIIIPlianco costs could be 
expected to increase U tb3 gross receipts aethod wero elllj)loyed. 

!/lihile precise tom1nology '!Ould probably require the uso o! t he 
term •exclusion" rather \than •deduction• in th1a coMection, t he 
latt er i s being uaed herein since it is genorally employed in 
the salos tax Statoe . 
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A division of gross selos into taxable and nontaxable sales 
can be made nuch more eadly, The gross s•lse method 110uld prove 
tar dmpler of adlllinistration in the event that at aomo tims after 
the imposition of the tax, the rate was changed or ex.,.ptions were 
either adried or eli.Oiinatocl, llhder this method t ho statute as 
=dified "'uld apply to ealos oade after the e!tective date of the 
asoond...,t.. . Under the ~se rooeipts method, holfever, if <lUI-
crUd nation between cash and credit sale~ made be!ore the change 
in the law were tc be a voided , it 110uld be neceuary to apply the 
ol d rate after the ettecti ve date of the amendnenta to amo'lnts 
paid purs"ant tc sales beiore that date . In the case of changes 
in exemptions , the oeJ.ler would have tc diat1nsuioh in his records 
betT~een sele' of the a.ftectocl commodities botore and sales thereof 
attar the effect ive d•te of tho amendments in order properly to 
collect and retum tho tax, Pbr example, if the 1"" as ori~inally 
enacted did not exempt food, rut an exempt.ion ot tood were subse­
quently provided, tl:e ~eller would not collect and P"Y the tax on 
food sales made after the date of the anendment, lie would, however, 
continue tc cnllect and pa,r it a fter that date with r espect to 
a.>~~nts paid hi•· on f ood aalee llade on credit before thot date. 
Contusion 110uld be inevitable and the keeping of records 110uld be 
greatly complicated, 

. From a revenue standpoint, the use of tho (!rOsa saloP oethod 
-.ould not only seo•lre earlier payment of the tax on credit end 
installment sales, but ~uld 8lso avoid loss of tax revenue when 
payments were not. ultilllately 118deo In the case of installment 
seles, the seller can protect himself against loss under the gross 
eelea oethod by adding the tax to the dom payment . In the case of 
ordinary credit sales, ho'll&ver, the tax must in 1110at eases be re­
g&nled by the sellar aa an additional factcr tc be considered 1n 

deterJI!ning the amount of credit to be ertended to a purchaser, 

II. The nature of vrosa sales 

Gross sales consist in general of t he sum of the prices 
aotuelly charged for all articlae sold or services rondered, regard­
less or whether p~Ent 1a 11\!l.de in cash, property (such es used 
artioles traded in), or aervi ces; and r egardless of whether the 
entire price is actually pdd. In relatively few cases the prioes 
actually cbu·ged would not be bona fide arm•a-len<>th selling prices 
because of an identity o! ownershi p or control o! both the buyer and 
aeller, Ulx'er such conditions, the aaou'lts ch.orpd a1ght be far 
less than the bona tide selling prices o! the articles, lll'l1 
readjuat ... nt of t he aelline prices 'ICuld be neceeaary to prevent 
&'IOidance of the tax, 
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yn. lhductions from gross sales 

Charse• for sen'ices, such aa delivery Cld installation, are 
frequcntl,y made in connection with ret.ail salee. If the services 
were taxable W!en rendered i ndependent! y of 11 aele, no question 
would arise as to the deductibility of tho charges . If, ho..ever, 
tha services wore not t axable W!en independentl,y x-endex-ed, it 
appears th4t a deduction should, under certain condit ions, be 
allowed for such charges when made in oonnectioro with sales . The 
principal chargee of this nature nre those made for interest, 
insurance, delivery, and installing taneible peraotlal property in 
r,.l property. If deductions ..,re not all""ed ' in tbeso cases, ther e 
would be disoria:ination against sellers retldering the services 1n 
conjunction with sales of articles end such sellers in many cases 
would ceaso providinr tl'.e&e services. It would probably be advis­
able to confine the deductions to thoso additional. cl'.arges for 
oerrlces "' ich were stated seperatal,y fro"' t.he prices of the 
articles . This reqJ ir'lment provides a eomoW!at lilllited saleguard 
&~i'!inrl the tendency of Eellers to overstate the deduction as 
a neans of noidine the tax and >'wld livhten the t ask of the 
Government in determl.ni"'f whether the ded•JCtions 119re reported 
correctly by taxpa~'8rs . -Since the measure of tr~ ~• imended to be th~ actual 
selling price of taxable articles and aervioae, any d:lscounts taken, 
such as those provided on a cash, trade , or quantity basis, would 
also seem to be proper deductions. 

1'\lrtherJTOre, it 't'Ould problbly be odvl.aable to allow the 
deduction of amourts collected b.Y sellers frOM purchasers as 
reiJ!Iburscment of the tax, and for the a:nounts of other ret.ail sales . 
taxes applying to the transactions, provided the taxes are separatsl,y 
quoted. 'lbo deductions should probllbly apply both to specific excises 
on retail sales of particular ccx=dit1ea, euch as the Federal 
jewelry, 1\lr, and cosc:etics tares, it they were retained, and to 
general retail Bales taxes :l.alposed b.Y tl'.e States and cities regard­
l ees ot whether the latter •ere levied upon the retailer or the 
conau.:er. This distinction i!l the man!>er ot illpoaition of State 
uJ.es taxes would appear to be without aignittcance so far as the 
~ostion under discussion is cCIIcerned. Tha deduction -.ould apply, 
however, onl,y to separately stated t ax eo . II., ufacturers • and whole­
sale exciee or eales taxes pro babl,y should not be deductible 1n view 
of t he dittioulties involved in determinina the amount of the retail 
selllng price representing such taxes . While it might be adminis­
trati vely feaeible to permit the deduction or euoh taxes when the 
retail sale (within the meaning of the !"ederal retail sales tax law) 
was made by the manufacturer or wholesaler, such a practice -.ould 
appear undesirable in so far as it 1mllld result in discrimination 
against transactions wherein the retail sale waa not eo made, 
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The aollinr price o f ret urned articles should, ot course, be 
deduettble , s ince in such cases no sale occur a . "'hen PI.\Yll\ents on 
ert'<lit talee are not made in full , ho""ver , 1t 1e doubtful >flletr.er 
n deduction should be allOt<ed for the unpaid portion of t he selling 
price , roeiU'dleos of whether the article sold "l!s repossessed . 
Tho aUow.mco of a (!educ tion for bad debts would add to ~dminis-
tr• tt vo d1£i1cullies s ince 1t woul d introciuce i nt o t~e sales tax 
not only llllat of too probl ems arisi ng under the lnco.,e tax l aw 
in th1e oonnection, but would require even additional effort m1d 
record-ke~ping io the case or sellers maklns both taxable and non­
taxol>lo sole3 . I! an ac"Ount repre•enting b:>th closeee of •ales 
provt'd uncollectible, the seller would be required to examlne it 
ite:o b'/ 1tom to ascertain the amount deductible, lbr he could 
deduct only such ...,unts as erose tr001 tuable aalee. 'ihen audits 
were made, the representative of the OOVem,.ent liOuld al150 be re­
~iftd to follow this procedure, at least t o the extent of a test 
check, to verify the accuracy of the deductions clail:l8d by the 
seller, FUrthermore, if the deductions were allowed, per zons fail­
ing to PI¥ for their purcl'ases in .full would be enabled to escape 
a porti on oi their tax liabili~J• If sellers were liable for tr.e 
full a'llOunt of t !e t ax regardless of whether all pa.;1r.ents ,.re made, 
they would b& encouraged to require full Pll)l1'lent of tax at the tire 
of pur chese , Such a procedur e would be 1n line 'ld th Federal Reserve 
Bnard credit purchaoe requi rements and YlOuld tend to fur ther t he. anti-
1nnation8%"J inlluences o! the tax. It, ahculd be noted, ho.-tlver, that 
r ctsilP.ra Renerally believe t hey are en titled to a bad debt deduction 
And, cons<~q~~ent:cy, allowa>co or such deduction muld tond to incr ease 
thm r good- '11111 to ... IU'd the tax . · 

IV. Allowonco to retailers 

The introduction of a sale• tax results in an increate in the 
coats or rot.ailert. !f !lot only are cost s of lce~;>ing r ecords in­
creased but a cert ain aaoW!t of expense ariaoa out of the handling 
ot returns, In addition, retaile r s arc not always able to shift 
the entire &J:IOI.Ult of tax on a sale to tl'.e pun:haoor. 

!/ The Shoup study of the New York City eelos t ax indicated that 
every otore investi gated reported t he tax had increased ac­
counting costs, in many cases tho increase amoWlting to 5 to 
10 percent of the tax collected, See Shoup, 1"l'he Experience of 
~.000 RetailErs under New York City' a Salea Tax, 11 National Tax 
Association "Bulletin, January 19)6 • 

• 
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The 1100<1-.rill anct cooperation of sellers .,.. ot paramo~r~t 
Jr.portaneo in tho adminis-tr ation of a selee tax, It is questionable, 
however, 'llhethor an allowance designed to cover increases in costs 
due to the tax, as granted by soveral sales ta.x ftatas , is desirable . 1f 
Tho allorance would reduce the net vield of the tax and one based on 
the nrr.ount of taxable sales might be very diecriminatory in its appli­
cation to various sellers. Take , for erample, the case of t""O sellers 
wlth total annual sales of ~100,000. One mis;ht mdke only taxabl e sal es, 
and, aesum:l.ng a tax o f 10 percent and 11n allowance of 3 percent of the 
tax, v<OUld r ecei ve a benefit from the allo•mnce of !)300, The other 
mi~t , .. ke tloth taxable and nonUixable sal oe arr1 1 assuming an even 
division between the ho classes of sales, would receive an allowance 
ol only 1\150. Despite the fact that the oelea tex compliance costs 
of the latter 'IIOuld probably be greater tt.an those of the former , since 
he would have to obtain resale or exemption certiticat.ea and keep his 
reoords in such a manner as to separate the taxable and nontaxable 
sales !or t ax reportinq purposer, he would receive only one- ball t he 
allowance granted the former. No allowances are provided to cover 
the substantial compliance costs to taxpa,yers resulting fro,. the in­
co..,, excise, and payroll taxes, and it J!UG' be inadvisable to establish 
a precedent for such allowances . 

'!) Eight States provide such an a llowance, 
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Part Four. Legal Liability for and Shirting or the Tax 

Tha tax could be, imposed upon sellera or consumers. In either 
case, ho-.owr, the tax -..ould be paid to the Goverrunent by the seller 
and collected by him, either as a tax or oe tax reimbursement, from 
his purchasers . Advertising of absorption of the tax ~ t he seller 
should probably be prohibited as a means of preventing W'lfair trade 
pracUoca. 

