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EDITORIAL

Nothing to Brag Of.

Those whom men call strong, are often only

brumal.

+ *

Stentorian Commonplaces.

In his latest editorial remarks through the Out

look, Mr. Roosevelt characteristically propounds

the philosophy of a Tupper in the voice of a

Stentor.

+ +

Ripe For Prosperity.

"The tinnes are ripe for a great business re

vival," is one of the assurances of President

Taft's Secretary of the Treasury. That describes

the situation very neatly, but it would have de

scribed it as well at any time this year and a half.

The times have all along been ripe for prosperity,

much as a hungry man is ripe for something to

eat.

* +

The Income Tax.

President Taft's message recommending a Con

stitutional amendment authorizing income taxa

tion regardless of differences in population, ought

to be adopted by Congress and the States. But

there is no reason for postponing income tax legis

lation until its adoption, unless to defer and pos

sibly sidetrack the whole movement for the taxa

tion of swollen incomes.

*

The reason given by Mr. Taft is merely a law



The Public
Twelfth Volume.

yer's reason, and lawyers' reasons for legislation

are to be taken with much salt. Mr. Taft argues

that inasmuch as the Supreme Court has nullified

one law for the taxation of incomes, on the ground

that it imposed a direct tax regardless of popula

tion, no other such law should be passed in the

expectation that the Supreme Court may reverse

itself. But the Supreme Court did reverse itself

when it made that decision. And as it reversed

itself by 5 to 4, only one man on that bench upset

an act of Congress which conformed to the prece

dents of a century. This one man did this by

changing his opinion "over night." The court

stood 4 to 4 on the question, one judge being ab

sent from illness. When that judge returned, he

voted for sustaining the law. Consequently the

law would have been sustained, had not another

of the judges, one who until then had stood for the

law, changed his vote suddenly to the other side.

A decision so made is the decision to which Presi

dent Taft asks Congress to pay the special re

spect of pigeon-holing the pending bill for income

taxation, and postponing the whole subject, adopt

ed with so much -enthusiasm in his inaugural, until

two-thirds of the Senate, two-thirds of the House,

and three-fourths of all the States shall have voted

to change the Constitution.

There is no reason for this, we repeat, ex

cept to sidetrack the movement for income tax

ation. If Congress and the President wish

to tax incomes, really wish to, let them enact

the proposed amendment, so that, if finally adopted

by the States, it will secure the desired power of

income taxation beyond peradventure for the fu

ture; but meanwhile let them also enact the in

come tax law, so that if the Court as now consti

tuted shall hold that it does not come within the

prohibition of the Constitution 'as that document

now stands, this method of taxation for Federal

purposes will have been made immediately effec

tive. If the amendment is necessary, an income

tax law in anticipation of it would do no great

harm ; if the amendment is not necessary, such a

law Would be of great use. It would prevent a

long postponement and a possible sidetracking of

the whole subject.

*

What we have said is upon the assumption that

there ought to be an income tax for Federal pur

poses. Essentially there ought not to be such a tax

—not as income taxes are now understood. For no

distinction is now made between earned and un

earned incomes. The issue over that distinction is

being drawn in England, and doubtless it will soon

be drawn in this country. But at present the in

come of the man who by his own brain or brawn

or both, gives as much in service as he gets in in

come, is bundled into the same taxing category

with that of the man who, through disordered so

cial laws and institutions, gets an income from

others without service of his own. Or, for this is

not so much a matter of personal classes as of eco

nomic interests, no distinction is made with ref

erence to any man's income between that for

which he gives a quid pro quo in his own service,

and that for which he gives nothing but his con

sent to the use of opportunities for which no one

is indebted either to him or to his predecessor in

title. To tax incomes in general, therefore, is to

tax the man who has made two blades of grass

to grow where but one grew before, equally with

the man who has stolen two blades of grass where

before he stole but one. The true principle of in

come taxation is to exempt incomes that are earn

ed, be they little or great, and to tax only the in

comes that are not earned. Whether this is practi

cable or not is another question, and a secondary

question. The first thing to decide is whether that

is what we wish to do. He who too promptly

springs the objection of impracticability is to be

regarded with suspicion as one to whom the wish

is father to the thought. But this distinction,

vital as it is, and practicable as it can be shown to

be, is one which Congress cannot make under its

present Constitutional limitations.

*

In those circumstances one of the first steps to

ward making the distinction between earned and

unearned incomes is to impose a tax upon all large

incomes—the larger the income the heavier the

tax. Not only is this a step toward the distinction

indicated above. It would in considerable degree

automatically produce the distinction in practice.