1. Legal liability for the tax 

%ether the sales tax •ms imposed in the form of a tax upon 
tha privil088 or selling at retail, upon retail sales, upon property 
aold at retail, or upon Ca'lsumers, it ....,ld in legal effect be a tax 
l evied upon either the seller or the consuoer . Even though it was 
l.epoeod upon the consumer the statute would neceeaarily require thlt. 
1t be collected !rom him by the seller and paid by the latter to the 
g01·ornmont. Thera are advantapes 1n plscint; legal lia'>il1ty for the 
tax solely upon the seller and State experience indicates that this 
~~~ethod ia tho CIOX'e satisfactory of the two. 

The ii!IPOsition of the tax upon the aollor would make it possible 
to tax sales to the States and their political subdivisions, if it was 
dcelliOd advisable to do so . A tax upon tho consumer in .all probability 
would not be constit utional as applied to such aal.e~. A tax imposed 
upon the seller would bo deductible only by the sellor for inco~c tax 
purpoeos , but tho deduction \'IOuld be offset ainco tho soller \'IOuld be 
required to include in his gross income the omount collected from his 
customers as tax reimbursement. If levied upon tho conawner, however, 
even though collected and p@id by tho seller, the tax would bo de­
ductible ~ the c onowr.or in the absence of oxpreos pro vis ion pre­
cluding tho deduction. In general , a Federal. salos tax should not 
be deductible by con"""""rs for ineooo tox purposes . !/ On the >dlola, 
such a deduction 11011ld tend to make the tax more roercssive, since 
t he privilege of deduction is of no roue to lo,...income groupe paying 
no income tax, but increase" in importance ee the aarginal rates of 
the income tL~ increase L~ successivoly higher incooe brackets . 
Tho deduction ,.,uld of course reduce the yield of the incoQC tax. 

II. Shirting of the tax 

Since the retail sales ta.~ is intondod to bo a tax resting finally 
upon indiviclual consumers in proportion to their purcha•os of taxable 
articlos and services rather than a tax upon bus1noso firms , .it is 

!/ Allo~anco of deductions of all state sales taxes ~ consumers may 
bo desirable as a means of avoiding discrimination arising from 
tho tact that soma states placo tho tax on consWlX>rs while other 
States place it on sellers. AllmT&nce of deduction of all State 
ratail aal.ca taxes was provided ~y the Rovonuo Act of 1942. 
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d••ir3ble t'lat th• entire Sl'lOunt of tho tax bo shifted fro:o selle rs to 
coosu:110r4. If tho tax ""rc lovied upon tho eonllllrJier, he ""uld be 
re<tuired 1>1 la• to pay it to the eeller in OOMoction with taxable 
ell)os , tf, however, the tax IOlre lnied upon tho selle r, the statuto 
clght COl'\POl shifting, might bo eiltnt upon the N ttor of sl'.ll'ting, or 
ad·~t contain a statement of polJ,ey to the etr~ot that <ellors are ex-­
pected to shift tho tax, The first ol t ornative is o! doubtful desira­
bilit)'. It might have the effect of changing tho form of the tax to 
one imposed on the consumer and l!Oultl probabl)r be virtuoll;7 meaningless 
and unenforceable . Sellers could readily avoid the requirement, if 
they desired to do eo and except aa ther might be restricted by ths 
operation of fair price acts, simply by reducing their selling prices 
(exclusive of tax) by the amount of the tax, :::n almost all cases , 
the tax ""uld bo shifted to the same axtent regardless of the 
tre&tiiiCnt of the matter in the statute. In order thet there ee no 
doubt as to tho intention of Congresft , however, it lli~t be advisable 
to sot fortll in the law a general policy stat ement that sellers are 
expected to ehift the tax to their purchasers whenever feasible, !f 

It qht also be well to pro111do in the statut o that it is 
unlawf\11 for sellers to advertise that they are absorbing the tax. 
Adwrtio...,ents of this nature are misleading, aincc concerns ""'¥ 
troquontl)r shift the tax br price readjuat:nentt: oven it they do not 
collect it "" a separate itet~o Tho prohibition would accordingly 
chock a form or unfair competition and aid in obtainintt the good-11111 
of oollors, 

In general, quotation of the tax soperatol)r .!'rom the selling 
price ot t ho article or service is pro!orablo to shifting o! the t ax 
by 1'()8djuetmcnt or tha price , since 111 th aoparato quotation there is 
greator l ikelihood or the shifting of too oxact amolnt of the ta>:, 
Under proaont price-control r egula tiona sellers 100Uld have to quota 
the tax ecparately, since only by this moans could they shift it without 
obtt:inins a roadjust=t of tha1r price coilinct . In the postnr 
par10<1 aloo, the seporate quotation procedure is likely to be follo,.,d, 
evan in the absence of special statutory provie1ons. y To encourage 
th~ practice, a statcl!<!nt thst aollors 'O'OUld be e xpected to quote the 
tax aoparo.Ql)r llbon fea.siblD adght be included 1n the law, 

iJ Suoh a provision 1s found, tor ox.amplo, in the California sales 
tax law, 

Y Tho practice of separate quotation io almoa t universal in the snlos 
tax States, One of the te.r exceptions is the retail tax portion 
of t he Indiana·· gross income tax, which has a very l ow rate, 
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u ottter problEm relating to slli!ting is that ot passing for­
ward an a::10unt of t ax involving a traction of a cent. TliO principal 
~ethode are available, namely, the use o! 111111 coins or a schedule 
of brackets . Tho letter method involves eesentiall,y tho adjustment 
oC tho a::1ount of tax to an even cent. 

lUll coins, comparable in mSI1)' respects to the tokens •usad by 
several States, involve a certain amount of expense, the cost of 
manufacturinl) such coins often being equo.l to or sroater than 'their 
race value . Sellers and. consuoers m;;ht find tha:~ inconvenient, 
especiell,y >'lhon they were first introclucad. llhile there mey be 
justification for the use of tokens with tho luw t•ato State sales 
taxes, it is questionable whether there 'WOuld be sufficient noec1 
for mill coins un:lor a relatively high rate l'ocleral tax to justify 
tl'e expense and inconvcni<mce involvod. 

Under tho bracket cothod, a schedule indicating tho ""''""'t of 
tax to be collectocl on each sale price 1'10uld be ostablishod. For 
=plo, a possible schoclulu under a 1.0-p::J:I:cnttaxllliaht be as follows : 

Amount of Salo Tax 

l ¢ to 4¢ 0 
s " l4 l¢ 

15 • 24 2 
25 • 34 3 
35 • 44 4 

etc. 

Under this eystan, a purchaser 11o.1ld troquontly not pay the 
P"-'Cisc ll>Ount of tax actually due on lltiY particalar purchase but, 
on the avor&&o, WOI;ld probably pay a rate of tax oqual t o tho tax 
rate provided by tho statuto. This method is tho simpler of the 
two !or both merchnnta and. ccnsumors and., in conoral, is equit able 
Cor both group~, although a Slllall group of eoncorns having a high 
pcrcontago of sales in tho lowest brackot ol.ght not collect enough 
tax roimburacmont to covor thCd.r tax PBO'l"Onta . };/ loith n 5-porcont 

};/ Opcrntor~ or vonding J:Ulchincs, hoTrovor, micht not bo e.blo to 
collect Sl1)' 'tax roimburscrnont. 
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or 1o-pereent tax rate, the number of concerns thus &!feet«! would 
be rroa11. It would seem advisable not to aet forth the bracket 
schoc!ule in the statute and., assuming it wre tc be prescribed. by 
tho Ooverrnont, tc isaue it by regulation . It would then be much 
euior to readjust the brackets should experience indicate such 
nee<! . It the scbed.ule were deemed to be solely a matter ot adju~ent 
betl!IOon sellers an:! their custaaere, the Government oig>1t retrain 
over. tra:> issuing it l:ry regulation. In this cue a ecbed.ule or 
echodulcs ""uld wdoubtedl,y be provided. l:ry n:ercllanta• aeaoc1ations. 

Part Five . Adminiatrati ve Pl"ovisiona 
' 

The effecti venose with which a retail sales tax might be collected 
dopend.s tc a larce extent upon the statutory provieiooe relating tc 
the aclministration ot t ho tax. Sane of the illlportant issues llhich 
nieltt arise in t his connection will be discussed • 

.... 

I . L1ccnses 

To facilitate administration, twenty of tho twenty- three sales 
tu States r"'luire that licensos be obtained. b-.r all persons selling 
at re tail. y So .Car as State practi ce is concomod, H appears 
that licenses are boliovod to bo desirabl e . 

L1ccnsos are anpleycd. f"er several important purposes. First, 
they provide a moans of establishing a list of sellers subject to 
tho tax, ThroU01 tho application tor license t ho Qovomment is 
ablo tc obtain necessary information such as the oxact neoes and 
ad.d.rosGes of tho amors ot business concerns, tho r.ollturo of tho 
businonos tmc:l whether seasonal, the da te tho businoes started it 
opened. &!tor the et:toeti vo date of t ho tax act, and tho name an:! 
liconso nucbcr of tho prior owners of the business it tho business 
1IIIS purchased. nttcr tho ottocti ve date of tho tax. Ini'omntim 
could also be obtained respecting the financial r esponsibility of 
tho applicant .Cor tho pUrp8ao or aseorteining tho moet desirable 
tax return period for him and whothor he should bo roquirod. t-o 
i'urniah security to insure canplianco with tho net. 

Secondly, the tbrcet ot revocation and actual revocation of 
licenses in cases or t ax dol.inqu'cncy have proved to bo oxt.r<!CICl,y 
cftceti vo 100ans for enforcing ~ent or tho tax. y Under a retail 

Y Taxpa,yore aro also lieonacd. \Ind. or tbu Canadian manufacturers' 
sales t ax and tho AustraliM an:! l!ritish wholosc.J.o sales teJCOs . 

Y Thirtoon of the twonty Stntos 1'11\l.ch r equire liconeos hevo specific 
6tntutory provisions o.uthorizin~ revocation. 
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sales tax t.hare woUld be thousands o! ~ retailora , operatin;: 
tr<lfJI hand to aouth, who frequently would be d&inquent in thoir 
tax payments evon though they had collected the tax from tlteir 
oustat~ers . These retailers would hove little in tho "llY of property 
which oould be levied upon to aatisty the tax liabUity. SOCie States 
hnvd round a forceful license revocation procedure a more ef!ectivo 
collootion method than seizure o! the retailers! property. When 
notifiod to ahow causa why their licenses should not be revoke<! for 
failure to pay tax, retailers make every posaiblo o!!ort to meet 
thoir liabilities or to enter into arranponts w1 th tho govormont 
for the ordorl;y sottlomont of the llabUi ty in ordor thot they may 
continUe in business , 

Thirdly, liconaes provide a means whoreb;y IIIAmlfacturors and 
'llholoaalors can identity business eoneorna entitled to make tax-
!roo purchases for resalo , A retail sales tax impoaoa a great 
rosponaibility upon sollors to ascertain tho disposition of goode 
sold b;y thoir purchasers. It liOuld appear that tho Qovern:nont O'I<OS 

a duty to sollors to assist thee in idontitying parsons ontitlod 
to =ako tax-b-oo purchases for rosalo , Although tho results oight 
be harsh in certain casas, the offocti vo a<binistration of a retail 
salos tax roquiros tbat llabllity !or tho tax bo dofinitol;y fixed 
upon tho aollor. If, through orror or lllisroprosontation, a person 
buying for consumption furnishes tho sollor a rosalo certificate 
and tho transaction later i s diseovorod by tho Government to havo 
boon a taxable salo, tho seller would bo liable tor tho tax, !f 
IJ.consing would not only pr ovide sollors w1 th a moans of identifying 
persona onti Uod to purchase !or rosalo {through quotation of liconso 
numbers), but would also provide tho Qovorl'l!lont with a moans of 
controlling tho lllisuao of resalo eortifieatoa, since ropoatod 
&isuso or tho resale certi!ieato bY a business concern would be 
a ground for tho revocation of its liconso. 

In tho light of thcso considerations it adght bo desirable to 
liccnso all sollors of tangible personal property, !or it then would 
bo possible to roquiro tbat r.asalo eort1!1catos boar a liconso 
l'lU:Iber • Farmers , howovor, probably could bo ax.ccptod tr""' tho 
liconsins roquii'OIIlOnt without significant o!foct upon tho operation 
of tho rosalo cort1!1cato system, AalrUIIIing that food, aood, and 
fortUizor woro axompt from tho tax, tho only iaportant classes 
ot property purchased for rosalo by !armor• would be containers 
and packing materials, li vcstock, poultey, and 088S for botching, 
It Would bo impractical to liconso sovoral adlllon farmers tor tho 

lf In thio oaso , it probably would also bo possible to subject tho 
purehaaor to liability ! or tho tax. 
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purpose o! oontrolli.n,g their l.iJ:d.to(! I'IUtlber of purcJ\aSes for resale , 
1~ muld eeOll preferable to potu!. t rancors to «>CCCute resale 
eert!!icates f or the ,>urPOse of purchasing the foregoing classes 
ot proper~)' !or resale without quotation ot license numbers . 

/J.~hough the licensing system provides very valuable aids to 
tho adniniatration ot a sales tax, it sl\ould not bo nsSUll'.od that 
Uconsos aro absolut ely essential. That is 1 licensing r oally 
supplor.lants other methods or enforcement which 11auld bo anployod 
in an:t avant and which might prove o.doquate in tho 'absence of 
liconsine . A list o! sellers could bo dovolopod !l'Ol:1 o;:isting 
lists or Podoral ta.xpeyers, such as tho old.,.~o illS'Jranco te.x, 
tho Fodoral rotan oxciso taxes, o.nd oeeu!Xlti~nel tnxos . Additional 
sourcoa are also available, such as State saloa tax and trado 
association lists . Evon though licenses wore required, it would 
bo nocouary to e.ltocl: too Ucensoos against too o::ist in:; lists of 
sollora. It would also bo necessary to conduct extensive :iold 
invost~at.ions to dctonoi.no whet.'wr sollors roquirod to tile tax 
roturns actunll:t ""rc doiJl& so, l!orcovor 1 a lir.dtod 800\l."lt or 
t ho intal'CI&tion tl\at would bo obtoinod throUG)\ tho application 
!or Uconso could also bo obteinod on t ho tax roturn !or:ns. 

Llothods othor thsn r evocation o! liconao could be anployod 
for tho handll:lj: of dollnquoncios. Tho existinG Fodoral tax lsws 
alroady givo collectors or internal rovonuo broad powers to cn!or co 
J)nymont throuGh levy on personal property Md tho placill8 a! lions 
D.(ta1not r oa.l property. 

Tho rooalo-corti!icat e system could bo oporatod ovon though 
liconsos woro not roquirod. Tho imposit ion o! n penalty !or tho 
l:liouso ot rosalc eorti!icatos by buyers would tond to pravont tho 
unwarranted uso of tho cartifi:catos. 

Tho l1cona1ng of nora thsn 2, 5 million sollors !/ r.ould bo 
a largo undcrtal<inG roquiring substantial IIDOW\to o! personnel and 
oquip::ont. l'lh1le it is probably true that liceMea would increase 
P&rsOMol and equiJX>ent requirECents, it should bo notod that evan 
in tho absence of licenses large anounts o! personnel and equipnent 
would be nee<led, The additional adn.nteges which would be offered 
by the Ucenaing systan, tltere!ore, should bo conoidorod in t.'le light 
ot tho larger manpower and equipnent requiremonta , 

I t licenses are provided, permanent licenses mir,ht bo proforablo 
to annual or periodically renewable liconsoa. Tho liconsos , hOTtovor , 
probably should bo nontransferable as roo poets o1 thor chan{lo or 
ownership or location. Since tho liconso roquiromont ia intended 
as a oothocl or control ancl not a s a sourco or rovonuo, only a nor.linal 
t oo, if any, shoulcl bo charge<!, 

'!/ It ia oattn..tod that !or tlto nalendar Y!J&r 1943 there would be ) 
about 2 , 5 lllill1on taxpayers . It all aOl.lora {excluding farmers 
~! ~ble> parsor.al property "oro liconsod, this n=bor WO)lld 
uu aoaOwhat larger, 
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II, Tax retums 

The retail soles tax returns might be required on a monthly, 
bi• cnthl y, or qonr1:erly basis . The quarterly basie probably would 
be proferable . Although monthly returns would provide a more 
frequent check upon ret'lil~rs, they would materially increase the 
expense of administration. '!/ ,Under the monthl:r basis, 1t would 
be extromel.V difficult 1f not impossible to complete the checking 
of returns and the preparotion of a delinquency Hat for any month 
pr!oi to the filing of the returns for the follO"'tl.ng month . 
T!Noiency of administration would be increued if t)le delinquencies 
for one period were cleared, thrcugh payments or other an-angementa, 
before the delinquencies for the next period were aacer"..3.1ned. 'lhis 
would be possible under a quarterly return baaie . 

"llile the quarterly basis should prove sa tillfac tory for most 
taxpayers, in so=e cases shorter periods !light be desirable, For 
exaople, =ore frequent returns would be desirable in the case of 
financially uns¥-ble concerns and from concerns operating on a 
seasonal basis , Accordingly, the tax administrator lllight be 
authorized to require the filing of returns for other than quarterly 
periods , 

III. Oenarnl administrative powers . . 
The powers, similar to those existing in tho case of the Federal 

exeiso tAxes, probably should be conferred upon the Secretary of the 
Treasury, the Commissioner of Internal Revenue, and the Collectors 
or I nternal Revenue w1 th respect to the retail ealea tax. 

I V. Cooperative arrar.genents with the States 

The otfieioncy with 'llhieb a Federal retail sales tax could be 
sdt>iniotered ~ht be increased and the coat reduced through Federal 
eoopcretion with State •nd city agenciee engaged in tax adl:linistration . 
Aeeordlngly, the COillnissioner ot Jntamjll Revenue might be authorized 
to enter into cooperative arrangement.& with State and local officials 
tor tho purpose of facilitat ing administration of the aales tax. 

'!/ l'onthly returns would require the handling of approxiznately 
)0 million 'Niturns annually as compared to about 10 million on 
a quart e rly basis. 
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Posrible Modifications ot a Federal Retail Sales Tax: 
Personal Exemptions , Graduated Tax Rates, 

and Compulsory Lending 

Introduction 

Sevaral proposals have been 1118do in corlnection with the con­
oidoration of a Federal retai l sales tox to modifY the usual form 
ot the taY. with a vie" to ameliorating its regressive effects and, 
in oome cases , enhancing its anti-in!l.ationary effectiveness . It 
has boon sugsested (1) that univereal pereonal exe;nptions be pro­
vided, (2) that personal exemptione be provided for low-income 
families and individuals, (J) that the tax be imposed at graduated 
rateo, .,d (4) that the tax collections be treated, in part at least, 
as cocpulsory loans re~·able to the tt.>:ps,yers after the war. It 
should be noted that any one of these proposals would have to be 
superimposed upon a retail sales tax ot the usual type. 

Poroonal exemptions 

To provide persona\ axemptinne WY.Ier a Fcdor•l retail sales 
tOY., it has been proposed that tho Government either r efund part of 
tho tax collections to everyone in tho form of a certificate redeem­
able tor cash, or eli str ibute to everyone !roo of charge a specified 
amount of sales tax coupons aocoptablo in po,ymont of the tax. Con­
su!nors YIOilld then pay the tax addod by sellers to the regular sell­
in~ prices or taxable goods and sorvicos either 1li th money or with 
tho tox coupons . 

Under en alternative plan, only those with low ineooes would be 
entitled to the tax refund. H~re , too, either certificates or 
coupons could be e.r.;>loyed. 

Per!!onal ex~tions woul<' min1ed.ze, in so:~.e eases even ellainatc, 
ti-c heavy burdan that a saba ta."< would U.p>ae on those 111. th very low 
incomes . In this Yf8:Y a progreesiw distribution of the tax load 
within tho l010cr and ciddlo inocne groupo would be achieved. TINs, 
1! a foaaible adminis trative system could be devised to handle the 
distribution of the exemption to milliono o! individual consumers, 
ono o! t oo importnnt ar;;ument& again•t a sales tax would largely be 
nullified, 

Graduetod tax rates 

To Provide for a sales tax ilnposod at graduated r ates, i t has 
boon sug~osted that the Government !urniah to consumer s at a l ow tax 
rato coupons good for paying tho tax on o specified amount of 

~· • 
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oxpcnclUurea lf, but sell them additional tax coupons at successively 
higher rates according to a tax schedule baaod on expenditures . For 
0x.,p1o, il an adult consumer l!Oro required to buy coupons for the 
first !\200 wo.rth of taxable expenditures at 8 2-percent tax rate, he 
ndght be chargad 10 percent for the next $200 worth of coupons, 20 per­
cent for the next '1200, )0 percent tor the next ~200, otc. The sales 
tax would be paid by consumers directly to the Oovernment through the 
purchsse of coupons . Consumer s would deliver the coupons to sellers 
1n setUement of sales tax liability when they bought taxable goods 
and eervioes. 

Under this plan, lo~income consumers might ba relieved of an 
unduly heavy tax burden. In addition, the tax could ba made as Jr<>­
r,re.eiw as desired in relation to ""l'lnditures. Proponent& of the 
graduated sales tax plan have indicated the possibility of controlling 
conaw::er spending by devising a graduated rate schedule which 11011ld 
tax purchases in excess or 8 specified &.."ICUnt at rates sufficiently 
high virtually to prohibit exceedve and inflationary spending . 

Co51J)Uleorx lending 

Anothor proposed lliOdification of the retaU sales tax is to use 
the tax as a means of enforcing compulsory lMding. Under this plan, 
sellers -.ould be required to purchase aaloe loan stomps from the 
Treasury and to deliver to their customers an amount of stamps equal 
to the s1110uot o! sales tax collected from tho customers in connection 
with salos of taxable goods and services. These stamps would be 

exchangeable by consumers for non-negotiable savings bonds r edeemable 
actor the war. The post.n.r .redemption migh t be at the i'ull face value 
of the bonds or som limit to redemption might bo established in 
accordance w1 th the size of holdings. 

These possible mdifications of the general ret.aU sales tax are 
conllidorod in the following eections. 

Part One. Personal f:Jmmption S;yste:o: 
UniversAl Exemotions 

Tho tact that a retaU sales tax rate u high as 10 percent would 
unduly burden those with very low incoma has led tc the suggestion 
that a oortain &ll'oOunt of essential expenditures bo emnptod from the 
tax. Ono augl!'lsted method would provido n aystom of tax refunds under 
llhioh tho Government 'IIOuld give back to all individuals a portion of the 
ulos tax collections. These tax refunds might be in tho form of 
certificates which could bo cashed or exchan ged for war bonds depending 
upon tho currant needs of individuals. Y 
VConallliOra might bo given the first quantity of tax coupons froo 

sa under tho exemption plan. 
Y Current rode"'')tion J:light be lilllited to thoee below a certain level 

or incOCIII , redel:IJ)tion to othera baing dotorred untU a.fter the war. 
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An alternative method o! distributing the exemption would employ 

t.o.x coupons . An amount would be distributed to each individual equal 
t.o the tax liabilit y on the oxempt specified amount o! purchases, tho 
coupons t hen to be used !or paying the tax. 

Tho ad=inistration ot a personal exempt ion oystcm presents many 
problems in addition to thoae ordinarily involved in the en!orcement 
ot a sales tax. Tho abo ot t he administrative requ.ireaen~ depends 
l>rgely on the nature or tho plan adopted. The simplest personal 
exemption plan provides Cor the distribution o! the beneCi t to every­
one. universal distribution o f exemptions might be at a nat amount 
per capi ta or varied according to age or dependency status. In the 
following discussion, attention is focused on both t he equitabl eness 
and the administrati vo practicability t>! the exemption provisions . 1f 

I . She oC personal exemptions 

A sales tax ret\md ay~Jtem consistent 'IIi th the purpose o! relieving 
low-inca:>~ persons from the burden of the t ax 1111g)>t e xe:::pt an &:lOunt 
ot eXPenditure necesaar7 to pnlserve a c:aintenance standard of living. 
This a=t depends on tho classes of expenditures -.hich would be ex­
cluded from the sales tax, the size of family, and the cost of provid­
ing essential needs to !amilieo difJ"erently si tuated. 

Because of adm1n1strativo 111d other considerations, there probably 
"'uld be excluded from a Federal retail sales tax many cl asses of con­
sumor expendit ures . Even though expenditures f or education, fuel, r ent, 
modical services, transportation and other utilitiee ..,re eJocluded from 
the tax, many essent ial goode and services would be taxable . These in­
clude food and beveJ:"'ies, clothing, medicine, household supplies and 
l'umiohings, and po!rsonal care. 
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The amount o! the personal exeo.otion might be gauged by the cost 
o! food necessary to health and efficiency. y The cost of a •maintenance• 
!ood budget for a fanlly of four is esti..,ted at about $600.2/ Since the 

i) Since the t wo proposed methods ( certificates and coupons) are similar 
in most respec t s , the diocussion will not distinguis h between t hem 
except 10her e it is neoeasary to do so. 

?/ Exemption of food from the tax offers an alternative method of provid­
ing this relief. The distribution of the benefits, ho..,ver, would be 
substantially different because expenditures on food increase as in­
come increases ""ereaa l"lltritional r equirements tor a ""'intenance 
stllldard of l iving are 1110re closely related to !actors su.::h as age 
and activity. See •Factor s U!ecting t he structure of a federal Retail 
Sales Tax Under 'Vartirle Conditions. • Part One , oection m, A. 

ll "Intercity Differences in Costs of Livin~, March 19)5, 59 Cities.• 
t"orks Progr ess Arlm1nistration, Research Honograph XII, U.s .o . P.O. , 19)7, 
p. xix. The $448 estil'lBte e1 ven in this stucl;y 'll!ls adjust ed for current 
pri ces by t he August 1943 cost-of-living index tor tood. I t should be 
noted that t his "maintenance" standard 1o above that of an "emergency" 
level or $340 f or l!aroh 1935. Many items includod in t he •mai ntenance" 
food budget are no 1o113er obtainable in the quantities prescribed. 
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coDt of • family's !ood requirements senerall,y v•r1es with its si&e, 
4 per capite eJOOrnption 110uld be better than a n~t execption per fam!.J.,y. 
An allowance ot ~150 for each manber, !or example, 110uld c0111pensate tor 
the eale~ tax on $600 o! expendit ure l:u a !a:llil,y of four, The annual 
valuo O• this exemption 100uld depend on the tax rate; at 10 percent it 
would aroount to $60. The per capita allowances might also be varied ac­
cording to age or dependency stetus of individuals such as l\200 for 
adults and ~100 !or minors, 

Different allo....-...nces might also be juet1.1'ied by reason of variations 
in cost of" living bet,.,en different aections of the country and betWI!en 
urban and farm families, For example, sines ho!lle- produced food would not 
be subject to tax, a smoller pereon•l e:.e."'!!tion !or farm families might 
be jutti!ied. !I Dl.fferentia+..ion bet....en f-.. .. and urban fa-:U.lies, ""­
ever, would be dit!icult. l'oreover, IMnJ' urban fllllilles are producing 
e conaiderable portion of the!.r food require~:mts in "Victory gardena. • 

II. Basia o! allot::~ent 

A choice would haVR to be 01ade MIOn~ aewral bases of allotcent to 
the 40 r.dllion single poraona 4lld fMUies in the United States, Since 
the cost of a maintenance standard o! liv in& va,ries w1 th famil,y size and 
composition, it might ~esirable to oatabliah the amount of !emily 
e~om?tiona in accordance 'IIi th theta vnriablee , Under one method there 
would be provided a nat nmount or exemption to each m<lmbor of the 
civilian population, y .The alternative methods depend largely on the 
desirability of distinguishing between adults end minorn , or between 
income reciPients and those with dependency ata tue . Thus, the size o! 
the exell!Ption given a minor or dependent might be smaller than that 
given to an adult or incOl:le recipient, Tho practicability of adminiater­
ing each or these plan$, ho1<e-.er, should be balanced against the purpose 
or achieving an equit,Ole adjustment of the bonoO.t to personal and 
fa:Uly neede , 

i/ Har.._produeed food accou:>ted for 57 percent of tbe total oo:.ey value 
ot !ood !or rural farm f8l!dliee in 1941, (See •Rural Fa::dly Spending 
and Saving in r.artil'e, • u.s. llepert.,nt of Agriculture, Hiscella­
neoua l'l.:blication No. 520, June 1943, p. )2 , ) Hmrever, the cost 
o! producing this food shoul.d be ocnsidored, and it should be noted 
that the amount produoed variea considerably among tam femlliee, 

Y Certain membars of the armed forces providing for their own sub­
sistence \'IOuld also ba entitled to exemptions . 

• 
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A. s;gual per capiu exemptions 

I f a flat exemption o!, say, $150 were given to everyone regardless 
of hi$ income, dependency status , or age, the administration of an ex.­
e:J~Ption system would be creatl y eimplified. Diatribution of this amount 
to every meo:ll>er of the civilian population 110uld reduce the sales tax 
base by about fl9 billion. It is questionable, ho•ver, whether this 
plan "ould apportion this uount in tbe most equitable IMllller ar.10nc 
single individuals and f....Uiee of dilferent obe. The cost of 118.1nta1n­
ing a family does not increase in proportion to the increase in its aha. 
Consequently , under s flat per capita exemption, larca families w:>uld 
tond to got a disproportionate amount of t he benefits as compared to 
single individuals and small families , 

B. Adult-minor classification 

Reduction o! the annual allo.e.nce to persona below 18 years of ago 
from ~50 to .,100 110uld tend to be more cOO\mllnaurate with the increase 
in costs of f82:11ly »intenanco, This ...,uld pel'11it tbe allotcent to 
those above 18 years otago to be raised to •175 'll:lthollt additional re­
duction in the saloo tax base. !f An adult-lllinor classification 'IIQlld 
increase the adlllinistrativo difficulties since it would be necessary to 
require evidence o! the sse or all individuals . 

C. Dependency classification 

Some justification might be made for tho adoption of an exempt ion 
system similar to the present inca. ... tax classification or taxpayers 
into married couples, heads of families , single individuals, and de­
pendents. According to this classification a married couple, or the 
head ot a f<Clily tocether '11:1 th his first dependent, ...,uld be entitled 
tc about twice the benefit cranted a single per110n, 'll:lth an additional 
allowance for each dependent . As in the case of the edult-mnor clas­
sification, the dependency classification also would tend to be :ere 
co""""nsurate 'll:lth the increase in costs o! faml..ly maintenance . 
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Many additional complexities would be introduced since it 11>uld be 
necessary to verity the personal status of single individuals , marri ed 
persons, heads of familiae , and the dependency o! persons for whom ex­
emption claims were made, 1\oreover, continuous revision of the Govern­
:nent•s records w:>uld be naceeeary to account for changes in marital status , 
births, and deaths, etc. 

!J It is estimated t hat 1n 194) there will be approoW:ately 
86, 2 lllillion persona abeve 18 years of age and 1.0. 4 Gd.llion 
below 18. 
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nt. Ertcct ot personal exemptions on the 
d\stribution or a Federal retail sales tax 

~ivorsal personal eJII!mptions would bring about a substantial 
chango in the distribution of a Federnl aales tax among various inco01e 
groupe . The burden on those with low incomes would be greatly reduced 
nnd in many cases eliminated. In fact, those whoso annual expendi­
tures tor t8J!able goods were less thsn the annual exemption would 
reaU•o a small increase in their incomes under tho certificato plan. 
Thta would also tend to occur under the coupon plan because of the 1 
difficulty or preventing the coupons £rom being sold or transferred. 

As a result of the exe!IPtions, tho distribution of the sales tax 
on tho lower and aiddle income groups 1a made slightly progressive. 
Table 1 illustrates the effect of a flat per capita ex~ticn of $1?0 
on tho dtatribution of a 10-percent retail sales tax. y On the 
avorage, thoso faailiea .witb incomes below &500 would receive a greater 
value ot exemption than their expenditures on taxable goods. 'l'be burden 
ot the sales tax would increase from this nogati ve amount to a max:1lllum 
ot about 3.9 percent of average ineo1110 at tho inc01114! lovels between 
12, SOO and ~.ooo, and would then decline 'in the higher income levels. 

Contr asted with this distribution i s thst of a 10-percent sales 
tax rll.th a food exemption. The lOYICSt income group would experience 
tha h!ahost ratio or tax to incolte, 5.? percent. Between this group 
and tho 0.4,()()().JI5, 000 lovol, tho percentage of tax to income would 
doolino gradually to about 3. 4 percent; abovo the ~5,000 level, the 
regression l!Ould ba rnoro r apid. t'he major ditforancoa 1n distribution 
ot burden between a sal es t-ax nth personal exemptions and ono >lith 
a food oxomption, therefore , would ba T11 thin tho lowest income groups 
up to about ~,500. 

if Tho $1?6 por capita exemption was chosen in order to aggregate 
tho umo amount (about $21 billion) as estimated store and 
r estaurant sales of food in 1943. Food sales for tho calendar 
yoar 1943 hsvo been ostimated more recently at about $23 billion 
or about Sl85 par capita. Ths 1a tar oatimato has not baen used in 
distributing tho sales t-ax load br income olassea ainco tho in­
adoquacy of the available oonauoer 1nc011>0 and oxpendi turc data doos 
nOt ll&rrant r oOOJ:1PUtat1on of tho infomation shO'II'I in Tabla 1. 
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Table 1 

federal Retail sal.. Tax Plano: 
Eetinated Diatr1bution of Tax by Income Leve1a, 

Civil ian Pemilieo and Single Conoucero 
Calendar Year 1943 

M~ney income levela 

tinder $5()0 
$ 500- 1.000 

1.000 - 1,5()0 
1.500 - 2,000 

2,000 - 2.500 
2,500- G'ooo ~ ,()()) - ,000 

.000 - 5.000 

5 .0>0 - 7.500 
7 ·500 - 10,000 

10,000 al\d over 

All levelo 

l~ tax 

Average tax as a percent of 
average money income 

151$1 tax 1~ trut 
l~ tax 
vlth 

Including excluding excludill& personal 
food. food food :exemption 
1/ !I 2 

9·~ 8.~ ,.~ +~11 
1·1 7.0 .5 1.6 
7.2 6.6 4.J 3·3 
6.6 6.2 4.0 J.6 

6.2 6.0 J.9 J.S 
5·9 5·7 J.7 3·9 
5 .5 5·5 3·5 3·9 
5.1 5.2 J .4 3·8 

4.5 4.7 j.O 3 ·5 
3·8 4.0 2.6 3·0 
2.1 2.2 1.4 1.7 

5·0 5.0 J.2 J.2 

!reatlll'7 .Jepart.,.nt, Divis ton of Tax Research June JO, 

Source: Baud. on i!Lfo.,....tion supplied by llivition of Reoaarch, 
Office of Price Administration: and llivioion of Reoeareb 
an4 Statistieo, TreReury Department. 

!/ the toJd exemption eovere store and reataurant a&lea or food and 
~n4rod prod~oto (not including ealeo of alcoholic beverages) 
eotimnt ed at abo~t S21 billion. A 15t-peroent tax excluding food 
vill yield the eame amount ao a 10-pereent tax incl~ing food. 
A lO.percent tax excluding food vill yield ao much ae a 10-
percent tax vi tb a personal exemption of $170. 

~/ A psreoMl exemption of :0170 for each nenb•r of tba eatimnted 
Civilian popul4tion it used for p~oaee o~ eomparieon vi tb a 
tax exemptill& food. A personal exemption of tbio 8tllount wo~d 

• 

1943 

,
1 

sxompt tbo oaae aggre~te nmoupt of opendins ao a f ood exemption. 
~ Tbio Income gro~p wo~d. receive, on tbe nverase. an excess of peroon&l 

exocptlon oYer oot~ted taxable axpen41t~ea eq~ io value to abo~t 
J.8 percent or 1to aooey incoae. 
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IV. .l.llt1-lnflat1onary e!!ectlvenuo !f 

The et!ectlveneoo of e tax aa an anti-Inflation meaoure Ia a 
function chiefly of the amount of revenue yielded , the dlotrlbutlon 
pattern or the tax among different lncono croupa. And tho tax ef!ecte 
on production nnd on wartime pr ice and wage s t ab il ization controlo. 
A peroonRl exemption eyatem would weaken tho ant i -infl ationary effec­
tlvoneee of the ealeo tax In oome reepeots , end otrsngthen It In 
othert. It would eubotantlally r educe the tax paid by low- Income 
q oupo o.nd "lght reduce tho tax yteld, depend lng on whether the tax 
rate w~re raieed to cocpeneate for the revenue loeR inherent in the 
txemptlon. 2/ In thou·reepocto, therefore. tho t ax would be leas 
anti-Inflationary t han one v ltbout exo.ptlona. 

It 11 poaeible, bovever. that the Gove~ent'a etablli~ation 
pollc7 nlsbt be adhered to cora etfect1•oly If pereonal exemptions 
Y8re provided than If A ealu tax of tho ueu&l t1)le were enacted. 
Since tbe exeiQ)Uon plan would pro• Ide a certain amount or • ax r elief 
townrd protectlnc a maintenance atAnd&rd of l1•1ftll, and oinco It would 
&lao lncreaao the equitableness of the tax aa reapecta low and clddle­
lneoee bracket s, It would probAb~ be laos difficult. ~o bold the line 
on t,he W&t(G front. Provision for !)&rsonal exer~ptiona might also ease 
the tfiX prouure on tare prices, but 1 • Ia diffi cult to pro>dl ct whether 
lt. would bo sufflolently effective to enable legltlaUva action to be 
ta1<en excluding the sales tax from pa.rlt.y-prloe computations . If the 
tax vere Included In t he par ity index, riees In farm prices would be 
lnavltablo &04 these ~oald be reflected In higher retail food costs. 
Sueb price rises, ot course, would weaken the Government's ability to 
curb de<~llnda tor hlt:her vage rntee And, therefore, woula tend to spur 
tho foreoa of Inflation. 

v. Ad&lnlttr&tlve . oreir.ation 

'1he nature of tbe adJ>iniotrathe problO<> under t bo oeYOral exe.p­
tlon plena naa been briefly Indicated. :1\lrther conalderatlon should 
be Clvon to lbe Mture of the orjl.8.nhatlon requ.lred for tbe registra­
tion o! ID41Y1dualo, the distribution of oxemptlona and their redecp­
t lon, end tho routine operation of tbe plan. 

!/ See 'irtocto of a Federal Ret nll Sales Tax on the Anti-Inflation 
Program." 

gJ Rnlolng the tax rata would lntenolty oal os tax enforcement end 
colloct l on problems , and would lncreneo oort aln unde•lrabl a tax 
effoct s on bueineea operat1n~ coeta aince varloue busin~ss pur­
cheasa cannot featlbly be exempted ! roo t he tax. 
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A. :rational registration 

The n!ot J!but!on of a sub•tant.!al anl ea tnx exe~pt!on in the 
proper ~ount to each • Ingle !ndividunl and faoily reqUires the 
develo~Jent of an organi$B1 ion and technique which would el iminate 
nt leaot. the major oppor tunities for nbuoe. One of the prerequi­
oitoo io n oyotem of national ·regiatrntion which w~uld guard against 
~aloe clnlns ana. duplicate reg!atrnt ion. For thio P'll'poae the 
lo.t,eat var ration book re€~1atz·ntlon Might be employed. The certif­
lc8te 01' coupona coulc\ t hen be !.aau.ed upon presentation of the 
rat ion bo~ka by nutbori~9~ persona. In order to provide a check 
on duplicote rentatration, ourrender o~ a deai~ted ration st&op 
could bo r equired. 

?ho ,reoent. rationing regiotration ia Inaccurate and inco=Pleto 
ln a ntmber of rea!)ects. For thia reaaon lt ebould. be used vlth care, 
8:>4 chocked tor the elir!nation of inT&llcl boola . One abuoe which 
~.AI been difficult to B>'Oid In tbe paot 11 nult.iplo rel(iltration !or 
the ~r rntlon booka tbeaaelvea. In addition, many booke have not 
been t urned in ao required in cnoeo of death or induction into the 
aroed forceo. While the state~ento of &rl' on ~he ration books might 
be uoed •o claaoity the population ncco~ing to adult-minor otatua, 
they wculc\ no• give sufficient evidence of dependency. Should the 
latter boola bo employed f or diot•·!but!on of clltfeJ'ent amount.s of 
b~nefito, a oupplementar y cer tificate or other evinence of nepend­
ency etntue would be necessary. 

B. Iaaunnce of exenpt iona 

It ni~t be advisable 'o withhold t ho iaauance of an exemption 
until tho validity of t he olaim had been verified. haunnce imle-
4i&•dy upon re1;iotration eight encourage falle elaine o!nce it ,.,u14 
appoi\J' t hot •.he atat e.,anta DBCle by t ho regto•.rant ""re not be in,; 
odequatel;r Yer1floc1. Yhlle t he prooont rationi nG orgtU~lza'ion could 
be utilized !or rob~at ration purpooeo. it 11 quoat!onable vhethe" it 
ohould be authorized •o iosu.e tho exempt ion. An indopencl.ent check 
on th• 4iotribution of eiemptiono woulci ooou.re bet.ter accountability 
for the cert1!1eote e or cou~?ne 1eaued. nnd aaeiat in tha prevention 
of fraud or collue!on. · · 

A aepnrato ndminiotr at!ve orgtUlitation might be eatabllohed in 
•he Trenoury llepart . ..ent t o approve t bo houanco of exemptiono. I t 
VOuld e~ervioo tho conduct of the regiot rAt!on, bo re sponsible for 
tho verificati~n of the r egistration atatementt. nnd undertake invea­
t.l~•iona of doubtfUl ancl fraudulent co.eoo. An llcloquate and indepe.nd­
ent o4mlnlatrat1ve aysten would rauuce alerepreeanta•ion and provide 
a ••ana tor correetin.g honest miatakea nrialng from lg..\orance ancl 
elainterpretatlon of the lav nncl regulationa. In any caae An exten­
•1•• ociucat!onal PT06'BD vould be noceoonr y to intora the public 
of ita pri•llegeo. 
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VI. Ro4ecption of ozamptiono 

?rovioion would have to be cado tor the redemption of the execp­
t!ono If tbeY were !oaued In the form ot cort!f!eatea. They ohould 
be~· redeemable aa currently aa pooo!ble In order •o provide relief 
tn neeoooltouo eaoe1. The tine of rede~ption ohould bo at t.he option 
of the Individual, !~wever, so that he m16ht oave the caeh value of 
the exemption If he oo duired. Rede"'Ption of tho eert!ficateo could 
be~· In caoh or war eavingo bo~da at banko, poet offices, or other 
autnor!&ed agoncioa. Suggoetiono the• the eert!fieatoo not be redeem­
able until after the war are not eona!otent with t-he purpose of keep­
in& unimpaired the neceaaary expenclit.uree of l ov-tncome conaut~era. 

I ! tU cou.pona ware ~ployed., r&d.enpt ion would. involve tro.nafer o! 
tbe cou.poDI to retailers who. in turn, vould uee tl18JI 1n pa)'rlent of 
•hei r oaleo tax liabilities to t.ho Governeent. Uoe of oxe~ption coupono. 
hcve·•er, "'ould. entail a cotq)On collection t)'atea. l'lb1le a tax coupon 
oyoten obviateo the d1etribut1on of caoh and would probably 1dontlf7 
tho oxecption aore cl osely with lte purpooe ot rebating the ealos tax, 
there nre obJection& to th!e plan. Probably t he moot aeriouo objection 
woul d be the ndnit!onal coate or compliance. The handling of the tax 
coupono by reta!lera would introduce a nov coaplleat1on and probable 

~contuo!on with tho ~ult!pl!c!ty of ret1on1nd coupons. !f 
Yll. Concluo!ono on universal 

psraonnl exeoptiona 

A • !!!.!:.!.!! 

If n Federal retail aalao tax voro modified by an exemption oyetem 
conr ing a c!n!.aum ...,ount of easential oXJ)onditureo, the burden illj)oeed 
on thou w1to • ery low ineomae would be a1cial&e4 and in aoae eaaee 
ont!roly el!o!nated. The lcpor>.ance of tho relief vould depend on 
the tax n•e and •he aize &n4 bade of allot•lng •he execption. ':be 
uni•eraal exemption ayetea would rell••• lov-lnco=e tamlllea froa the 
oalea tax burden more effectively than would a food ezanpt!on o! tho 
'""' ~weco to aaount. 

If n oalea tax is desired ao a asano of oxact.ins a contrlbu•!on 
to tho Government from those vho are not oubjoot t o tho per oonal Income 
tax , e. oyoto111 of peroonal exe,.pt.!ono otfort a moano of achieving t.his 
objective without ~&king the burden too oppreoo!vo on the loveat IncoMe 

!f Sse d!oouoo!on In Part Three, oect!on VI, B, 5, below. 
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.. 
«ffUP• · 1/ At the oame time a peroonal exemption oyot.en vould achieve 
a progrolotve a lotribution of the tAx v i thin tho lover and middle 
1ncoll8 groupo. 'lh!le tbe regreaslvlty of tho tax vould not be altered 
npprociobl~ vi thin the higher income lovelo, the !.nccme tax effective­
ly oonponentoo for this . 

B. Objection& 

Pftreonal excaptiona extended t o everyone would reduce aignifi­
cMtlY the revenue yield of a retail ealoo •ox at any given rat e . 2/ 
Tr~ benefit• would relieve the tax bur4en on low-income coneumere -
and allow them to mai ntain their conaumptlon of goode and eervlceo. 
In o&O¥ caoee their opendlr" paver vould actually be lncreaeed by the 
tax nlue of tho exceaa of tho exonpt!ona over tho a;aount of taxable 
purcbaoaa, .&cone tho higher !nco .. conawoera t ho benetl ta vould reduce 
the uount of ucen opendtnc pover vblch voulct. be vitbdravn by a aalea 

!he uao of a peraonal exemption oyatem voulct. odd great l y t o the 
14&!nlatratlvo re~ulrementa of entorctnc a aaloa t ax, A f lat exenption 

tax. 

to everyone, hovever, vould be the atnpleat form of exempt ion t o admin!eter. 
Ado!nletrotlve complexitiea vould be lncreaaed by attenpting t o adjuat 
the else of the exemption t o family coot-of-living requirementa on th~ 
baolo of either age or dependency s t atue. I t vould be impracticabl e to 
take occount of differ ences In coot of llv lns betvoen urban and rural 
areae ao voll ao among vartoua aoctiono of t ho country . 

The abuaeo which might arioo under an exemption ayotem (for exanpl o , 
countarteltinc of tax coupona , col luai on, mi erepreoontat lon , and falat­
flcatlon) are potent ially great and voul d have to be gual'ded e.geinat In 
order to ~1nta1n confidence in tho tax ayotem, 

l'lnally, the nature and fot'll ot tho ex..,.,tton I taelf may be ob­
Jectionabl e , I t mAT be difficult to Juotlty a aaloa tax r ebat e t o every­
one lrreapectl•e of need 1n orde? to protect onlt a minority of the 
population. FUrthermore, tbo eoaential connoct loc bet¥Oen ac exemption 
certificate and a oelea tax r etund may be loot In t ho proceoa of r edeeDtcc 
1t In caah or exehanstng 1 t fol" var bonda, Saleo tax coupono would be 
aoro direct ly rolnted to tho purpoae, but vculd lncreaeo retailer•' coo to 
of conpllonco vi t h a oalea tax. 

!J for exampl e , a f11.01lly of four vi th on annual in~omo of $1,500 0¥ 
hove nontazablo expenditure• of $500 (ront , lito lnauranco , ~odlcal 
oxpanooo, etc,) and taxable e~ndituroa of ~l.OOO on vhioh a tax of 
$100 vaa ~ld at 10 per cent. A roba~o ot ~60 (10 pe rcent on $150 
for each member of tho f~llY) vould Feduco tho rate of tax to 4 por­
oont , vhich ta l aoo then 3 percent of Income, 

g,/ 'rho re4uctton tn not oaloa ta;< rovonllO collld bo co-,penaatod for by 
hl sbor ratoa but other problema vould be lntenaifiod, including t he 
taxation of buolneaa purchaeoo vblch cannot feaoibly be exempted from 
a oaloo tax. 

,. 
• 
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Pert Two. Fersonal bx""'pt1,on S·,.,. t!!a 1 

Exemptions L1.l!i tAd to Ipr-Income Groups 

tn principle, personal exemptions should be li=ited to those whose 
health and e!fioiency would be impaired b)' the tax. Little purpose 
woul d be served by a wartime tax rebate to those whoee· incomes provide 
an adequate family budget. Sales tax revenue would be unnecessarily 
reduced. Consideration should therefore be given to the practicability of 
diatr ibuting alllea tax exemptions only to those who C&ll l eaat afford to bear 
the tax. 

In restricting the benefits to those with 10101 incomes it. 110uld be 
neceas&r)" to establish certain income limits f or indiviwa.la and families 
cf dit!eren t sizes above which the eltlllllptiona 110uld no t be allowed, In 
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add!Uon, a notch provision 110uld be r equired tor the equitable adjustment , ... 
o! tha ex0:1pt.ion benefits between those with inoomes just below and just 
above these limite , For exa!lple, it 110uld be ouite inequitable to grent 
a $60 tax ben ati t to a family of tour 1fl1 th an inoo=e ot $1, SOO and g1 ve no 
bene/it to another !aoily ot tbe sme ai~e with an inooae of $1, sps. 

I. llote!ll!ination of eligibill ty r!Quiranente 

A. llo!inition of incar.e- recei ving unit 

l11th r oenrd to the inoomo· limit, decision would have to be made 
bet,.een the adoption of a family-income unit or nn i ncome--recipient unit, 
or aoone workable compromise between these two, Basing tho claim for 
ex..,.ption on family income has some justificat ion iJ) eo tar as the mEI!lbera 
ot a twly pool t!Jeir 1noomea, but ignores the !act that many familiea 
have e~ore than one salt-supporting camber entitled to separate consideration. 
However, it would be difficult to di.stinguiah between fllmilies where inoome 
ia pooled for oo=ption purposes and .mere it 1a not, It. =iglrt be pret­
orabU, therefore, to choose the present inoome tex besis. According 
~ this cluaitication, indl.vi<ilala with tnc..,es bel0101 $500, and married 
couples and heads of taaillea '!ith inocmea below $1,200 110uld be eligible 
!or the excption; and $)50 additional incoae 110uld be allowed for each 
dependent . Thus , a !l:!lily of four would be eligible tor exemption 
bent!ite it i te incoe~e ware $1,900 o r l oss. These inoome li=ite would 
also have the advantage of avoiding contusion between the inOOCio tax and 
the aalea tax P""•onal ex11!1pt1on eysttl!lll, 

ltany complications would arise , however, in adapting a ~ales tax 
PBreonal ox011ption 5)'8tom to the inoome tax claaai!ication, One i a the 
treatment ot dopendent children over 18 yoars ot ago, It the)' are atudenta , 
for oxampl o, and still a responsibility of thuir parents , the heads of 
r.,.ilios probably should be entitled to an additional oxemption allowance. 
'lllo separation o! income bet'WU<m husband and wife prosente another problem. 
Hero tho eoparate incCI!l8s probably should be treated on a faaily-unit basis 
(joint-return beeis), it both contrillut<> to the support of the t ... ily. 
iho Pr'Obl~J:> in cCDll\11\ity-property l>tataa might btl truated in tbe sBCle w&)', 

' 
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nether the income limits should be c:alc:ulated on a nat or gross 
In"""" t>aais liOl.lld also have to be decided. 'llhila de<llc tiona of necessary 
bus!nast expenses would be juati!ied, it ,.,uld be questionable whether 
deducUona !or items llllch as donations, taxea, and interest should be 
allowed. lloreovor, the adoption of a strictly nat income basis would 
unduly complicate the acbiniatration o! the plan becauae o! the year-end 
adjustments necosse.ry. 

a. EQuitable adjuat.nent of incane limits 

The income limi ta should be adjusted in ' order t.o ·avoid the harsh 
oiscrimination between those just above and bel ow tho ex.,.ption lines . It 
such adjus tmont were not provided, the ex.,.ption plan would be inequit able 
In its aharp dif!erontietion between individuala and f lll0111es 'IIllo, tor all 
prac~ical purposes, would have about the aane ab1Uty to pay taxes . In 
addi~ion, the plan would tend to placo an un&la prcni\10 on evasion by 
providing substantial benefits to those who could JMet the inccJ:te r equir&­
aents by alightly underreporting their inoocaaa . 

'!he ineouality could be a:Deliorated by a notch prov1a1on 'IIllich would 
reduce tho aizo ot the ex•ption to those '111 thin a certain range ot inooma 
either below or above the income lied ts. For elUIOiple , 1t a feoily ot 
!our with an income of $1,900 were entitled to an exemption ot f;hoo, its 
value would be :i>O at a tax rate of 10 percent. IInder a notch provision 
the benefits of the .t'Ull uxanption might be extended only to thos e whose 
Incomes were less than the income l imits by &200 tor aach adult and $100 
tor oaeh dependent . In this casa, the full $60 benefit would be given 
only to !aniliea of !our with inCOII\es ot *'11 300 or lass (that 1&, $1,900 
l eoa G600). FamiUes of four with incanos of moro than $1, 300 but l ess 
than &1,900 might bo given only one~hal! the full bonofit or &30. '!be 
notch could, of course, be graduated, but thia would increase the ad­
ministrative problems. 

II. Ad!!inistration ot the refunds 

An exept ion ayeW.. limited to thon with inocaes below speci!ied 
-mta would create cany a<bini.strative difficultiea whim .,uld not be 
encountered it the benefits were granted to all. l/ It the s4lea tax 
""""Pt1on ia t.o aurvo the purpose of providing r•llllf to nl!6d;y cases, it 
Should, in principlu, be made on a curNnt income buis. Income in the 
Pr•c•d!ng year would not be a good criterion beenueu the majority of 
ineoa•• nuctuat o !roJ:t ;year to year. The aoat t oasible plan probably 
OOuld bo to pro-rate the exanption on a quarturly basia ao as t.o reduce 
tho 1.8g botweon income receipts and expendi tuha . Diatribution o! th e 
ben•!ite would thQ\ be d•terminsd by thu incomo ot tho procoding quartur . 
This method probably would be 11Dpract1cal, howuvur, with raapoct to 
fanners and anall business men. 

'!/ M altornativo plan would provide for tho universal distribution of 
oxomption cortiticatos, with current r udomption liJ:tit od to those with 
incanos bulow a cerWD anount. 'Jhis plan would introd11ce an olouent 
ot caopulaor;y l.and1 ng, the aali11nt foaturoa of which are <lUcus sed in 
Part Four in coMUction w1 th another propoaal. 
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'" Rodstmtion and control 

!n1t1•1 opplicotion !or exemption bonetita would require registration 
In person of thooo whose incanes in t ho preceding quarte r wore below tho 
inc- limits . Subsequentl y , a moro routino administra t ion of the quarterly 
claims mieht be developed, which would eliminate need or personal applicaticn 
oxecpt !or now npplioanta , For example, f orma might be made available !or 
tiling the ol8111\8 by mail a nd the exemption certificates or coupons might 
also bo mailed . To require personal application at all times would not only 
Increase the personnel requirements and o!tioe facilities needed to 
adminiat·er the ayetem but it would also inconvenience workers who would los• 
valuable working time in reporting to t he deaicnated office. 

lf i t were planned to grant coupons only t o those with incCDes below 
specified levels, a ~>Ore extensive organiution would have to be devaloped 
for t..~e purpose of reviewing the quarterly applica tions . '!bile it should 
not be necessary to tile each quarterly applicat ion in person, the 
recistraticn o!ticea should be conveniently located in order to pen:dt 
personal interviews with new regist rants and to provide a place to handle 
c0011pl4inta, conduct investigations, etc . '!be extent of decentralbaticn 
and aile of these offices would depend on the decree of standardization that 
coold be inatalled in bancllina the applications , In ~ event, i t probably 
would be necessary to handle around 10 t o lS million quarterly applications 
thr®ghout the c011ntry, depending on the income standards adopted and the 
level of national income, The tre:11endous personnel requirements of such an 
organizat ion are readily apparent, not only for initial r egistration, 
routine inspection o! applications , typing and tiling of records, mailing of 
certificates or coupons, but par ticularly tor the current investigation and 
post..audi t of incomes t o reduce errors and to prevent fraud, 

B. Problna of verifying inca.ne statements 

Verification of clai.,.s for exemptions would entail a considerable amount 
of adminiet rs tive work 'ldli ch :d.ght delay the distribution of the tax rotund 
cert1ficat.es or tax coupons , One .,.ana of ainimidrc delsy wO\lld be to 
require procf of earnings !or the precedinc period , For this purpose an 
eaployer•s statement of "•ges might be used , I nccmse o! the aelt- employecl 
could not be obtained, hO'<ever, except by attidl vit, 'lboae dependent on 
pensions, Annuities , or income !I'OIIl trust tunds could be required t o secure 
income atat-nta from the payers . 

Mlmerous difficulties would arise in tho odoption of the foregoing type 
of plan , Where more than one job """ held in t he previous period, an i ncome 
atate.,ent from one employer would understate tho applicant's income, A 
check on auoh underreporting could be provided by requirirc a statement ot 
the l encth of t ime worked so that other employment durin& the period would 

• 
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be disclosed . y Other speoi81 problems would also arise where wives were 
work1"3 or where supplemental income was received !rom investments or f rom 
a part-ti me job. If uemptions wer e pro-rated on a quarte rly basis, oaeee 
would Griee of benefits being received by individuale whose annual incomee 
exceeded the maximum limits because ot seasonal nuotuatione , "Wage increases , 
etc . l'illally, another objection to the plan is tho additional work t hat 
"ould be placed on e:r;ployero. 

c. Post-audit and investigation 

It an adequate system ot investigation and post.-eudit were instituted 
tor tho enforcement or a sales tax exemption plan, it might prove possible 
to dieponee with preliminary proof or incOO.e . In this case, initial 
roUance would be placed on the individual's statement that he earned l ese 
than the required amount, but hie applica t ion would bo subject to post­
audit and investigation . Penalt ies illlp<lsed ! or f alsification, such as 
l"eJ>'')'llflnt of excess payments and forfeiture of future benefits, would t end 
to reduce abuse. 

Should t he income 11a1 ta for e:xe:ption purposes bo equivalent to those 
establlabed for the individual inca:te tax, euditi,. lli&ht be facilitated 
by tho uae of the incane tax returns , '!be adoption ot s1milar income 
exet:!ption limits would ensblo a check to be made on the buis of the gross 
inc cme reported tor income tax purposes . y '!be time necessary to - t 
income tax returns , however, would greatly dolny tho ooordin~tion program, 
even if an adequat e system of ooordinotion could bo workod out. 

An alternat ive method of checking might be provided by the withholdi"3 
tax returns filed by employera with respect to wages and salaries of peraooa 
..nose tax Wlls withheld et the eource . 'Ibis infometion, however, would 
hsYO certain shortcc:Dings, 'nle retun'IS would not contain 1nforaat ion on 
innataent 11>1:...., or wages of d0111<1stics, farm laborers end otbera not 
subject t o withholding, Verificat ion of i oc:"""' derived by one person !!'Oil 
ooro than one employer would necessitate the ooll,.ting of the separate 
reports or employers ot the individuals who ..ay baV11 boon 1110vi,. f rom job 
to job and often tran ono part o! the country to another . 'nle same sort 

time. 
'Y 'Ibis suggeats another possibility of i ntegrat ing tho sal es tax exemption 

system With the i ncome tax by having universal distribution of sales tax 
exo~tions with a requi.-ent that the value ot the oxemption be r ot umed 
by those with inecee above the specified eligibility liadts . 
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A poreonol oxanption sys tem limited to thoso with l ow incomes IVOUld 
h••• about tho samo advantages described above for o univel'Sal exemption 
system without some of its objections , Restricting the exemption would 
avoid sratuitoua bcnofits t o t hoso able to pa.y tha sales tax and the net 
yield of the t ax would be l arger, It 1a difficult to concluda whether 
~striction of exemptions to lor~ineome families would strengthen or 
weaken tho anti-inflationa~i effectiveneaa ot the aal es tax as compared 
'IIi th a uni veraal exe;:,ption plan, 

B. Objcctiona 
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'!hila it would be more desinble to liml.t sales tax oxE::>ptions to 
those below e Mintcnance stand!lrd ot inc...c, U.o size of the ad:ninistrati ve 
roquircoents appears to bo prohibitive, 'nlo cost of operating t he plan on 
a ocale nocesaary to insure etficient adml.nistration end enforcement would 
be exceulvo and would represent n drain on scarce 1Mnpower and faciliti es , 
An cxtonsivo ori&nization woul d have to bo ostablishad for tho purpose of 
rcviowins tho quarte rly claims for rotund , rot~intainins a permanent f ile 
of the bonoficiarios , investigat ing questionable claims and audi tins the 
inco1110s of oxc.,ption recipi ent s i n order to gunrd against e rrors and 
mh~prosont.!ltion. 'nle t reatment of persona with incomes subject t o 
marked nuetuotil:>ns duri!ll the yesl:' would rai~o additional compl exiti es , 

' 
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Part Three. A Sales Tax l'lith Graduated Rates JJ 

A r oiAU sales tax imposod at graduated rates differs from tho 
• 111111 retail sales tax in that it is collected in the first instance by 
sellini coupons to consu:oera at rates which increase with the aggregate 
IJI)Unt of their taxable purchases. This type of tax should be d1stin­
cutshad both from a graduated spendings tax Y and rro.. sales taxes with 
l'$ta8 differentiated according to classes of goods and eervices. 'J/ 

The sales tax 'IIOuld be paid in tax coupons purchased !rom the 
oovernl!l(lnt at graduated rates . Coupons equivalent in face amount to 
the first bracket expenditures l'll)uld be obtainable at a lo" rate of tax, 
or could be isaued tree. Coupons covering the next bracket of expendi-
tures ,.,uld be purchased at a higher tax rate. - Additional coupons 110\lld 
be obtainable at succesei ..ely higher tax rates depending on the sioe of 
the expenditure brackets. The tax coupons 'IIDuld ordinarUy be sold in 
booklets, the coupons bearing faoa values equal to 1110ney units of taxable 
purchases (such as 1 cent, 5 centa, 10 cents, $1). Thus , a book of 
e01pons would be good for Ptr.YI'ent or tax on purcha..es Olrgt"egating, say, 
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A200, whether the cona\DIIer hacl paicl A2 (l percent t ax) , t20 (10 percent 
tax), or ~60 (30 percent tax) for it. Sellers 110 .Ucl be required to collect 
the coupons in face amounts equivalent to tho dollar value of their taxablo 
sales and to recti t them periodically to t he Govorruront 1n discharge of their 
tax liabUity. 

The principal features of tho plan requiring detailed consideration 
include exemption of expenditures and tax ratea for each bracket or 
axponditure, registration of conswoers, issuance and sale of coupa>s, 
collection and accounting for ooupons by sellers, and the taxation of 
salee to business concerns , 

Y Tho similarity of this plan to general expenditure rationing should 
be noted. In the latter plan, porsons 'IIOuld exchange their ctOney !or 
a special type of money which would be required for purchasing articles 
at retail . The 8l!lount allomd each person -.ould bo 11ctited to a certain 
porcontage of incomB, Both plans ... ould attain tho samo objectives trao 
tho standpoint of inflation control and would g1vo rise to similar 
problems. llo-.ever, tho oxpend1ture rationing plan 'IIOIIld yield no tax 
revowe. 

Y Differences arise boc&IUIO ot tho difference between •sales• and 
•expenditures• and by rcuon of the usual exclusion fr<~~~ a retail 
sales tax base ot exponditures on rents and various services. 

}/ Saoe or these plans advocate a sales tax on dittorcnt classes o! goods 
graduated according to the degrocs to -.hie h thsy arc eubjoct to 
1nnationacy prosauro. Othore would classify sales according to 
tho degree o~ "nooossit:Y" or "lUJCUX':Y'' o! tho articles. 
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y, Ootorml.nation of gr aduat ed tax rates 

The size of ~he initial bracket might be detal'lllined on the ba3is of 
an estimtrte of the 8JDOUI'It of expenditures for taxable goode and services 
'llbich 1IOUld be essential to a 11&1ntenance standerd of living, lf A lo• 
rate of 1 percent on the first expenditure bracket .,llld ob'liate ~ need 
!or the d!strib.ltiCI'I of tree coupons. Free coupona might be iesued, how­
ever, either to everyone or only to those with incocooa below specified 
a:oounts. In gener al , the size of succeeding expenditure brackets and the 
rates of tax applied would depend on the extent to 'IIIIich the tax ms 
intended to ra:l.s e r evenue end to check in nation, Spentl.ing beyond 
a certain level oould be made prohibitive by employing and enforcing 
su!ticiently high tax ratos. Tabl'! 2 presents a 1\ypothatical tax schedllle 
!cr purposes or illustration, The ratos are of course not presented as 
reco,.,ended rates; they merely illustrate the kind of a tax that might be 
designed as a severe cheek on consUlter spending. 

Table 2 

An Ulustrative Graduatoil Sales Tax Schodllle 

-------------· ----·------------~----------
Tax 

rates 

1% 

10 

20 

30 

40 

50 

Annual Taxable Expenditures 

$ 

Single 
per8on 

1-$ 200 

200- 400 

400- 600 

600- 800 

800- 1,000 

1, 000 and over 

l!arried couple, ~.tarried couple, 
no dependents two dependents 

$ 1-$ 400 s 1-$ 600 

400- 800 6(». 1, 200 

80()... 1, 200 1, 200- 1,800 

1, 200- 1,600 1, 800- 2, 400 

1,600- 2,000 2, 400- 3,000 

2,000 and over 3, 000 and over 

!/ Soe d1acussion of "Size or personal exemption, " Part Ono, section I . 
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u shown by Table J , under this hypothetical schedule a married 
couple without dependents would pay a tax ot $404 on $2,000 of taxable 
expenditures; a married couple with two children would pay $246 on the 
$lll'l& o:oount; and a single . person V10uld pay $702 on $2,000 expenditures. 
rr thiS ochedule were thought too pun1 t i ve it could easily be modified 
by incraas1na tho expenditure brackets or .. educing tho rates . 

Table 3 

Illustrative Graduated Sales Taxo 
Tax Liability for Selected Taxablo Expenditures 

Amoun~ ot 
"MHl 

A!;!ount ot Tax Payable 
Single lolarried couple, l!a.rried couple, 

cxp!i,dt • person no dependents t11o dependents turos 

$ 250 $ ? • 3 $ 3 
500 42 14 5 
750 1\/7 39 21 

1,000 202 84 46 

1,500 452 214 126 
2,000 ?02 404 246 
3,000 1, 202 904 606 
t.,OOO 1,?02 1,404 1,106 

rr. Basis ot allot<lent 

A<biniotrativo considerations requiro the use ot an easily--defined 
consuoer unit . The tax sclledulo W.ght be doviliOCI on ~he basis of equal 
per cal'l. ta oxpondi turo brackets as ohown in tho • sins].e person• am 
'c:arried couplo, no dopondonts• colu"''" of Tablo 2. Or tho schodulo 
ci~ht vary tho oxpendi ture brackets tor minora or <klpondonts as shown 
in tho "married couple, two dependents" col umn ot Tabla 2 . Tho basic 
problols oncountorod in evaluating ~~oso alternative plans oro discussed 
in Pnrt One , section II, above. 

III · h§unnco of coupons 

Scmo ot tho proruquiaitos to tho sclo ot tho coupons ero s:iJ:Iilar to 
~"ose outlined in Part Ono i n connoction l11th tho distribution o! 
OXOClptions . 1) Rogistration o! all indi v:l.d'•a.lo and aomo s;rsto.:> of chocking 

Y Soo discussion in Part Ono 1 section V. 
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~~e1r identities when they purchase coupons would be necessart to prevent 
multiple reg1otrnt1on. Although existing aaencies, such as rationing boards, 
ll\ight be usllll !or the initial registration ot individuals and families , 
a substantial personnel force would bo raquirod t o check the accuracy of 
tho reg1otrat1on statements . 

Follo•dng registration and veri!ication or personal and dependency 
status , souo !om ot recei pt book (sl..ml.lar to o bank book) could be issued· 
to each sooarato consumer unit. This book would bo used to record t.'le 
110011.~t o! ~oupona 1asuod. 1/ Coupons could bo purchaoed only upon pros­
entation or tho book for entry o! tho =nt rocoived. 

J.concios would havo to be establlahod for t.ho salo o! tax coupons . 
Those .,;oncioa probably would be under tho <liroct supervision of tile 
Trcosury. Tho selling organization "ould havo to bo rrroatly dqeontr allzod 
!or tho convonionco of coupon ;:rurchascrs so as to avoid atandine in line, 
l oss of workins timo , and to minila1zo othor costa or taxpayer's c011pl1ance. 
J.t tho aamo t!Jao, adoquato control ovor coupon aal•a, in order to tax 
consur\ers at the proper graduated r ates, "''uld roquiro additional adl:Unis­
trative controls 1! individuals were all oTtod to buy coupons at ...ore than 
one dostsnated ortico. In this case, duplicate records woulcl have to be 
kept for ench person in order to provide some intorDD.l chock on the sales 
or coupons nnd the accuracy o! tho tax r ntoo npplio'd, Md to facilitate 
handling cues Ylhore rece.ipt books were loot or stolen. 

One approach to the solution of ~;ose difficulties would be to 
establish local sales agencies under contralizod control. Each individ"Jal 
would bo assigned to a central office c overins a U:nHed terri tory. This 
office, canaaed by tho Treasury, .'OI)uld be responsible !or keepinll t.;e 
records of sale and taxes paid for each 1nd1vidual ' a a ccount. Existing 
agencies, such as banks and post offices, could bo authorized to sell the 
coupons upon tho prosontation of any individual' a 01111 recoipt book . The 
a:oount or sale and the tax paid would be recorded in t~a book and 
a dupllcato rocGipt sont to his contral otrico (aa designated in the 
bdividual 's rocoipt book) l'l!lore tho a:uount or coupons purchased and tax 
;>o.l.d "'uld bo po~tod to his account . . 

Tho ndvantogcs of such an or ga:uzation would bo eo•toral!old. Consu.'llors 
WOuld bo t'l-oe to bu,y coupons at tho placo ~:~ost convoniont to thm at tho 
tlno or nood. IJoroover, full utilization of oxistina eolling facilities 
'"'uld lWt duplication of o!!i co spaco, mnchin~s, ancl personnel and, thus, 

!/ It coupons woro issued in blocks o! standudizod ~~r.~ounts, somo 
provision would havo t o be oade !or ;roar-end r otund• of unusod 
coupons . 

, . 
• • 
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rod.ce cos~ of operation. !/ A re~ord li'Ould bo ~>vailo.ble of cac!t indi­
vidual o 8 purehosos , enablin& a chock to be mnde on oY.coss purchases at 
each rate. J. sj'Stem of control over the eelli"l! ncencies YIOuld be pos­
sibl e b] charaing their accounts with tho taxable vlllue of ooupons trans­
ferred to thco . ?:/ 
r;. Collection of coupons and enforcement of rotailoro 0 liabil1 ty 

A~ tho tl.Ae consumers purchased tnxable coods and services ·t!tel would 
be required to eive retailers an amount of tax coupons equal in face value 
to t..'lo N>ne7 value of tho purchases C".a c!s . Anyono who did not have enough 
~ax coupons at tl.Ae of ~chase 110uld be r oquirod to pay tax in cas:. at 
t.~e e.axiJ:Iu:a rate provided in the tax schedule . Dy this ""'£ns evnsion of 
t.'1e grad-Jatod rate features of t.'lB tax l'li:l/lt be reduced. 

Re~ailero 110ulcl bo required to tile periodic roturns (sicilar to 
t.~oso Wider tho usual !om of sales tax) showin~ thei r liability for col­
lection of a face value of true coupons oqual to their not taxable s£lcs . 
If retailers failed to return sufficient coupons to covor their tax 
liability, they would bo requi.red to pay the difforonce in cash nt the 
maxillllll:l rate provided in the tax schooulll, This requiroouont would tend 
to induce rotailorn to collect f rom oonsw~ors oithor tho corroct value of 
coupons or caoh equal to the caxi:oum rato proviclod undar tho tax. 

V · Taxation of oalos to business concerns 

It ia probable that a Federal retail sales tax would a;>pl y to a sub­
stantial volUDo of sales of articles used by buai11ess concerns }/ The 
rea:.ons which are ci ven for tl>e adoption of a pror;ressi vo sales tax do not 
apply to sales of articles used lYJ :,Usineu concerns. In addition, t:lc 
&Jlpl1cat1on of &raltlated tax rates to sales ot articles used lr; L'ldustrial, 
auieultural, &l)d coc:ercial users 110uld have drastic ettocts on IT.lSiness 
prot ita and srico controls . Unleu exioti"l! price cellJ.n::s •ere cvrned or 
reo3tnbliohed to allow for tha increased coat~ oi the ;:raa1atod tax ratas, 
the tax on salos of artJ.clos used by bu.sinoasoa would be nxtrl>llcly 
inaq:>ttabl o, Accordingly, some means would hcvo ~o be provided to avoid 
application of the graduated t~~ to business purchoaos . 

!I A foo would bo necessary to rel.Aburso tho sol ling agonoios, as in tho 
case ot ration banking. 

Y Coupons carrying different rates could bo differentiated by number 
or color. 

Y Thoro sooms to be no satisfactory wa.y of oxcludinc fror.> tho scopo 
of a retail solos tax all salos of articles to bo usod lrJ business 
concerns . 

. . 
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A spocinl type coupon, carrying tho l oweot tax rate, mi!ll>t be used 
by blls1ne., concerns tor purchases of articles not exempt from the tax . y 
/.J Ulo end of specified accounti ng periods, tho concorn• mig.'>t be requirod 
to account tor the coupons purchased b:r shawinu that tho t axable pur chasoa 
had boon used for bus1nes3 purposes . This procoduro would ontstl sub­
stontial personnel and etrort to handle the applicatione and to audit 
taxable purchases in or der to prevent evasion of tho progrossi ve r "to 
toaturo by individuals . I t •muld bo im;>ossiblo to chock tho invoices of 
the many E\al1 business concerns, especially ! amor•, >rl.th any do;:reo of 
caro, and 1t would be inevit able that aany purchases, ostensibly mad a for 
l>>sinoss purposoa, would be used for personal consumption, . • • • 

Tho solo of coupons of a different dosi::n to business C:C:1ccrns mi&ht 
prov1<1e IO'JIO check on ova.sion if retailers woro forbidden to accept such 
coupons tor other than business pu-chasu. llah7 o;>portunitics for evasion 
l'oul<l rcnain, hcnr.-.or, even though r etailers wore policed. In the case 
ot ci'ull purpose goods even the best intent ione of retailers would be 
dateatad since the goods could be put to ditrorent use from that declar ed 
b:t the purchaser. A fanner buyinz paint for ~s bern could use it to 
paint his hcmse . A merchant buyinJ light bulbs a.~d fixtures for his stor e 
could in~tall them in his home. There are liter ol17 thousands of art icles 
covered b:r a sal es tax W:uc;, can be used for both buoiness and ind1 vidual 
con-.~ption purposes . 

VI. Evaluation of the pl an 

A. l!erita 

It a gra<luatod sales t ax could be edainistored, it would ;>assess 
!:>portent advantages over a unii"om rata sales tax. Tho burden on low­
lneo-:e cons~.~:~era would be lil:d.ted it the initial rate3 •;ore very lOif, or 
1t a baaic count of coupons were dl.strib'Jted troe. At the sa::le tilna, 
progression would be introdllced into tho snlos tax structure. 

Of gro.ateat importance under present conditions , honever, r.ould be 
the substantial influence which this type of aales tax could be designed 
to have in checkina inflationary 3PO"din:;. It tlle rotes were s t ee;>l7 
graduated so thot expenditures beyond lovolo necossar-; to mai:.tain 
• reaoonable livina standard would i nvclvo vory hi!lh tax liabilit J, t!le 
tax would efteotivol y curtail unnecessary aoonding . Uor oovor, because 
rotollora woul? not coll ect the tax by i norooeins thoir prices {except in 

lJ In some roapoots , issuance of coupons to buainoas concerns tree of 
charge would bo preferable to snloa at the lOifost rata, si nce thoro 
aro sorioua objections to taxin<J oaloa of artielos usod for business 
l'UI';>osos. Howevor, issu&.Oce of tho cou!)Ons free o! charee -..,ul<l 
inereaso tho incentive tor evasion of the t4x b7 individuals . 
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t.~e ro.re caoo of conswners payine the hiahest tax rate because they do 
r.ot lu1ve coupons) , th& tax could not be CJXpeotod to enter the index of 
orices po.id by farmers and tho index ot coat of 11vint;. Consequently, 1t 
Cd.~ht not have the direct price-increasin:: ei'.!'ecte of th ~ u?ual type of 
sales tex. The arnduated sales tax "ould opornte to curb innation in , 
839entially the samo maMer as a spendin~s tax, nnd, because pa~'!OOnt would 
bo ontircl;{ on n currant basis, it mir;ht be mora oi'.!'octivo in this r espect 
than a spendin:;s tax. 

B. Objections 

Ana1ys1s of a ~aduated-rato retail saleo tax rev04ls r:l;JJl;f a¢llinis­
t.rativo difficulties which 110uld seriously im!"'ir it.• o!ticacy in nehiovin:: 
tho doolred encb. Tho princi~ ;n-obl(DS aro thoso of the transfer of 
cou:»n• ""'"!: individuals, th<> control ot ro:;istraUon and sale o! coupons, 
tho cxcluolon of purchases for businese use from t:\o :;raduated rates, tho 
aod1Un:: of rotailors, and the inconvcnionco and coat of co<:~plyin: 'll'l.th 
tho plan . 

1. Transfer o! coupons 

Thoro appears to be no satistactorJ 1:1othod of oontrollin:: transfers 
of coupons and, consequently, of entoroin~ tho e rnduated tnx rate structure, 
I! the objectives or the t ax are to be nttained, it is essentinl that 
persons be able to obtain coupons only from authorized snles "ll•ncies . 
In practice , it would be virtually impossiblo to prevent tra!tickin~ in 
cou;>ons because or the mutually advant&,",oous op;x>rtunit;r !or persons with 
laree incomes and hi G)> expendituros to buy coupons !rom those with a lower 
level ot expenditure who could purchase ndditional cou;>ons at lower rates . 
!lot only would individuals buy and sell tho so uncontrolled coupons on 
• casual basis, but it is likel;r t.'\et an orcanized tax ooupon 018l'i<ot would 
ariso. 

Thoro arc various devices which mi•ht contribute to checkins coupon 
transf ers, Parsons lli~t bo required t o ,resent their coupons to retailonr 
undotached froOl tho coupon books , and tho retailors roquired to identify 
tho purchaser 110d to detach tho coupons at Umo of onlo , This provision 
would add to tho 1nconvonionce arisin!J from tho t ax. !Joroovor, 1 t would 
bo virtunlly impossibl e to prohibit rotail ors from accopti nz detached 
coupons · Another aue(lllstod control measure would bo 11 requirement t hat 
persons turn in their coupon recoipt books w1 th thoir income tax rot urns . 
It is difficult to sco how this roquiroment would provido 4"¥ conclusive 
Cvidonco of doalin;s in coupons. Unauthorized coupon enloe b:' those not 
roquJ.rod to tile inoomo tax returns lfOuld not bo discovered. FurthoNoro, 
thoro is no satisfactory standnrd tbr proscribinr; a r olationship botwoon 
tho amount of income and tho amount or taxable purchases. 

Unlou a mothocl can bo devised to prevent saloa of eou;>ons fra:l lower 
to hi::hor oxpondi turo croups , tho ottccU vonou or tho :;raduatcd rates in 

•• • 
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e.\ocldn:: excess spendin;; would be loot. Once t:te ab\:ses or s-..1ch a s:IStc 
nro practiced b)' onl;o- a :onall perconta>;e ot tho l)Opulation, a serious 
tr03kdoom in its acbin1stration ·,'IOuld be inevitable . To entrust the 
operation of tho plan to too !)Oodwill and coo!'Oration of consumers would 
result in a tax on honest)' and ;>rovi<.le another opportunity for a bl ack 

r.arl<et . 

2, control of re:d.stration and cou'>On ioGue 

137 

Universal rocistrntion YTOuld be a prorO<;Uisito t o tho distribution of 
tax coupons . The task ot rezisterin2 all ;:>or sono and c:,ockin:; re::J.stration 
stat.nonh ltOuld involve consider able ex;>onso and scarce r.uw;>ower. An 

adequate a~niatrativc organization for invostilntions ltOul<.l be indis­
;>eMnble to tho equitable operation of the :Won and to t.'>o realization of 
cffecUve graduation in rat.es. Cilant;oo in dopondonc:·, bir ths, and dootho, 
as nll as !U&rntion frort one district ot ro:;istration to anot!lor, T.cr.lld 
havo to bo tal<on into account. 

'l'ho task of soll.i.n,: coupons 110uld also bo or considerable ma;:m.tudc, 
oven if cxl.stin;; a;onclos could ;o usod. Apart frc.> porsoMol, offi ce 
space, and oqui(lllcnt nocessar; to handlo tho distribution a:vi sale, t.'>e 
tas!, or provontin;; frnud would :X: ;;roat. It r.ould be nocosss.r-: to control 
tho iopro;>or uao o! stolon and lost eou:;>on roooipt book• and to :;>r ovont 
tra!flckin~ on<.! count urfoitin;. 

:!any abusos micht be circumvented b;.r t ho ~Winton:ltlco of duplicate 
records of ro~storod individuals i n central o!!lcos . Ono function of 
t:,oso central ofticoa would bo to trace stolon bonks and to discover 
!roodulont pr~cticos of scl.J.ins agencies and ot:1ors . Considerable labor 
ar.d •.aehinos would bo r equired, howovor, rtarol;.r to ,oost cou:><>n purchases 
~ individual accounts and to file the r.::eolpts b; row::o or account number. 
•ho cost ot ouch a s;;st<n ltOuld havo t o bo addo<.l to tho usual <:<hinis­
trativo coat incident. to a salos tax . 

) . Tho oxclusion of salos to busino:!s 
concerns trm rract.1atod ratos 

Sccc S)'St(J;l would hevo to bo developed !or tho. exclusion !roD the 
;;ra<.lu~ted ratos ot sales of a.rtJ.cles for business uso , r:11s oxclusion, 
howeVQr, Would provide a DenllS" Of O'llllliOn Of the ,;raduated r<teS u.'llesS 
cQretuJ. audits Trere made ot t~>e actual use o! nrticle3 bou;;ht under t!Je 
3!l0cial ,rovio1on for business concerns . 

Tho onrorcement ot sue~ " s:rsttlln would plo.ce l:l\lch additi onal work 
on the salou tox auditing personnel Md would necessitate a sieni!icant 
increase in t he size of this force , In M"/ cnoe , careful checkina of 
the invoicos of soveral mUlion busi ness concerns would be virt:>all)' 
i:npossible in vi.,. ot t.ha need to traoo do'l<!l tllo octual use o! too t.rticles 
I'IU'Chnsed it ovaa1on ..-ere to bo preventod. 

•• • 
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~eeldn: oxcus spendin;; would be lost. Once t.:~e alr~se• at :r.1eh a •:l"teos 
e: •

0 
.ractiCGd by onl: a small ;:>ercer•ta::o ot tho :><>pulaUon, n serious 

;~~down in its acbi:rl.stration \'l>ul<l be inevitable , To ontru•t the 
ooeration or the plan to the :;oodwill and coo!)Oration or conoumer o would 
reoult in a tax on honesty 8-'1d ;n-ovide another op:>c>rtunity tor a black 
cuket . 

2. Contr ol o! re:-;istration and cou">On haut 

137 

Uni vereal rei;istration '10uld be a prere<,uiei t o to tho distribution of 
tax coupons. The task o! re$1sterln: all :>arsons and c!1eekinr! re:!!stration 
stat..,o.ots would invol vc considerable ex,oMo and scarce r.>an:x>"'er . An 
aceouate adcinietrativo or&onizatio~ tor 1nvosti3ntions w~lld be indis­
p&~ble to the equitable operation or the ,lAn and to ~~· roaliz~tion of 
c.!fect.1ve cra<tuat.ion in rates . Ch&.n:;es in do,andonc··, births, ~1'\d doaths, 
u ~:oll as odt:r~t.ion from one district o! ro;l.strat.ion to er.ot!;o,-, r.crlld 
:·.no to bo taken into account . 

The task or sollin:; COU:>O~S ...,uld also bo of considerable J!\ll.;ni tudo I 
eve~ it cxistin.:; II,;O:lclcs could =>e usod. k?&rt !I'<U personnel, o!tico 
spoco, and oqui!l>Cnt nocessll.l7 to hatllllo t!1e dietribation "nd solo, t!lo 
ta~ .. o£ prc:vontin;; !rt.ud ..-ould :X: ;;rout. It would bo nocusS6I"/ to control 
t.!1e icpro;><>r IIllO o! stolon a:>d lost cou:x>n roooi;lt books ~ to ;>r cvont 
traf!ickin.; o.nd count,r!oitin;. 

:!any cbusos mi(lbt bo circumwntod b;• tho mointonMco o! duplicate 
rcoords of rac:istorod i~di viduoJ.s in oontral of!ioos . Ono function of 
t~oso central o!!icos >Yould bo to treco stolon books ll!'ld to disco•1cr 
!rcudulont prncticcs of scllin:; at:oncios and ot:1crs . Considorablo labor 
u.d cachinos would bo roc;uir cd, bowevor 1 corol:.r to ,?Ost cou:>an )7.1I'CMSOS 

~o individual accounts and to tile th~ rocoipts b • 1\8l:lo or account !lll!:lbor. 
~-- . • "" cost o! such a s;,-sta:> would havo t c bo acldod to t:1o usual r.<hinis-
tratJ:ro cost i:~<:idont to a sales tax . 

J , The axelusion of sales t.o buainoso 
concorns r~ craduatvd ratos 

Scac ayat<rJ would ~vc to bo dovolo;><-'<1 !or tho exclusion h'oa the 
;,radlle~t<l<l ratoo o! sales of articlPS for businesa use. Ti1is exclusion, 
!lowover, would provide a a eens· o! evaaion of the ora~t<!<l rctes U!lless 
ccroful audi to nero l!lllde o! t!IO actual use of nrticlea bou~ht under tlle 
•~cial proviaion !or business concerns . 

The onforceaent ot such a ayatem would place much additio~ ..-k 
on the soles tex ..adlting pereonnel and would neeosaitate a s1enU1oent 
increaoe 1n t.be eiM fd t.bU t orct. In fitlY caee, c.....tul cbeo'doc: ot 
the inYoiew ot --.1. w1U1en INainH• ooDCel'l .. woul-d be ~ 
'ili.P!Moi~ til '11• fd 1M Me4 to veo. dollll tile octu.l ,_ oZ ~ 
~lt-~ 
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CCC!Iple~o execption frO<t the ta:c ot oalos of articles to be used by 
busi nus concerns would be even mora unsat1atnctory, since such a pro­
v1.sion would at ford an opportunity for indi viduo.h to escape the entire 
tax rather than only the gradua ted rates . 

4, Control over retail ers 

Aoido i'r0111 previousl y indicated causes ot evaaion, retailers 1:ould 
have virtually the same opportunities to evade tho ~aduated retail sales 
tax u they would to evade a sales t ax or the usual typo. Tho f iling of 
returns by sellers and audit of their accounts would be essential; 
othorwiso rotailors would not only tail in so:ne casoa to collect tax 
coupons but would sail sane of tho coupons 'llhlch they rocoivod. !/ Porsons 
:..aking substantial oxponditures would havo particular incentive to tuy 
t'r<ll!1 retailers who did not da:umd coupons and such retailers could 
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protit by charging higher prices and selli"G a larger volUl:IO. Retailers 
coula also profit by reselling coupons oitbor to individuals or black­
oarkot brOke rs. A roquiremant that coupons bo porforatod by retailers 
1modl.atoly upon rocaipt would aid in chocking coupon rosalos, but only 
to a lil:dted extant . Tho only ctfoctivu ooans ot insuring propor collection 
of coupons would bo to audit retailers • accounte i n the sarto manner as 
under a rotail aal~s t ax of tho usual typo, 

• s. Inconvenience and cost oi' handling tax coupons 

a. Consumers 

Individuals would be r equired to have tax coupons i n addition to 
money and ration coupons befor e the7 could complote nn ordinary dail y 
~haso . It they failed to have coupons at t1llle of purchase, th"7 .,.,uld 
be subject to the maxinlum tax rate. It spocial provisions r.ere t>ade to 
ssU •convenience• coupoa books w1 th a tax value of $1 or $2 in order to 
&CCDmodate loW-inc<JilO consumers Who could not afford to lay out $S or $10 
tax at any OM time, these cons ... ers would be subject to tho addi tion.al 
trouble or !requent trips to selling agencies and tho nuisance of standing 
in Una. It ia difficult to esti111ato t~o reaction of con,...ers to such 
inconvoniences, Patriotism, and the real1aat1on that l!lllllY wartll:te controls 
aro necessary tor a more or derl y living, ol.SIIt mako them tolerated ; but, 
llhilo each 1nconven1.,.ce in itsolf llli.Y bo emal.l , tho s= tota."l of those 
ineonvonioncos r.Ug)!t bo ver 7 burdensome . About all tbet can bo said is that 
tho tax coupon systom would add to tho gr0\\1.118 liat of warti.110 controls 
1\Mch cost tho consumer considerable tilllo Md enor gy in his a~tompb to 
adjust tho ! amily•s dail y businoss of l ivinc with n min1L1um or nocossary 
hardship, 

!I Tho nocesai ty ot hol dinil sallers liable tor colloction oi' tax coupons 
is ofton overlooked by proponents of olassifiod graduatOd sales t axes . 
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b. Businessnen 

The complications of present-da:r rotl!.il oollinc would also be !n­
crcuod by the introduction o.f sale3 tax coupons. Sollers would be obliced 
t.o collect not only cash snd ration coupons, but tax coupons as •,>ell . Tho 
longth of t!Jne necessary to COl!\plote each trMIJaction would be i ncreased 
and oporating costs would be corrospondin61Y 1ncroasod, particularly if 
coupon chnn~o had to be made . }:/ Besides this , oolloro would bo oblic;ed 
to oxorclso spocial care with respect to s~los of articles for business 
use and night incur additional tax liabili t:1 as a rosul t of i cnoranco of 
tho law or nn erroneous determination tha~ cortl!.in property was purch&sed 
Cot buoiness use. Sellers 'IIOuld also bo required to sort tho coupons 
received and to protect them against loss nnd thott . It J:light bo necessary 
that thoy opon spacial tax coupon bank accounts in addition to their 
chock inc and ration coupon accounts . J.loroovor , tho mrl.sanco and confusion 
involved in handline tax coupons would bo a:1 additional source of irritation 
to rctailors who havo to deal l'lith tho intricacies of point rationing . 
ill t.~oso f actors contribute to an incrcaso in tho cost of tax cooplianco 
( conparod w1 th a salos tax of the usual to Mil) for w:'xl.ch rotailor~ ::U~tht 
bo ontltlod to compensation , 

The ut.Uization of e."d.~tinG agenci es such as banks and ;x>st offices 
wo~>ld croa~ly increase the wartime deoaands on the! r facilities ><hich 
ean-"Ot ll<l llllillli!lded readily because of scarcities of opace, equi!"'lant, and 
persoMel. It is questionable 'Whether these anencios actually could handle 
tho distribution of coupons to consumers and provide f or the deposit of 
tho tax OOUl»fUl collect ed by retailers , 

o. Government 

Tho complications introduced by a cra.duatod rate sales tax 'IIOuld 
entail •ubstantiall;y greater cost to tho ()ovormont tJU>n would tJto adminis­
tration of a un1f ona rate soles tax . In atll:li:W"y, thoso additional expcollses 
11011ld include the cost ot national rQitistration, cOClponsaUon to agqncie• 
lll:lployed to soU tax coupons to consurJOrs and to roco!vo tlloa r roo 
rotailors, =aintonaneo of duplicate records for ooch consl.t:ler unit in 
t.~o contral issuinc officas of tllc Treasurt wh1c:1 W'Ould bo sot up for tho 
eontrcl ot coupon sales, additional porsonnol to cop.> vrlt.'l tho increased 
possibilities of fraud, trafficking i n coupons, and countorfsitin.;>, and, 
finally, the considerable cost of printiJIII and distributing tho coupons . 

!/ Unloss coupon books could be designed to eliminate tho necessity for 
!:laking such adjustments, i t \<Ould be nacesoery t o pel'lnit the use of 
dotached coupons and t~s would lil:lit tho ability to control a black 
market in coupons . It should be clear , however, tJmt the coupons are 
roall;y o special kind of tax money and, consequently, present organ­
izational, contr ol, and dis tribution problems similar to those of the 
money and bankin& system, 
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Retail Sales as the Dasis for 
a Coopulaoty Lendil'f! Prograe 

Another sales tax modification Ins been proposed as a cethod of 
corpulsory lcndil'lg to the ~oderal Govcrnr.>Ont , The scope of a compulsory 
l cnd lre prOlJram based on retail sales TIOuld be similo.r to that of the 
\Lsual retail aalos tax , However, major differences t~ould arise in tho 
operation of the plan with respect to the method of collection and 
redm•ption of tho assessments , The collection of tho compulsory l oan by 
""""' of stamps, the exchange of stamps for bonds, and the general 
ad"!J>istrative probl.ecs will ·be considered in turn, 

I, Co],lection of the loan 

Tho essential feature of a caupulsory lendi111 procr""' based on 
retail sales ia the coq>ulsory sale of loan staq)s by retailers accordi'l: 
tc a certain percentage of the sell:l.n; prices of assessable goods and 
services sold tc consurers and bllSi.ness concerns , Liabl.lity for the 
assessrent and collecticn of the loan would be placed en persons selling 
at retail , Sellers would bey the starlps at face value from the Treasury 
or authorized agencies such as banks and post offices , The stacps would 
be surre:derod t,o btzyers upon pa.yment of the aaseoement , 

The basis of the assessment would be sales of goods and services 
taxable under a general retail sales tax , The liabl.lity of tre sellers 
would ba measured by their assessable sales; provisioos for shifting tre 
aasesamonta to bllfOrS would bo similer to those under a retail sales tax , 

The rate or the assessment nould be determined bY tho amount or 
revenue deairod, the extent t o llhich the l'lan wo.a i ntended to serve as 
an inflationary control moasure, and the neod for avoidinc excessive 
burden on lOIY-inoome consumers, A uniform rate a1 all coods and services 
covered probably llould be essential to oat:l.afactory adeinistration , 

The ooepulaory loan !:light be coebl.ned with a aaloa tax, For exa:~ple, 
under a 10-per<:ent rate, 5 percent ni~t be aalea tax and 5 percent J:light 
ba ulea loan. }j The follorril1g discussi on is liC'.ited t? the cOQl)ulsory 
lend1114 feature , 

' 

Y The term "sales loan" is used to distinguish tho co11pulsory icnding 
tr0111 a sales tax, 
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n . Plan for J'edeq>tion 

The oxocutlon o! each col!pulso!y loon uould be a: coopanicd -by the 
~ran:;!or of atnops to a "'--,yer at the time of Pa.\'IMnt t o the saller of the 
•ales loon assessment, These ster.1ps would bo exehango I for n s:>ee:..:::. 
type of war savinas band , The bonds would not be radaol1llble or no;(ot.i.able 
unLU a cortein period after the end of tho uar, PQymnt of int erest on 
tho bends would be dotermi ned, by tho samo conlliderations influencing the 
p3YT"nt o! inter est under any other system of cal'lpulso!y l ending, 

It would be necessary to the ef!ectivo operation of the plan that 
starps not be sold and purchased by individuals except in connection 
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•oith the sale of aesessllblc goods and services , It "auld a!)pear desirable, 
therefore, that tho sales loan staJ:!ps, ae \tOll as the bonds, be c:ade , •• 

1 n<)MO';Otiable , It »auld be iq>osaiblo, hOifOvor, to ontorco such a provi­
sion ,-d.th rospoet to tho staz:ps . 

Sineo th3 i!JDOdiate burden of a COq)ulsocy sales loan on low- income 
cro~;~s vould be little ditf<~ront from that occas1onod lr.t a sales tax of 
tho saw rate, provision might be m.:lde !or soa~ limited current redcnption 
of ste._.,s , It l>icht be possible to include n spacial rolief provision 
ullich ,;ould all"'' for current rodol!ption of et.amps in needy and = rgcncy 
eaeos , An altcrna tl>lc plan nould poroit those ro'ith small incomes to cash 
thoir ~temps currently, Tho adoinistrative,dif!icultios oncountorcd in 