For most of the larger incomes of the country, and

all of the largest, are for the most part unearned.

Another consideration is the fact that we are fac

ing the alternative, on the one haud, of custom

house tariffs with their wretched inequalities even

as revenue producers and their devilish favoritism

for protection purposes, and on the other of income

taxation. Customs tariffs are economically in

direct and corrupting, as well as unequal and full

of favoritism, whereas income taxation is direct

and its incidence plain to the sight. The worst

direct tax is better than the best indirect tax.

On this ground alone, at the present stage of fiscal
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development, income taxation is to be approved.

It should not be sidetracked by confining its legis

lative expression to a Constitutional amendment,

when, as the fact is, there is no practical conflict

between starting the amendment upon its slow

course, and enacting a law to go into immediate

effect upon the probability that it would be sus

tained without a Constitutional amendment. We

doubt if Mr. Taft, were he again in private prac

tice as a lawyer, would advise a corporation client

to proceed by Constitutional amendment alone,

8nd not also and concurrently by legislation, to

secure for his client an object of somewhat un

certain constitutionality.

President Taft's Corporation Tai.

Two objects are declared by President Taft as

the purpose of his recommendation of a 2 per cent

tax on the net earnings of corporations. The first

is to secure an addition to the Federal income;

the second, to bring the corporations of the coun

try within the reach of Federal control indirectly

through the taxing power.

In so far as the object is to open a source of

Federal income from direct taxation, the purpose

is defensible upon the same grounds as those that

apply to other forms of income taxation. It is

open also to the same objections. The same in

quisitorial necessities are present. So are the pos

sibilities of fraud ; and so is the fact that the tax

would fall alike upon earned and unearned in

comes. But this tax (though an "excise" in law,

and therefore not legally "direct") is economically

a direct tax, and as such preferable to the indirect

taxes which are the alternative. Falling as it does

upon the net incomes of corporations, its incidence

is determined by the same economic laws that de

termine the incidence of income taxes in general.

It falls not upon the processes of the corporation

business as they operate, but upon the net results

after the operation. It is in effect a tax upon the

stockholders in proportion to their dividends. Bit

ter opposition may for that reason be looked for

from powerful sources of political influence.

For this Presidential recommendation it may

also be said, as we have pointed out regarding the

income tax, that although it makes no distinction

between the earned and the unearned profits of

corporations, precisely this distinction would ex

press itself automatically in great degree. Some

profitable corporations do earn most of their net

profits, and these would be unfairly hit. As to

most if not all of these, however, there is little

valid reason for their being corporations, and none

at all that could not be removed by State legis

lation. The corporations that would bear the

heaviest part of the tax burden which President

Taft proposes are those which, out of the necessi

ties of their privileges, must be corporations.

These derive their net profits chiefly from the

privileges or franchises which they control. This

method of getting at unearned incomes is, like

that of the graduated income tax, crude and awk

ward and to a degree unfair ; but it would make a

beginning that could be improved in the right di

rection easier than the right thing could be se

cured by direct action. Let all corporations be

taxed on their net profits, and ways for clarifying

the distinction between earned and unearned in

comes, between production and privilege, between

law-made values and back-ache values, would

speedily open up.

*

As to the President's purpose by this fiscal inno

vation to bring the corporations of the country

within the reach of Federal control, he would

appear to have learned of the British ministry.

They wanted an Imperial valuation of all the

lands of the kingdom with a view to making those

values a resource for public revenue. Realizing,

however, that the House of Lords would not con

sent to this exhibit so menacing to their priv

ileges, the Ministry have proposed in the budget,

with which the Lords cannot interfere, a tax on

land values, so small and so adjusted that it can

not evoke complaints from the landlord class with

out making them seem contemptible ; and in order

to provide for the levy of this tax, the Ministry

have created a valuation scheme as part of the

sacred budget itself. Therein' the House of Com

mons will bring within their reach indirectly

through taxation the control of that whole great

landed monopoly of Great Britain which has made

and is making a few enormously rich and the

masses poor. President Taft quite as candidly

proposes in a somewhat similar manner to get Fed

eral control, without Constitutional amendment, of

the railway and other trust corporations of the

country. By levying a tax upon their net receipts,

there would be necessity for a fiscal mechanism

through which the regulation of these corporations

could be brought indirectly within the authority

of Congress and the Departments.