such a plM Trould be similar t o those described in Part 1'rro for a personal 
cxo"l)tion llnitod to len- income consumers , Tho stimulus to misroprosen­
t&tion of incOL"O probably n ould not be as serious, ho.:evor, since everyone 
uould ~o ro~id his loan sooner or lntar. 

A gr:1dunted sales tax might be combined •tith this collection device 
by rodca>ing tho bonds at rates val)'i ng invorsoly t1ith tho size of indi­
vidual hold1J"6s , Tho rodor:ption schedule m:;ht o.lso be cado to depend on 
oarltel and dapondcncy status , For oxar:pl o , auumna a sales loan rate 
ot 10 percent, a s11"6le person ndgbt to givon n rotund at tho rate of 
8 percent on tho tirst bracket, 6 percent on thl aocond brocket, and so 
on U.'ltil tho rata reached 1 percent on honda hold ovor a certain SJ:>cnmt, 
d~ndi~ on tho numl:or of years tho plnn una 1n opor:1t1on . Tho imbility 
to control tho tran.sfor of st.amps , hortovor, nauld tmd to lil:lit the 
ortoctivcnaGs of such graduaticn, sinco tho sizo o! individm~s' holdings 
could be adjusted o.oona thccsclvcs in o rder to aucir.lizo tho rodCI".Ption 
voluo and to lllinimizo tbe tax, 

III • Adl'l)inistrnUon 

Tho ad!tinistration of tho canpulso!y saloe loan \'lould bo similar in 
Ml1Y rospoots to t hat of a retail snlos tnx, For ottocti vo enforcement 
1t \I auld be nocessacy to require retailers to file roturns , Returns, 
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holfever, l!illht be required less frequently thl.n under a sales tax, The 
cor.;>ulaol;' loan liability as sh""" on the returns would be audited an:l 
checked ag&inat the value of st8.r.'lps purchased by retailers during the 
sa"" period, arter 8djustt10nt for chsngeo in tho 'Nltailers 1 inventories 
of stamps • 

Tro p roblcms of enforci'l! collectt on of n anle s loan would not be 
materially different from those connected with a sales tax, Retailers 
110uld hove the 88l!8 opportunity to increaae their business by failing 
to assess cuetornoro for the loan, Since this would be oade possible 
only ~ underreporting of assessable saleo, investigation and auditing 
requirenents would be as essentinl as under a sales tax, In one respect, 
rowevar, the sales loan plan would be easier to enforce , Since purchasers 
wculd i nsist on their a&vi!l!s etacps if th" paid thl asseuoent, there 
wcultl be less opportunity for retailers to default in pqment to the 
Govern::ent. for sales loans actually collected, 

rv. l'valuatl.on of the plan 

An appraiaal of tlje plan requires carotul considerotion of its 
ef!eoti veness as nn anti-inflationary influence, ita equitable features, 
and its odnd.n1strat1 ve practictlbllity, 

A, Ef!ecti vcne"' in controlling er.cess spondine 

A cornpulsory lending program based on rota1l sales would ten:! t o 
curtoil infletionary &perding by withdrawing aubstantitll amounts of 
spending pO\'ter from persons in the lc.'!er and middle income croups Tlho 
otllemse "ould spord the noney for current COMIIllPtion purposes , ll3cy 
persons not subject to the in:lividual l..ncano tax and those who nd.ght evade 
a portion ot thol.r correct liability untlor a type of self-assessed cocq>ul­
SOJ;' lending based on income would be recched by the solos loan oeasure . 
In additi m , thl plan 'I'IOuld reach those ml<inll o:q>on:litures froa ca!)ital, 
u:Uch would not nocessaril,y be curbed by a levy booed on incooe, 

The offecti wnesa of this plan in controllina 1nfl3tion is ioproved 
1!f the fact that collectims are on a current trosia, 1Th1le ca::pulsory 
loan colloctims on an l.ncoro or spendiq:a boao can bo withheld at source, 
t.'>ore 4 ro lir:d.tat1Cils to the scope of such plans , For I:Xll\Y income re­
cipients it uould be diffi.cult and in sane case• icposaible to utilize, 
• Wl.thholdi!l! plo.n: for exm:pie, thoao oporatinr their o<:n i)usinessos, 
=y or these rocoiving in""""' frao intorest and ront, "nd dOOJstic ard 
fam IIOrkors , Porlodical returns l>O\Ild be tho only substitute for 
socurine curl'Cit colloct1m , 

Troro aro do!'inite lir:lits to t he possibility of chocking inflation 
1>111 solos loan plan, ·In the .arst ploco, thoro arc limitations imposed 
1!f tho sizo of the sales tax baso and tho rata of asaoss""nt , A sales 
tnx base is lWtod ~ tho ad.dnistrativo dif!ieultios encountered in 
assossillll llnJ\Y typos of services m1d goods 11hich could be subject:><! to 
0 8?Cildii!QOtax, lloreover, si.noo tho ro.tc ehould ad'riaably be uniforo, 
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till nccosaitv' of avoidi~ cxC<lssive burden on the loot- incom groups "auld 
~recludo mkill8 it high cnrugh to servo lis 11 oignificnnt deterrent to 
;.,.ndine by thoeo >1ith high incomos . l/ Worccmont d1 ffi.culties nould 
wo bl tncroasod by very high rates . . 

From one vio\lpo1nt 1 it 11ould appear th11t, dollar for dollar, a sales 
leon v10uld bl loss otfoctive as a wartilre anti-1n1latiooory measure than 
0 saloe hx. 2ven if no inter est >~ere paid, moey 1nd1.viduals probably 
would consider tho oal cs loan as an oftsot to voluntary savings end, 
cor.tlcquontly, T~ould t end to increase their total OlCpondituro outlay by 
tho MOunt of the cmpulsOI:f assessment . Undor a salos tm<, ho·revcr, tho 
;>a)'llllnt 'llllllld bo mdo c:nee and for all and individuals r~ould be less likely 
to incrooso thoir total eJq>cndi ture outlay inclusive of tiD< os lll\lcl1 as 
under the s3los loon . On the othor hand 1 a sales tax "ould tend to in­
creMe tho incocos of certain consUJIX>r groups . t hrough W31;o-rotc and fa no­
price incrcnsos a ncl tb:> Federal Govommnt m1.ght b:>vc to pay DOre for 
>mat it beys . h,.;so pricO-"ncl 1neoco-ineroaaine oftacts of a sales tax 
-.ld docroeao its <mt1- in1l,tionaey influonce. A sales loan, ho1ovcr, is 
not expected to haw such effects . It is quosti onablo, therefore, uhathor 
a sru.oa loan 11ould on balance bl less antl,.1n1lat1onnry during the """ 
period than a odes tm<. 

Tho moot acrious problan appears to be tho impossibility of preventing 
tho transfer or star;>s . Those \'lishing to avoid tho londing or thei r funds 
to tho Oovori'I!IOnt ~Yould lJo induced to soll tb:>1r stalli'• nt a discrunt to 
persons ltilling to 1nvost thoir voluntary snvi~s . To tho extent t hct 
this occurred, tho c Qltlulsory aspects of t ho lending s chomo r:ould be reduced . 
Tho curb on sponcling of tho lon-1ncomo groups in this coso 110\lld be in­
nuanced largely by the size of tho discount bomo by tho st""'''• • Thoso 
sollilll staJTt)s would spend the oanoy rocoivcd, 111r>roos maey or those b.lying 
tho StlllliJ)s probobl,y 11ould have saved tho money i n nny e vent . Thoro ll:>pcars 
to be no of!octivc a:nns of chocking such stMp sales. 

8, F);Juitv conaidarot ions 

Tin il:bldl.Gto burden of " sales lban on 101!-inca..o eonaUJ:>Ors uould 
ccrroaponcl to thot of a sales taT.o While thoro is n proniso to rofuncl 
tho ""ount of tb:> c<q>ulso'Y assessmnt nftor tho 11ar, this does not 
alleviate tho lordship on those deprived of purchaainl! powr necessary 
to tho Mintcnanco of a mini= living stcnclord durine tho interim. 

An nttenpt to limit tho burden on lorr-1noor:l0 Groups 110\lld encounter 
problems similar to t mse an sill£ wxlor tho oxoi1J)tion p::-ovisions out­
lined 1n Pnrt Tl'ro. Perhaps tho mea t foasiblo r.10thod of providing rcliof 

• 
jJ Vnloss , or course, provisi on were modo for current rodoll\otion to 

thoso shoring nood . 

143 

•• • 

Regraded Unclassified



144 

- :n -

trom tho burden of tho enleo lo:.m would be to ollo.v current redemption 
of sttlr.tps on proof of noed, If a mellnS test is objectionable, sane 
inCOr.te .ta.'ldnrd mieht be Ollployed , In the mtter crute, the incor.e level 
of thO$• entitled to current redellption probably should be allonec! to vAry 
u1. tb the nur.:l>er of depc!ldento in order to avoid d1acriml.nating against 
lsrge faullies 0 The inc om ottl nd arc!' hooevcr' f/OIIld not be nexible 
enouGh to t.:>Y.B care of one rconcies an:! unuouol e>q>enaes arising naong 
thale :.itb incores above the licits , 

In the absence or relief provisions, the oitull tion of 10\'t~incooe 
consumers .U.ght not be as serious as umor a snlea tox becnuse of the 
probability that a nnr l<et for tho stamps 11ould arise , Since the pro sent 
val.ue of stnr.ps to those let~et able to p~ nould be sorna.:hat loss tlnn 
for other persons , n nnrket for the staops \tould tend to arise on a <lis­
count basis, The sizo of this discount r:ould depend , or course on t he 
fuctors in!luencing sup:>~ and den>:!Tld : the interest ro.to attached to 
the snles loan bonds, the size of the sales 10M rete, the anticipated 
durllt!.on of the '""r, an:! the redenption features, For exD.q>le , if the 
bonds uere mde intereet- benring tho rate of discount uould tend to be 
redta:ed . II the percont~p of an indivic!uol •o holc!i.r(ls of sto.::ps or bonds 
tint uould be redeered in the postTrar period nero l:'.:>dO to decrease ns his 
total hcldin.:s incrensed, the discount rete on sales of stru:~ps would be 
increased, 

The sto.mp discount mnri<et \lould in otrect tr.l<e odvnntnge of the 
current need for more Jlurehcsinc power on tho port of thoee with 10\'r 
ineo<>es or those fo.cina an unusuol emer gency ccndition. Tho stamp ~rkot 
>rould l;e "" altomntive to n relief provision for current rodeoption of 
sto.rps , It \IOuld seeo desirable thnt the Govemmnt shruld ovoid any loan 
or tnx plan thnt nould onnblo soz:e individUals to exploit the hnrdships 
ot others nho hove been placed at a disadvnntnce ~ the lau itself, If 
tro!Cic~ in ottlr.l)S co:mot be ef!'ecti va~ prevented or lll!lit.ed by n 
current rcde..ooption pro\ioion the plan :<CTJld be extreaaly inequitable , 

C, A<binist rativc considerotims 

A sales loan ass ossr10nt could proba:ol.y be bettor enforced vrith thil 
some ar.ount of administrative 'effor t than could n retail soles true, since 
ono important opportunity for owsion r~ould be olioinr.tod , If retailers 
r.ero required to surrender sales loan stamps in receipt for tho assess­
aont, COllS'Ur.1<!rs rrould osaiet in enforcing the plan by delllMding the st:u:ps , 
l!O:Tover, tho plan is not quite so sel!-cnforcing in this respect ae it 
oppoo.rs, since retcilors an:! consuocrs \lould bo ~blo to profit by evnding 
the snlos lOGn o netailOrS could also orofit by purchnsilll: Statil>S from 
irregular sources (porheps even from their custoo:>rs) 10t n discount , In 
aonornt, tho aC::Oinistmtivo probloos encountarod under n rotail sales tox 
cro nloo encountered under n sales l oan, A sales loan plon would seem to 
be nn unnecessarily di f ficult and emonsive oethod of collecting a compul­
sory loo.n , Unless tho coq>ulso,y saios loan \/Oro I!W3l'O~ collq)le~ntt.lry to 
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0 rot oil sales ta,, it would bel difficult to jWitity tho iMU(;Uration of 
auch 0 new base and tho c.dditional adminiotrntivo orsanizntion nn:l pro­
cedure• necessary, Tlhon eompulsor;• loons mr,ht bo tied to an alrood.y 
oxi•Ung levy such as tho i ndividual inoome tax, 

I t 1s appcra>t t lnt tho sllle s loan base " ould hnvo to bo set up 
and t int ret<:ilors uruld lnvo to file retums ot w oa end other nce­
osury t."lfo r.:'.nion pcriodicc.lq, Tmse returns would lnw to oo audited 
in ordor t o insure eor;>Umeo 1t1th too 1'"'• since tho •= motives nould 
oxiot as under a salos to.x to stimul.ato wea tu f ailure to collect tho 
assoas100nt . Evasion ot l i ability could bo aehiovod principally by tho 
urdorroporting of o.saoso4blo anlos . 

Thoro aro sovoral additional adm.inistrntivo problems "rising out of 
tho COr.flulsory londi!ll r oaturos . Printing and distribution of stamps to 
retailers •~ould entail eonai dorablo oxponso and poroonnol , !/ It dis­
t rillltion uere m do by bflnlal , coqxmso.tion nould havo to oo (ll.von tor 
their se rvices , E>cchenJo of tho st.• q>s for bonds 110uld bo a big tnsk, 
but aight bo lnndlod by ..W.tilll boai sales agonc1os, 

O, Problcl".s o£ rotoil ora and eonsllOcrs 

1 , Retailers 

In gcMml, tho eonplU>.noo problema thot vtould confront retllilors 
oro sol!lOiilw.t greate r tl'an those presented by n roto.il so.los tnx , Tho 
rot oilor 110uld lnvo to purchoao ste mps in edvnnco or collecti on or 
roir.lbursooont from his cUlltamlrs , Since tho stMP• prolnbl,y could bo 
obt:>.inod ccsil,y c..'ld quickly, bo might not need to kocp ouch more th:m 
a do,y 1s s~.pply on hond, Tho at~ount of cepit.nl required to bo inv: stcd 
in sto.cps, therefor!', J:deht bo relatiwly scall, 

Tho issuan:o of stomps to customrs woOJ.d croot c s cm> dclcy at tim 
of salo and lessen tha motbor or eusto~~trs a clc r !< could h;•n:llc, 

2. Consurors 

For cons1Jll¥!rs, a corhin nmount of nuiaonco <~ould ln involved in 
Cllrrying the st<:mpe homo, plo.oing thom in albiiiM, lind oxchllns).ng tho 
latter for bonds. Althouch tho praniso of rodcmption n!tor tho vtar 
"'uld cn:ourago consUl!lors to teko good cere of thoir otamps and b<n!s, 
so..., loss v ould be incv1t4blo , • 

!/ Tho tcsk of stc.,., 1aeunnco 110uld be oor;parnblo to t hot ot Ohio under 
its retail salco tc.x ~tom, l'ho st~s used uaior tho Ohio so.los 
t4X lnvc a Ulllited current rodou;ot!on valuo; thoy aro rodcG:lCd at 
) porccnt of thoir !nco vnluo if prosontod tu roli!;ioWI "'nd 
clnritnblo orgcnia:~tiono. 
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:trocta or a Federal Retail Sales Tax on tho 
Anti- Jr.flation Prosram 

I · Introduction ---
"1t11c Fodorn1 toxeo have boon lnoreaced aubetantially in r ecent 

yearo , thotc ic nmple evidence that still further inoroases ar e 
needed to t;i ve full protection to tho Govornmont ' o price and wc.gG 
stobllltotion progr~~. 1/ Jndividunl inoomoa after peroonal taxes 
~.:..~dor proaont lau are eXpected to oxoood tho ourront value of the 
SV$1l&b1o clvl Han au?p1y of goods ond aervlcoo by approxlmtely ~42 
billion 1". tho fiscs.1 year 19~4 . 2/ In addition, conour..ors will have 
on hand an abnormally l&T$0 fund Of liquid 0.110t1 in the forn of bank 
4e,oa1ta, currency hoards, and savtnsa bonds , which represent a co~­
tlnua1 throat to the i nJ'lation- contro1 prcs ran. A Fodoral retail 
1sltt ta~ la one or the ~y fiecal ~eaaure o which have been su~~ested 
to eip~on orr o~ of tha exceas con•u~r apendin~ power and ease tho 
current intlatlonary ~it•Jatlon . 

To contribute to t he anti- 1n!l4t1on, pro~ram, a t ax should satiety 
both or thea$ criteria, (l) It should curtail exooso consumer spendin& 
with a llllnlnWlt Impairment of productive efrioiency and incentives . 
( 2) It ehould not interfere •nth tho ".ovornment•o ca~aeity to "hold 
t he l!no" a~olnot inflation throuGh 1te ,uroct !L~ti- intlntlon contr ols . 
A Fod•ral rotall sn1oo tox io ann1ytod troll\ thoae two viewpoints In the 
rollowin; ••ct iona . 

Tho tlrat or these cr iteria is i,~pOrtL~~ beoaueo it is excess 
consu~r spand1nt which is at the root ot tho current inflation problem. 
A larr.e J1vorgence between the ~ount of money consumers have a~ their 
ditpoa~l and the ourrant value o~ tho sooda and services available ror 
th~ to buy la inevitable in a ~•r ooono~. because ao larse a part 
Of t!':e J'at.1on I $ QODOY i."'lCCme iG O&rned ln producing lnstrt.t:)Onts ot 
~r lnttoad or r oods a=d services tor tho o1v111an carkct. In ord~r 
to preeerve the exlsttn: price level, conaumer apondin& ~ust be draa· 
tleally rtduood and an unparalleled ar.ow1t -of oonaU::!:ller aarln4s c.ust 
'>e •tirulatod. ?ho u:uvailability of """'Y ~oodo, together with 
conaumer-socJa r6tioning, restrlct iona on lnctallnent buying , and ~r 
bond can7al~~· aid in a chievin5 thla objective . It 1a ono or the 
?rlncl.al functions of warti.rr.o to.X ?Olicy to buttress tho o.nti- inflo.tion 
prorrM. b:r !)revontin& oxoesr. consut1or apendinc pol';er from being used 
to b1d up, or inflnto, selling pr!oeo . 

The roduotions in consumer spondln- needed to balance ef fective 
dtl"a.nd and a.va.Uo.ble su?ply at curr ent prtoo lovols ehould be 

"!/ Soe"'r'no Yoe"if"for '10r'o'Ta£e....-ne'iie'iiu"e!'ovl•TOiiOr 1943, Hur ill,. 
';eforo Co:;dtteo on :""o.ys anti •Jeans , Part 1, Unreviaed , PP • 23- 28 . 

y ~tat.et'IQnt o!' ~ecretary uors<mt!au, l!oarlnt•. IU:)T& . P• 3 . 
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oecO!':I'll•h• l without eneroachinr upon .:dniMUr.l livins ~to.nda.-ds find 
t~er•~Y runnin~ tho riok of h;palr l• ~ pr oducti ve erfioiency. It 1o 
ce••rti , l , al : o, that production incont1voa r ooa ln unimpaired by 
t~o cono~tion cuto . The danger o to tho anti - Inflation pro&rnm a re 
equoll•r ~ront whether the :~timul\. to further ,,.roe ri aet: have thei r 
or1r1n ln an oxpa.l'ltlion of' A?Ondln : power or in o. rcduotiop in 
"''"ilablc ~au:":,liec . 

Thu eC'oond cr ite rion whioh an unt1 - 1nflntlonel.r y tax mt)nsuro 
<hould sntlofy in pecu liar to the spoolrlo J>rloo o.nd v1ago oontr oh 
wlil ch oro boln:; ho~vily re lied upon by thu l'odural Govornment in ils 
atto ... pt lo atom tho ri sin~ tide of inflat ion . DOoauso of conerol 
oco:10r.Jic a nd inGtlt:utional rolationehipo , tho offnctlvonots of t hoce 
controh la dopond.ent lu lar~e part uron tho oe.ro.::ul m1ntena.nco of 
lntvr. prloo and W&Ge-9r ice balar.co in tho ooonocy . It new tnxes ar~ 
lo•l•~ ~hich dlatur~ this delicate bol anoo and cet in action forces 
~~1oh roault ln br eaks in th~ ex1stinz pr1oo and ~~c ceilin~s . ~~y 

.nti - l"fl at ionary uffe et> which the taxes aohiovo throu;h tho abs orp­
t1o.'l o! apondin: !'O\o:er and the curteilr.cnt. or epend1.n;. r.ould be 
oomtt oraot'd by tho tax- induced price and wa~o 1ncreu=eG. The net 
r<·sult nl Ght ':J• o los~ r o.ther than a :;a1n on tho a.nt1- 1ntla tion front . 

tt . •.f.t..•.o:.!...2!_ ~!'2.__t~x- or:_:_ons_ul~_r ~n_,di .. n.~ 

•or annlyticol purpos os It t o deoirnblo to oopar~o tho effects 
or t ho r.lloc to.r. on concwner n~~ndin~ from tho tAx o1't'tcts on pr1coe 
nn:i vrn~co. Aooor<ilntlY, t he so t \-:o typtt e of o.ffootB nra s tuJiud 
•op>r~t.oly In thia coction and tho ono followinr,. In ro•llty, of 
ocuruu, no suoh aopnr atlon is potsiblu, !'or to the oxti!nt that the 
snl oe t ax a.rrecto priods and wngos it also ot.feot o oons\.IT.tOr spendinO" . 
>rhorotoro , tht. l1ifforcnt tax ot! oots o.ro intut"rolo.tod ln tho con­
clud1n~ a~ction . 

1.. .~ .. a_orp.~!' of &pondln; powur 

f~c firot way in r.!tic!l a Fedord rotoil •~loa tax would affect 
conc:u=or apttndln; is throu£h i t a otroot on con:nwer epcndln.; power. 
-he t~ ~ulJ absorb spcndia~ power to tho ~Atont t~t it yielded not 
t ax r t -vcnuo to tho 'i'r £o.sury. Hot a ll tho fundi oolloctod rro::~ thc"ti'x, 
howovcr , would r~prcaont net rovonuc booauao that p4rt of tho tax which 
C.:>a)liud to items sold to rile FGder~l Govornmont or to W(lr contractors 
;"Jrobably VIO:Jld bo shifted to tho Oovornm.tnt in tho foro ot higher prloos . 
Th~r~rcro , tho onl~rsod Federal outlays would p(lrti~lly offset the sroes 
t ax rvvonu~ . Furtho~oro it tho tax ro.1acd oovornmcnt outlays indirectly 
by 1ncrco.e:ing pr i oeo b, m~re than thiJ umount ot the tax and by boosting 
~r,v coots , those ndditional oftoota to tho snloU tax ruvonuo would hcvu 
to be takon into nooount . 

lf 1t 1c aas~o~ that tho anlos t AX would not eonorato ~y si~~ 
n1f1cant prioo o.nd WU&O 1ncr odSOG in addition tO tho pr lco inoreaSOS 
r6ault ing tro~ th~ d1root ~ppli oat1on ot tho t~ to sollin5 prices , tho 
not y1old or o. 5- pcroent rotnil so.loa ta.x in tho oo..londtlr yoo.r 1944 

• 
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wcull b• ~3 . 2 billion , &nd of a 10- poroont t~x . •p.3 billion . 1/ I f 
~~• and prioe increases wero gener ated whi ch co~olled the GoVcrnr~nt 
to pny more fo r the coods and eervicc' it purchAaed , the net tax yield 
wou lJ bu rodocol by the amount or tho ~dd1t1onal opoto . 

Tho >nero foot that • tax would effeot n o1table not r.lthdraM>l of 
SI)Ondinl" Jor.er <laos not necessar ily indiaato thnt the ttLx YIOuld rt10.ko 
0 sl;.nlrl•nnt contribution to the wa rtlmo anti- inflation pr ogram. I f 
t~o 1'unen nboorbod by ,the tnx r opr osontod cpondin& powor vihiolt vrould. 
otherT.'hO to.v:~ rem.nlned 1naot1vo (tho.t 11, i:~ tho t~x wer(! paid at the 
• xpon•• of oavi~G• instead of ourront O?Ondint;) , the l::unodbt" ont! ­
Inflationary offoots of the to.x I'OUld v• llOI\11~1\>lo . ovor 0. longor u ... 
i)Orlod , howovcr , tho tax Qi[ht proYu of nom \YOrth t r oo an anti· inflation 
vJ...,olnt, ainco the SU!)ply or tunds \rhich could be dro.wn upon to in· 
orooso consuaption in n future per iod would be l•as . It is the r elative 
C'<rh ilaont in curr"nt consW!2!)r spuPdlr.~ tlhlch dotermlnoa the !)resent-
daLy worth of thO Gales· tu as <ln o.nt1- inflat1on :oaaurc. 

If o S- or 10-reree~t F~dernl retail tales t ax were enacted under 
present ~rti~o condition=, the telltn, priooe of the go~da Qnd aerviooa 
lrolc~ud ttl t;ln tho tax b;.se \70Uld &&=>•r,.lly be r <>iood by tho approxiJMte 
A~eount of t.ho tnx. tn other words , it ca.n bo aaou.mod for all nra.otical 
'ur ,o1ue tho.t tho to.x would be t'ully ahtr"tod ror\'tnrd to consum~rs in tho 
!'or::t ot' hit:;hor ? J"iocs . Coneumor r oo.ot.Lon to this tnx- inducod price r 'lao 
,~ould V\lr y o.coo•· dint; t o the lll:lount o1 inllomo which individual s nnd 
tomU i c,a ht\d o.vn.Ll11blo to spend o.nd to so.vc , and thCI rolnt.ive ea.se with 
rrhioh ndjuatments in &pending o.nd stwinr; could bu mndo . Dlffor ont 
ftnily situAtions can be dolinentoU where . on tho ona hnnd , the tex 
vtould tn~uce c.lrnost a dollar - for - dollEt.r r oduotion in spendinr, (exclusive 
of col •c to.x payn.:nts) and , on tho othu~ ho.nd , tho tu would not effect 
ar.y r eduction in consucption S?Cnd1n&. 

!r th~ cnao of ~y 1o~-incomo r~111ea thv lo~rin~ ~r & selas tax 
would r.eco~altat' pr o, or tionato r oduotion• 1n the value c~xcludlng tax) 
or th~ ~oods nnd 8~rv!cos which those r~~lll41 would be able to buy for 
~v~ry-day 11v1nc n~edc . these faailica tr~qucntly roquiro ~~eir r.holo 
1ncccoa to puroho.se the bare r.ecosaitiel ot llf~ . They hnva been tho 
croup hardest hit by the risins coot of !ivins. Raving no oavin~s ~rsln 
to rau back upon, they o.ro coro.pollud to con•~ loss, rdtcn living coats 
1ncr(3ae, or to aeek nld fron ohnritioa , rol~tlvca, or friends . n ith 
respect to nuoh f~lics thc rllfor e tho eo.lva t ox \tOuld effect nlmoet ' . 
dollor - for-doll<>r reduction• in apondlnl) and t:ould bo powerfully nnt!-
infldtlon~ry in so fnr ns ttmt ono napoot or tho tnx ie ooncornQd. 
How~vor , it tho oons~tion curtailm~nts otfoot~d by t he tnx impai rod 
th.., produotivo offioioncy or l ow- inoomo worlcorc, the resulting loss or 

!7 For dot Ailod esttmnte$ of the tnx yield and f or u list of ! t ees 
inoludod And uxoludod fro~ t he tax bQao , aoo "Factor s Affecting ~ho•. 
Struoturo Of .&. podor nl Rotcil Solco Teu< undor 1\'ortillto Conditions , 
Pnrt Two. auction III , abov• 

/ 
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proJuotion woulJ intenoify the cxist!nc iofl~tionsry sit~tion. 1/ 
on balanco , thorofare, by induoin~ too eovoro roduotions in consUQP­
tion ln oortRin areas , the tax ~i &ht aggr&vat• rat~or than make a 
net cont ribution to the anti-inflation procro.m. 

1. ocoond cue whore the wl.thdrAwnl of opendln~ power effected by 
the ~ol os to.x would occur larg&ly at the exponao of ooneumption in­
oludo o thooo fnm!lios whose oavinc• nro oNll Md rlduly fixed in 
~mount bJ oxistin~ oo~tmentG , such 4S inouranoo ~olioioo or debt 
r"!''l~nt contrnot.:; . Such fami lie:s \ rould 'be ur.e.blo to 1no.intc.in their 
oon:"uMptlon if a rctnU sal es tax Y.'ero cnaotod unloaa thoy defaulted 
o"' .,_hot r oor:oitmouta , utilize>! liquid tl S!Jote , or r oaorted to borro•Ted 
ru~·!a . ~/ rsocause many of these faniliE>a would Qr ohabl:f ehoose to r o­
•. boc t '·'i1r conau.or.ption s.pendins: rather than raaort t.o these latter til­
-:er .. l'l~l voe , tho aa.les t:~T would 'ho ~ll .. in/latlonar!' in theao cases . 

' n tho abovo two ~ltuations reduction¥ ln concucption would result 
oi':.-:or bocauco fo:dly incocc: permitted no eavt.n .. • or because tho 
t.:lOunt sav.>d wo.s an inflexible elei"''::t in tho fc.nily bud~vt . .\t the 
other txt ror.\0 are numerous hish.-inoomd ro.ni lloa ~hoa• current inco:oes 
a.r• cuf'rlclont to ?O rr.i t sub3t::wti4l an.vlnt~• •a.oh yea r. The tuD'Q\lnts 
'r~lch thoy apcnJ for consum~t ion soon t o bo dotoa-NnC!d pritl'llrily by 
the coat or thu livln!; stanclnrd they deolre to n.. lntA!n . Thnt por tion 
o ( t!'ld r lnco.,os not needed to ~urcho.oo this atc-ndo.r d of livin;:; is eavod1 
t:.'l\t te , thrJ omcu~.t. or their sa.vin ;s lc dot.or-nint~(.) r i;ialdually . Jf lhrin!j 
coats '\'tJ r" t. 1ncruucud by a ao.le s tax, H io ll 1t4.:l:.r thn.t theoe hi!:;h- tncone 
!'nr:' 1 ho HOuld continuo t o ~>urch~H.ifJ $u"Jatc.nt1nlly t1HJ snm~ QJI\dunt of 
sooda nntl aurvioos (\8 bolfore , so that thoir aho.r"' or thCI tnx would bo 
po.i d n.lnost ,,holly at the uxpe:nso of al\vin~a . ""'lth r espect to these 
!~"OU?t , t hcroforo , thu su.le~ ttLx uould bo incffuotivo o.s a V(lr tlr.\0 ::~..nt1-

1nrl,t1on ~~nsur~ . 

'n t-otr.llon th' ~bovc situc.tio:ts e.rc tho oo.ny fr..-..Hio:o who 1'1'0Uld 
~:"t.t to t"i"' pricu incr c.-.sos induco.d by th" ao.lcc t.a.x by ra.;..'i.n..- G.dj ust­
:enta in both their cons~tion sp~ndin~ or.d tholr ~~vln~s . Those in 
td: r rc-'Jp with t"t ... lov~st incomo:s pro~,e.bly uould. :ru.kt. the .cre&tcst 
~ t,•u t::.•r.ts i n thulr con::l.r.lption; thos.: Y'i th the hi~hoz:t inco::r;;cc: uould 
dt~ :~\.1 Nvcrao . Ir. other nordG. th4J cona~"::?t!on-ruJuoin~ ,,.rrcct~ or 
t' "'~"l ' t !'l..;r. woulJ t~..:nd to vn.rv tnvors\oly with co!";w:KJr inco'CX:I , so 
th>t I~ tho lovror incono br:.ol:ets the tox "ould 1>~ h!S)lly r.nti­
lnflo"\on~ r:• and in the u9pcr br~ckots only ol\rhtly n:>tl- inflntiono.ry. 

In t'IUII'ft\ry , tho sale a tax would rna!:e o. ct.;,rinit(l contribution to 
tho o.ntt- \nrlo.tion prog.r o.m 1rt so tar o.c it raduood con c~.tm.:J r ::~cndi:-~s 

.!! Oi COU I"'S ~J , tr.x· moo.oures \·61ch encr"o""i"''l upon r.:tlnlmuo-TI·dn-; stnn<ro.rds 
~v• 1r:-porto.nt ccoh:.l 1tn;)lic,.t1ona nd ml~ht .:ndt~n;t~r wn.r ?rod\letion . 

Y Jn noar: oaaoa , o.lr;o, it t:'.it;ht provv poeaibl"' to t t,; .:\dju::.t their 
inaw-e..noo polloi•• or amortito t:u.ir nor t~O.~(, j)'oyn.nts ove r o. longer 
!"'ri oJ . 

152 

Regraded Unclassified



- 5 -

by r~mo•ln~ &?Qndi~~ po~r froc pr1Yeto ch~~lo . Tho t4x- 1nd~oed 
r "':luotiono in consumption would bo ooat c1r,.n1f1onnt i n thG lo-.10st 
inoof'IC) br~cl·vts . Jn \.M addJlo inco-eo r t\n!;" conout'IOr s:>cndiu3 tmu ld 
b .. r~ducod a<M!'~\rht.t o.a n r usult or th .... tnx , but tho r uduotions Vlould 
b ... lt.oo thnn t lu .• dollo.r CWJunto ut tax pa.:,mvnt.a r.v;,de, by oonaUJ:'lOrs in 
tl1r.1o inco:a:> brr.c!:vt!) . Thu contri bution of t.hv t u11. to tho cu.rr\Jnt 
ontl -inflotion prosr o.m would bo n '-31 tsl'bl~ a,mon;; h1Gh- 1ncomo consumro 
b .. oo.uoo l:h\. t n.x uould bo pnid a l moct \/holl y c.t cth\.. <.~xp .. noc of so.vinss . 

n. ~1r~ ot Uut~rr~nt to spc~dinc 

In a.ddition to thv :..bsorpti o!l-Of-s~.;..ndln:-po\·1\)r nDpoct or thl,) 
t .. x, th .. ' 'l "'s t~x uould be <J.nti - infl!.t::ionur y bcc:1ust.. it uoulcl bo :1 

t~x on •~1~3 ~d qoul d thor~ror~ b~ c dt r~ot d~t~ rr~nt to consuocr 
i;::'~1I".,~onsunors •:ould 00 c.bL .. to r~duoo th .... 1r a:1l\)o t:t.X pn:,"'Dent:; 
by r~~uc1n• th~ir purc~so~ of t~abl~ ~oods Gnd •~rvlc~a . ~opl~ r.ould 
r- ~at to a. r "t-11 ~nl ... a t:.x i:t about th .. •a .D.. ~.:.y thc:~.t thfly woul-d r o:1ot 
to ~ uidvepre~d price ris~ or QD ~unt 01U1Yl l bnt to the t~. In ~ 
r~~ c~a~3 t~~Y niGht shift t~~ir purchQe~a to nont~blv it~os , $0 thnt 
th~r ~ould b~ no not r cductior- in totnl oona~r ·~~ndinz end no r~t 
co~tribvtion to thu znti -infl~tlon pro~ron. Jn ot~vr c~a ... s , hawcvcr , 
th~oo t".X Mi.,.ht induco P'-'O!Jh. to 'Jur less and •ovu Mr.l" h~.<caus"" of tho 
hl•h•r coat ot th, t~inc• they ni~h~ '~nt to bu, . 

This ~rr~ct or th~ t~x in dirvctly d~turrinG or pvn~lizin~ con­
sunor ,(l:->"'ndin5 is avpor:.t..t from th~ tr.x- induo"'d outa in consU!:lption 
r ... tlultin:; fro~ th" opt.1nd1ng-pow.;.rr nithtlrC.\"t=,l. ny pvno.li zing .spunding, 
til ... t t.x , ·ould t~.<nd to inclucu p (..opl\.: to &pt~nd n CUJnllvr pc.rt of their 
i!lcom .. a . Jts '"tfvctiv1Jn~.o3s in this r '"'#-;>u-ot \,·ould ilup..:nd upon tho 
rJ)~tiv~ pr io¥ 'l~sticit1Y3 of spunding end •~v1ng, end upon th(.. 
eov ... r :ll"'v Q.nd. r~t.,1 of thd t:u. !t \ :ould not b" ;>oasibl o to ouc.suro this 
~rt'"'ct ot th~ tnx by th .. wmount or ruv~nuu r ... cuiv~d. On thu controry, 
t~u. •or ... ""'rr\,lctiv<. th ... t~x uc:.:J a.s c:. d ... t ... rriJJlt to spc..ntlin:, the. s:::r.::.ll or 
r.ould ~ tho t~x yivld. A st~~ply sr~du~t .. d tox on to~'l cons~r 
1p..ndin" t:ou l d bo cxtronoly ... rr ... ctiv ... in dir'"'otly d""t"'rrin& spvndin~ 
~v.n thou:h lt yivl dud only &melt acount a of r~v~nuo . 

~1\o t he s~lcs t~ ~ould tenJ to r oJuoo tho monoy volur~ of 
cona~~r aptndinc both bec~use of tho ~baorptlon of ependinG ~or.or 
.md tho ,on~llzinz of spendinb, there noed be no t i;niflc:.r.t reduct ion 
in the n~grog~to physical qunntity of ~oods nnd aorviooG cons~d. In 
: YoUr perlod , effective consuner de~nd tonUs to excood the v~luo or 
tho e.v~iloble GU()ply by oonsider:~.hle a.mount a. At prot~er.t this 
diO?"' r ity soema to exist over o.lmoat the \-:holo r l\nse or consu.n:ter gooda 
'"nd sorviooo . Tho anle$ tnx, by roduo1n~ erreotivo do~d \70Uld lossen 
tM II dl8!)'\r1 ty o.nd , consequently, vtould reduce tho 1nrlc.tionc.ry pr essure 
on !)r icoo. Ho\IOver it would not neoeos'\rily reduce c.~;grou.-.to rec.l 
consunption . If th~ tnx compelled aome r~Iioc to op~nd lo:Js ,-,nr-is 
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likely th<>t the goods o.nd eorvlceo which wore roloneed would bo pur-
chased by other oonaumere who had ample spending power doaplte the tax. !( 
tn thio manner, the exoeoe demand of theso othor fQmllioo would be 
oatlofled, at leaet in part , wit~out any prioo inflation other than tho 
price r !sos refleotin' t ho ohlftlng or tho oaloo tax forward to conaumora. 
AlthOU$h the dollar volume or aponding (excluding ••leo tax payoento) 
ral,;llt be less ao a roault of tho tax, tho real quant ity of ,oods and 
oervlces sold would remain l arsoly una.tteo~y the sa l es tax. 

1!1. Effects or the tax on price and _ ,. sta'b1liution 

Counteracting the anti-inflationary effects of tho sales tax 
on consumer spending are oortain price-increasing Gnd wato~ increasing 
tax effect$ which fU"e oepocially significant at thla tillle because 
thoy would interfor o YntK pr!oo and wa&e stablll•atlon and weaken tho 
Oonrnment •s capacity t 'o "hol d tho line" agalnot in.flatlon. 

A. Direct price e rtocto 

It a Federal retail aales tax r.ere enacted aa a wartimo revenue 
DOaoure, the acount of tho tax would generally be added to selling 
prices &5 ~ separately-stated itm:l. I f the tax rate \'i'ere 10 percent~ 
tho prices of food, olothins , house furnishlngo, and other taxable 
soode and services sold at retail would ~e ra1 5od 10 porcont. It is 
likely that there would bo only ainor oxcoptione to this general rule, 
tor moat business firma vrould encounter l i ttle r eo1atanoe to ehiftlnt; 
tho sales tax forward to thei r custo~ra unde r proeont conditions. 

tf the term "1ntlat1on" ia uaed t o refer to any price rise , rc­
c•rdlcss of its cause and eoono~o effect~ , then a rotail sales tax 
would be an "inflationary" Deaaure , tor ito ~dlato effect is to 
boost prices by tho aJDOu.nt or the tax . 1Vost peri0."\1, hon'f'er, pr&t'&r 
not to brand such di rect tax- induced price inoroaaea ae inflati onary, 
ainoo they lack othor characteristics usually aaeoclat·ed with !Jrico 
inflation i n the generally accepted senso of tho t~rm. Suoh price 
rl•os would occur at tho r otall lovol only, and tho hl5her prices would 
not result in incomo inoroaaoa as do ordinary prioo rises . If tho 
ealoe tax 1a to be oppoeod aa A war revenue moaauro on tho &round thnt 
lt would be inflationary, rather than antl-!ntlat lona ry, It must be 
ahor.n that prices would increase by more i han tho amount of the tax, and 
that these price !noroaooe probably •ould outwcl&h tho anti- inflationary 
cttocte or the sales tax on consumer spehdin&• 

!/ Tho oilatence of rationing id&ht lf:Cat thla effect of tho tax. 
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B. Direc t eoat-incrensing effeeta 

1JntortUM•olY, tho price et!eete of the ealu tax would no+ bo 
llaltod t o the !~ed!ata price r !soo roeulting fro~ tho direct appli­
cation of the tax to the selling pr !cu or to.x.e.~le good.a and aorv!coo·. 
The tl\x would have other reporcuae i one on the price atrUct.ure . and it is 
through thone roper cuaa!one that the tax >~oulcl bo o.blo to exert unde­
o!rablo !nflftt!onary preoaurea. The f!rat of thoee would r eoult 
boCllllOO ! t <>ould. not be poaaibl o to confine tho tax to retail a alee to 
lodlvldun.l eonewooro a.ne1 exclude from tho tt\X all onlea t.o 1\Qicultural , 
eoM&rc!al 1111d !nd11a trial l.l&era. 'l:J 

J'roa an oconoalc ata.nd.polnt, 1 t 1o generally doolrable to vlev 
retail sale• aa 1nclu4ing onl~ aalea to 1n41v14ual conaumera for eon­
ltL."Ptlon, 11r.d to exclude fron tho concept of retail oaloo all tales 
to bualneaa concern a of gooda and eervicee to be uaed in production. 
?or ntaU aal11 ta.x purpoaes , hovever. a ~ore workable deflni tton is 
needed. Moot St&t.e oaleo tax lava define retail oaloo as all oolea of 
t~~g1ble peraonal property except anleA for resale. Salee tor resale 
j:Onernlly nre defined t.o include only oale• of a rt!clee to bo r esol d in 
the fora In ~hich purehaoed and sales of articl e• which become pbyalcal 
!ngredlen+.e or component par ts of other tnnglble per•onal property which 
h to be aolcl . 

Tho eal eo tnx concept of retnil oalea of tanr,iblo poraonal proper ty 
Ia thorofare b•oader tha.n the economic concept. Whether a sale Ia a re­
t.all aale ie made to depend not l.l!•on tho nntl.lTe of tho article aold or 
upon the cho.ract·er of the aeller or purchaeor , but rather upon the in• end .. 
ed dilpooit!on of tho articl e by the p11rchaoer. !lot. only are all salea 
•o 1nd1•1dual coneucera included within the ~ale• tax concept of retail 
tale a • but nan)' a alee to buaineaa concern& are a.leo included. ?or e~ple, 
oalu to a bakllry of !lour an<l eggs u•od In tho naking of bread are con­
sl4ero4 aalea for resale. but sales of fuel uatd to ba~ the bread are 
ccn814ered rntail aalea. 

VhUo it . ..., be both foaoible ar.d dealrllblo t o exeapt trorl the 
rotall oaleo tax by apeciflc provision ~ny !nportnnt buoineoo cost 
1t~no Which vol.lld not necosaaril y be excluded by the oaleo-for-reoale 
principle (for example, f11el, feed. aeod, and fertiliser), many other 
bu11neea coat 1tuaa qannot be excl uded {rom the •ax without creating 
unmonagenble adminiotrative probl ems and sacrific i ng oubotantial acounto 
or rovenuo. !} Some of the ~rticlee eold tor uao by buaineae concerns 
Yhlch alght bd t axable 11nder a Feder al retail ealoa tax are various 
t)'poa of dl.lTnblo eq11lpment (ouch aa t oole , doe1<e . o.nd tables) • $ny 
conoUMablo nrticlea (al.lch as lubricants. abrao!vea . poliahing agent& . 

!./ See •tactoro Affecting the St ructure of a Federal Retail Sa.lea Tax 
Under V~rtino Conditions ,• Part One, aec+ i on I. 

~I rev Stateo bA•e ~ne beyond the pbya ieal-ln«"ed i ent rl.lle !a order to 
ezeept f roa their reta.il sale• tn.xea aal•• t.o butineaa usera, except 
that •he &ajority 0~ States pro•1do tor • be 070nption of oaloo of feed, 
&eed, And fertilizer to coccereial produeera . 
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and chealc&la which do not bocomo phya ical 1ngredionto), miacellaneoua 
••pnlieo (ouch as cl eanln& nnteriola, etationery, and l iGht bulba), 
oad. buUcHng oaterialo. 
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tn • &reat nan¥ eatee the buaineaa coat 1ncreattl which vould result 
rrcc tile taxation of t he .. Hollo under tha retail oalea tax 'IIOuld be of 
ainor to~ortance and could bo aboorbed by the buoineoooo making ~he tax­
ablo purchtoes without any incroaoeo in their oellin& pricea. In other 
caaea . however , the tax-induced coat increaeea mi ght necett1tat8 upvard 
pr1eo-ce1ling reviaione. l/ Altho~· theae ceiling adJuet~ento in 
thor.aelveo ~i~t not be of groat 1cportance in the over-all price pi cture, 
thoy would tend to have repercuaa1ona on other pAr ta of the price structure. 
rurthomore, there ia a dancer thAt they would prove to bo An opening , .. • 
••d&e for other pri ce collin~ r evioiona not directly due to the sales tax. iV 
lx terie nee baa shovn that if price control ia t o be effective, it 
:utt be enforced vith A tira hand. If ao~e concern• ore eucceaaful tn 
obtoining ceiling increaooo, ot her firce are encouraged to apply for 
&!e!lar relief and the ori~nal break in the ceilinp tendo to he widened . 

Because of its coet-lncreating effects, a FederAl retail aalea tax 
vo~ld conflict vith tho obJective• of price control. Therefore, if the 
tax io to make a not cont r~tion to the anti-inflation program, it is 
taeontial that the oalea tnx la~ be designed to keep t.he ae tnx ef!ect~ 
at n olnimM . 

o. iffect on a6"ieulturnl price• lf 
A oecond ~ in vhich a Federal retail oalee tax oight contribute 

•o •he developcent of price inflation is thro~ ita effect on agri­
cultural p~icos. Althoush all fora products. vith only minor exceptions. 
are aubJect •o price control Bt one or oore ·~· between the ti~e 
th'Y leave •he farn and the tiae they reach the conauming public, the 
et1llng n.nd support pricea tor coat of these prodHC"t Are linked either 

!/For exnopl e , fires which utilize eubatnntinl nmounte of chern!cala aa 
catalytic n~nte might find themaelves nubJee•od to undue hardship 
if they were no t permit ted t.o raise their eellinl! !)ricea. Tbi• night 
hold true alae for tnduatrieo whore abr'aeivea o.nd toolt ar·e i~ortant 

cost iteoa. 
~/ In noot caaea it 'fOuld be ut remoly difficult to Unit coiling o.dJu••·­

~•nts to the exact coet lncreaae due to t he aalea tax, aince it vould 
be lnpract\eal t o determine tho coat increaoe per uni~ o! goods aold. 
'!'here la a l1~11AOod, therefore. thAt aore thr:LD t.hl Ar"..OWLt. of ~he ta.x 

Yeuld be shifted !orwar4. 
lf !he Division of Statiotical and Historical Roaonrch . Bureau of 

A~r!cultural Zconomioa. Dopartcont of Agricul ture , made tho atat!oticnl 
Oltimatoo of tho tax effocte on agricultural ,rico• and rendered 
vo.luo.'ble o.saiatance in ~ho !)reparat i on of thh aubwection. The estimates 
~oro fi r at mado in February 194}. nnd wore rochoc~od in Juno 194J. At 
thAt t!mo it appenrod t hnt tho r eaul'• would be oubotantinllY the some 
I! tho oa&lyoia wore redone . 
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directlY or indirectlY to farm parity pri ceo. Becauoe parity io a 
relative rnlher than a fixed price concept, theoe ceiling and support 
, rlcu are rela• ivo rather . then fixed priceo. 

1. Meaning of parity 
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A Federnl retail anlea tax vould affect mo.ny agricultu.ral prices and 
retail food coote beeauce it would raiee the levol of fnl'll J)6rity pricoa. 
Th• ,arlty formula de!inea n relationship botveen the price• !l"id by ram­
en gt~nernlly nnd the prices they receive for •netr crope. Por tUl¥ given 
coM'>Cilty as of e.ny .;iven dnte. tho !l"rity price is cocputod by I!IUltiply­
lng the average price received by farnera for t he given COQOodity during 
a s,aclfied bate period!/ by the correopcn41ag Index n\ll:lber (expressed , . • 
to ?lrcen') o~ prleoa paid by tamara. Allowo..neea !or real estate taxes 
and. intereot on tam 100rtgageo are included in tho pArity index, except 
•otn a poot 'lorld Var I baoe period 1o u ud. If at a given date the parity 
lr.lox II 10 percent higller tl>an in the baoe per iod, the parity ;>rice for 
&Q1 ~t•en eoanodity vould be 10 percent above the aver&&e price farcere 
receh&d !or the COD'J)OQ.it;y during tne baae period. 

The index of prices paid by farmers ropreaonta an Attecpt to measure 
01 Dcc~rntoly as poesible tne over-nll chnngea thAt occur in the level or 
~rlc01 charged to f,lrr.:~era and their :f"am111ea for the n.rt-.1clea they buy to 
:eot •hoir living need" and to opernte thair rnnu. It la eoopiled on 
tho bnt1o ot ~h• :>rices of 86 items used In family living And 88 Item• 
uood In tnn.1 !)roduction . 2/ Theoe pricea nro weighted according to the 
toHmated quantity of oach collll:lodity :>urcMeed by !armero nnd coobined 
Into M Index. }./ 

2. £han~• in ~arity, col~nnd ounport pricoa 

A ?ederal rata1l aalec tax ~uld ·~~ the aale of aany of the ltaas 
whose prlti l are lncluaed in the ino~x of pr1cea pald by tn~ers. Ascua-
1r.g fl tn.x rl\te ?f 10 !)ereent a:rul n raaaon.ably broM ta.x 'b4sa (that is. 

Y ~.>e b&oo !)Grlod Ia All<;Uat 1909 -July 1914 !or noet co111:1odi,ieo. ?or 
PQtatoea and commodities for vhicn .otlafactory data ~re no• available 
for 1909-1914 the base oor iod Ia AUgust 1919 - July 1929. For burley 
and ~luo-cur1d tobacco ~ho base period lo AUguot 1934 - July 1939. 

~ Ths•e 1teoo include clothing, household ·~~lluo. food, furniture and 
furnlahinga , building materials, nutomobil8a . trucka. tr4ctora. 
gooollno , ol1 , ti res. farm machinery, teod, aood, fsrt1lizer , ~noral 
oqUij)l:>Ont """ other auDpliea. 

l/ I\ onould be noted tnat +,he ln<lex moaoureo change a in v8l•te of a 
Cixad bill or ~ taken ... t Y:>104l of tni'IJerl I purchaa ... 
7M woTilitluood are Annual <>vera;rto for tllo yoe.ra 1924-1929. Tho 
1.n4ox h not. Adjusted for coc:wodltiea which l)r-.J "wnr caeu.altiea" 
An! CQ.."Utot. be purchAsaa. b:r gaey far-.r• at proaent. 
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rhAt food. clothlog and olmilar ~odo are taxed, but t hat feed, seed, 
rortlll:tr, tuol. ut.111ty oerviceo, and aulculturlll IIIDChlnor;r are tax­
ox•npt), tho parity index would be incro&led by 6 or 7 percent, depend­
log ~on whether or not interest and property t axo1 are incl uded. ~hio 

rlso In tho Index would reoult in n co rro1pondlng rioo In the level of 
!arm parity prlcoa. ln the aame manner ae \~Ould price lnereaaea due to 
ony othor couoe. or courao, it Ia poealble for tho enl ea tax law to 
prohibit, t,bo lncluaion Of tho tax In tho Index of Pl'lCoe J>ltold, and In 
thAt cnao tho Index would remain unaffected by tho direct price offocta 
ot th4 tox. 1/ In the absence of ouch logillatlon, however, tho snleo 
tox would be-Included In tho index, olnco 1• lo tho Intent of tho Index 
to n!&ollrl prlceo actually paid by farmers. Moreover, tho ln4ax haa 
alwatt taken into account State ealea taxee. 

4 rho of 6 or 7 percent In the parity Index vould bavo Aignlfleant 
repercuttloDt•on the ~ieultural price atructure . Parity pricaa for 
all a.;rlcultural coaaodltloa "ould laaadlately rho by 6 or 7 percent 
c!ue to tho operation of tho parity formula. Tho effect "hich thia auto­
catic booot In parity would have on tho aarkot prlco• or the varloua 
agricultural COIIII\Odltloa and on reta1l food cooto "'uld depend on the 
ch4ngeo that would bo occaalonecl In agricultural coiling and support 
pricet. ~heae changeR would vary coneiderably nmong commod1t1ee. depend­
Ing opon •ho tolloving cons ideration•: 

(l) Legol provlalona relative to price collln6• on !arm producto 
now etlpulate that mlnit>UJ:! , ceil ing pricea ah11ll bo tho higher of tho 
followlnll t,vo altornatlvoa: (n) tho parity price tor ouch comll\Odlty , 
adjuoted for srado, l ocation, and certain ot her faetore: or (b) tho 
hlgheot price rocolved by producers for ouch eoaoodity bot~e•n 
January l , l94l. and Septeaber 15, 1942, oimllarl;r adjuatoa In the 
o&nner prooerlbed in tba Price Control Act. Prlc• • for c~odltleo 
for vh!ch parity 1o now tho ceiling vould be tree to rloo to tho 
extent •bat parity 1o Increased by the ealel tax. llbetllAir thooa price• 
.. uld actually rho to the pera!t•ed extent would depend upon tho 
particular o:arkot oltuatlona for thll nrlouo eomeditleo. On tha other 
hand, tho locally required ceiling prlceo tor thooe coa=edltleo wbooo 
nlnll!\111 cdl1ngo aro tba bigboat prieoo bowoon January 1 and Sept.,.ltr 15. 
19~. would not be affected by the lmpoaltion of tho 1aleo tax, except 
in thooa taw eaoeo whore tho tax rnloed parity 1\bove tho January l -
Sept.enber 15 level and , therefore, IIIDde the pr ice celllngo dependent on 
p&rl•y. 

!/ Evan t-hough tho index remained unchanged, the Governoont might 
find It neceoaary t,o increase some coiling lind oupport pr leoa 
bacauoo of tho higher farm eoato due to tho t~- Therefore . 
oxcl u1!on from the Index would not necaoaarlly prevent t he 
••1 .. to.x from inducing aome !Arr> price lncreaoeo. .Aloo. If 
tho tax ohould Increase orleoo !ncllrect l;r (for ex~ple, tbro~ 
111 aftacto on bualneoo ~eta or vageo), tho Index would be 
lnereaoed and parity r&.loed to a hlgbor level . 
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(2) Certain baa!e farm commod!t!oa a re tied to parity by lava 
pro•!d!ng tor pr!oo eupporte. fhoae lava opoci!y thAt prices of 
,ob~cco. cot•on . and quota peanuts ahnll be aupporte4 by lonn and 
rurehnoo orogr~• nt no t l ees than 90 poreen~ of parity, and tha• corn 
~n4 vhont' p rireo ahnll ba supported at not 1"" thlln 85 percent of 
parity. Con&o<tuonll y, the l'iae in parity cnuoed by t.ho eoleo tnx 
.auld nutomatloully raiao tLaae support pr!eeo and might also rnioo 
tho morket J-r!cOS of the given OO..,Oditioe, lf 

(3) !'ric• • of the so-called "S•.eaeall coMod!tioa" Z/ (including 
ho{-o. eg,~ . chickens. turt-r..eys . butter. and other productcT are de ter· 
o!Md by au.pport level a nnnounced. by the Secretary of A;;ricul turo. 
~~~c le·vola aro different for the varioue comoditlee, but tber cannot 
to loll ' ban 90 percent of parity. }'a,. product a COGIP"to "!th each 
other for land. •cbinery, Md labor, and feed prieta atrect tha 
r rofl•abil!ty and the acale of operntiona for i~portnnt livestock, dairy, 
&Ad poultry enterprleea. Consequently. 1ncroaae4 pricea for tbe baale 
crop• vhooe pr!coo are tied directly to parity eight nocosaitate higher 
tupport pr!coo for =any of the Steagall conooditiea, Jl aa ... 11 as f or 
o~>her eoncod1t1ea where the Secretary of Aqiculture haa cooplete dis­
cretion ln eatabliahinfi price supports. For ex~mplc. eetiaatea indicate 
'hAt •he oup•ort prices nlrendy announced for oggo, chickena, and dairy 
product• for 1943 would probably have to bo revised u.pvard aa a reaul t 
of t.he tn.x-\1\duced incroaee in pat·i ty pric~~Je. Aleo , the increo.ee6 in 
corn nnd food prioeo which wo>1ld be induced by tho tnx "'ould disrupt 
feed!n~ rlltloo and probably would nece•a1tnto hir,hor au.pport prices for 
l!veatock produ.cta. Feeds are a baaic element In t.bo ooat of producing 
r..enu. Increawea 1n feed. prices would. reduce t,he nnrgln over coats for 
tent pt·od.ucera Md eight curtail production unleae neat prices were cor­
reapondiro«l)' incraaaed. 

!/ SUpport prlcoa place " floor under tha pricea of tho COQOOdltlea 
ln ~ueation. Aa long as these aupport price• are belov parity 
ar~ calling prlcea. actual carket prlcea vlll be at loTelo be­
tvaen aupport and coiling prlcoo, depennlng on tho forces of 
d•,.,.d and aupply. '!'herefore, raielnt; the a~ort prlcoo v Ul 
ratae the narket prices only in those caeea where the aev support 
~r1cet nre higher than the prev1oual1 ~x1tt1n« m&r(8t prleea. 

~~ theae o.re comnod!tieo for which price au.pporta hATe boon an­
nounced b;t tho Secretary of Agriculture under tho provlllona 
or t he Stea~ll AQondment (ae amended by tho Ac t of October 2, 
1942) directing h!m 'to au:>port !arm j>rlca• vhon aucll aupporto 
oro needed ~o Ancourage production . Theee e~port.a muat bo 
continued at not leaa tnan 90 percent ?f pRri t y 'mt!l tvo co~leto 
calendar year• after the formal ceooatlon of hoatilltlea. 

ll ~hAt Ia . au:>,>or• prlcea in exco .. of 90 porcont of tho ravlaed 
)ftrity :>rice (since that Is the aln!awo aapport pr!co pa~itted 
~'dor rho Steagall Aoendaant) and In oxcoaa of the au~rt pricea 
alreaey nnno~•cod by tho .,,;r ic' ll turo »o,art~:ent. 
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(b) FIDIIllY, •neceosary• support pr!coo ban boon announced by tha 
Do""rtooot ot Aqlculture 1n lUI ntteopt to i nfluence the production of 
r~ other t•r• products. Some of t hooo pr!co ouppor to &ro na!nta!ned 
!hrou1d> !he operations of tha CoiM!odlty Credit Corporation or throll;l:h 
Lond-Loaoe or other GovornDent purcb&oSng programo. Although these 
auppor t pr!oeo are not required by law to be t ied directly t.o an;y pnri t y 
pr ice , they are influenced to an important degree by tho prices and pro­
duction of cornmod!t!os which are linked directl y t o paritY because of the 
cocpotltlve and Joint relat ione exiatlng between the various agricultural 
oroducro. Cono!dernt!on oust be given to produc>.i on goals lllld allotments 
A.'lll t " retul'ne !rosa nl terno.tive farm entorprieee, ae vell at~ t o general 
&u,,ly nnd. denand conditi~ns. i n order to dete11:11ne to what e.xtent 
•oiceooor;y" oupport and ceiling priceo would bo a ftect04 by tho other 
prtco tncreaaet reaulting troc tho e:naetnent ot the ealee tax. 

}. Changeo In aarket pr!ceo and rot41l food cooto 

r ranolation or tho various tax- induced chan,.,,., In parity, ceiling. 
aod oupport prices into the reoult!ng changeo hi ~ oar r.et prlcea 
requlroo de tailed pr ice analyses of the ~an;y ta~ products. In gen­
eral , the 1od1v1dual cocmod!t!es will tall into ono of those four 
pr ice o!tunt!ono: (1) For those produeto vboae market and ceiling 
prleeo are at the rarity level, H 1a likel y that •·a!aing pnrlty 
vo~lrt !nd~co corresponding ndvaneee in market prioee. 1/ (2) In 
thoee eneoe vhore oarket price a aro at the ,,_P!>ort pr iCe level a, 
1ncreReinK the support pr ices neceaenrily would increase the market• 
rrlcoo. (J) For p roduct s with pr!cee between support and ceiling 
lovell . price incr·oases would result only 1! ttlo rov!eod oupport 
pricet were bi~r than the previouoly ex!ot!ng market prices . 
(b) Finally, when tho oarl:e t and collin& prlcoa are above parity, 
It It l Uaoly that aarket prices would reaa!n unehonged because of 
tho tax, except i n thooe eaoeo wbero t he rev!aod parity pr!eao 
exceeded the ro,....r aarket pr!ceo. In tho latter caoo lll&l'ket pr!eea 
could bo txpoc•ed to r1ee to the now par!~y (and ct!l !ng) levels. 
!n all of t hooo price oituntiona !t io pooo!blo t hat additional 
price adjuoteento would be required becouoo of tho clooa 1ntar­
,..latloooh1p AIIOJI& tho p rices of the v&r!ouo tar11 producto . 

Tho price roactione result ing fro~ the oaleo t ax vould not be !n­
otantanoouo due to the tine required tor the operation of adniniatra•ivo 
A~d ear~t proceaaea. !be diecueaion ao tar bae t8ken into account 
only th• !!rot round of pr1ca- 1ncroaains !ntluonceo se t In ~ot!on 

Y It h aoaUMod i n tbia ease that. the ex!atenco of pr!eo ceilin~ 
boa kept t heoe pr!coo below their equ!l!br!um levelo . 
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}f tho tax . flUe round "ould require about a rear to vork i taelt 
cut. 'there would al so be a second rou.nd of price reo.etiona. a1nce 
rannen aff!l conaumera aa well aa producer• ot to.ra producta. Sol!e 
of tho prlcoo which are in tile index of pricu paicl (e.g., feecl, seed , 
and rood prieoo), and therefore are paritr -dotormlnlng, are themoelveo 
dotemi nod by parity. 

Tho f i rot vave of price-lifting influencoo would rooult from 
tho direct application of the tax to purcllaoeo Clade br farmera . It 
would raioe parity and thereby increaoo tho many pr iceo t i ed cli­
rocrlr or Indi rectly to parity. The oecond wave of price r oac•iono 
would occur beeauae the pricea of f eed, ~eed , food, and other ite~e 

lo tho prieoo-paid index vould tenet to incroaoo ao n rooult of the 
orl~inal tAX-Induced booot 1n pari ty. Theoo prico increaoeo would 
b<loot parity a oocond tiaa. Tertiary and oubooquoot reactlono on 
parity and aarkot priceo aloo would occur, altho"4!b 1t probably 
voWel taO aeveral year a for these renct iona to tranui t the i r Wlu­
eneeo throu~ the cliotribution ayotea. FUrt hermore, after the fi r st 
wa•e o! price lncreaaea, the magnitude ot tkle price e.dvancea would tend 
to cllainioh rapidly , oo that it i o poaai blo to neglect tile tertiary 
and aubae~uont effecte in making eatl~atee ot the price incraaees . 

Ao l~a nlreactr been noted, a 10-percent tax on all retail sales 
( lnclud lng food , but excluding fuel, mncbinery , u'-ilitl' oorvicos, 
toed, oeed , nn<1 fertilizer) "ould directly induce a 6- or 7-porcent 
lncronu in parity. Taking into account. the ,.arket aituationo of 
tho Ynrioua COIIII'tod itiea . it ia possible to eatinato tho 1ncreaaee 
In Mtunl aarket r ricea that "ould occur. !f Aaeumi ng t he o&les 
tax bad becoae effective July l, 194}. the index of priceo received by 
farnero vould average 4 percent hi~er in 19411 ao a reou.l t of the tax. 
?rico tdvancao at the far= level would be reflected in higher prices 
at vholaoah And retail lOYala . The estimatod inereaoe 1n retall food 
prlceo during 19411 would aver"6'1 6 percent . gj I f the di.rect price 
oftec•.o of the lO.percent tax are alao taken int o account. 'average 
retail food coato "'uld be approxiiiAtely 17 parcut higher 1n 19411. 
fhe ~rlcao of COIII:loa itieo other t:IAD food would alto be atfectecl , 
but theoe price increaseo probably vould be of ainor inportance and 
have not bo•n e oti~~&tecl . }./ 

!7 t:~ eat1mate4 price inereaeea are in Add i tion to tbo price riaea 
that can be anticipated regerdleoa of vbothor or not the oales 
'"" h ono.cted. 

~~~lie eotimate aaeumee orderly increase• in procooeora' nnd dio­
tr1butora1 marg ine in roeponee to increo.eod coat" nnd lower 
PIIYoical vol umo. 

l / Tho ehiof conoocliti• a other than food are cotton. vool, &ncl 
•obaceo. RAioing parity by 6 or 7 percen t probabl y vould 
leave wool And tobacco pric•• unchan&ed, and would have only 
a ln&ll effect on cotton prices. 
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The esti.uted !ann price rises that would result from the effect or 

1 1~rcent retail sales tax on parity prices would increase the Bureau 
of tabor Stetistics coet-of-11\llng index by about 3 percent in 1944, This 
increeee, of course, r.ould 0e in addition to the cost-of-living increase 
which \\l>uld result from the direct price effects of the tax. Ta!<ing into 
account both t he direct price increases and the indirect tax-induced increases 
1n rood prices , tho inde.x would rise approximately 10 percent. y Although 
the tax would ottect further price rises in the years oubsequent to 1044, 
those rises YOuld be ruch lj!ss significant , 

It ehculd be noted that t~e est:lmated tax etfects ot~ food prices, tor 
ex"'J)le, W>uld be incon!istent with the "rollback" and subsidy portions or 
the Governmnt' s stabilization program, The attempt to roll back prices to 
l 'IJ' ~iven level would be made J:>Ore difficult and the necessary outlays under ~· • 
a Sllbsicly progr ... ""llld be increased, 

4. Effect on farm inca"" and spending power 

The fano price increa~e• •indicated above 'IIOUld boost the gross incomes 
or fal':'lers and , t o a lesser extent, processors and middlemen by about $2 bil­
lion in 1944. ConBUOCrs, on the other h111d1 would be r equired to pay $2 bil­
lion more in food costs, 1.n addition to the higher 'prices they m uld psy as 
a result of the direct application o! the tax tc retail food prices. It 1e 
e:t!mated the t the rise in far111 i ncome would more than offset the cost of 
tho •~les tax poymonts farmers would haw to make on their purchases , For 
processors ~nd middlemen, the inoomo rise would be a partial offset, 

In the aggregate, therefore, . the estimates indicate that the sales tax 
110uld have no ~ effect 1.n absorbing spendi.ng power in tho hands of farmers. 
In fact, it might result in a net increase in f&rlll spending pcnrer. On the 
other hand, the sales tax 100Uld be doubly effective in absorbing funds held 
by tho other 41'<>1lJX in the econoii\Y - the bulk of the ocn~g public - who 
do not derive their 1nco~>e fro"' either attricultural production or distr ibution. 
These people W<:lUld pay t he price increases resulting 1'r<la the 1J:pact of the 
tax on the tan:o price structure, as 11!811 aa the hlf$her prices result~ fro11 
the diract ap~lication of the tax to the thii'!IJS they bl>.)'. 

D, Effect on wage atabllizat ion prosraJ:I 

The successive rounds of agricultural price increases set 1.n motion by 
the efCoct of the tax on parity ...,uld not develop into an upward price 
spiral !?:£ thomselves , since the l!l&gnitude ot the price increases would 
diminish to ool(ligible proportions after the second round. A price spiral 

V Due to rocont ci>an ges in the wei@'hts ueod in the Bureau of Labor Statistics 
cost-of-living index, the estimated tax effects on t he index have boon 
1ncroaaed fi'om 80m....ma t more than 8 percent to approxillllltely 10 percent, 
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ccorld 00 initiated, however, it the tax-induced rises in agricultural prices 
and incomes encouraged the adoption of countervailing measures by non!lll'lll 
ii"CCIIP• • In particular, 1f the direct and indirect pries effects of the tax 
ahoul~ necessi tste the granting of wage increases in contradiction to the 
Goverrt:Jent• a wage stabilization progru, the development ot inflation wou.ld 
be graatl,y encounlgecl, since price and wage increuee are mutually interactin&, 

1. Tax-induced increases in living 'oats 

The retail sales tax YOuld affect wages because it would raise the cost 
o! Uving i n three ways: (1) As a result or the direct application o! the 
t.ar to the prices of food , clothin• , bouse turniahinRs, and other itel!l! in­
eluded in the tax base, the cost of these goode would be increased by the 
approximEite amount of the tllX, Under a 10-percent sales tax, these direct 
t.ax-lnduced price increases '110\lld cause a ?-percent rise in the Bureau of 
Llbor Statisti cs eost.-<>!-Uvine index. !/ (2) The index would rise an ad­
ditional J percent becau.• e of the indirect price ertects of t he tax on food 
prices, (J) F.inally, further increase~ in the coat of living would occur 
to the extent that the tax compelled upPard price ceiling revisions through 
ita effects on busineee costs. 

''hile it is t rue that wage r ates are not detemined eolely by the coat 
ot living, there is &lllple evidenco that cost-of-living increases encourage 
dem~nds for higher wages, Tho National "!ar Labor Board hes trequentl,y 
emohasbed that "it should be frankly recognized t hat s uoh stabilization 
@wages nt September 15, 1942, leve@ demands a correlative st,abilization 
of prices, " y Without an e f fective stabilization of living costs, the 
Government' s wage s tabilization poliCY is made extremely difficult , i f not 
l=.pouible, to enforce, The waRe demands stil:lulated by the sales t ax might 
prove to be considerabl,y mor e ilrportant than u 1nd icated by the gagn1 tude 
or the cost-<>f-Uving increases that 'IIOuld be caused by the tax. If at the 
t1ae the sales tax is enacted there are already in existence other eigni!L­
cant !actors st raining the en!orcemmt nr exis ting nge ceilings, it ie pos­
siblo that the addition of the tax to these other !actors 'OOuld prove to be 
the "str aw that breaks the oai!Ol • s back, • so that the whale wage stabiliza­
tion proeram would be disrupted, 

iJ It is as.ut:>ed that food sales and other sales of tangible personal 
property, except ealee of tuel, ..,chinery, feed, s eed, and fertilizer, 
would be taxable . A few eonSlDer service• 'OOuld aleo be included in 

the tax base. 
3/ ICaJority opinion in t he •Big Four• a:eat pecktnc case, February 8 , 1943. 

, .. 
• 
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2. Sc<>pe of present wage oontrolo 

Demands tor wage increases now have to cope with two important control 
•e•suroa. The !irst 18 the Government• • wago control program which des to 
stabilize ..uge rates at September 15, 1942 levt~la , A'Jthori ty for such ac­
tion """ contained in the Act of October 2, 1942 , amending tho Ji)llereenoy 
Price Control Act, All wa~es as well as certain salaries under ~5,000 
a year are no,. under the control ot t he National 'Yar Labor Board. The 
Comiesionor or Internal Revenue has jurisdiction over all pther salaries. 

Under the tei'IIIS o f the President's Executive Order of AprU 6, 1943, 
as suJ)!>lOI"ieelted by Eco~omic stabilization Director James F. Byrnes• 
directive of llay 12, 1943, the ~ar Labor Board 1e directed to authorize no 
further wage increases .,;cept S'llch as are elea.rl,y necessary to elillinate 
substendards ot UYing or to give effect to the !.Htle Steel For:nula , 
4 turther exception relates to ..,inilr.UI:l and noJ>-in!lationary acjustmmts 
which are deeoed necesaary to aid in the effective prosecution of the war 
or to correct gross inequities. •• 

In ordQr to provide guides and definite limits for making ""8" adjust­
monte, "going wage-rate brackets• are being established for all occupational 
groups and labor mnrlcet areas. Presumably, wage rates belo" these brackets 
ean be adjusted under the Board's authority 11to corroct gross i nequities. • 
All rates Vtithin these brackets will be regarded as stabilized rates, except 
that tm Board can ..,ko adjusti!V3nts (1) to oli.minate substandard conditions 
of living; (2) to {live effect to the Little Steel Formula;!/ or (3) to aid 
war production 11in rare and unuaul co"""" in which the setting of a wage 
at some point <1bove the m:l.nimum of the going wage bracket is required, In 
addition, certain other adjustments can be made 1n order to avoid intra­
plant inequities, The Byrnes• directive stipulates that the approval o! 
the Economic Stabilization llirector is required for all nge adjustments 
'O!!ich =ay turnish the basis either to i.ncreese price collingS or to resist 
othe....S.ae justifiable reductioM in price ceilinflll1 or llhich cay increase 
Production costa above the level prevailing in c:ol11jlt.rable plants. 

!J The Little Steel Formula pemits wage increases up to 15 percent o! 
straight-time aVIlraore hourly earninge paid in January 1941. In addition 
to SC>rvin~ as a yardstick for appraising claims for wage increases, th1e 
fomuJ.a is used to limit the operation of labor union •escalator" con­
tracts (that is , contracts proviclin~ for automatic pay increases to 
compensate for rises in the cost of living) . (Soo General Order No, 22, 
Not.ion&l 'I,.. tabor Boiord, ) Tbe tomula applies ro&udloas of wbetba• 
the wago increases in question were asreod upon mutually by. t he manage­
ment and the union. 
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Exempted from !lsr Labor Board control at prooent are (l) wages end 
salaries paid by empluyers or eight or less workers; lf (2) wages and 
salaries of rail'"'Y 'IDrl<Ora (subject to control by the National Railway 
Lebor Panel) , and goverMIOnt emplayees ; (J) "')riculturel wages of less 
than S2,400 per year, which are under the control ot the Secretary ot 
l.f;riculture end will be perad.tted to increase until or unless the Secretary 
doe:JJ otherwise; and (4) increasu in lAige or sabry rates wld.ch do not 
bring such rates abovo 40 cents per hour. Y Furthermore, it is not in­
t.ended that the llllge control regulations will prevont appropriate wage or 
salary readjustments "in tho case of pr omotions , roolaasifl.cations, merit 
lncroases , incentive wages or tho like, provided that such adjustment• do 
not increase t he level of production cost s appreciably or fUrnish the basis 
either to increase prices or to resist otherwise justifiable reductions in 
prices. " J/ . 

Tho second control moasuro with which tax-stillluloted nge d<ll!'.ands 1!0uld 
havo to cope at present 1a price regulation by the Office of Price Admnis­
tnt ion and the Office ot EconO!IIic Stabilization. Although sooe nge r ates 
ara out5ide "er Lobor Soard jurisdiction, they '00\ll.d be free to increase 
as a result of the sales tax only to t he extent that the hi.gher ..age coots 
did not necessitete upward price ceiling revisions . Price control also 
tenes to limit increase<! in ""'es under tl>.e Board ' s jurbdiction. 

3. Impl ica tion• for wage ~ontrol poliey 

Han r.age and price policy "auld be applied in the fnce of the wage 
deJnands likely to be stimulated by the sale<! tax is extremely difficult to 
lll'swer at this time. Some o! the ccnsiderationa on >h ich the answer hingoa 
are tho follori.ng: 

(1) The llllge stabilization progru b under constant pressure, oittce 
tht actual c05t-of-livino; increases are itt excess or the 1}-percent figure 
on 'IIIlich the Little Steel Formula is baoed. Because the price effects of 
the soles tax 11tlul.d increaoe this disparity by a subata"ltial amount, present 
... go control policy 110uld be mde t:tuch more difficult to en!or ce. 
of the tax might occasion tho reopening of the whol e woae control issue. 

~ There are a few miller Pltceptions to this er.emption. 
'lJ Uxler the provisions of Oenoral Order No. 30 issued llarch 16, 1943, 

such increnses rn.rq be r.ade without "<Jar Labor Board epprovel , pro­
vided they do not turnieh a basis •either to increase price ceil­
ings of the cOOI!IOdity or service ittvolved or to resist otherwise 
Justified reductions itt such price oeilittgs. • 

"JI Excerpt from the President's E><ecutive Order of April 8, 1943. 
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(') The tu-induced price rleea 'OIOIIl.d be wch greater for foOO prices 
e!>an tor other prices . !/ Since ""ge earners sro very conscious of the 
price• thoy pey for toOO, the 'WIIge demands likel,y to be stimulated by t he 
eax oould be more significant than is indicated by the estimated over-<111 
tncreoses in the coot or living. 

(3) The eRt i z•atos indicate that unless the sales tax is excluded by 
law f rom the index of prices paid by tamers . the ram groups in the ag­
grogate "ight be able t o recoup more than the amount of t heir sales tax 
payments because of t he operation of the parity mechani.,. If the sslea 
tax should r aise parity prices and f al'lll incCIIIO , it is very doubtful 'llhether 
the 'r.ar Labor Board and the Office of Econond.e St abilization ...,uld be able 
eo enforce a wage and price policy preventi.ng factory 10r ke r s and other 
wage earners troll obtaining si<:dlar ofieeta to their share of the sslea tal(. 

(4) Labor groups have long opposed & Federal sales tax on equity 
crounc!s, .. is evidenced by their testilliOey befor e Congressional tax coo­
!ll.t tees . y U tb~ felt that the sales tax JiscriJid.nated against them, 
enactoent o! the tax Jllight provide a !Urther stimulus for demanding a r e­
opening of the wage stabilization issue. 

(S) Employer resi~tance to wage demands will probably be less in 
the future . In f act , !Nlny emplo;yars may themselves originate requests tor 
hi~hor 1111ges in an attempt, to reduce labor tw-novor. If the tax-induced 
price ria~• should stimulate .,.,rkors to seek better-paying jobs, employer 
pre3SW"o fol' pru,1ss1on to incr ease ""ge ratos would be intensif i ed. (On 
the other bend, the problem of l abor t w-n-ovor io being attacked diroctly 
by the •r r Manpower Coll\ll\ission. ) 

Some tu-induced ""l!e increases could bo pcrmttad within the frame­
work or t he existing policy and controls . For OXAll;)le, it ..wl d not be 
inconsistent 'ld th ··ar Labor Boar d policy to pemit wago increases 'llllere 
the tax one! its accompanying price rues im;>inged on min11:uo living 
standards or incr<!aaed inequities llll:ong l"Orlce ra . Also, so=e wage r aises 
would undoubtedly accrue es a result or tho tax to l'orkers 'l!!!ose wages are 
not subject to rar Labor Board control, providod that upward price-ceiling 
adJuati:ICnts nero not required. However, as long aa tho wage raises 
sti:lulated by the tax are kept w1 thin tho narrow range pcraitted by the 
existing control machinery, tho resulting in!la tionery threat 'IIOuld not be 
creat. Tho chief da'lger to the anti- infiation campaign is tMt the ssles 
tax might compel subst ant i al wage and price inor easea wholl,y inconsistent 
r.ith the existing stabilization progriU!I1 and thnt these 10uld culminate 
1n a comploto breakdo"" of the anti-inflation control machinery. 

'!/ It is oat inn ted the. t r etail food cos ta muld incrosse 17 per cent under 
o 10-percent solos tax, (See section IJI, c, J, above. ) 

?./ Seo "His t ory of Foderal Sales Tax Proposal a. • 
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E. Subsequent prico l\rrl "ago r eacti,.....:3!. 

Tho price arxl \7&go e.f!ccto of the sales tllX or o potentially oble to 
develop into an upward price spiral because price and wage increases ere 
,..tUilly rein!orcin~. Tho greater tho price increases gener ated by tho 
ux, tho greater ""uld be the pressure fer compensating wage increases. 
rr ·~ rates ...,r e rai oecl, coets 'IO)uld be increased and furtbor strain 
plteod on price ceilings. To maintain tho orderly n010 of goods to the 
.. ,rket, additional ceiling adjW!tmonts would have to be made. These 110uld 
how repercus sions on fartt1 pority prices and wages, and enothor wavo of 
price-increasing i.niluenceo 1!0Uld be initiated, 

Furthermor e, once broeke ar e permitted in wage nnd price ceil ings, 
atrong pressures develop for widening these breaks . Because of verUcal 
and horizontal price relationships, price increacos for a given product . 
at a given stage in tho production-distr ibution prococa t end to be renect ed 
in J~eny other price rise e. Similarly, ""&' increases t ond to spread beca\l.!le 
both inter- industry and intra-in<batry wage balance muat. be maintained . 
·11cn """" increases are gr&nted to some groupe of lCri<ors, it. is frequently 
na<:cssc.ry to grant. compensating adjuatllents to rel&t.ecl groups. 

If the Government stabilization policy could be applied !irmly and 
adr.:inistorcd cf1'ecti vely regarclle ss of t he preesures ca.~ sed by too sale• 
~ax, tho price and wsgo increases stimulated by the tax coul~e hold to 
ninor proporti ons . Only with respect to thos e prices and wages not sub­
ject to control by the Office of Economic Stabilization y;ould the inne­
tionary influences of t ho tax havo free play. Thcso uncontrolled areas 
aro not l.nlportant in tel"IM of tho over-all inflation picture. ·- vihile tho 
asricultural price incrcaeo• generated by tho tax lllight be i.mportant, t hose 
incroasos oould be sclf-licitin~, assuoing that tho ~gee and pricoe subject 
to Govemmnt control ,.,ro etfooti wly stabiliud. 

~""' a r ealistic view;>oint, ho""ver, abaol11toly rigid application ot 
price and ware controls in tho f ace of the .... ny pr cesuros resulting .rro.. 
tho sol es tax cannot be expected. Some upr:ard pr ice-ceiling adjustrents 
-.ould have to be pcrm.t'ttod by the authori tics . .,ago increases might also 
provo noccs•ary i n some oases . To the extent thet o firnl and e ffective 
stabilization policy was not IMintained , the inflntionuy forcea would ho 
oncouraged and permitted. to cumulate . In such a situation it ""uld bo 
o:>nsidorably more difficult to prevent serious wart l.DIO innation. 

F. Price increeeos as o trsets to ta.;: ~vonu.ott 

There 1s a further aspect to the innationary effects of the sales 
tax. The price and wage increases stimlleted by the sales tax 110uld 
atrect the cost of goods and services purchased by the Govermoent, as 
-.ell as the cost of items purchased by indirtdusl con1111111ers and businaases. 
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consequenUy, larger governmental out.laya would be neeessita~ed. 'lbe3e 
lncn!Ued outlaya would add to the funds in the hands of the public and 
orrset, at l east in part, the denation~;ry etteets of the tax resulting 
trom the absorption of spending pawe~ represented by the tax revenue. 

Since the Federal Government is currently the largest purchaser of 

coods and services; this offset might prove to be substantial . In the 
tlsoal year 19441 Government purchases will total approximately $100 bil­
lion. 'lbereforo1 for each percentage point rise in t he av...-age cost of 
tile goods and ser vices purchased by the Oove~rnment, Federal expenditures 
would be increased i l billion. Of course, there would be ecxne offset to 
tills added coat because price rises would increase the nongovernmental 
soles tax base and the tax yield. 'Ibis offset would be very small, hcroo­
e•er . It it is asswaed that prices and wages increase in such 11 ClaMor 
t.hat their aggregate cost is distributed equally between Federal purchases 
ard taxable nongovem:oental purchases, and if it 1a further assUJ!Ied that 
all Federal purchases are nontaxable, Federal outlaya would increase 
twenty t imes as fast as the yield of a :>-percent aales tax, and ten ti""'s 
as fast as the yield of a 10-pe rcent tax . 'Dlis would result because the 
GoYemment would recoup only on&-twentieth or on&-tenth of the added cost 
as a result of the application of the :>- or 10-percent tax to the i ncreased 
cost of nongovernmental purchases . y 
IV. Su.,arx and conclusions 

Ono of the important functions of wartime tax policy is to' aid in 
curb1'l! i nnatton. I t bas been mai ntai ned in some quarte rs that 
a ~eral retail sales tax would serve this purpose effectively, since 
it would absorb exceaa spending power and curtail consumer spending. 
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It is evident, h0'!18ver1 that the sales tax would exert infiationary as 
well as denationary pressures . 1be tax would confii et with the operation ot 
the Go• onnent•a stabilization program because ot ita pric&-iocreuing and 
'llafl&-increaaing i nfiuences . y a>sinesa coats would be increased in ""'IV cases, 
It the tax were permit ted to raise tara parit y prices, it would be ineffective 

re 
other Federal taxes (for example, incOCie taxes), 

r evenues would be only a small trac tion of the additional 
costa to the Government, 

Y Some !oreisn countries have recognized this conflict. For exampl e, 
ex<:~nptions under the Sri tiah Purchaee Tax havo been ,extended to 
"utilitY" clothing , footwear, t extiles, and turnituTO to help 
stabilize the coat of living, Austral ia r ocontly red~ced tho sales 
tax rate on certain rationed articles t o ?i pe rcent in order to help 
keep living costa at the April 1943 l evel, Canada has not increased 
ita solos tax rate during the war period. '!he IUnister ot Finance 
has stated that •1be imposi t1on ot the price ceiling bas added coD-
clusiYely to the weight of argulll"nt against 11eneral rather thaD • 
sel ecthe increases in conSWIPtion taxes .• (See •British ~·.Tax, 
"Australian W.olesale Sales Tax, • and • canadian Federal Sales Tax. ) 
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in ...clueing the spending of tarm groupe. l!oroovor, tho toed price in­
cN!asos that would n!sult, together with the tax e!tects on living coots, 
would oxort a poweiful pressure tor wage inorcaoee. The price and wage 
incroacoo induced by the sales to.x would interact 4nd g1 ve new stimuli 
to tho dovoloprent o1' wartime innation. The meting anti-inflation 
controls m1/',ht not be able tc cope su oceeotully with these pressures. 
To tho extent that the increaeee in prices and wall"• ""re passed on to 
tho Oovernment, they would repres!l'lt o1'1'ooto to the IJI)eilding- po""r with'­
dr•wal e 1'1'ec ted by the tax. To the extent that tho tax-induced price 
•nd "4£" increaoes merel,y enabled some aectione ot the population to 
shitt their re•pectivo shares of the ta.x to other groups who were lets 
stroteeicsll,y situated, co~:~pelling the latter grouos to curtail their 
spendin~to a greater extent than ,.,uld otherwise be necessary, the tax 
""uld prove to be an extre..ely inequitsble insti'UI:oent for distributing 
a part o1' the nr ccets. 

Even 1f it 1s assumed that tr.e extatinc price and wage controls 
10uld generally be able to 1li thstand the inflationary pressures gener­
ated by the sales tax, i t is unlikely that tho tax would oal<e a aignifi­
cllllt contr lbll tion to thP. anti-inflation program. Soce price and wage 
increases "ould be inevitable, and these would counteract the tax-induced 
reduction• in consumer spending and neceooi tate higher Government outlays. 
On the other hand, there is a very real poosibility th.•t the tax "'uld be 
d~•gorouely inflationiry in tht present situation due to its inconsistency 
with tho price and wage stabilization progrtu~~~~. Cloarly, the amount of 
inflaUon that would result would vary inversely rlth the effectivenese 
wlth which the existing price and Yr8ge ceiling• YtOre maintained. It is 
ir.poosible t o predict hew effective the price-and-wa&e-control machinery 
-.ould be in th.e face or the pressures exerted by the tax, although it 18 
clear tluJt tho risk of etkulating a danserous inllntion 1\'0uld be great . 

I;)Ule certain steps could be taken to d.niml.ze the inflationary ef­
fects of the sales tax, it would not be possible to eli.nl.nate the£e 
errect.a mttrely. !I Interference with wartk e :>rice controls tiOuld be 
le<sened to the extent that business oost ito"" ""re excluded free the 
tax l>•a. . It !los been suggeEted th:lt exclusion of the soles tax fro:o the 
orticlal cost-o!-livin~ index 110Uld tend to re<!w:o tax-inspired Ttage 
dor.a~ds , but it ?OUld s eem that either its inclusion o,- exclusion 'IOuld 
r."ke little difference in this r espect. The e ffect o1' the tax in inereae­
ing ! om prices r.U.ght be minimized by excludinG the tax from the i.~dex or 
prices P•id by farmers but the pressure of higher costs would still exist. 

Y Pr el!J inary investig<ltions indicate that the exer.>pt.ion of food sales 
would r educe the inflationary ertects of the tax even though the tax 
r at.e ""re. adjusted to eo:tpensate for the ret:Ult.ing revenue loss. 
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finallv, It r oy l"> that th! innatlonary tendencies o! the salss tax ...,uld 
i,. reduced if the statute required that the tax bo added to selling prices 
as 

3 
separ at ely-quot ed item, and it a polioy atoto!OIInt ,..,re included in 

the statute to the effect ,that ,.,ge incrcuoe and price increases (other 
than the price rise• reflecting the shifting of tho tax forward by re-
tail ers to eone\lll\ers ) to compensate for the sales tax >:ould 'bo 'llholly in­
conaictcnt ~ith wartime tax policy and anti-inflation contr ols . L;ven if 
thoco ntep5 Wllre taken , however, the pressures generated by tho tax would 

;tUl romn!.n. · 
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State Sale~ T&Xes : 
Summary of Principal Provisi ons ~ Prac~icee 1/ 

y, Extent of State taxa~ion ot general sales 

In recent years general sales taxes have been eCI()loyed in 31 
States . Y At present only 23 of the laws are in ettect; eight 
have expired or have been repealed . Table 1 indicates the years 
in which State sales taxee were adopted and also shows the dates 
or expiration or re;>eal or those taxes which have been discontinued. 
Most of the State sales taxes were adopted during the period 1933-
19)~. Since 193? no additions have been made to the list . ')./ 

II. 'lYPes of State sales taxoa 

Eighteen states iJ11r ose sales taxes tmder which the base gener­
all,y ia restricted to retail sales . !/ Seven Statu le'l)' broader 
!otU or ta::es which ~•J>Pl:r to other Jcinds of tr4Niactions as well 
as to retail sales , :2flrashington and Tlest VirginiA are included in both 

!/ l n addition to the State sales taxes , the retail sales taxes. 
1n1>oscd by the cities o£ New York and !lew Orleans are also 
considered . 

Y This s tuey does r.ot include the low rate license taxes inposed 
on a sales or purchase bc.sis upon merchants in Delaware and 
Virginia, and Connecticut's unincorporated business tax 
applicable to gross incooe of mnutaeturers, wholesalers, 
and retailers . 

'J/ Louisiana enacted a sa!.es tax on Septecber 1 1942, but this 
tax replaced one which had been repealed in 1940. Oregon 1 s 
194) legislature enacted a 3 percent retail sales tax which is 
to bo referred to the electorate !or approval at the next 
general election. Oregon vote rs ret\lsed to approve a sales 
tax on at l ea3t two pro~loua occasions . 

!J Alabana, Arl-.anaas, Cali!omia, Colorado, Illinois , .Iowa, Kansas, 
Louisiana, llichi~tan', ltl.ssouri, North Dakota, Ohio, Oklahoma, 
South Dakota, Utah, 11aahinaton, liest Virginia, and <:yarning. 

~ Ari.zona, lnd:~,&na, lll.aaiu1ppi, New Hexico, North Carolina, 
Olashington, and ::est Virginia . 
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Table 1. Years of adoption of aalca taxes by States 

1929 1930 1932 1933 

Oaorgia !/ I !ississip;>i Ponnayl vania !f Arizona 
California 
Illinois 
Indiana 
leMa 
Uiehigan 
New l!exieo 
Hew York!/ 
Oklah<ca 
South Da.l<ota 
Utah 
\Tashi.n.,aton 
\Test Virginia 

19)4 1935 19)6 193? 

Kontuc!cy' ?J' Arlcansas Alabama Kansas 
IA1ssour1 Colorado Louisiana !J 
Ohio Floridzt 

Idaho 2 
W&rtla."ld. !/ 
Hew Jersey '3/ 
llorth Carolina 
North Dokota 
\lyoai.nl; .... 

!I Expired: Georgi.a, 1931; Pennsylvania, 1933; lllnr York, 
1934; lfaryland, 1<;'36. 

a1 Repealed : Idaho and Kcntuolcy, 1936; Now Jersey, 1935. 

'J/ llcpoaled 1941. The Florida nat 1/2 of l poreont tax on 
cross rocnipts of retailers was pert of tho chain-store 
tax, t he graduated groaa receipts tax provisions of which 
were held unconstitutional. 

!J llopealed 1940; reenacted 1942. 
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I!J'Oupl sinco the7 levy retsil sales taxes as well as broader !oms 
of business and occupational taxes which apply to tho cross roccipts 
or gross incomo o! rotailers. ot tho IDIJltiplc-stage taxes , those oi 
!lorth Carolina and Arizona arc tho most rest ricted . North Car<>lina 
applies a tax at both the wholesale and rotan levels; a 101r rate of 
1/20 o! 1 percent being applied in tho !ormor caao and J percent i n 
tho lattor. The Arizona tax reaches the manufacturinl! and processing 
ot agricul.tural products, a nd extracting, aa well as retailing. 
W.Ssiuippi, tlow J.klxieo, and llaehingtcn extend tho scope o! tho tax 
still .!\1rt.hcr to include personal and profoeeional aervicos . The 
broadest typo of sales tax ia levied t:u Indiana and 11ost Virginia and 
includoa, 1n addition to aU. tho above-aentioncd tranaaetions and 
recoipta, tho ~rtant categories o! aalarioa, ll&flOs, invcstcents, 
and other nonbusiness-ir.ecce . 

Liaitations on tho States 1 taxing poller Wldor tho Fodoral 
Constitution provcnt the application of State &alee taxes to certain 
tl'lll1aactions wherein propcrtr is purchased outside tho State or in 
intc ratato comoorcc. In order to provont avoidance of their sales 
tcxoa throut:h out-of-State purchases or purchases in interstate 
CO<ftlrcc , 17 Of the States have enacted USO taxoa WhiCh inposo a true 
equal to that of the sales tax ITith reepcct t o propcrt7 purchased 
outsi de tho State or in interstate commorco for uoo within the Stat e . 
Tho dofinitiona, rates, and exol!i>tions of tho.. uao tax nets ere similar 
to t hose of tl-.:> oclos t ax act s . 11h1lo tho uo tax is conaiderod .n 
coopl cncntncy tax, the r•ual practice is to i!!i>OSO a Wli!om tax on 
tho usc or all property and then to oxor.q)t tho usa ot propcrt7 upon 
which a rotnil sales tax is paid to tho taxing State, and, in the . 
Cllso ot somo States, to execpt the usa of tho proport1 to the extent 
to nlllch a retail sales tax is paid thereon to another State. Sinco 
cno of the chief pur;>oscs of tho uao tax is to rc=vo tho discri):d­
nation thnt would ot:-.:>tm.ao result to local businou, so:oc of tho 
Statoa OXOqlt tl'Oil the usc tax cCI:I:IOditioa •not readily obtainable 
in tho State. • 

lll. Scopo ot tiiJ(ablc retell salos 

A. Rotn11 saloa of tangihl.e ocr. o!)!!). 
proporty and of spccu'iod • .,,.,.. cos k 

1. Apillcat1011 to rotnil saloo 

Tho Stotoa eonorall 7 have attol!i>tod to limit tho application 
or tho rotllil sales tax to a single et nco t:u applying it to sales 
of tnngiblo personal proport1 to final usora and consWJOrs . Tho 
dotorminina tnctor in clasa1!Y1ng a sale aa taxable or n011t axablc 
is whether t ho art.1clo 1a to bo uaod or coNOWIIOd t:u tho purchaser 
or 1a to bo resold and not whether tho sollor 1a n 1!13nu!acturor, , 
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wholosalor, or rut411cr. That is, retail aaleo corl:liat o! ill sales 
oxcopt tho4o mdo for resale . Salce tor ros4lo con.oiat o.f sales of 
orticlca to bo resold oLhcr in tha form in which purchuod or as 
ineN<llonts or cor.q>onent parte of othor to.ngibl.:> personal propprty. 

In ordor to control snlos for roonlo, most Statos require that 
sollore aoouro oxolll_>tion cortif'icatoa .fror.t buyoro stating that the 
goode aro purehasod for tho PU11'Dse of rosalo . },/ Tho SXOJ:l!'ltion 
cortHicato may bo accepted by the Stato as prima facio ovidcnco that 
the coods woro sold .for resale, or aucl~ tors l:liiY OOWJ:d.no oll tho .facts 
rolativo to tbo purchase and salo boforo honoring tho certificate. 
The aollor i a not noccn"ri:cy relieved of liabUi ty .for t ax by taldng 
a rosnlo C<>rti.ficotc, but tho cortificato oporatoa to roliovo l!!.o of 
the bw<lon of Provine that tho sale "' 1 not a rota1l aalo. For 
OXIU'4'lo, the C&ll.fomia ad.¢nl.::trativo agoncy atatoa that tho 1.atT 
plocos diroct rcapon.oi billty t o-:: tho te;: upon tho roto1lcr and, vhom 
aubocqucnt i .nvoatigntion di"closcs that tho aalo "as in .fact a rcto.il 
s<llc, tl'c rotailor 14 liable for tax oven t hough n roaruo certi.firotc 
ttos &ivon. Y Gonorally, ha:rcver, in tho absc:>oo of bod !nith, the 
selle r is not held responsible for checldng 11hothor the buyer nctual:cy 
roaolla the a rticle. Tho good !oith of the seller is questioned it 
ho has knOI"rlodgo or !acta which givo riao to a roaaonnblo in!croncc 
that tho purchase r doos not intond to rc•oll t he property, as tor 
Ol'.AI~lo , knowlodiJO that n purchnsor of ~rticulnr mrehandise is not 
ongacod i n selling thnt kind of morohnndiso. 

In cases rrhoro substantially ell tho purchases rodo by n concern 
aro for rosalo , tho oollor may bo authorized t>o tako a blanket eor­
tificato or roulo from tho purchaser stating that all of his purchases 
•until 1\trthor notice• rill bo purchased for rosalo . mcnkct cc rti .fi­
cntcs, u \IOU as those covering sin!;lo so.loa , frcquont :cy s tate that 
the purchcaor assWJOs lit.;nl.ity tor payaont ot tho soles ta."< in the 
event tho property 1a U$od l:!y l!!.o. Issu!lnco or the bl<lnkct oxeq>tion 
oortiticato docs not roliovc the so: :or trca koeplnl: ciotoilod rocorda 
or all aaloa tor resale , but it dooa roliovo both acllor and buyer 
or the considorablo llCOUDt of additi onal worlc t hot would bo involved 
in the issuance and filing of an oxc!!lption ccrt1ticoto tor ovcry sale. 

It the State ret ail sales tnxos " oro atrict:cy singlo-ataec taxes, 
they vroulcl OXOll'()t troc tax all articles "hich ontor into tho coat of 
producine o.nd diotri buting .finis hod articles . Actually, lll\lltiple 
taxation OJd.ets in that tboy aop}¥ ordinarily not only to rot<Ul soles 
of conaUliiAlra • soods but a l so to .final ""l os ot fi'1ishccl articles, such 

if The form ot tho oxcmpt1on ecrti!icnto 1o usual:cy p roscribed by 
statuto or regulation. 

Y Lottor or Stnto Boord or Equnlizntion to l'rontico-l'.o.ll, Inc. 
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wholoaAlor, or 1\l~ailol', Th:lt ia, retail u l c1 conc1st or all s4lcs 
oxc~pt ~hoao mdJ l or rosalo , s.-uco for rcsol o coneiot o! •ale• of 
4 rticloe to bo roeold oi .hor in t~ ... ron: in Trhicll purch:lsccl or ns 
1n"'N<i1on~• or •""Ponent rarta or othor hqsiblJ pol"5ona1 prcpvrty . 

In order to contr ol sales £or rosBlo IJII)st States roqiJiro tlj.lt 
aollor• eoouro o:com.>tion certiEicatoP fro& b·'¥~r~ ahHn& Hl:lt the 
cooda oro pu,rchaeod for tho !>Urpoao ol' roaol.o 1 lf Tpo oxorotion 
cortHicate MY llO aceoptcd by tho Stnto ae prina fncio cvidorco thnt 
tho eoode \lOre eold !or resale, or aud.~tore btl¥ CMMino nll tllo facts 
Nlati vo to tho purchase and oalo boforo honorl.tla tl>o corti!iqntc . 
Tho seller ie not nuccsrcril.y relieved ot l.i4bility for t Al' l:u taking 
c rcea1o c ortitiutc 1 but tho ccrti.t:iutc cporat,a to rcliO'{o hio ot 
tho bu.rden ot provina that tbo S.'llo •• , , not a rotail sa1o. Fo;r 
~o, tho California ~:trativ.;~ ngcnoy etntca thnt tho lan 
plcccs direct roeponsibility f or tho tc:. \.ql011 tilO rcto.ilcr nnd, nhorc 
subifaquont invoetigntion di::cl.= that tho 88lo was in !net a n:.tnU 
s::.lc, tho rat.ailor is ll.abl<- fer t3..1c eve~ t~1 11 Nsa1o c~rtificntc 
u~e (;ivcn. y Gonct-cll.y1 h...-cvar, in tho abac:tco ot bod fuith, tho 
~Ucr is not hold l"06J><>:18iblo tor cbecklnc \/hothcr tho buyer 11etuall;r 
rolkllla tho nrticl~ . Tho good faith of tho seller 1e QIWetioncd if 
ho ho.:l lm011lodj:o of facta which give r!.sc to a rcasonnblo intcrenco 
t~t tbo pttrcl>aeor clooa not int'lnd to ro3oll tbo pro!)OI-ty, a:; tor 
~lo, kn011lod!lQ thet n purchoacr ot particular r.:orch:lt"ilioc ic not 
onCilc'-'<~ in sollinc ~hat kind of ..,rc:lundil:o. 

- In casco whoro substantially r.ll tho purch~eoB !IIQ.do l:u " concern 
oro Cor roaalc, thJ scllor may be authol1.Zod to tako u blnnkot ebr­
ti.t:ic3t.o of ronl.o i'rOil' tho purchaser statim! thnt all o! his purCllnsos 
"until 1\u•thor notico" will be purchased to;r rooclc . m.r.nl'.ot ccrti.t:i­
cotco, M ttOll as those covoring single ~a1os, frequently state th:lt 
tho purchoeor aoout10s lL :nlity for payccot ot tho a111ce t:uc in ~h<r 
event tbo property ie uso<i l:Jy l>.l.J:l. Is=u:mco ot tho blnnl<ct C:XOOJ)tion 
ccrti!icatc doos not rcllcvc tbo sc· :or 1"rool jco,pina C:otnilcd roconls 
ot nll ealua !or I'G&alc , but it dooa roliovc both ccllor nnd bt.Vor 
of tho considornblo OJOOunt of additional yorlc thlat •ould be! imolvcd 
in tho iuuancc and filing of an cxc"')ti!>ll ~rtiticat.c !or ovc_7 $a1~. 

It tho St.atc retail eolcs t.ax:os ..,ro etrictl.Y •l.J~t:l•o-c~!-•1~ 
~hey WO\lld cxoq>t !rca t.ax ell articles which 
producinc Gn<l dietri butin<; fini<~hed articles . 
tax!ltion oxiato in that tboy awl:: ~)' 
ot cons~r.' &oods but alae to t:1.Dal :al,Oe of J:lJI\l4',..,·. 
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u mchincey, cqul.p..:>nt and supplies to 1ndwttricl and coo­
""rci4l wocre . Tho extent to which cost goo<ls arc cxe""t >:ill be 
d1acwosocl in ooro cletnil below unclor "Exclusions ancl S.V.amptions , • 

2 , Lenses ancl rentals 

Somo of tho State retail sales taxes specifically cover loasos 
ancl rentals of tangible ..,.,rsonal property, ],/ Trr.nso.ctions uhoroby 
poeaosaion of tho property is transferrocl but tho seller retains tho 
titlo as security !or full ~nt nrc cloomod sales in all States , 
In cases nhcro tho tax docs not cover loo.aoa, hOI"Ovcr, it has been 
ovciclod to s01110 extent through leasing agrco..onta whoroby title is not 
ti'ClNI!orrcd and inst:>.llocnts of "rent• nrc p:>.id .during t ho useful 
lifo of tho property in amou:ots aggregatinll tho noroal. purchase pric.,, 
This arron.,""""'"t hns boon used particular}¥ with roapoct to transfers 
o! dur:>.blo poracmai property such as mchincty, Scwral States pro­
vent evoidnnco of the t<>x through this dovico by incl~ this type 
of lonao in tho clefinition of t a.'mblo tmnsactiona , y 

) , Services 

a , Taxable services 

In !!Onor:>.l, Stnto retail sales taxes apply only to tho rendering 
of n f<1ft specified services , ll9st comr.tonly taxed nrc the operation 
of places of nmuscmont and telectcd publ ic utility sorvicos , In n 
fm• caeca, hm:over, the tax also applies to such services as aclvol'­
t~oinc, hotel, o.na auto stornr;o , 'JI 

Ten States !./ specifically include snleo or ndm.ssion.s to places 
of nnuscmont in the definition of retail sales, ~ and. nll except six 
St:>.toa tax oODO typos of public utility sorvicos , Table 2 inclicatos 

e
2 

Allons these oro : Louisio.na, \Icst Virginia, and Ohio, 
::~ Tho Colomclo law, for cxacplc, includes lease or rental co:l5ido,.._ 

ntions t:hero "rir,!lt •.o continuoue posaoasion or u.oo of ney article 
ot ti>ngi'Ol.o personal property is 11rantod unclor a lanse or contract, 
en(! such trans!or or posses sion would bo ta.:talilo 1! outright sale 
Ttcrc lll:ldc ," (Colorado I•m• o! 1937, chap . 230, crt , I. soc , 2 (q) ,) 

'JI UoGls sorvocl in res taurants are tQXOblo in all Stntos· as sales of 
tnngiblc personal property. 

!t/ Alobamn, Arkansas, lema, r.o.nsns, ltissouri, llorth n>kota, Ol<lahoma! 
South Dnkota, utnh, and Tlyominso 

J1 In addition, the gross .receipts or gross incol'lO of nmusocent operators 
is subject to tax in six St:>.tes (Arizona, Inclic.nn, ll<n1 Uoxico, North 
Carolina, r:oohincton, ancl 11cst Vire;l.nin) . 
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I 

the extent to t~hich tho vcr1ou.a types of r>u~'l.c utilHy services arc 
tGXod wt<lor State enlos truces . or tho retail slllo• tQJ(OS, tho \Test 
Virginia tD.X prooob~ hilS tho broadest service COVOr:l(lO, &9J):cying to 
all types except profoftaionnl, personal , nnd co>~nin public utility 
services. 1f Colorado lov1os a special tax on sorvico chorccs and, 
nlthoush inposcd undsr a separate act , it in of!oct serves as a 
supplo::xmt to tho 114l.os ta.x, Identical rstoa arc iq)oscd, sicil.nr 
cloductions arc olloriOd, and a CCIClbincd salos and aorvico ta:: return 
1a c!:ploycd, Tho sorvico ta.x ie of broad acopo, covorin;; llnUScDOnto, 
hotels, contractors, pro!ouiOMJ., Y technical and scientific serv­
ices rondorcd on a too besis , advertising, banks (oxcept cs to intorost 
on coney loanod) , oorbor shops, beauty shops, lnwulrios, credit b>,>roau.a, 
f i ncnce companies, parking lots, and specified repair nnd fn;,r1cction 
services . 

b, Nontcxnblo services 

Generally tho Stato rot all sales taxes do not Gpply to personlll 
and professional services, l~itb 11£11tod oxeoption, it is only in 
t hose fer. States •:hich lovy tho broador scope to.xea that those se rvices 
arc reached, 2/ 

c , SnociGl problem relatiM to 
s~~os Qf proper-ty and services 

Difficulties ariso in tho co.sc o! sales nhich include both tho 
rondoring of services nnd tho transfer of property, but in which a 
l~ sw1 is char god for tho \fhol~ ; Tho Stntos sonor.>lly hove classi­
fied t ho various occup:>tior.c ar.C profossions Md indicc.tcd tho tox 
linbility of cnch, !J · 

(1) Bu.ainosses primrlly oMg!!Sd 
in rcrxicri.r.g aoryic:c s 

Businesses priJ:Inrily ongagcd in rondorinc eorvicos but 
incidcntlllly sellin:; tlln6iblo goods (such ns berber ehopa and beauty 

}) Services which &!'0 truc.:>blo include: nmuoeponts, blncksmithine, 
hotels, restaurants, lo.undr!es, cleaning end d,yoin!l, shoo repair­
ing, photographers , garncos, mchinory repair s:,ops, !"'per honging, 
paint ing, plunt:rl.ng, roofers , moving vans, and all other sorvico 
lNainossos not epccificnlly C?<cq>tcd ~ lan or rogul.at~ons, 

Y Certain professional aorvicos arc oxcr.;>t, o ,g, , pll!·sic;.ans, dentists, 
nurses . · 

~ lndiaru, !iiasieaip;>i, Nov lbxico, ITMbincton, and liest Virginia. 
"' Soo B, u. Ratchford •l'ho lt>asuro of Consllq)tion Taxos, • L:r.l and 

Conten>orory Problo~ S\li"GCr 1941, Pl' • S71..-S7S; Sllor.:lBD ? . Cohen, 
"Tho 'l'ar.ablo Trnnso.ct!on irt Consumra • Ta.xoa," tau a!ld Contcroorory 
Prolllens, Slll:lr.IOr 1941, pp , 530-535. 
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Table 2 . Taxation or public utility eervices 
under state general saUo tub • . 

(Jt denotes servic~ J which are taxed) 

I ITranaeortation or :Telegraph 
State Oes Electricity I lfat.ill! 1 Freight~ Persons end 

:telephone 

llebama ;.: 
.lrhCI\l X X X X X X 

Arkansas X X X X 
c.lilomia ,. • Colorado X X X 

m1noia 11 X X X 

Is>diana X X X X X X 
IOIIll X X X X 
~!ansa<~ X X X X 
Louisiana 

llichigan X X 
l(ios1u1pp1 X X X X X X 
ll!ssouri X X X X X 
New llex1co X X 
North Carolin~~ 

X X X 

North Dakota X 
Cllio 

X X X 

Olclahana X X X X 

South Dakota X X X X 
Utah X X X X X 

lash1nctc:n 
l est Virc1nia 
(uoss income 
tax c:nly) X X X 

traunc X X X X X 

11 The taxes on utili ties _ are imposed under a separate act;. 
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shops) usually aro exempt on their principal activity but are liable tor 
tho tax on sales of tnn(liblo peraonal property . l/ Ordinarily, sales of 
tangible personal property to such peraons tor usa in connection with the 
performance of services (for oxntq)le, shaving soap uaod by the barber) are 
considered sales for final consucption and arc taxable, Anomalous situa­
Uons my exist in certain eaaoa, hmrever, as Ulustratod by Illinois• 
trcatnent of glasses tun>iahod by optocetriats prior to tho aoendoont of 
the tax net in 1941. In this ease, the Illlnoio Suprcno Court, after hcld­
illi that en optometrist was ~ liable for tax on gluscs .turnishod to hie 
petiont since tle sale was 1110roly incidental to tho rondcrin;! of a prctoa­
oional service, rulod thet ar.loa ot glasses by an optical supply houso to 
tho optooctrist narc sales for rcaalo and nontaxable, since tho optOI!IOtrist 
did not uso or consuoo tho glasses.3/ 

(2) Businesses primnrily on~tnaod 
in selling goods 

Businesses primarily ongagod in selling tl.n$iblo goods but 
incidentally rorx!oring SOt.IO aorviccs (for OXAiq)lO, noriats and phote>­
lr:IJ)OOrl) usually aro subject to tax on thoir total receipt s even 
though a part o! thoir cherecs r;xy be fo.r :sorvieos, 

(3) Businesses in which both !!Qrviccs 
and e!!lc of property are iRPortant 

' !lusinosscs in which both tho rendering of sorvieo and tho sella o! 
property aro ir.;>ortnnt present the dif!icul t problor.~ of aaparatlJli 
ohnrcos for services from thosa for sales of property, Repair trades 
fall in this group, Oonorally, if separate ch&rgoe are mru!e and 
soperato records kopt1 tho aarvicc charco• are not t=blc under Stata 
salas taxes , 'J/ In tno esse of automobile rop:1irs uhore Mtorial coats · 
aro n rolativcly high portion of the entiro cost of a ropai.r job and 
uherc tr:ldo practico in billing has been to itemise labor and mtorial 
costs, serious probleM do not oxist, Shoo ropoiring, bal:cvcr, presents 
a real prcblca because o! tbo difficulty of doton:dning tho valuo ot 
l onther used in ench repair job and tbo tmdo proctico of l~uo 

lJ Stnto rucpcrionea appcnra to indicate t hat careful records arc not 
kapt of articles usad in the performance of sarvicoa and those sold 
ns a side line, and that this procedure provides possibilities for 
evasion of tie tax, 

Y lbbcock ,v . tludollwl1 367 Ill , 626, 12 ll. ll. (2d) 6J5 (19J?); Arnorieru1 
Optical Co, v , t!udOll'lll!), 'YfO m , 6'Z7, 19 II, E, (2d) 582 (1939} . Cited 
by U:>brbattig, Folix s., • 11oan1ng of Rctllil Salo and Storage, Uso, 
or otbor Cons1q>tion, • Lm and Contog>orarr Problcns. Sw:o:>r 1941, 
p , 55). 

:J/ Tho \Inshington retAil 841oe tax, unlila> oost State 84les taxes, pro­
vides specifically !or the in~luaion in retllil sales of charges tor 
"tho inatallntion, clocning, decorating, bcnuti.(y1ng, repairing or 
othorm.so o.lterilll) or improving real or porsonnl property of eons\.UIIOrs , • 
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bUliOC• S1nco CI3I\Y of tho buail>oes units nro &1&11 ani haw poor 
occou:>tin& oyetoms, the States afton pon:d.t an arbitrary apportion­
I!IOnt of receipts to eorvicas ani to goods. Tho apportionlll3nt varies 
rroo Stoto to StB~o . Shoo ropn' :'mCn, for oxanplo, arc trurod on 
pr09ortions of total chal' ;es ronging fran 25 to 50 pcrcont . y 

d. Transportation, instn1lntion, 
intero~t nnd carrying chorgos 
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Cortt'.in other services rondored in connection vt1th tho sale of 
tangible poroonsl property· generally nro oxo~t 1f scp:.rntoly billed. 
Thoao include tronsportation, inatallntion, interest and carryiJl!l 
crorQOs, nnd inauranco. Y The llnahington retell eales tax l .:m, ~ 
liko ioost Steto sales tax 18'f1s, providoe spocifically for tho inclusion 
in retell sales ot installation chorcce . In Ulinois, 1t tho sollor 
1s rcqul.rod to instnll tho property in order to coq>lctc tho sales con­
tr::ct, tho instsllc.tion charges aro tnxablo. 

9. Exelu.s'ions and ro::ogptions 

Certain types of prcporty nnd salot aro outside tho scope of 
State sales tt~Xos . Those sales either MY be excluded fran tho dofi-
n1 tion ot' rotall sale or they mcy be spoaificlllly exempted !roo tho 
~=blo clAss . Tho cxclusiona and oxoq>~ions fnll into four major _ 
catogor1oe: t1) articles Tlhich ontor into tho cost of production nni'~ 
distribution, (2 ) nocessitics , (3) articloe and sorvicos alror.ciy taxod, 
and (4) lldml.nistrntiw exemptions , 'J/ Tho bases of those exclusions 
nnd oxo"Ptions nre avoidance of cultiplo taxation, equity considerations 
(npplying either to producers or to eonaUI!lOrs ). administrnti vo cxpcd1oncy, 
and political pl'OSSUTCS , 

1. Articles 'lfhich onte"r into coat of production 

a , P?'rfsic· ~..,tnzrodicnt or copponon~-oart rulo 

All tho Stnte retail s.llcs tnxcs exclude tree tro tax base sales 
or goode .for resale, but the definition of n salo tor r:salo has boon 
roatrictod in :'lOSt States 'by the p)1ysl.caL-ingrod1ent or eor;>qnont-p:lrt 
test, In other Ttords, prcporty is not sold for ;-osnle Ul'llcss it 

iJ JlQtohford, ll, U, , oo . rn., P• 575, Y For "' more dotallvd discussion of tho troo.tmcnt of such charges, 
soo tho section on monsuro of tho tax. ll For o. discussion of these various olessos of exoaptions, sea 
Ooorgo T. Frampton and 11wr.n t.. Jmith, "COimloditios and Trnnsnctiona 
Excq>t trCI!l Consumption TIIT.OS ' . l.nvt nnd contoMJ?Ol'.:t!'Y Problems' 
SlliDliOr 1941, p . 579. 

I 
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bee-• a constituent part of othor tangiblo poracnll proparty which 
ultir.>:ltol,)· ia to 1.Jc eold at r..'1oail , Tho 1ngrodiont or conponcnt-pD.rt 
tost 1'1rat ap,o:>rod as o. rottor of !ldrd.n1otro.tivc construction, but 
io n011 oct forth in tho t3X .:.cts of sovor:U Statos, V 

b, l.fachin.o-r n.n-:i othor articles used 
dl.rect.L,¥ in production 

Sal~• of tlB.chinory or materials t ot• uao in cnrrying on tho buai­
ncoa ot production end distribution, but \lhich do not llcc01!¥l n 
conponant po.rt of tho finis~.od J)roduet , uaunll,y nro ta:cablo, A !art 
Stctoe, ha.•ovor , have gone beyond tho peyeic:U- ingrodiont rulo and 
exclude (or oxccpt) fra:t tax the matoriale and a.~cb1nory which are 
US<d in 1ndustri:U proccssinJ; end in distribution. 

Alllbo..-.> restricts t ho cxo.,tion to mchinory used in mining, 
qll:lrrying, Coq>O'.mding, processing, and manu!cctllrinj: . 

l~chi~an•s dof1.11tion of retail s:Uo oxoludos 83los of tang~iblo 
porsoncl proporty for consur.ption or uso in industri:U processing or 
in n3ricultur:U production. &bs of both ~~nchinory and matel'i2~s 
for uso directly in production aro thus not tax4blo . Tho regulations 
intorprot tho industrio.l processing oocclusion to cover so.lcs of tools, 
dios , patterns, and machinery usod in manutacturins or processing; 
oil, c rcnso , wosto, Wi!)ing cl oths and cloan1ng compoundo used in 
connection IIi th such tools and JMchinory; and s ubstances used to 
crcnto 11 ehomicnl reaction in manufacturing or pr.ocossing . lbtorinls 
l'or usc in administrntivo .and distributive departments, hcnvo'lor, arc 
subject to tax liS nrc :Uso s<llcs ot itor.IS used only incidcnt!!UY in 
product ion, such Gs clocks, jnnitors ' sup~lioo, end !1rc extinguishers , 

Ohio 's definition of rct411 s:Uo CY.cludos not only s:>l cs of 
taneiblo porsonnl property !or cona~q~tion or uso diroctl,y in a>nu.. 
!ecturing, proccss:inc, rofining, ::ininc, production or crude oil and 
n:ltu.ro.l. ~s, zuw:t ! n..n:D.ng, :,ut clso thoso tor cQ\Gucption or us~ 
diroctlv in rllld.ng rcta.i1 sales . Thus, a:Ucs ot tr<ldo fixtures, such 
44 sholvca, showcases, cnsll r.::giatc :"S, and other oquipcont usod b-.1 a 
rctaU~r in :Us b.ls1ness , aro not trumblo , 

jJ !'or G diSCU.OSiOn o.f: the ll!)pliC<ltiOn Of tho ingrodieot Or COillPOncnt­
pr.rt toct, soo 1/ohrbai'tig: Folix s., 11t~nni!lf, or Rotail S:Ug and 
Storcgo, Uso or otho r Consumption, " Lot~ nnd ContomPoracy l'roblc., , 
S~r 191.1, P• 54J , 

184 

Regraded Unclassified



-11-

four St:ttos cxcJude ccrt.ain sales which ot.!lotm.se would be tax-
able by defin1r.c theo a" wholesale sales mther th:tn rot:til B<llos . 
\'lost Virainia defines as a wholnsalo dealer (and therefore exempt 
t rom the rotnl.l oalcs tax) a pe~oon lfho sella "lllnchincry, supplies 
nnd rotcrinl" to porso:>S cngngod in the business of ronu!acturing, 
trnn~portntioQ, transmission, communication, or in tho production o! 
nnturnl resources . Under the f!orth Carolinn tcx, ot~los e! cill 
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mochinory or 111111 r>achinery parts and accoasorioa to manufacturers arc 
clcsoitied ns \lholesalc sales and at'O subject only t o tho nholcsalo rate 
ot t:lx (1/20 or 1 percent in comparison w1 th tho rctD.il rotc of J pcl'­
e<:nt ) . Under a 1942 aoendrlent to the !.ll.ssieaippi solos true 1.."'11', sales 
at Cl'lchinory, Jiachino parts and supplies to mnutncturcrs •nthin tho 
State arc construed to be vrholcsalo sales and :>ro ta>cblo at th<t nholc­
aalo mtc which is only 1/8 of 1 percent nhoroas tho rotD.il true is 2 pcl'­
ccnt. The Indi:un gross incoao tax act excludes l'rom tho retail S<llcs 
eotogory G limited n1.11:1bcr of tran8act1ona tv de fining thoD to be whole­
sale salu. }/ lh:ler tho rogul:""';ions, thoro hevo boon axcludod !rom tho 
rota!l sales catecot"'J sue:. transactions as sales of explosives to 
coal m1nos, gasoline for tracto>:a uaod in cultivnting crops, ~eard.f18 
nuids and soap to dry cleaners and laundries . -

e. fi!£1 

l!:ltorials nhieh are consumed in thO production of another comodity 
without bcoomine a part of it (such o.s coal uaod 119 fuel tv a =u­
facturcr) nrc not oxcluded from tax tv tho peysical-1f18rcdient rule . 
Fuel usod tor ma.nutacturing purpoeos, ho~tcvcr, 1a not taxable 1n aovoral 
States oither because it is considored a salo tor rosalo or bocmuao 
it 1o apocitically cxc~~~ptod. Tabla J indico.tos tho method of GXDmption 
or exclusion or.ployod in the various StGtcs . 

iJ • •• • Salas o! aey t!lllgiblo p..trsonal property as o. Q3tor1al which 
is to bo directly consUl:lod in direct production lTJ the purcho<lor 
in the business of producing tGng1blo personal property tv ~:ttnu­
tacturtna, processing, refining, ropairina, 1111n1na, agriculture, 
or horticulture; ••• Sales of trulgible pcrootllll prq><>rty to be 
directly consumed by tho purchase r in tho buainosa of 1ndustdal 
clear-ing; and/or • • • Sales o! aey tGnSiblo porsoml property to 
be directly consumed by the purchsaer directly in tho business at 
rendering public utility service: , Provided, 1\0I'tOvt>r, ••• That tho 
torm 1coneUll>:)d' as used heroin ehall rotor only to tho immocliAte 
dissip~tion or expenditure tv combustion, uoo, or applicatiun, 
nnd shell not mcan or 1ncludo, the olisoloseonco, diacardifl8, dis­
usc, doproeiation damage, "oar, or brolll<Ggc, ot tools, dies, 
oquiplllClnt , r olling stock or '.•s occcaaorioe, mocJU.ncry or furnislll.ngs .• 
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Four St:>tos exclude cort.a' n lfalos whl.ch othennso 'lfOuld be tax-
able 1q dct1ning then as wholesale sales• rather th:>n rotail sales . 
11ost Virsini<l dotincs as a w'>olosalo deale r (and thorofare oxet'JI)t 
trol'.l tho retail oalcs t ax) a person who sells "lllCchl.ncry, supplies 
nnd nntorlal11 to persons engaged in tho business of r,!al\ufacturing, 
trnnoportntl.on, transmission, comm.unicot ion, or in tho production of 
JUltur•D.l resources . Unde r tho North Carolina tax, s:~los o! mill 
m~~chinory or mill machinery ports and occ'eaaerios to llWlufacturors D.ro 
cloasiticd oa Y~holcsele sales end aro subject only to tho wholesale rata 
of tax (1/20 of 1 percent in comparison w1 th tho rutoil rete of J DO~ 
CDnt ) . Under a 1942 amendmnt to tho U1.as1saippi solos tax lau, s:Uos 
ot mchl.nory, rrechl.no parts end supplies to J:anufo.eturcrs ui.thin tho 
st.oto oro construed to be wholcs:Uo sales ond :lore t=blo nt tho vhole­
salo rotc whl.ch is only 1/8 of 1 percent vhorou tho rotnil tax is 2 pe~ 
cent. Tho Ind1nna gross inc<>=<> tax aet oxoludoa ! l'OQ tho retail anlcs 
C:l.tocory a l.1Jllitcd number of tranaaetions ~ defining the"' to bo wholc­
anlo sales. l/ Under tho regulations, thoro hovo boen axcludod froa tho 
rotoil salos category sueh transactions as sales of explosives to 
coal m1ncs, gasoline ! or traetors uso<l in cultiwti ng crops, cleaning 
Ouids and soap to dry oloanars and laundrios . 

"• ~ 
llo.torinls 11hl.ch are consumed in tho producti on of another comodity 

without booomina n pnrt of i t (ouch "" coal usod M !uol ~ a mnnu­
focturor) oro not excluded from tax ~ tho peysicnl-ingrodiont rule . 
F\rol usod !or manufacturing purposes, ha11ovor, is not taxable in several 
States either because it is considorod " salo tor ros:l.le or bocnuso 
it 1o specifically oxcmptod. Table J indiontos tho method of axomption 
or oxcluaion ompleyed in t he vcrious States • 

!/ • ... S.'\los of Of1Y tc.ng1blo per sono.l property as o. material 'tf!Uch 
is to be directly consumed in direct production 17J tho purclnscr 
1n tho business of producinj: tonsiblo porsonnl property by """"'"" 
tact.llring, processing, refining, ropair1n&, tlining, agriculture, 
or horticulture; ••• Sales of tangible personal property to bo 
direc~ly consumed by tho purchase r in tho business of industrinl 
cleaning; a.rtJ/or • •• Salco o! lUll' tnnsiblo peraor.al property to 
bo directly conaum<Xi by tho purch:lsor diroctly in tho business of 
rende ring public utility sorvicot Prev1do<l, hol':ovor, ••• That tho 
tonn •consumed' as used heroin shall rotor only to tho illlllodiato 
dissipntion or expenditure by combustion, uso, or tlpplication, 

1as I 

and shall not moan or includo, tho obllolosconco , discnrding, dis­
usa, doprociation damage, wear, or broD.l<ogo , of t ools, dies, 
o~uipmont, rolling stock or its accossorios, machinery or fUrnishings . • 
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Alalxuna 

ColorD.do 

Indio.nn 

I011a 

Kansas 

!Jiohignn 

llissouri 

Ohio 

llyoadng 
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Table ) , E:mcption or oxclu.eion of tuel rru. 
state sales taxation 

l!othod or exclu.eion 
or axenmtion 

Specihc cxenq>tion 

Defined as 
who1osalc so:o 

Dctined as 
wholesale sale 

Qy detinition of 
retail sale 

Specific exemption 

Qy dof'ini tion of 
rotaU salo 

Specific cxonq>tion 

Qy d.etini tion of 
retail sale 

Defined as 
wholesale sale 

Scope of exemption 

Sales of coal or coke to n>.'Uiu!nc­
tu'rors, el ectric pOI'ror companies 
and transportation c~nics 

Sales of electricity, coal, gas, tuol 
oil nnd cbkc tor' indu.stl'ial a..cs 

l'llol, except olcc1?r1city nnd gsa, 
dil'<lct:cy oonsU!lOCI in direct pr~ 
duction in rnnu!o.ctlll'in8, process­
ina, l'<ltinina, repairing, mining, 
agriculture, or horticulture, or 
d1 roctzy consucccl in indust rinl 
cloanin&, or rondoring public 
ut111ty service 

l'llol usod in creating hellt, powor, 
or stO<IID for processing or for 
sonerating oloctric current 

Salce of oloctricity nnd fuel y 
for industrial purposes Y ruld to 
~oreone engaged in furni shing 
tnxablo services l1 

F\lol u.eod diroct:cy for mo.nutactur­
. ing or proeossillg r./ 
l'llol jJ u.eod in prcfllcing taxable 
utility services §/ 

l'llol u.eod in industrial proceesina 

Sales or pom>r or tuol for con­
e~q>tion diroctzy in mnufactu.rine, 
a¢oulturo, or in generating 
aootivo power for transportation . 

1 Coal, SM, f'ucl oll or other pet roleum products , 
Y lanu!acturing, pwoccssing, lldning, drill1118, refining, irrigation, 

building, construction , 
:JJ Taxcblo services include: telephone and tologrnph, gns, water, olsc­

tricity, hont, sales of moal.s or drinks, nnd enlos of ndmissione , 
!J Tho exemption applloa when fuel is llsod directzy in mnnufo.cturing or 

processing, F\lol used for tho heating of buildings is not oxo..,t , 
5/ Coal, coke, f'Uol oil, gas or other combustibles. 
Y Powor , ol octricity, artificial gas, or etorun, Sales of tuol for otbor 

typos of processing, f or """""lo, aaloe to bflkorioa and to foundries 
or st ool mills 11hon usod in boating ol"', or to roUroada, are aubjoct 
to tax, 
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d. reed , aeed, and tertUber 

In the maJority of States, oales of teed, ooed, and tor tili•er to 
per•••• on«agod in the commercial production of liveotook and agricul­
tural produclo have not been tued ao retail oaleo ei thor because of 
atatutory dt finitiona or aaenptiono or becauoe of &dminiotrative inter­
pretations that euoh oalea are oaleo tor resale. !f Nine States have 
tpeoific otatutory exemptions relating to produota entering into agri­
cultural product ion. The nature of thea• exemptiono ia indicated in 
Toblo 4. 

Adainiotrat1ve dlff1cult1ea arlee ill the doter~~ination of whether 
l!YOotock or agric'.lltural producto ere to be told, coniWiad by the pro-
4ucor, or both, tor 1t the producto o.re contUIIed b;r the produee.r, the 
aalat of toed. teed, and fertilizer uauall;r era t.uble. Ohio avoids 
thtao adldni t t rative probleao by exa&pting feedo and ooedo ao claaaea 
of co....odiUet, irrespective of wether tbe bu;rtr 1t a !&n;er and 
re,ardlett of tboir intended uao. I&Ao&o teoka to tinplify ad&iniotration 
by t&xing feed and aaod according to predoainant uoo; that ia , teed it 
tax-free Wbol\ uoed priaaril;r tor purpooeo of producillg t or resale and 
taxable when uoad pri.IDBZ'ily tor consunption. 

Niosouri at tempto to 4rav fino linea ot diotinction batveen 
taxnble and nontaxable aal ea. ACoording t o the rogulatione , aalea or 
feed tor fooding brood aova are taxable but teed purchaoed to fatten 
the pigs , if the pige are to be fAttened tor market, is not taxable. 
fhe burden ia plnced upon tba eeller o! f eed to deter mine at the time 
or the a&le vhether .or not the aale io taxable. Therefore , the eellor 
h directed to take !rom the purchaser, in proper ca11o , a blanket 
certificate g/ wbieb atatea tbat grain purcbated by bim Will be used for 
purpoaeo of feeding li•eetoek or poultr;r !or aarket . The purchaser agreeo 
that it be ohould at .., time purcbaoo t eed tor other than the above-
na.aocl purpooe be vill notifi the Mrchant and pa;r tbe tu. 

Micbigan't definition of retail taloo excludeo taleo of «004• ueed 
in &grioultural production. .u i nterpreted b;r r e&ulation, tbe tax doot 
aot apply to oaleo of lll&terialo to peroont ragularlf enjpO&ed in buai­
neoo at f.,..ero vhi cb are to ht uoed in t he production of Croll• or 
taitin« ot liYostock and poultry to be told for ul timate conaunption. l/ 
Goode tol d to the farmer to be uoed : n t he production of producta tor 
hla own coaounption are eubj -ct to the tax . A nuabor of complaxitiot 
ba•o arioen in the admini stration of thio exa.ption. In order to 

1/ Vahrbatug, reux s. , op. cit., p. 54!1. 
'!I The bl&nktt certificate• nre not furniahed by the State Auditor, but 

the re,.lationt indicate tho tore to be utad. 
l / Saleo of fertiliur, for eliAIIIJ)l_&, to be uaed on l&vno and ba .. or 

pr iYIIe sardeno, or UtOd by lanate~e gerdenort , are praouaed to be 
for uoe other tban a&ricultural production and are oubject to tax. 
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fable 4. Specific et.atutory eaapt10D Of feed, t eed f 
&ncl. !ert111•er under S\ate ealeo taxoo 

----·----~-------------------------
Sta.te 

Od1forD1a 

lo"" 

Louh1Ma. 

Hlululppi 

N1eoour1 

llorth Oa.rol1na. 

Ohlo 

Vyoalng 

Specific exemption 

Seedo. for planting purpoeeo, a.ncl. 
fert1l1ter 

Peed, oeecl.o, a.nnUAl planto and fert1licer, 
tba prod.uctl or Yhich are to be uoecl. u 
rood tor h· 11&11 conaUIIPUon or oold 1D the 
re~!a~ e'uzae of buelceea 

i'ert1liur 

Fortlliur VheD told dir octlT to farmero 

lortill•er and ooed uood ln growing 
agricultural producto tor m&rlet 

J'eecl. for Uveetoc~r po11ltry to be oold 
ultimately in procoooecl. form or a t 
r etai l; aeecl.o, l1moetone and !er t111cer 
uoed In crea.t1ng t;odotuffo t o be oold 
at reta.1l 

Coeoerclal fe~~111aer on Which the 1D­
opect1on tax bao been paid, and u..., 
and land pleotor uoocl. for agricultural 
purpoaee 

7eecl. and aeed 

Seed &ncl. fertllloer, the producto troa 
which are to be oold: and !oedo for uoa 
1n feedlag livaotoek or poultry for 
IWLI'kB t 1nc purpo••• 

I 
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! SO 

doUrslftO hll t.ax l!abillt7, the f&l'ller mot keep an &CCOII.Dt of tho uount of pro­
.U. bo conOUJiet blllloelt, the amount he oe,llo f or r .. ale, &lid the uount be oello to 
,.,. ultllii&U conlllllor, .U a t•eoul t , it 1o difficult to collect tho tax on aal11 to 
foruro tor home conaumption and oaleo b7 ~n direct to conOUJDers. 

2. Other exemptiona 

ln addHion to exolue1ona from tho retail 1&101 tax of ealeo for resale and 
oalet of certain goode which enter in~o t,he coot of produota ul timatoly t o be eold 

1 t retail, there are epoci fio exemption& from t ax of cert&in commodi ties . 

State tox adminiatratora indicate that the exemption of opocific co~ditioo 
or elaun of oom::10di tios , or of aalea to opeoitie<\ olauee of beyer a, make 1t dit­
flcult l .t not lmpou iblo to collect the entire amount of taxea f or which taxi>aTero 
are liable. !hou ditfieul tiee ariae in larce part from the failure of retail oro to 
keep aeeountinc racordo or where r ecorda are kept, failure t o segregate aaleo on tbo,-
wh ot cluou of coodo or bu)rera. "' 

• • loceaetttea 

Vbon obJoctiono are raised t o aalea taxeo on the &round of their regroooiYoneoa, 
tho preponsota 1:a1 counter with the aucceotloo that tho examption of noceuitieo 
(eiiiDiial foodo, l.,....priood clothl.nj;, tuel , and modiolno) will reduce the rogre ... 
oiYIDeeo. !ecauoe of tho Administrative difficultioo involved and becauae of tbe 
lou of revenue that would reoult, tow Sta t oe have extended exemption to tho oo­
~led noceloitiea. 1/ At present, throe States , California, North Carolina, and 
Ohio, have central food exemption• ( •toed for bwDan coneumption off the premia eo 
vl>tro told' ); a/ and Wast Virginia allowo taxp~ore an exemption of 50 con to from 
the purcbau price of food products , ~ Othor Ste,tee which at one time bad lim! tad 
food exemptions have repoaled tbam. if. Only one State , North Carolina, exampto med.o 
lelne, _,4 1 t reatriota the exemption to medicine told on preaoription of pb,ya1~1ana 
or co"l'oun4t4 by druuioto , ~ 

if Lollhiana1 o firat oaloe tax (LuxurT Salol '!'ax of 1936) exempt od from tax a l arco 
lliiZ>ber of 1 neceooit1eo• including feodAl, far11 implementa , coiiCOn houaobold ut1l­
llieo , .,d oho11 and clothin& sellin& tor leu than $3, !he .Let proved di!!ieult 
lo enforce and wu repealed in 1938, (Neil B. Jacob)' 1n .!letail Solea !nation, 
p. 197. ) 

V lev York Oit7 aloo hllo a broad f ood exemption. !he Ill1no1o elect orate dtfaated 
at tho lloveaber, 1942 eloetion a propooed c011ot1tuUonal ....,n41oont which would 
have peraHted the lGC"iolature to axempt food oaleo froc the ealeo tax. 

V the preunt exemption waa adopted in 1943, It appl1oo to oalee of breed, -
trlea, out , butter, nour, a1lk, coffee , tea, chocolate, cocoa, nuta, fruita, 
&rocerioe, vocetableo and moate ao food produoto tor buaan oonoumpt 1on when the 
total retail prico of 807 or all of ouch food produoto dooa not oxceed fiftT 
canto llllen purobaoo4 aa 607 ono conUnuinc tranooetion. It dooo not appl7 to 
•alu ot thou productt bT hotolo and reetauranto. Tho proviouo law ezcludeti 
from tax oales of opacif ied f ood 1toma: broad, buttor, ""' • nour anti mUk. 

V "->nc theoe aroa Alabama, Arkansu, :u~d Wathincton. llorth Carolina ahift od 
from a opecifio oxeDI;ption to a ol&nltet exeiiPtion in 1941. 

M lev York Oitr oxeiiPh IIOdicine (and •T•&leuoo) oold upon a pb,ylic1an 1
t p.roecrip-

tton. • 
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Tho adm1n1otrat1on of & general food oxe~tion hat required not 
onlY tho 118t!ng ot tho j!t!noral clneeoe of food ittma exoept, but 
1\loo the dotailinc b)' tr&delll&rk DA&O ot certai.n ittlll which are to 
be regarded as food and certain onoa which are not, &zaaination of 
tbl california rogulat ione, tor example , re•eale left«tb)' eupplemont• 
to the rejiUlatione CO"!''ted of tradeark naaee which be•e been added 
to the oricinal Hat of jl0118r&l clanos of ittl51 which are to be in­
cluded in or excluded troa food producta. l'or inatance, the Battle 
creek Food Cocp&n)'1 1 "Spinach Concentrate• ia not conaidered a food, 
vblle ita •zo Fl&koo• 11 eo coneidered. The Ohio Depart11ent o! 
fuation declare• that ao a genernl guide it boo followed the average 
peraon•o definition and the aeaning thia averAge peroon attribute• to 
the tor" "food. • The experience of the Dep&rtllont, hovovor, indica too 
that poraono are not agreed ao to t ho definition ot food and that manr 
q•eotiona have ariaon vbich required the expanoion of tho regulationo. 

Prior to tho 194} re•ieion, Yeot Vir,inia'o food exemption vao 
l!aited to a few apec1!1ed rood Heat: breac., butter, eua, flour and 
nilk. At !irat j;J.anco thia exuption ap.,eara to be ao apecific that 
fev 41ff1cultiea would arioe in connection V!th ita adainiotration. 
Upon cloter obaenation. bove•er. thia ia found not to be true. Bread, 
tor example. ia defined in tho lav to cean •all b&l<or)' producto made 
from vbeat flour, vbole wbaat flour, and r111 flour V1 th a euger content 
of leta tbao l~.• An interpretatiYo bulletin iooued b)' the ~ax Comm1oo1on 
tlated th~t loaf broad, pan rolla and bune were execpt when made fro~ 
tho ingrediente mentioned in tba law. !f A aupplemant to tb1e bullet1n 
otatod that the l1ot of tax-exeoapt comod1 tiea d1d not 1ncb.d.e 0 qu1to 
a number of yeaat raiaed. ba.k:ery product. a auc.h •• c1MNIOD rolla. cin-
MDOn buno, coffee cakeo, douftbnuta, etc.• 2/ It 11 clear that baker• 
would not alvaya find it eaa)' to diotinguiallbotvetn taxable and non~ 
taxable Hens UDder ouch a det1n1 t1on, and that tho)' vov.ld ha•e the 
&dd1t1onal probleza of keopiftl their recorda eo ao to dioelooo separate 
accountiftl for oaleo of tnxab~e and Mnta:able cood•. 'J/ 

b. 4rticlu and oorrtceo alreadl taxed 

Art1elea alreadz oubJoet t o opec1al exc1oo taxeo are frequently 
oxooapted fro~ the general oaloa tax. A tev Statoo (Iova, lana&A, 
llorth Dakota, and Utah) have blanl<iet exeoaptiono of oaleo alreadz aub­
Jeet to spec1al exciooo. ~ Tbeao exempt1ono are offoct1ve onl)' vhen 
tho general aaleo taxeo are leta than tho opeeial oxeiooo; if tho oxe1oea 

kre looo, tho bUJer .. ,t p&)' tbo difference. 

i7 Bolllotin s, ioaued June 14, 1941. 
'!/ SUppleaont J. to Bulletin 9, ioouod Juno 25, 19'11. 
}/ .lo aaond.nent adopted Ia 191J3 aubotituted tor thio ,...,aption a flat 

50 canto ODIIIPtion fro• tho purebaao price of tnod producto. (So• 
footnote} on procodin« pa. ... ) 

';) Iowa clooo not confine tho credit to caeea in WJ.ch tho other tax 11 
an excite, but pons1 to a or edit for any opecial tax •who thor 1n tho 
fora of a Uconoe tax, otncp tax or otherviae.• In Utah, t he onle 
of beer 1a epocificall)' oxcludad from t he blankot exemption. 
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In ooee caoeo tho exemption !roe oaloo tax applioo only to arti­
cle• vhlch ar., tubJect t·o exc1ee taxet above certain ratea. Colore.do 
exempt• co.modltlea subJect to St~to exoloo or on wbicb tbo Federal 
excleo exceed• l2t percent o! tbo oale prloa: !/ And llyoelng exeapto 
artlcloo oubJect to a State exclee In exceoo ot 5 percent or to a 
federal oxcloo of ~ore than 20 percent. g/ 

Oaoollne Ia execpt from the oalee taxoo In all but a few statoa, 
Other coQOOdltloe cocmonly exempted on t hlo baoio are tobacco and 
alcoholic bevoragoo. J/ At lo&et tbreo Statoo ( lllinolo, Indiana, 
and K!cb!~) make no provi oion for exemption of articloa already taxed. 

c. Ceoual oaloa 

Caoual and occaoional aaleo not a part of or not In tho courae of 
one• a trade or bu.lneea are not taxab!e ln ao•t Statea either beeaute 
they bovo boon excluded from the definition of r etail oales or have 
been opoc!fically exempted. State a4mln1otrati vo rulinca have oet up 
•• o toot of en~ng in buoineao whether t Aora i o •a oyotomatlc r ecur­
rence And continuity of ouch oaleo.• ~~· exemption io Juoti!ied on 
the bao!o that tho coota i nvolved In colloctlnl a tax on ioolatod 
tronoactiono would be dlaproportio~ato to tho amount of revenue raiaod. 

d. Saleo to or by opacified groupo 

(l) Saleo to or by 60vern~ento 

Approxloately halt t be Stateo exempt oaleo to tboooolveo and moat 
of t hooo aloe exempt aalea to thelr l~eal oubd1Tio1ono. ~ 

Saloo aa4o directly to the Unit ed Stateo GoTornment ore at pr esent 
~nerally execpt from State oaleo taxeo when p&TmOnt io made direct 
Iron tbo United Statea treaaury. It oppearo that UD4er tho retail pr iTI­
le~ !0111 of aaloo tax In which tbo tax io Ucblllcally loVied upon tbe 

!/ !hooe Include ~eollne, cl~retteo, tobacco, liquor, and beer . 
OIS"J'o are not exeapt. 

gf fhooa include ~oollno, cl~rottoa, and tobacco. 
l/ Stateo In Which both t.obaeco prpduoto and alcoholic boTorageo are 

oxecpt i ncl ud01 Alabama, Arl2!1o&o, Col orado. Iowa. Jtanoao, Ohio. 
Oklab~IDO, Soutb DaY.ota, and Utah. 

~ Kaneao opeeltieo that the exemption a~plloo only wbon oaleo to tho 
political unit are for uae ·in a 10vernoental oapaclty. salea ar& 
taxable when made to a department ongacod in tba buoineoo of ooll­
lftl tan&lbl e poroonal property at r etail , or In furnl ohlftl any 
aorvlceo oubJect to tbe oal •• tax . 

• 
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rola!ltr, tb<l Stat eo coul4 cout! tutioD&ll.T tax 1aleo to tbo J ederal 
aovo,.,.,.nt . In faot, both California an4 Ill! nola ( vhich employ the reta1ler a• 
prl•llo,e type of 1aleo tax) at one time provided by raculatlon for the tax­
ntlon of onleo to the United Statu GoYernment . !/ California ouboequontly 
..,ended the oaleo tax lav to provide apec1tical1y tor exemption of receipte 
tro• oaleo to tho United Stnteo or &nT agenoy or inotruoontality thereof except 
a col"jlorate •l:!'noy or a corporate inetrument&l1ty. y Vnd.er an amendment 

• 
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a4oplo~ In 1943 tb<l exemption vao further extended to Include 1alee to an In­
corporated A4'DOY or inotrumental1 ty of the Un! ted Statu wholly owned b,y the 
United Stat~• or by a corporation wholly owned by t he Unit&d Stateo . 11 
llllnolo revloed ito r oculationo In November 1941 to provide that oaleo of 
ton&lblo poraonal property directly to tho Vn! ted Statoo Govorlll:lent, 1 to depart­
.. nto, 1411ncloo, azy1 inotrwoentalitleo, de not fall vithin t he J::eaoure of the 
tax. y 
1/ california' 1 reculationo provided: "'I'M tax appl!oo to receipt o froa oaleo 
- of t&ncible porooD&l property to the Unl ted Stat .. Governaent . Sal eo to 

IUeh d.e,artunta a a the Treaau.ry, Interior, J.cr1culture, Var , ll&YJ, Po at 
Office, are oaleo to the United Stnteo Government• (Recu!attono 74. adopted 
JanUAry 24, 1939, effective ~rll 1, 1939). 
lll!noio ro«Ulationo iooued July 1, 1941, provi ded that oaleo to the 
Untto4 Statal Government or any of ito 1netrwoental1tiel ver a subJect to 
tho ealee tax. Reootpto f rom oaleo ~ the United Stat~• Government were 
exempt. According tc one authority,-r111noio had taxed. oaleo to tne 
Federal GovorlUIIont ol.1>ce February l, 19311. (Robert s. Ford and 
E. Fenton Shepard, ·~no Hichigan Retail Saleo and Uao Taxee," p. 59.) 

Y Sooo. 5(f) and 5.1 of the Retail Sal• • Tax Act, ae amondect in 1939. 
Sec . 5(!) provided that t he exemption ohcul4 bo retroactive. Recu1at1on' 
ouboequentl.Y !ooued indieatect t axable tranoactiono by a deta ilect liot1ng 
of tb<l corporf'te agencies and corporate 1notl'lll>tntal1\!oo. 

}./:ixuploo of ouch eorporatlone are the Reconatruct1o10 Finance Corporat1o10, 
tho "-!enoe Plant Corporation, the Defonoa S\11'">1111 Corporation, lie tale 
lleaerva Collj)&Q1, an4 the Rubber Reotrve Co~. 0 ':'be t ax applioo to receipto 
froa oal 11 to corporate ~ncieo and corporate inltrwDOntalitieo of t ho 
Unltocl St&tel no t vholly ovned by tne United 6ta\oo or bT a coJ'!)Oratton 
[Ooi} vholly owned by tbo United 6tllteo . Sxa!oploo of ouch corporation• 
are: liattonal Banke, Joint Stock Land l!&nka, J'&dera1 Reoorve Banka. 
Federal Savtnco an4 Loan AIIOCiationo. r &doral Credit UO!Oftl. and P&deral 
LaM Banlco .• (Rulinc 74) Y llltno!o Rule No. 40, revioed Joveebor 1, 1941, Tho Dlrector· of the 
Department of Finance axplai~>ed tho reaoon for thio r ovtoton aa follov1, 
''l'bo State of Illlnoh cooperated vttb tbo 1edora1 Goveruent in oeel<ing 
a local Juotif!oation for permitting thio excoption, bocauoe, deopite 
t ho financial lou vhicb vould be involved to tbo State of Illinoto. tt. 
Preferred to puroue a couroe vbieh would enable the Jederal GoYer~nt to 
utilise tho money tnvol vod for t1u1 purobaoe of additional planeo, tankl, 
1\lnl, and other 1-.plemeatl of var.• (•Varttmo Jloe,al Problem• 1n Ill~oio,• 
State GoYtrn&eiOt , November 1942, p. 221 . ) 
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Koot of t~ Stateo nov tax oaleo to contraetoro operating under 
Y•deral cott-pluo-fixed-fee contracto. !/ The conotitutional 
a•tthor!ty of the Stateo to tax ouch oalu vao uphold by the United 
srntll Supremo Oourt in Alabama VI. Kine An4 Bpp!tt, gj 

ll!t.h reopeet to the taxability of oalee by the Federal Govern­
ment or !to inotrumentalitieo under State ealeo taxeo . it ma;y be 
noted that the Buok Act, paeaed in l94o, removed the territorial 
!nmun!t;y o! tranoaotiono taking place on ioderal reoervationo, but 
did not "a!vo immun1t;y eo far ao ot.leo )!l the Federal Governcent or 
it1 1netrument&lit1ea are concerned . lJ 

!J Ao of April 1942. onl;y eight St~teo allovad exe.ption to auch 
oaleo (Arhona, !lev liex!co, Ohio, Oklanou, South Dakota, Vaoh!ngton, 
Volt Virginia, Vyoa!ng). Co~erco Clear1nc Houle , State Tax Reviev, 
April 16, 1~42, p. l. 

gJ Jl4 U. s. l, November 10, 1941. The Court ~ld that the oontractor 
ln coet-plue contracts was not an agent ot the Oo••r~ent and ' 
coneoquentl;y ao purcheaer of the materialo uted In ouch contracts 
vao tubJoct to .the tax . The Court o11phaoized. however, that ito 
doc!oion vaa made in the aboence ot Ooncreoo!onal lec!alation 
11 imunizing !rom State taxat1on" the contraotoro in queotion. 
B!llo wore tubaequentl ;y introduced in the 77th Oongreaa whi ch 
providod for the exemption of vnr contraot1 tro~ State and local 
taleo t axeo (by making contractor• nsont1 or 1nttrwmentalit1ea 
ot the United Stateo) but thooe bill• did not roach the point of 
be!nc cono1dored on the floor of either Houot. Hoarlnga were held 
and two b1llt (H . R. 6995 and H. R. 6750) were reported favorabl;y 
by the Routo lla;ye and Menno co...,ittoo, but no further action vao 
taken. , 

iJ "The pro•!olont of •• , thio Act oball not bo t!oo .. d 'to authorize 
the l .. y or eollecUon of aey tax oo or troa t ho Un1 ted Stateo 
or an;y 1nttrumeotal1t;y thereof, or t he le•;y or collection of aD7 
tax vi t h reapeet to oalo, purc:baoo, 1torap, or uoo of tanpble 
portonal propert;y aold b;y the Uaited &tatoo or an;y 1ootrumen­
tal1t;y t~reot to an;y authorised purchattr,• 54 Stat. l06o, 
4 u.s.o.A •• par. 15, 194o. 
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( 2) Sale• to or br charitabl e M4 
other non~rofit organt r.ationa 

' 
Twelve St atoa grant exem»tton to rellgloua , charl tabl'e, e.nd 

In oome c••• • other t~oe of nonFrof!t orcant&&tlone. !I Tho oxo~p­
tlon te rootrloted In five caeeo to oalel ~ eueh agencleo and In 
tho ea:e number of 1natancea to o&let ~ouch •cenctee . In t va 
ca1e1 the exo~tlon covers both o&lea br and aaleo to theoe groupo. ~ 

13) S&lea bv hnen 

P•rcere tell in& their ovn 'Oroduce a,. '""clflcallp exen1>t 1n 
about half of the Statea. :J} !hh exe .... uon 1o largely one of adllln­
lttrfttiYA eroediency baaed on the d1fflcult1eo Involved In collecting 
the tax tro.:a nUMrous vendor• vh.oee ••lea are arll\11 and whose record• 
are ~or or nonextatent . In most CAlli, ho~Yer, t~ exe~tton does 
r.ot cover aalea from. M 1 ee:tabliehed but1nett" or ft reiUlar route 
even though Dade by the. ~roducer . if 

In eca:e Statea sales by fnrl!lere ore exoiD~t only 1f they fall In 
th• c•t~ory of c~•unl •~lea . In South DAkota, a former may eoll 
"horoe -.r cow without securing n l lconee •nd re~lttlng the tax, bu t 
the &X"IB"')tion doea not al:l,.,ly to 11 uerflona who l'lro r~,..;ul11rly engaged 
In the butlneoa of solllng IRn~lble ~oroon~l ~ro~rty at ret ai l ouch 
~• A farmer vho At regulAr tnt~rvnle del\vere h1e milk, cre&m, eggs, 
and ~ultry to city cueto=ero . • ]V Under Ut&h ' o rogul&tiono , a f armer 
11 not ro~utre~ to tAke out a licenao merol7 bccauee he sells a ~rtton 

if 'l'lle,. to a lack ot unifo,.,.it y In the Yarlouo Statn n to exell)>­
ttona ot the reanecttve t~1 of orcanl~ttona. For e~le, in 
o ~rtlcular State, oalea to chftrltable lnotltutlona cay be axe-Pt 
vhlla o&let to religioua and educational lnttltutlona ~be t axable. 

~ The exe..,Uon io ua\l&llp contingent 1l))OD tho entire 'Oroceedo of • 
IUCh aslee bPing uaed exclueively for rell1ioUJ, charlt~ble or 
oducotlonal ~•••· 

N fheae l Aclud.i : · Alabama, .A:ri tonA , J.rla\nlal ,. Loutelana, Mtsst sat::mt, 
lie" Mex ico , !forth Ca rolina , Okl ohollll\ , Ut11h. 

Y Arkanl &l and 0'klaboma .,rovide t~.&t thO OXtll)lt!On ohall not a"!)ly t o 
e.alee from an "eatlllbli shed bufl 1ntUII . 'I Howo•or , the f &rtller'e ce.lee 
11ro not t&ZRblo vhen be eolls co~odi t leo ~oduocd on hie farm 
through an •eatabl i shed bualneee• l ocated o~ t he '"'"" f arm. 

~South Dakot a Begulat i ono , art. IV (6). 
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of hit crept, but if h~ eotabllohee ~~lace of butlne•• for t he oala 
of h1B cro~•. euch 88 a ro&datde atand, nerket, etell, or other 
a tor• . ond tt, in addition to the oole of ere~• vblch hG 'bAa ~re­
duced. , ho eell• "'roducta •<~hlch he Mt vru.rch&aed O!" othPrwtae &cout.rcd ­
from a third ~rty , h• become& R rotPllcr ond lo tubject to tax: !f • 
11ut Vlr& lnia ' • rflgulatione aho cxr01pt !1\riOOr• who JMrket thclr 
nroductt through Isolated sale•, but If tormoro llll'rket their ovn 
product• or thotu of other & to regular cuttomero or markct rcgul~rly 
t o the extent that th•Y src In comootitlon vlth r rt•ll otoree or 
asrKott , or dit~lay f~rc ~roduota on nubllc or curb mArkets or ~ny 
nx•d ~lace of butincoo, they wtt collect the tax on their salco. y 

e . Size-of-sale exempt.iona 

(l) Exe:;ption of emall !?usin•••e• 

LuaD~tua exo~t1ons of gro,a aalot or «rOll reeelvta fro~ State 
rotoll tale• taxes RrO very oxco~t lonal. Ot the State• with slngle­
tt•co taxoo only l!lchig~U> hll• ouch on ex•""tlon, ..,ountlng to $600 
annu&lly. All retailera, hovever, are rn~utrod to file returna 
rcgardl aat of whether their o~ee aru under or over $50 a month. The 
Indiana grots lncono tax nllowo ret~ilort ~ 1~-oum ax• =ntion of 
$3,000 'OOr yoar e.nd rc .. turne ar'l req,uirod only ot thote who havf> grots 
eel•• In oxeoa• or thl• amount. ~ Ondor V~ohington' • grosa Income 
tAX, ~oraone whoae groas o~rat1n~ tncomo ta loea than $600 for 
a bi-monthly nor1od Are nxommt . ~ It grooe incomo exceed• the minimum 
cxcaptton, however, the ont lre income 11 eubJect to t AX. Pereona 
claiming oxc.ation under thit provi t1on e&¥ bo re~ulrod to !tle re-
turn• OYon t hough no tax It , due. 

(2) Exemption ot ee>&ll purchases 

Scall "urehaoeo ('OUl'chaooe brlov a !1xo4 .. ount) ue often exo..,t 
troa State retail sales taxea in 10 fAr •• the cona~er 18 eoncornod, 
but utuolly tho retl!.ilor 1o requl.rod to 1>11¥ thO tu on the total amount 
of ooleo tnclu~lng tboae on vhlch he val not allowed to collect the 
tax. Lou1a1ana te an exee~t1on to thia rule. • Under the ~resent 1-
JIC'reent tu, the 'bracket 1yatcll nrovtdea tor tho ex~=vtlon of salol of 

1 Utah R~gulot1ona, nar. ~. Se~tcmbar l, 1939. 
Y lleat Virclnlll. Su,.mlomebt to llullntln llo. ~ • ~ Poroono other than retellor• ••• allowed an annual exomotlon of 

$1,000. ~ Prlor to tho 1941 amendment , tho bi-01onthlY oxo..,tion wao Sl,OOO 
tor rotoilero and $400 f or othoro. 
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24 centt or len, and the retailer 1o 11Uowd to deduct receh>h from 
rueh oaloo if he cnn subotantt11to the deduction by written recorda. ]J 

New York City and wyoming, whloh allow, oxempttono of small ~ur­
chaaee, follow a different nracttce. Under Vyomtng'• lAw, cooaumera 
~ye not re~ulred to ~ay tAX on purcheaee of ?,4 cent• or leas, And 
rotoiloro 8ro ~rmttted 11 choice of either ~~eptng detailed saleo 
record• ot ouch oaleo in wrich 011oo they return only 1-~ercont t ax 
on theD, or of not keeping auch rocordo and pAYing the regul.er 2-
percent til% on total ••~••· Now York City1o ocbedulo (under the 
~reaent 1-nercent tax) ~rovldee for the return or no tax on trans­
action• inTol•tng leoa then 25 cento, but the ?tndor aay oeuarately 
oto te Md collect the til% on thooo taltl troa conou.aero •tt he !indo 
it teatiblo to collect th& tax 11t the r11te o! exactly 1 ~rcant.• 

4 rultnc tnterureta the proTlaton a• follows: t or •~•.ole, a vendor 
who bat eotabliobed a oelling ~rico of 24-3/4 cent• aay collect 
a tax or 1 percent, or a~r~ximatol7 1/4 cent, tbuo roceiTin& from tho 
,cuotomer an aggregate or ;orlco )>luo tax of 25 conto. Y When the 
vendor eatabllahea & fractional ~rice on talea leea than 25 eenta, 
hta btlle, &dverttatng ~lacarda , or other recorda auat ahow clearlY 
a •ePftr&te b1lling an~ collection of ~ho tax. FUrthermore, to avail 
thoaeolvee of the benefit of thh rullnc. ttJ<JlO.yoro must not1.fy tho 
tax odminlotrotor ln order that comolicatlono on future tax audita 
""¥ be avoided, · 

lV. Ke&oure of the tax or eomuutation ot taxable receipt• 

A. Groaa sAloa or groaa reeetptl 

rho meooure of the State retail oaloo taxoo io either the , 
retailer'• cro11 1alee or hia «fOil recel~tl. Oro•• receipts, aa 
uoed ln tho oe.lee tex lave, general l 7 do not inclu~o the total oale 
~rice of cred1t oaleo but include only the aetuol aaount of montT 
collected by tho retdler. Gro01 oo.loo, on tho other band, include 
tho total oale ~lee of all oe.leo .ade by the retailer, rogardleao 
of vhothor or not he receive• full ~nt. lf 

if The bracket ochedule adonted by the City of New Orlean• !or 
collecting thP combined State and city tax (t.<~ountlng to 3 nor­
cent) oxomote taleo· of 12 eonto or len Md reeet:oto from ouch 
oaloo oro doductlbl e l f eogrogatod ln tho recorda . 

3V Rultnc of. SnociRl Denuty Oomotrollor, J•nuar,y 23, 1942. 
]V Adjuotmento a.-e made in ••=• Statoo for bad debt looaes, hovoYor. 

/ 
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., 
In the •Jor1t7 of the St~ttoo the jp'OII oaleo baoia h OJI'>lo;red. 

The t~or renorto the enttro aeount of ollloo, tncludtnc credit 
•• leo, in tho return !or tho ~cried within whtoh tho olllo to 
aotualll =ado. In oevon Statoe tho ueo of tbio beoie to manaator7. 1f 
In !tvo Ststoo the grooe ellloo baoto to uaod unleeo •~ocilll permtoolon 
t o obtained !rom the admtniotrator t o doter ~ont of tax on credit 
oalco. Y Throe othor Stateo ..,h1eh •"!'lOy tho groea ollloo baoio llleo 
~rmit gro•• receipta re~orting of 1elea undor con4ttlonal contracts 
whore t ho 'll\)'mtnt period exceedo 60 dayo. jJ In Volt Virginia, tho 
tax on cr edit oaleo cuot be ~id at tho time ot olllo or within thtrt7 
dayo theroattor. 

Tho cro•• rocolpto baolo to tho uoual .. tbod of repertl.ng in throe 
Stotoo llnd .. rctooton .uot be obt•tnod from tho lldaintotrator to ropert 
on t ho crooo oaleo baoio. jJ Pour Statoo Date it O!)tlonal with tho 
retaller ae to whether ho is to report on a c.ro•• recei1Jtl or groea 
oaleo b&oio. }/ The vendor muot elect vttb hto !trot return on which 
bsoio ho will report. Havlnc elected the Dlthod of =ak1ng returne, 
all ouboeouent returno muot be on the o.-o baoto until ~rmtsoton to 
change bel been aecured ! rom tho adainiotrotor. -

A t endency hao been noted on tho ~rt ot tho States to eblft !rom 
a groat rec('l 1'0te to a groas a• l o• bfltie . ot the eovPn Sta.tea vh.ich 
new roqutro that the tax bn ~llld on " sroto oaloo beeto, throe formerly 
allc""d deterred "ayment of tho t•x on credit oaloo. §} The tendency 
t o limit tho ~riTllege of dc!errlns ~~nt of the tax on credit aalco 
•~earo to lodicete that tho Stat•• havo bed adminlotrattve diffl­
eulttea ~i tb tbo groao rocoi~t• oyotom of re~orting. Grooo reeei~te 
report lnc. !or eXAmnle, eo~lteatee reeord-keontnc with res~ct to 
the elaoot!1cetion of taxable and nontaxable oaleo. Conditional seleo 
c.ontrActa (under vhleh tra:aaterl of wttoeelon of 1>rowrt,.. take pl~eo 
but title to r ot&lned aa oecurity f or the ~cbeoo ~rico) also ~reoant 
aoecbl ,robleu, ~rttcula.rl7 •than the aeller trand'era hla lntoroat 
ln tho contract•to a third ~raon. fho teller 1n •~h caaea auat 
llthtr Jl&7 tho tax U)>OD the full WI ~riCO of the COodl Or kco!' & 

198 

1 Callfornla, Louutana , 111chigan, Ohio , Oklahoma, Uteh. and Vaohtnston.• 
Y .t.rllona, .t.rlcanoao, J:aneao, Killllli)lpi, and Borth Carolina, 
~ Iowa, »ortb Dakota, and South Dakota. 
J/ Illino1o, Indiana, and Kteaour1. 
fJ Alabama, Colorado, llov llexleo, and Vyo•llll• 
§} Purthormoro, only ono of tboou ' (Utab) allovt adJustment for loose• 

or bad debto. Batcbtord, B. u., 9Y• ctt. , P• &69. 
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record o! ~aymento aa4e thereafter on t ho contract In oucb a oannor 
that the tax adainiotrator can dotermlno whet her tbo full tax baa boon 
'Olld. 

B. Adluatmenta ot groea tftlee or crote rtcetpta 

1. Retqrno4 goode ap4 repoatettq4 prppertr 

rt Artlcloa aold are returned and tbo oklo entirely reacinclecl b7 
ro!unclinc t he enti re purcbaoe yrlce, ac!Juat .. nt ~ot be made oinco, In 
effect, no oale took place, .Uaoot without oxce:otton, St..te oaleo tu 
lovo and rogulattono a:oecU'Ico.ll7 '9fra1t a deduotton tor crodlto or 
ro!undo t or roturnod soocla. The deduction t o uouall7 ltctted to 
retuma4 soocla for vbteb tbe full )'lW'Cbaoo prtco to re!W>de4 and a tev 
Statu opoclf7 tba.t tbe uount of tho t u aloo auot be refunded. 

Article• reuoaaeeaed under conditional 1&111 contract•, hove•er , 
are not neeeaaarll7 treated aa returned cooda. Under the ueual rule, 
I! t ho rrtailor1e recorda are kept on an accrual baoi o ao that he hoo 
orovlouoly include4 1n hie reported oaloo tho totAl oelling prtco ot 
tho pro;oe rty, ho will be peraittecl to 4o4uot tho un~id balance from 
grou ollloo ro~ortod t n ht e nut tu return. I! he boa inclu4e4 in 
hlo report ed grooo· roceiote only th& amount of oaoh actually received 
!rom tiMo oaloo of thlo k1~, no or ocli t will be allowed for t ho return 
or ro~ot eoeaed pro~r ty. There are oxco~tlone to tho &eneral rule, 
however. In ooae Statee , wb1Cb roquiro rotailoro to ro;oort on a crooo 
oaleo baoto, no 4e4ucti ono are all owed for unQOid balancoo on r e,oo­
oeuocl noMrt7. C&l1torn1a, LouhiMil, Mtohi4M, and Oklahc• are 
aaong the St&too wbtcb follow thio oraet1eo. !f Tb• Mieht«AD Su~roao 
Court bad hold that tho otatutor7 provitiont roo~ottng re!uoclo for 
returnocl sooclt de not a~ly to rt'OOIIOII10n of arttcleo otnee thoro 
lo no r otund of tbe '01U'Chaec ,rico, !/ Polloving thh ruling the 
M!Cbl&an rogulatlono were a.aendod to pro1'1de t hot •crodlto or r atuodo 
t or returned sooclo • •• cover only ouch IOodO thot are voluntarll.• 
returnee! t or full ucbance, refund o! purch&oo prico or full credit ... 
'l'ho term 'roturnod coocls' deeo 114t !noludo repootellion or reca'l>ture 
of eorcbandi oe b7 local proceoo •• • • ~ 

!f Lou1Uana'o regulattono, attor ,.ov!clinc thot retallcro oh&ll eot 
doduot fro• th~l r grooo oaleo un~id .. OUDtl on re~ooeooed ~ro~rty, 
addo thi o otatoaent, "AnT dealer th&t io ro~uired to re;ooooeoo art­
Icle• ••• vtll bear ouch loooeo htaoelt.• (Louio!ana, Rule 56.) 

Yllontco•u. Varcl t Co. y. ra, '177 Mich. 360, 269 l. V. 166 (1936); 
BMdolpb ~litzor Co. y, ftate Board pf Tax Adt1nietratiop, 381 
Mich. 558, m ll. v. us 1937). 

J1 M1ob1e:an ltegul&ttoee l& ( ao -ndK .._reb 11 1940) . 

I • 
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California tormorly permitted the oeller to dod~et !rom h!o trOll 

reeo!nta the unpaid amount ot tho oaleo nrlce ot a r~poooeaaed article, 
but under a recent o .. l.nlon ot tho .t.t torney O.norol It now to held 
that no deduction to allowed on repoaeeaood pro,erty exce,t vhere the 
ooUre cono!deraUon paid by t ho ou.rchuor 11 ref unded to him. jJ 

lllnour!, ..ttlch raqutreo the J>&71118nt or tho oaloo t ax on the tull 
purchooe yrlce ot artlclo oold undor conditional oaloo contracto, 
doeo not allow the aellor to deduct trom hlo •~loa tax return tho un­
paid balRnco due on re~O•••••od ~roperty, Hovovor, &t tho end of tho 
CAlendar year, It the oollor' a rocorda are ;oroperly lco))t, ho ""'Y 
determine hla actual loll on ouch ~ tranoactlon by •~btrAct!ng tho 
retell Y&lue ot r opotlelted pro;oerty from tho balance duo f rom tho 
p~chaoer (excluding !rom tho bolanee t he unpaid !ntoroot, finance 
chnrceo, !nouranco chars ... ~nd any other uount o.dded to tho orlglnal 
uurchaao nr!ce) , SUch 1011 may be deducted ln tho oamo canner ao 
charctd-otf aeeounto. 

2. ptocount• 

In arri ving at tho =eaaurc ot tho tax, c redit uaually =ay be 
tAken under State enlea taxoa tor readjustment• ln talot prtee , such 
At eaeh, trade, or quMttty di scounts , rcgl\rdloee of whether thete 
d!ocounte are token o.t tho t !~o ot nurchAoe or aub~o~uontly. Utah, 
for ex~le , ~rm!to tho deduction of d!ocounto ovon though readJust• 
mont of ~rleo.haa boon mftdo ouboequant to the norl od ln vh!oh tho tax 
uwn the oole h rooor ted, but tha credl t II ollo~;od only 1! a avorn 
ltftteaent 1o furnllhed thAt tho r aadjuototent ectuoll7 hao been mado, 
In Ohio, hovever, only tbooe dtoeounte 'l!llch are allowed at the t!Jie 
ot tho aale =ay be do4uctodt d!ocounte which are &Uovod after tho 
tale 11 M.d.!' or upon the h&'D">41Din& or &D ennt at eoDO future ttu. 
ouch aa caob dtocounto, are not deductible. 

3. Trantpbrt&t1on. install~tion 
&nd aervlct chArgee · 

Chargee for certain oorvlcoa r endered In connection with o&leo 
of taxable artlcloo may bo excluded from taxable rocolpt a . Principal 
Charco• ot tbto kind are thole mado tor tranoportatlon, lnltallat lon, 
lnttraat, au4 1n.urance. 

Vbore contract pri eoo 1ne1u4o chargee f or trana..ortatlon, 
lnotollatlon and oarTiee t or a onecttted ,.rlod, St~to o&leo taxea 
cenorally a~y to the tull contract ~rtee. I n ooDO State• the rtcht 

l/ Oolnton ot .t.ttornay Gonoral. N. S. 4195 , .t.prtl 9, 1942. 
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to exclu!\o tranoportation chargeo dot>flMI IIJIOD vbether t~e char&"• 
are oeparatel7 billed. !/ Separate billlnc. howe~r. mey not operate 
to exelu!\e trenoportation i! the price h tho ....., both at the aondinc 
en~ receiving point a. 

·Somo SU.teo allov tho. ezloluiion or t ranop.!rto.tion chOf688 ·u tho 
aolLer contracts t o oell property at retvll !or n price ! .o.b . origin, 
the title to paae at that point and. t he bu7er to P&7 the trana~ortotion 
ooou. The Ill1.no1a regulation• provide that "whet.U' r or Mt tren•­
port• tlon chargao mar be deducted b7 tho oeller ••• 1\oea not de?"nd 
upon the ooporete billing thereof, but depen~o on vhether tbe a•l l er 
aoaumee reo~onalbll lt7 !or ~&7mont ot tr•noportotlon to a dealgnoted 
nloce . .. • y 

l ntttllation charge a ano sener&ll7 u<:ladod. 1! there · to a separota 
billing of uterieh and. &Prviceo. In Ill1Mit, bnvner, I! t!>e seller 
h l'f't'lllrad to inotall the proper t7 in order to co.rplato tb• salea 
controct, tha inot•lla~ion charceo ouot bft lnclu~ed In taxable reeei~ta. Jl 
!btl rule epplieo In all inatancoo where tb• inotallatlon ia an incident 
to the e.a.l~ of the goods. as la. t be C:.f'l e ot 1W.ti~'I1' proc!ueta, rMtoa, 
c•rpeta, olcno, otoroga bo tterieo , and ~'' or electric ot oT••· 

~. lnteroat and carl'l!illl! olulr!!!!o 

In tho maJo ri t y ot Statoa , Internet or fln&noe chor gee on .. lea 
nf tangible peraonal property under cnnditlonal aal oa contracts or 
other contracta providing for deferro~ pnr~nto o! tbe purchase price 
ore Mt oonai<\ere<\ e pert of tho aell1ng price <>! ouch propo'rty if 
they aro ooperately egrocd upon an~ billed. Hnwevor, diat inction lo 
cel'\.o botwcen intertlet charges and 11pcna.lt1e•" euob. aa e.JIX)unta aMcd 
to tho aelling price because of failure of th~ buyer to make an 
lnotall...,nt J181110Ct at thP. time I'P"Cifii!C\ 1D the acreo .... nt between 
tho portloo. lnteroat ia deductible I! oepnrately billed, but 
"pontltlea• are conaidered a per t of tilt' aelllng price and arc onbJcct 
to tu. 

if Strtea wbicb apoclficallf rcoulre oope.r~to bllliD« Include omong 
othnra: Cel1for~a1a, towr... ~nua, ant\ llnrtb 1le.kota. 

Y Illlnola lluleo and RsgulPtiono ( rnloc-1 July l, 194l l , art. 3· 
l/!.ll!i, 

• 

•• • 
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A fe~ S:e\eo, for exa=~le Louirl•na an~ Ml•oi • olpnl, eonsl~~r 
Interest an<! carr)'in« cbargea a par\ of \he ullin« "Price and &P!>l.­
toe \ox \o the entire credit "Price lnclu~lng ouch chargee. !f 

In Stntoo lmpoain« the tax on tile conalllller, the runount of tax 
collected by the aeller from hie "PUrcbaoere to . of courao , exclu~e~ fro~ 
the meneure nf the tax. Fu.rthemoro, In moot Stateo lmpoa\"6 \he tex on 
tho ooller, the amount of aalee tax relmburoe~ant collected by the s•ller 
h oxclu.der\ from ,;rosa receipts or groea 1ale1 for ulea t&x purposes. 
In onme croea taxpe.yero ar• required to keep their records eo tbat soles 
recelt>t• arut t&x reeeipta are aegrepted: o t bentlee tax cuat be nat.d on 
t l-.e co•b1Md ununt. y Klchi;:an and Ill1M1o hne for:a>.lae for 
co-\in& ""' tax "hie!> I n effect pemit del\ucUon of the &P!>roxiute 
NIOUCt of tax retcburst!llent troa sroaa aalee. lA lilchlga.n, the !ormla 
us'"' for obttlnin« the a1110unt of ealeo tax payable to the State vbera 
tho }-percent tax 1o Include<! In toe purcb&oo price and reported 1n 
grooo oeloo 1o t o cnno\der grcoe ncelpto eo 103 percent of taxable 
recelpto ~ pay t he \ex on lCO percent. In Illlnclo, the 2-percent 
t•x rete Ia applied to 98 percent of cro•• rocelp\o. lf Indiana, on 
the other band, prcvidea that AD¥ amount added a~ collected ao tax 
coot be ennolderod an addl\lonal price received and muot be Included 
in t·OXrblc lncome . 

111th reapee~ to specific exclaao levied by the redoral Go verrunP. nt 
nr by the Sta\es , oope Stntes ~rnvl~e thot toxos ahell not be doducted 
unleoa they are paid directly b.- the retailer. Ieder•~ monufaeturera ' 
• xcloeo, vhieh' attach a\ tho ti~e of tale by tho manufacturer, ere 
&"n•nlly net deductible in COJII!)tltlnl; ~;rcoo oalu or crou recei;>to 
!or S\ate ool~• tax ~rposaa. Nev York 01 ty an<\ J.rlcanou a~pear to 
be tho only Jurlodletions which ponolt t he do~uction of these excises 
~ they auot be aeparetely atated in ~~r \o be doductlble. ~ 

iJ Loulola..,, IIUle 27: Kiulnlppl, Opinion of tho ~\torne.- General, 
l'.A;f 20, 19~1. 

?} i'or example, Nev Hexlco (IIUllns llo . 39). 
If Prtor to a l9Pl amendment of ' the Illinolo oaleo tax la~. retailer • 

were reaulred to pay a tax ceaourad by srooo r•celpto which Included 
the 11110unt of aal eo tax collected. Thut If a reteller ~ad 3 eento 
(the ret e lmpoood prio r to t he omendllont) to a dollar article, hla 
taxable recel~to ""re 1.1.03. 

~/ Subaoquont to t he lmposit'lon In 1941 of thn Foderel rotan aelea 
texea on cosmetics, furs, and jewelry, Now York City amended i t o 
regulatlnno to proYide for t he dnductlon o! Fodorrl e xela•• (both 
rotallero' and manufacturere•) provided ouch t axeo ara separately 
lloted. Under the aenufacturert' toXflo it ~11 be ~lfficu1t, if 
not 1apo•e1ble. 1n ;I8.D.J ca•e• . tnr tho ret.Ailor to ••certain vbe.t 
portion of tho manutacturer •o -pr ice h a\tributeblo to the tax • 

• 

, . 
• 
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lD eo=e Statea, 1! tha cannfact'-lrer aella 41rectl7 to th,. conGUDPr, 
t he r ecleral ~aeurera' excise t ax 1U¥ be ~xclwled t>rov!~ed i t lo 
10~rettl¥ inwiced. !/ !<'be theory ot thh excl.uo1on lo thBt Fec\eral 
exoheo attach v:>On tbe title to tbe art i c l e oolc\ paooeo trom the 
oana!IJ.Cture r t~ the purchaser, and vboro t he firot purchuor 1a the 
ul t.itt" to uaer, St Ate aalea taxe a uauolly attach at the aame 1nstPnt. 
C?noeouooUy, tho J'ec\eral tax 1a cono11\ored Mt to be a pert of'· tho 
•~lea tax measure. Other Statee reaulr~ tho Federal manufacture rs• 
exoioe taxoo t o be incl uded in t ho State rot eil eal~e tax meeauro e ven 
t)lough tho oele 1a ""'do t o tho ultilllate uur Ml'. t he t ax 1a l1ate~ 
aoporetel)'. y 

In =not Stateo the Federal rettilt r o ' oxeiaoa (on Jewelry, furo, 
and t oilet preporationo) may be excluded from tho oelling pr ice if 
they are oeporately 'blllool. o r i:noiced. IrAiena, hcvove r, hea hel l. t het 
theoe taxeo ant be incltlde~. in t he JCeuure n! tho State tax. }} 

Stat eo uouelly allow deduct1ono of aiocoil&neouo 7ecleral e xcises, 
ouch ao tbooe on eclaissiona and telopbl>no ani\ telogroph se"icea, 
.. -..reb tho ..,r.dee 1a liable for tho tax an!! t he •endor acta eo 
collecting a&ent for the Fedenl 0o90mDent. 

6. Bed debta 

If retailers ~port on & c~eb baaie, tho tax on c~dit telP.a ia 
pal• oa collection& are received a nd no ttx ia paid on uncol lec tible 
atcounto. Several of the St• tea ~thicJ\ 11er11\t tho r •t• iler to '!>&)' 
tnx@a on thA bflaia of grnea ealoa nllow ~.JuetmPnt for wr.rthleas 
ACCOUntt . S·u.c; Bllowancoa present l\dminietrl\t t ve problertB (aa fnr 
example , ~en an account re~reaente bnth ta~blr An~ nontAxable 
aolot) en~ conatitute a l oophol e f or e vading tho tax. F.apeciolly i s 
thlo true in these Stttes ~thicll merely reouiro that tho re te ilor shell 
hove written off tho loasoo on hie booko. I n ooat eooeo t he deduction 
h lla l ted to account& vllich ha•e been c.~ar&ed off t o:: ineo"" t SJt 1"11"90•••· !!} Ot t M oe..,.o Statea ~t:Uell requ!ro ""toiloro to report 
on a ~ro•• •alee brat s . onl.7 one allova t he deduction ot brd debt l !)aaea. 

!J Arkantea, Ill1noia, ltaJ>au , llich i4llln, 111ooouri, !lev llexlco . !lortll 
Corolino , llnrtll '>alcota, Dldfthcce, ~utll 'lo<Dto, orJI ~o,.lng (elao 
lJf!v Orlea.na and.. Uev York City). Cow.~Croe 01earin4 House , Stete ':lo:K 
~. Octnbor 13, 19L1 , 11. 1. Y Alabet:IA, A.rkaneaa , California, Colol"&&to , Int\it\na, 1Uea1ca1pp1 , 
Utah, and Washington. Commorco Cloertnc Hnu.tB, St e te Tax Review, 
Octobor 13, 19~1 . p. 1. 

}./ Prior to 191:3 Cali fornia aloo lull '. thot Fod~r•l rctt• Uera' excle• • 
~~ere Mt de~11ct1blo , but e. 1943 8.4M!ndaont pMvi<loa t hJ.t ony tax 
(other then a 111an•tfaeturore' or i l'!lortora ' oxeile tax) 1opooed b)' 
t he Fede ral Oo• ernment ~titll roopoct to ret oi\ eelca io d•ductible 
whe t her i•.,.,aed upon t he re tailer or conaw:tttr . , 

~ Stateo vni cn allo~t the deduction on tbia baol o include: Colorado. 
Iowa, llitoouri, Jlorth C~rolino, llorth 'lokota, Sout't lle.l<nta, end Utoh. 
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Sl~te practice• VI>!')' wil\el)' with roopoe I I" t lle treat,.,nt of Ol'leo 
lnvol•ln& trade-ina. !/ ~here are three mothndo of handling ouch oal aa . 
rlrot, the .oluo of t he t rade-ina me)' be allowed ao a de~uclion from t he 
oola price of the nev utiele and thb tmdo• in oubJocted to ta.x vhen 
oold. Second , the full aelee price of t he 1101o1 article ma)' be trxe<\ and 
tho trade-in e xeMpted vhen •old. gf Third, both the allovanee cr~tt 
•n~ t ho oele of the t rade-in me1 be t ax• d. 

A few States eMplo)' the firet method and tax onl)' the differonce 
In veluo between t he nev and uaed article but a~bJ•et the secondhand 
art icl e to tax when it to resol d. lf Kanoao fnrm•rl7 emplo)'ed the 
o•con~ ..,thad anr' UeO!J>tad trade-lno when oold, but by a 19111 """nd­
mont ohift~d to the firat met~d of p• rm1tti ng a deduction of the 
e=ount ollnw~d t or the t rade- in. 

In t h• relt of t :V. States, pncttce 11 abnut OQttell)' dl vide<\ be­
t ,..on the o• cond and the t llird Det!»da. ! hll Iova la'f t'D<lcitleo tbet 
tho ~eduction allowed tor receipto freo oalu of trado- ina mat DOt be 
In oxcou of t ho original ~lua of ouch trado-too. Special recorda 
ant be lcopt, boveYC'r, in order t o taO dftlltO.CC ot thia execption. 
~II<' oollor '"''t l<e" P a record of iodhit\11ol tn.noactlons shoving the 
ldontlty of thn trt dc~.-1n propc rt)', tbo dato Z'\•ce lvad e.M date sol d, 
thft nee a on.1 ado\rcaaea of the persona from wb">m ~t.cauirP.d c.M to whom 
sold , a.n~ tho exrct trade- In and oolo prl cn. P• r :>apa bccauao of the 
41!!teultl oo involved In ~minlotoriog ouch on exompt!on moat Statos 
uot ns tho onoonrt metllod exclude thR aalo of tho trsdo-in rega~l••• 
of prl c• . J'roouentl:t t :w oxemption to nllovod only ..,hon the tre~P-In 
h .. bnrn nccoptc4 as part ot the purchaoo p rlc• of ~goods. '!:} 

!/ Fnr ~ ~lac~eaion of t hA treatment of trade-ina un~er State aalrs 
tuea , ant J. U. Ratcht~rd, ttHf'aaur«' or ~nt'.lm!)tlon l'a.xes, • Law 
eo• Contn,...,rag !'mblems, SumD&r 131-1, pp. 571-;73. 

g) TL_. t ex u.aually a'P';)lt~• to De" pert a an,. •ceaaSJ\rie a used l ,n no­
p&irin,g o r reeoM1'-~0ning the eN.1Clf'i tndM 1::1 'b-.1t , in aoce easea, 
the ao el ao am e zec?t. 

}} A.oong tll<>on Stetoo uc: Colorado, !aDou, lf•rt!> 'la:U.ta, ant\ 'ie ot 
Vir&lnla. n,rth ~ta'• regulaUnna "X'pletn. M¥GV~'r, t het 'thi-n 
propcrt7 "o.1eh te not eubjcet to ealr e ta7, auc.1 a.s livastoctc;, 1• 
taken ~• ~art eonaidoratton of tho ~rchaa~ ~Tie~ ot B tB~bl& 
o!'tlel• , t ho purell .. er will be roquirod to PI>' .. t ee tex on the full 
purchuo price. 

~I ltleaiae1pp1 1e f'XCQ!>tion ot aalea ot trllt\f"-1na has bnr.n ennatruct\ to 
nJI!ll:t onl)' •wbon articl co of like k!nl\ *'"" trt>d<"" In on too pur­
eheao of a no-. utmilar a rticl<•, " (:t...ttcr frt>ID Attorno;.o 0<-n••ral for 
thn State TDX Collll'liosion t o co ..... rco Ol~nrios Ht>uon, Hl!.)' 28 , 19~1 .) 
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!but, the t ax 8P9lie1 to asleo of uoed article• which haTe been 8Ccepte4 
In tl'l'dt !or other used artlcleo. 

South Dekota follows the t hird •tt.od ~! taxin& both the allovance 
cr~lt and the oale of the trnde-!n, but a apecl!ic exeaptlon is provided 
in the .,., .. ot resale of used tum macnlnery taken in trade on the 
purchaoe ot nev !arm machinery alreo<lr taxed 'by t he State . 

A Iondoner hao 'been not ed !or Stat ea t o ehitt to the third method 
(v1!on o.llcn no exemption to trade-int) pro'ba'bl)' •• a rooult of 
unaatiati•C\or)' adm!n1ttrati..,., ~xperienee vi t b tta otbere. !} '!'be 
courta be>~~ denied that ouch tre&t...,nt lmpoeoo 1\ou'ble tustion. A 
PaMI)'l .. nls court bald that •the tax 1o impoeed on the purchaser, 
coo:puted on tho amount be baa ~ed to par• ani\ 0 in each lnatanca tho 
tax bu 'been l e vied upon tbe particular tr.aoaction vitb t he r&I'Pf'Cthe 
purcbaur. • Y '!'be Colorado Su1>re• Court beld that the tax co...,ra 
each IPpAI'Dt e tale and that • there b DO Hail to tbe I1UI>ber of tt...o 
a particular article of Mrehandioe aar be oubJact to a sales tu 10 
lon& a• it remainl in tbe otraaa nf co..,.rce and &e•• t brouj!b tbe 
r&&Uln channeh of trad.e. • Jl 
f. !ax rete• 

i'he rotao vhicb are a'!>'!>liad to r"nll o&lee by the 2} oales tax 
Steteo ore dlotributed ns follovo: 16 Statee, 2 percent: ~ b Stateo, 
} porcent: 'j} one State , 2-l/2 pPrcent: §}and the States of Lou!eiana 
and Indiana, 1 percent and 1/2 o! l 1>0rcent , reopootlvnlr. 11 North 
Carolina lovioo a }~rcent rate , but tho maximum t~x thnt m8¥ be lmpooed 
•l'On t ho lale of a lingle article h S15. 'lo&b!ncton and Veot Virg!n!e, 

!/ l!lotchtord, B. u., op. cit., p. 572. 
~ City of Philadelob!a v. Ke!nel Kotore, 16 A. (21\) 761, 764 (Pa. 

Superior Ct. 1940). 
t{ Bodford •· llartaan Bros., lob Colo. 190. 194: 119 P. (2d) 564, 5115. 
~ AlabttM, Uisona. ~aaa. Colorat\o, IlliDI)11, Iowa, Jtabe.ae . 

Khliuippl, :iioaouri, llev l.,ltico, llortb llclaota, OIUabDm, South 
De.l<l>ta, Utah, •••t Virginia, and ll)'n•ln&. 

~/ !llcbi«on, North Carolina, Ohio, and lla&bln&ton. 
fJ Cdltnrnia. The rate ""' redu.cad in 194} tro11 } percent to 

2-l/2 percont !or t!le period Jul;r l, 194} to Juae }0, 1945. 
11 Louiti0Aft 1o rnte is 1 p ercent, but in addition the City of lev 

Orleano lAviea a 2~rcent tAx. Indian~. vh!ch iapooeo a &rn•o 
Income t ax, reduced the rete apolic~blo t o ro t Pilero f rom 1 percent 
to l/2 ot 1 percent on Januarr l, 1942. 
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vhieb aro Included 1.11 the }-percent Ml\ 2-percont &roupo, ""ll'ect 1Tf'l7. 
aho tiiPO•e on ret."llera bua1neaa and occ:u:pat1on t.e.xoa bee.ed. on groaa 
rocolptl from r e t e ll aaleo. !} 

Vlth f ew ~xcoptlono, tho 18 Stat eo l moooln& tho tln&le- otage f orm 
of ooloo tax ep'>1)' a 11111form rate t o on l eo of all t)lpoo of propert;r. y 
~\ob~m& oonll no a lower rate (l/2 of l percent inot oad of t he regulpr 
2 p•rcontl to oolea of automobi1ee. The ~;omlng 1nw which provides 
t het no t•x Ia to be c~lleeted b;r tho ven~nr from the purcnoo• r on 
acl oo ot 24 eontl or leas ~llowo the retnller to P•l' ft reduced rete 
(1 percent 1notoad of tho regular 2'-percoot r Hu) on • 11 OI'J.es of 
24 conto or l eoo, p rovided he keeps detP11e~ o-.gr•g• t ed recorda of ell 
ouch oaleo . If be elr cto not to keep ouch recorda, be must ~1 a 
2-poreont t ax nn hie totaJ. eoJ.eo. 

WIt!> e 'Oiev t '> r educing tho ,...crooahe Mfecto nf e 01'1eo t ex, 
It hPO boN> ouggeoted that l ower r&te o be ll!"'ll•d to Ol'lee of n•eoosl ties 
oueb ao •oooonttaJ. • f oods Md lo-.:not clot hi.'«• an~ blgbor retea to 
... J.eo of "lumey• llll!ala and elotblng (4efl.nnd eo t ho" oelUn& for 
.,re thAn a a lnt:nm ~munt) . t hDe.ter tlat~ta. liouor, e t c . Tbe Stetea 
b&ve lnlod lpPCid emhca on °111l1Uey0 Ueao, bQ~ little atteiiJ)t boo 
beon ~de to lntrn~uce diffcrentl&tlon Into th~ aenerel oele o tftX. 
<lev York Olt;r b&o he.d 101110 experience with d.lf!cl'flntlel r at oo Wlder 
tM ••leo ta x. In 1938, the rato of tf x vro lncrooood to 3 percent 
on roo~•urant meals selling for ~ore tbrun $1 , Jl 11quoro, en~ public 
utllitl' oor•lcoo, vhll~ t~a regu1nr r•~• reaAinod ~ percant. The 
r xlotonco of ourplua revenues in 191•1 mMo l'CI"'Iblo a reduction of 
tbo trx tn 1 prrcont on ell t:rpos of oelno. 

Un~o r th~ multiplr -etnge ~~•• different rfttoo npel)l At the 
ar"ufncturlft&, ..tlolMP~c . and reta il lrvolo , ~ differ•ntlrtlon 
~lao ~xlata 1n rntea P~lied to vRri~u• t~1 of trPntftctiona ~t 
t bo "'" " l •vc1. VrriPtlono from tb• goliiOrrl n .t o r t tho retell l evel 
PrP lodlcrt•~ in Tftble 5· 

VI. Pro•hlono re1etly t o ablftlng 

SUtft rotnU "~"' turo ~re l.ln>oocd oltbl-r apon t he prhUege 
of oovgln& In t he buol neos of oe 1lln& rt ret r ll or upon tbl' ret r ll 

!J 'l'bp lo,...re t e buoioo" and occup<ltioDI'1 t l\1' bncoe>.log of!cctlve 
ln' Seettle in Jul;r 194} eloo app11eo to srooo racPipto fro• 
rot oil weo. 

?) l~ltlp1o .,teo """ oubJeet to tho objcctiono mentioned. in con­
nootlon vlth exnmptlone, (eee poco 15, oeotlon 2), n.mely, 
tnnt thny rooul"" Ideo ..,cor~• wbloll oepernt• ll'l no b;r clusco 
ot cnnh. 

jJ Inc1ul\o~ In t he -orice of tbA ID<I\l " """ covcr, alnl...,, e ntert•l.n­
IIOnt , or otbar cb,.rce• Mde to petrnna . 

• 
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table 5. Differential retail rateo under DUltlple-ttase taxes 

State 

Ar iton& 

ln41ana 

MIOI!OIIppi 

l!ov llexleo 

lleot Vlrcinia 

General 
retail 
rate 

(percent) 

S'COcial ratoe at r etail level 
(percent) 

Tranoportatlon, public utility oorvieoo, 
printtnc, advertlalnc, contractors, 
saleo by reotaur..,tt and otooilar 
eotabliohmento. 1~ 

1/2 ]J Dlo;pl&T adnrthinc, 1/4 o! 1<; 
adaiaalone, veraocal &n4 ~rofeaaional 
aenicea, eaiea of capital e.aaet.a 
(ineludinc real ootate and intangibles), 
otorage. an4 utilit7 chargee; ealeo of 
all tanclble pereonal ;proper ty wich do 
not eonatttute wholeaale aales or sell­
ing at retall by retail merehanta, 1~ ]J 

2 

2 

l/2 

Automobile•, fluid mllk, contractor•. 
gao and eloctrlclty tor industrial 
ueo, 1~ 

Auto01ob1leo, 1~ 

Public utilities, 1~~; contractors, a,l 

iJ Prior to a 1941 amon~nt, e!1ect1n January l, 1942, 
Indiana'• rata vao 1 percent on all crou 1nco110, oxc~t that 
rocelvod from vboleoale oaleo and troa d,ioola¥ odYorthing 
whlch vao taxable at l/4 ot l percent. Tho aaendaent reduced 
the rate on retall oaleo b7 retail .. rchanto to l/2 of l par­
cent. The l/4 ot 1 percent rate vao retained on vholeoale 
oaleo and diovl~ adYertlotnc, and lnduotrial proceoolng vao 
eleooi!ied under that rate. All other receipto are taxable at 
1 percent. 
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tole tr~noactton. 1/ Practice to the Statoo it about e~ly divided 
between thooo two form• of tax. Under tho retail ~riviloce tax, the 
retAiler i t ~rlmArily liable for ~ont of tbe tax, but in moot caooo 
elthor mandatory 07 pormioetve ~rovlotont for ohtfttng tbo tax are 
found tn the lav or regulattona. Of tho ll Stateo iV vhtch tmnoae 
retallcrt' privi lege taxes , four (AlabamA, lantao, Mtoo1ao1pp1, and 
Veot Vtralnta) opeci!ically r equire that the tax be ~eoed on, and 
at loaot tv~ other• (North Carolina and South Dakota) tpecifically 
permit the retailer to add tho tax to price. Oali!ornia provtdoo that 
tho tu ohall be collected by the retailer from tho conaumor •to so 
far ao it can be done.• 
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In tho Statu vhich tmpooe tho tu Ul>on tbo tale rather than "' • 
upon tho retailer, the retailer ta directed to collect the tax from 
t ho conowoor. ~ llothodo ot ohifttnc the tax are tho - regardleoo 
of vhother the tax to lerted on tho re tailer or on tho consumer. 

Tho Stateo have atttlll))ted to fr...., tDtthodo of collection vhere'by 
rotaUero vlll recoYer approxt,.telY the uount they muot pa,y the 
State. On many Individual oaleo it 11 difficult , it not llll))oooiblc, 
t o collect the exact percentaae opeoifted in the lav. In order to 
factlttato the collection of the tax, moot of tho Stateo have adopted 
a bracket oyotem for adding the tax to prioeo. Tho ochodulo to 

!/ Prior to na•••ao of the Revenue Act of 1943, tho Bureau of Internal 
Revenue d1tt1Dgu1ohod for purpooeo of tho co~tatton ot the 
l odoral income tax between State aolet toxeo vbicb vore l evied on 
tho re tailer an4 thooo vhtch vero l oviod directly on the conoumer. 
In goneral, 1f the legal 1nct4cnco of tho tax vao upon tho retailer, 
tho conoumer vao not pano1tte4 to deduct tlw amount ot tho tax !rca 
cro•• tncoa. in co~tlng net tnc~ . even thouah relcburacmcnt tor 
tho tax vu ae~atel7 otatad and collocto4 fro• him. 'l'he l!evenuo 
Act or 1942, bovover, provtdeo that all State re tail aalea taxeo, 1f 
''""'r"toly otated , o.re deductible. 

]/ Alab&aa, Arloona, Calttornta, Illtnoto, lanoao, Klchlsan, Ktoo iooipl>i, 
lov Hoxtco, North Carolina, South Dakota, and Vtot Virginia. 

Y .lrkanoat regulationt otate that !allure tor t.n7 reaoon to collect 
tho tax tro• the coaoumer will torfott tha otller't parctt and 
aako hill l tablo tor tax. (Arkanoao Regulatlono, art. 1, ) Colorado 
ro&ulattont declare •tho tax to in roal1t7 ilii]>OIId upon the pur­
obaeer, and tho duty it i~~~pooed directly upon the one ll&ldng tha 
tale, under penalt7 ot •1odamoanor, to tA4 the tax .. , in eo ta:r 
aa praottca'blo , to tbe tale prtco.• (Colorado Rogulattono 1,) 
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oreocrlbod by ot,tut P In Ohio and Voot Virs lnia: JJ in f i fteen StAteo 
I t ~· been oroocribPd by admin1otrat1Yo aut hority: 1V In at l <aot 
four of tho reMinlng Stat·eB, ret &ilcra ' 1\laocl"tione Mvf' voluntarily 
•doote4 a ochedule. 2/ ' 

The brocke t oyotom lnvolveo the o~ocl!ylng of the amount to be 
col l octo4 on onlea of vArious alzoa . Vhllo the eyat em to alool e 
enough in lte o~ratlon, it does not ~rovtda tor colloction of the 
ev.ct 1\lDOunt of tnx. Undel"l<<;yment or cva,..,..yucnt of the tRX results. 
Under low r~ to tA~ea , it l a common pr~cttce to ox~~t small ~~~ea in 
order to Pvotd collection of a tAX t~ r ln excoea of the r4te nrovided 
by lftw. Thcae exo~tlons ~oaetl~e• extend ~• t~r AI All tr~~sactlons 
invol ving 25 conto. Since coot Statet collect t he tftX on total a8lee 
(allov lnc t he r et • l ler no deduction !or tDOll •~let), the r et • ller cay 
bo rorcod to ~bsorb the t ax on aoze ~rtlon of hl a recot~ts dP rived 
fro" acall o3lea , but throu;;h t he o"))ri\ U on ot t he brocke t oyetot> h& 
SO¥ bo ablo to eo~noato himoel! by ccl l ectlnc more t hon the agount 
of t ax on ot her a ales . 

!/ Tho ~oot Vlr&lnl~ at• tute orovldoa th~t tho rct~ilor shall colloct 
o tnx of 2 ~reont of grooe r ocototo, but th• tnx ~qy?.blc by tho 
nurchoaor le to bb coo~ted under ·tho !ollovin& achedulo (oleo aett 
~by at• tuto ): on sales bolov 6 cente , no t • x: froo 6 cents to 
50 canto. 1 eont t nx : from 51 oente to $1 , 2 conte tnx: on e~ch 
50 cents or r~~etton thereof in exoo•e of $1, one cent. It ~ be 
not ed thAt under this schedule tho ourchoaur wi l l bo ~lng ln 
cxceee ot 2 ~rcent. The stAtuto re quires t ho rot~t1cr to reott 
to th~ St• t F the entire ~ou_~t collected ov~n tho~h it ie in exceae 
ot 2 ~~rc~nt ot gross ~rocceda . Obto•a at~tute eeta up a br~cketw 
•chec\ule under which the t.u: 11 col lected by ceA.nl of l)r·eT.lttid tax 
recel~ta. If the acount or tax col l ected from ~c~~•era b7 ~~an• 
of ,re"Jftld. tax reeet,ts does not enu&l 3 percent of hla g:-011 
roco t~t• f roa re~tl~ sAlee, the re t Ailer cu.t ~Y tho difference. 
lurthorcore , lf .thc retail~r hae colleCted tr~ ln e1eeaa of 3 per- · 
cent of euch &roes "ceit»·ta Md hA! not canceled tu recel~t• in 
the ~ro~r acount . the excess :uet be rt~ltted. 

~ AlftbPaft, Ariton, , ArkAn&4a, Colorsdo, Kantftl, L~ul•1~~. H1sstaa1ppl. 
M1tlourl, North c~r~llna, North Dftkotft. o~~Ahoc~. South Dakota , Utah, 
W~ehtnston, •nd Vycaln&· 

~ Cl\l lforniA, Illinois, Ieve, and Klchlgan. 
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Nino or the St~too lf minim!•• tax rate vAriations by the usc of 
tokonl tn !rftctional-cent denomtna\iona of one, tvo, or f ive mille. 
Undor low rAtee, auch as thole imuoeed by tho Statea, tokens eerve 
to eliminate !no~u!ty in apply!n~ thu oaloo tax to lmRll 9UT•h~••• · 
Tho uoo of tokeno generally baa boon favored. by morcbanto whooe bua!­
nooo !o cad.o up in large part or omall oaloe. £/ Conoumers In oome 
c•ooo h~vo objected. to \he nu!tance ftt~ecto o! ~okono . A tow States 
whlch once ueed tokens have disconti nued. t hem. Illinois toaued tokens 
during the !!rot yeAr the Bftl oo tAX wao In ot!oct (1933-1934), but 
took no actlon to en!oree the ir uac . Coneumera ftnd retai lers did not 
boco~ accuatomed to thea And 8 fov monthe after their lntroducttoo 
thor t oll Into d!suao. £1 Xanoao re~alod Ito otatutory ~rov!slon 
! or tol<ono In 1939. Louis!Ma e~mlo)'Od tokeno under the !orr:er oaleo 
t~ (which Vftl repealed In 1940). but t ho oaloe t AX l•w enRcted In 
1942 orovldoo.! or collection ot the taz In sccordftnce with a bracket 
ochedulo adooted b7 the Aclc!nlltrt<Uve oc~ncy. y 

]J ..U&b'Ur!A, A.ri~Onft , Colondo , Hiaataat~i, Uhaourt, New Mexico, 
Oklohome, Ut oh, and Yaah!ngton. Tho admlnhtrl\tl'f'O ft&"ncy In at 
101\t t !our other St .. teo (ArkMol\a , North Oa.rollna, South Dakota, 
and Yyo=!ng) has atatutory authorl :at!on to loouo tokens but has 
not m>do uao of thle authority. 

5if For a dlacuss!on ot the attitude of t~ • dmlnlatrntors and con­
ounoro tovard the use of tokeno , eeo Joae~h Y. Huaton ..nd 
John R. !erryman, 'Collection ._nd Enforcement ot St ate Cono~tlon 
E.xclso Tutu ," Low llJ1d Contef!M()rarv Problflae , S\l.l'lmler 1941, p. 520. 

1V Jl\cobr, Nell H., Ret .. !l Sft1ea TRxat!on . p. 312. 
~ Suboo~uent to the enaet=ent of tho StAte oaleo t ax of l percent, 

the City et Nev Orleano (which lmpooee a 3-oorcont t~) adopted 
an I ntegrated bracket oystem vh!ch &pplloo to oaleo that 1\re 
toxod b7 both the city and the Stl\to. Of t he total amount 
collected under the ln~egrAted •thod tvo-thlrd• It re,.!tted to 
the city and one- third to the State. In tbo event that a oale 
!a t~ed by t he City of Uew Orlean• ftJ1d not b7 the State. tho 
tax It collected under a ochodulo anpllc•ble only to the 
Uev Orleono t~. 
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vn. Mrdnhtr:>tivo provisions 

A, Allownnccs to retailers for colloctins t ho tAX 

RotAilors act as sales tax colloctina Agents for tho St ate either as 
a ,.tter or lalt or of practice, The ltork of collecting, recol'ding and 1"'7-
ing the tnx iq>oaea a considerable burden upon the retailers. !/ Eight 
States reimburse the retailer by pem!. ttine him to retain a certain per­
eantace of the tax. In some cases the retailer receivee the allowance 
onl¥ 1.! the tnx is paid prOI\;)tJ.y. Table 6 indicates allowances granted in 
the vario\111 States. 

Table 6. Allowances for collecting the tax 

State Allowance - percent of tax 

Alabana ~ 

Arkansas 2 

Colorado s 
Louisiana 2 

lll.ssouri 3 

North Carolina 3 

Ohio 3!Y 

Oklahoma 3 

y Ohio 1 s reimbursement is in the foro ot a )-percent 
discount on the purchase ot . prepaid tax receipts . 
The retailer is reql.l!.red to give the cons"""'r 
a at""" 'llhich is torn in bal1' eo as t o cancel it. 
In order to encourage t he cons~mer to del:l&nd his 
tax receipts an aoendlaent adopted in 1939 provided 
that the state would redeell canceled atacpa at 
3 percent of theb face value when presented by 
charitable and certain other organizations in 
amounts representing taxes or $100 or more. Onder 
an Bl:lllndment adopted in 194.3, agents appointed by 
the treasurer ot the State tor the sale ot prepaid 
tax receipts recei ve an 8lJIOunt not to exceed l per­
cent of the proceeds or sales and tho county treasurer 
may retain for use of the general fund of the county 
l percent of the proceeds ot sales . 

'!/ See Shoup, Carl "The Experience of Reteilers under New Yori< City's 
Seles Tax, 11 National Tax A.osociation 9ulletin JQ, 110 (1936) . 
Shoup found that ewry store in1fl>stigatod reported an increase in 
aeeountina costa because ot tho tax and 1:141\1 ostinated the extra 
cost at 1'1"0111 s to 10 percent of the tax collected. 
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In other St ate s rotail ora are not componoatod tor tho coat of 
collec ting the tax oxcopt 1n oo'1tar a a they are able to collect 1110ro 
than tho legal r ate of tax ao a roault ot t ho operat ion of tho bracket 
*fOtu . Some Statoa, howe·ro~, 1\&vo opoci tio provhione roC~u1r1ng 
that aey o\ldl oxcou be paid to tho Stat e, lf 

11, Rttumo 

!bo Statoa requi.re frequent reporta aDd ~nh of the retell 
aaloo tax. State practice vUh reopect to t roquencr of tiline returno 
It indi cated 1n Table 7, 

212 

7aurtoon Statoa ro11uiro monthly roturno, but oix of tbooo permi t 
quar torl7 retur na if tax liability i o leoa than an indicated amount 
per aonth, Three Statoo ro11uiro bi~montblr r oturne and tour requi~e · 
quarterly retune, Ohio, which u ooo a ayotam of prepaid tax reoa!.pta, , ., • 
requlroe a oeai- annual return. In addition to periodical r eturno, 
eccoapanied by tax l>"1'l''nto , oix 8tat11 require an t.nl1ll&l. return vhieb 
rocapltulatoa tax liab ility. 

l n a r ecant o tudT t ho lllinob Departaont ot tinanco oxaainod 
tho adnnta&ea and dhad'raot aceo of 'r&riouo t iline porioda for tbo 
piU'pOoe of dotenol.ning t ho dooirabili ty of ebanctnc fro• a .. ntbl7 to 
a quarterly ealoa tax return period. a/ lt f ound no ovorvholDinc 
ad'rantnge favor ing either particular peri od of r e turn. 1'bo loncor 
porlodo of return atf ord greater opport~oa to deoroaoo adDini .. 
tra tlvo office expanaoa or to divert theoe pot ent ial oavingo into 
oxpendtturaa on field auditinc. On the other handl introC~uont r eturn 
perlodo J:l&ke i t 1110re diffi cult to collect tbe tax n caoo of banlo­
rupt eioo and removal of buoineooeo to other St atoo, !loo, the longer 
a taxlag ngenq allows l1ab1llt7 to run, tho 1110re dlfflcul t U h t o 
entoree ~t. 

California and Iowa han a tta"Pted to co11blno tho advanta&ee of 
quart erly r e turno and t booo of 110n tbly roturno by r equiring qaarter ly 
roturno but p..,.ittinc t ho oaleo tax adJD1niotrator t o require 110ntbl7 
roturno of i ndividual taxpayoro it necoaa&l'7• lt vao not o4 in tbia 
connection by the lllinoio otwa¥ that of tho 202,853 act ivo porai ta 
in California ao of Januaey :n, 1942, at - aa 38, 398 (or 18, 9 pol'< 
eont) vere re11uired t o tile on a aontbly baoio, ~ 

iJ See ooction on •Provioiono r olat1n& t o ob11'tinC• 1 

V Orb, llanrico, •~torlT Betailorol Oeeupat1on ! ax Beturno for 
lllinoi o, • lationa1 Tal 4fopp1ation Bgllettp , UOYOAbor 1942, PP• 

~ Reported 1n a l ottor fro• DeY1tt w. ~.re~~pr, Cbiof , Divh i on of 
!oooareb aDd StatioUco, California State Board of Jqualhatio~ 
dated March 30 

1942, t o Mauzico Or is , 

38-'3. 

Regraded Unclassified



-)8-

'!'able 7, 7requeney of flli.Dc returna 

Arizona 
J.rltanoao 
IlUnoh 
Xantaa 
Louhlana 
Kicbipn 
Khaourl 
!lev Kazico 
North Carolina 

~terl;y 

California zj 
Indiana ~ 
Iowa zj 
North Dakota 

IConthl:r: 
quarterl;y 1f tax 

aiD&ll 1/ 

Alabame 
Colorado 
Khahs1pp1 
Oklahoma 
Yeot V1rcl.n1a 
Yyo~ 

Ohio 

($10) 
($20) 
($10) 
($ 5) 
($10) 
($10) 

South Dakota 
Utab 
Wash I.Dcton 

:Annual, ln addition 
I t o II OR thl;y 

or guAfttrlx 

.Alabw 
J.rhona 
Indiana 
Michigan 
1>1aalao1ppi 
Klaoourl 

if Mini...., liabili tho to be reported montbl;y ohovn in 
pa.renthee le. 

z/ Adalniatrator me:r require returna on other then a 
quartarl;y baela, 

~ Yban tax la not in excess ot $10 for a quarter, t&xpayer 
aa;y fila annual return. 
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o. Llet nltl 

?o facilitate adDiniotration, zoot Stateo liconoo all taxp8¥er1 , 

Three Stateo require that the licenoe be renewed annually, one requir­
ins no too , one a fee of $1, and tho other $2, 50, Sovontoon States 
!ooue permanent licenaea , aix requiring no fee and tho others r equir­
ing feoa rnnsinG from 50 canto to $2. No liconoo io required in three 
Stateo. Liconoe roquiremanto in tho varioue Statoo are indicated in 
T•blo a. 

The licen1ing de~ice is used ao an inotrument of enforcing tax 
compliance and ia particularly effective if tho administrator hao authority 
to revoke liconooo in caao of noncompli.ance, Approximately two-tb!rdo of 
tho Stat1 laleo tax lava contain a revocation provioion, Tho typical 
provioien otetoo that the adDiniatrator •cay, on a r eaonablo notice and 
after Ml haaring, revoke the licenoo of any poraon found to bavo viola ted 
AnT provioion of the Act. • l/ Soco adminiltratoro have found the threat 
of l1eon11 revocation a very effective """' of o:>forcins )l8¥'0ont of 
dolinquencioo, ~ 

D, ~ 

The requirement of a bond to guarantee p8¥111ent of t ax h a protective 
dovico found in many State 1110tor tuol and liquor tax and in aome tobacco 
tax acts . A recent atudy of me thode ot collocttna and enforcing coneumer 
taxea indicateo, however , that none of the State rotail oalea tax lava 
oontaina a mandatory pro~ioion for poating aoourity, although some of 
them have discretionary bonding provieiona undor which tho administrator 
requlro tho pooting of a bond or othor oocurity when ho hao reason to 
believe that auch action is necooaary to avoid dotnult. 21 

iJ Tho Ohio lav opecifieally provides that an appoal l08¥ be taken to the 
COIIIm()D ploae court of tho county and the Jud.pont of the co"""n plaao 
court may be reviewed ~on proeeedtd«o in error in tho eaurt of appealo. 
lither eaurt =8¥ ouopend the order of reYocatico pending haarin&s in 
tbe courte . 

Y Tho Utah Tax Coa:oioolon, for exacplo, citoo doUnquont taxp8¥ero to 
appear and ohov roaoon vhy their Hcon1o ohould not be r evoked. fhooo 
vho fail to reply are notified that thoir licon1e v1ll bo r evoked 10 
48¥1 attar tho receipt of tho notice . It at tho ond of thia period 
thQY havo not made P8¥Jn0Dt, they are vioitod by n membor of tho field 
forco, It io ooti=atcd that .60 pcrcont of tho dolinquont accounts are 
Paid upon rocoipt of the firot not1co, 90 porcont of those romaininc 
PBY upon rocoipt of oocond not1co that r ovocnti on will follow: ond 
practiCally all t ho r omaindor pay at tho ti=o of tho fiold contact, 
(lltth !ionpinl Roport of tho Statd Tax Oomniotfon of Utqh , 1939-40.) 

21 Hutton, Joaoph w, nnd Johp R, !orrymnn, •Collection ond Enforcement of 
Stato Oonaumption Exciso Te~o1 ,• Lnv an4 Qontompornry ptobleme, SUmmer 
l94l , pp, 508-509, 
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T&ble 8. Lleenae requtre~nta under 
State retail aalea taxoa 

Annual 
No Ucenae 

No fee $1 

Ind1eno 
Mhaourl 

Uteh Kiehl san Colorado 

lleat Vlr,lnia 

llo tee 

.Uab"""' 

.lrkenaaa 
Ill! nola 
Ianoaa 
Louhtena 
OklehoM 

Peraanent 

Iowa 
North Dakota 
South Dakota 

$1 

.lrhona 
Calltornla 
Kbahalppi 
Now Mexico 
North O&rollna 
Ohio 
Waohlnlton 

$2 
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VIII; Rooonue i11portance 

If unemployment compeMation taxea are oxcludod, general sales 
taxes are the second largest source of Stato revenuoo . They rank noxt 
in i:nportance to motor fuel taxes and exceed b'; far the aggregate col­
lootions f:ran both corporate and i ndividual incane taxos . In t he fiscal 
year 19421 salos tax collections amounted to $629 million which repr esented 
ono-aixth of total State t ax revenues (excludina unomployment cqcpensation 
taxes) and one-third of the t ax revenues of the Stotos 'llhich have sales 
taxe~. Tho relstivo i.lq>ort ance of the aalos t ax in tho tax structure ot 
individual Stntas is indicated in Tablo 9 . Tho proportion of total 
rovonues dori ved fran the r etail sales tax ranees fran 18 percent in 
Alabama to 45 percent in llichigan. 801110 ot tho States with broader scope ' • • 
taxes, such as Wuhington and West Virginia , received ovon lsrgcr portion.. 
of t.~eir revonuos fra:t salos taxes . 

Table 10 shows collections tran Stoto sonoral sales and use taxes 
tor the fiscal years 19)9 - 1943. Tho Duroau of the Consus esti.J::atos 
Stoto saloo tax eolloctions as $665 million in 194) c01:1parod to $629 
Cll.illon in 1942. 
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Tablo 9 . Revenue import.anee or Stoto ealos taxoa , 
fiscal yoar 19a 

Tax collec tiona Sales tax as a 
{In thousands or dollarsl : ~rcent of total taxes ,. Ictal tse! :Including:Excluding 

State ~ · Sales Including I Excludine :unemploy-:unemploy-
tax :unemployment : unemployment tment cat- :ment com-

:eamE!nsation ; comeensation : ~nsation: ~nsation 

.Uaba.-,a $ 9, 311 $ 62,28? • 51,61.) l4.9% l B. CJ:' 
Arizona 5, 340 2h, 574 23,765 20. 1 22.5 
Ar!<anus s,oa 45, 822 40, 879 17. 6 19.7 
Calltornia 134, 321 436, 137 333, 475 30. 8 40.3 

Colorado 10,277 43, 727 38, 484 23. 5 26.7 
Illinois 85, 589 320,602 230,869 26. 7 37.1 
Indiana 33,601 124,397 95, 701 27.0 35.1 
Iowa 21, 190 80,139 70, 8?0 26. 4 29 .9 

Kansas 13, 110 49,502 44,411 26.5 29.5 
Louisiana !/ ~ 

lliehigan 82, 728 251,153 183,902 32.9 45.0 
llississippi 9 ,9f17 46,415 a,379 21.3 23 .4 
llissouri 29, 514 106,005 82, 670 27. 8 35.7 

new Mexico 5,19) 19,937 18, 299 26.0 28. 4 
llorth Carolina 15,663 112,808 99, 018 13.9 15, 8 
llorth Dakota 4,)82 19,449 18,546 22. 5 23.6 
<llio 64, 41l 301,448 228, 494 21. 4 28.2 
<klah"""' l4,070 80,291 73, 537 17. 5 19.1 

South Dakota 3 ,650 15,543 l4, 859 2) . 5 24.6 
Utah 5,324 24,022 20,511 22. 2 26.0 
l'ashinaton 40, 248 y 105,891 90,124 JS, O 44.7 
l'est Virginia 30, 961 y 67, 594 56,788 45.8 54.5 
'IIYQill.na 2, 094 8, 641 7,386 24.2 28,4 

Total $628,926 $2,348,584 $1,866,610 26.8% 33.'7% 

Source: Buroau or thn Census, State Tax Collections in 194,2. July 1943. 
Percent.aces computed. 

Y The Louisiana onles tax was repealed in 1940 and reenacted on 
September 1, 19a. 

Y Includes collections fran both the retail ealoe tax and the business 
and occupation tax, 
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Table 10. Collections trco State seneral sales taxes 
and use taxes 1 1939-1943 !/ 

(In thousands of dollars) 

1939 1940 1941 1942 

I 

1943 

llaba::>a $ 5, 890 $ 7,751> $ 9, 311 :JJ s 9, 3ll 21 U),427 fV 
Ari•ona 3 , 568 4,010 4, 4(1) 5,340 6,179 
Arkansas 4,988 5, 514 1>,152 8;042 9,193 
California 87, 910 93,?80 110, 372 134,321 137,295 
colorado 7,191 8 ,810 9 , 411> 10,277 11,70b 
Illinoio 81, 517 90, 818 101,71>1 85, 589 79,492 
lndlana 19,982 23,538. 25,873 33, 1>01 34, 117 
Iowa 15,858 11>,858 17,992 21, 190 20,b3b 
Kansas 9 , 728 10, 080 11,189 13,110 14,554 
!.ouisiana 5, 489 7, 473 4 ,991 y y 6, 01>3 
llichl.gan 51, 488 6o, 374 73 ,632 82,728 86,11>3 
llississippi 6, 01>5 6, 743 7, 407 9,9(Yl 13,164 
llissouri 22, 332 23,019 29, 514 v 29, 514 v 31, 168 
Mew Uexico 3 ,454 4,198 4, 265 5,193 5, 895 
Mortll Carolina 10,998 12,208 14, 247 15,663 11 
llorth Dakota 2, ?51 ~ 3, 099 3, 364 4,382 4,314 
Ohlo 46,105 50,985 64, 411 v 64, 411 v 59, 851 
(J<lahOC\4 10, 706 10,952 11,?88 14,0?0 16,028 
South Dakota 3, 810 4, 504 5, 014 3, 650 3, 876 
Utah 3, 613 4,199 4, 542 5,324 6,756 
lashing ton 16,381 20, 689 24, 364 40,248 48,598 
lest Virginia 20, 630 18, 608 20,874 30, 961 11 
tycmng 1,870 1,961 2, 094 'JI 2,094 21 2, 439 

Total ~442,324 y $490,176 y ~566,976 y $628,926 y $614,897 y 

Source: Buru.u of the Census, State Tax Co11ectione.l9.39-194J. 

Y Includes collections !r<XIl (l) general sales taxes applleabJ.o to retail, 11hole­
salo, or IIWiu!acturing sales, (2) use and e<l!lponsati"l! taxes, (3) sross income 
and gross receipts taxes which have tho characteristics ot general sales taxes. 

, . 

Y Totals reported by the Bureau of the Can!llls have been adJusted to exclude de­
li"''uent collections f'r<:m repealed taxes in certain Statee not l bted here. 

}} Data for fiscal yoar ending September 301 1941. 
!J Tho louisiana sales tax was repealed as of Decombor 31, 1940, but was reenacted 

on September 1, 1942. 
~Data !or !iaeal yoar ending December 311 1941. 

JJ
:v Data !or fiscal yoar mding September 30, 1942. 

Data not yot avail able . 
Y lneCIIUplcte, Tho Bureau of the Census estimates total collections to be 

$665,000,000 (August l943.) . 
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