































































































































































































































































































































































































DERIVATIVE PURBLIC INCOME. 117

and fairest method of requiring the citizens to ful-
fill their obligations to the public treasury.

2d. From the economic standpoint as an impost
which, better than any other, can adjust itself to the
continuing fluctuations of wealth without produc-
ing any injurious rcpercussion and without re-
straining industrial freedom, which is the case with
imposts on consumption.

3d. From the political standpoint as the most
natural, most direct and least costly of all imposts.

The adversaries of this form of taxation oppose
it—

Ist. In its legal aspect, because once given the
existence of a good system of special imposts, the
general impost on income becomes merely an un-
just repetition; because the exemption of the
smaller incomes leads to the progressive taxation
of the greater; because finally the direct contact
of the tax-payers with the collecting officers, and
the publicity given to the economic condition of
the former, suppose such a condition of knowledge,
morality, and disinterestedness as can hardly be
found in actual life;

2d. In its economic aspect, because its boasted
adaptability, which after all belongs also to direct
special imposts, implies the existence of safe
methods for ascertaining not merely the measure
of reduction, but also of increase, in the variO}Is
parts of the wealth subjected to taxation ; because
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freedom of industry can be respected also by direct
special imposts; and finally, because the appre-
hended repercussion would not fail to take place if
what is superfluous be taxed in equal measure with
what is necessary ;

3d. In its political aspect, because the simplicity
of the provisions required for imposing the tax is in
contrast with the variety of the sources of income,
which should be treated upon different methods;
and because the cheapness of collection is offset by
the inconvenience to the treasury of payment by
small installments, and the risks of ascertainment,
which afford too much opportunity for arbitrary
and vexatious proceedings, and for fraud.

By these various arguments the general income
tax is either absolutely rejected or is allowed only
in case of extraordinary and urgent needs, in which
the consideration of certainty and speediness of
payment prevails over every other reason, espe-
cially in view of the many difficulties which in such
circumstances stand in the way of an increase of
the other direct or indirect imposts.

Yet the problem cannot be solved practically by
keeping in view only the advantages or disadvan-
tages of the income tax. We must also consider
the necessity of its application concurrently with
other modes of taxation, and it is equally nccessary
that intellectual and moral culture, political and
social circumstances, should help to spread the con-



DERIVATIVE PUBLIC INCOME, 119

viction of the usefulness of the income tax, and of
the duty of all to pay it.

If such conditions are realized in sufficing meas-
ure, an income tax may be imposed at a low rate,
cven in ordinary times, in order to fill certain gaps,
and to compensate certain disproportions in the
special imposts. On the other hand, in case of ex-
traordinary needs the rate may be raised, in order,
if possible, to avoid loans and the increasc of other
taxes slower in their operation or less safely col-
lected.

In the application of such an impost, beside the
problems of graduation of exemption of the smaller
incomes, and of the best mode of collection, of
which we have already treated in speaking of im-
posts in general, and of other direct imposts in par-
ticular, serious difficulties present themselves con-
cerning :

1st. Taxation of the different sources of income,
as a whole, or under separate heads.

2d. Discrimination between, or the equal treat-
ment of, incomes of like amount, but of different
origin and duration.

In respect of the former question, we observe of
the special taxation of single incomes at their
source, namely, in the hands of those who earn
them (as the tenant, the manufacturer), without
considering into whose hands they may fall, and in
what manner they are subsequently distributed,
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that if on the one hand it may seem to disturb the
unity and simplicity of the collection, on the other
hand it corresponds better with the essentially
varying nature of the several kinds of income and
to the exigencies of practical life, which require
that methods of collection should be modified ac-
cording to the nature of individual.cases, and do
not authorize the abandonment of the safer methods
(as for example, the method of retention), for the
mere reason that they cannot be applied to all in-
comes. Nor should it be forgotten that, by the
method of special taxation, many frauds are avoided,
and, moreover, secrecy 1s observed as to the eco-
nomic condition of the contributors.

Far more difficult is the question concerning the
application of equal or varying rates to incomes,
which differ in their origin (incomes from labor, or
{rom capital, or mixed incomes), or as to their dura-
tion, perpetual or temporary, and the latter either
certain or uncertain,

The advocates of the system of the so-called dis-
crimination of such incomes maintain that in order
to apply the impost equitably to them, we should
take into account the foregoing differences; and
they thereupon propose various expedients in order
to reduce the total income to a taxable income, so
that the burden of the impost may actually be pro-
portional to the real condition of the single con-
tributors. ~
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In support of the system of discrimination, it is
particularly to be observed that it has nothing in
common with that of progressive taxation, because
the latter requires the application of a rate differing
as regards the amount of income, whilst the former
predicates the necd of different treatment of incomes
on account of their different character or deriva-
tion, In addition to this, it would be unjust to tax
in equal measure incomes that are different as to
their origin, duration and certainty ; the tempo-
rary incomes should, on the contrary, be equalized
with the permanent ones, by capitalizing them for
the purpose of comparison, Itis to be observed,
lastly, that account should also be taken of the
smaller need for saving, which the recipients of in-
comes derived from capital have in comparison
with those who only live by the produce of their
labor. The latter, in order not to fall sooner or
later into distress, must provide for the possible
event of illness, slackness of work, or incapacity
for work, by saving a considcrable part of their in-
come. _

On the other hand, the advocates of the cqual
trcatment of incomes see in the system of their
adversaries a tendency of hostility toward capital,
and an erroneous idea of taxation. In their opin-
ion, taxation should not alter the natural distribu-
tion of wealth; and they maintain especially that

there is no difference between permanent and
6
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temporary incomes, so far as the tax is concerned,
because if the impost is permanent for the one, it
is temporary for the other, and to capitalize the in-
come without also capitalizing the impost in the
same sense, reduces itself to an arithmetical soph-
ism. They also lay stress on the fact that the in-
come of capital frequently embraces a charge for
replacement, which the adherents of discrimination
should take into account. They observe, finally,
that thelatter method is exposed to insurmountable
difficulties in its application; that it inevitably
proves arbitrary, because it lacks a safe rule for the
reduction of the total income into taxable income,
as is proved by the never-ending controversies
among the advocates of discrimination.

SEc. 2.—General impost on the entive estate of the
tax-payer.

This impost has for basis not the income by it-
self, but the material sources from which it is de-
rived, to wit, the possessions, the substance, the
property (such as lands, mines, quarries, buildings,
machines, and implements, merchandise, money,
furniture and domestic utensils, etc.).

This impost on property has many points of
analogy with that on income; it accordingly par-
takes of many of the defects and advantages of the
latter, and it likewise has the tendency to tax indi-
viduals with reference to their economic condition
considercd in its totality (the debts having been
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of course deducted), that is, after an exact verifica-
tion of the property subject to taxation.

Yet this impost on property differs from that on
income, because,

1st. It taxes also the unproductive part of the
property (as parks, furniture, books, pictures, ctc.),
which is exempt from the tax on income.

2d. It taxes at equal rates, properties that yield
different incomes if they happen to have the same
capital value.

3d. It spares personal earnings altogether.

These differences between the two imposts exist,
however, only when they conform to their ideal
type. In practice they are often less, because in
the case of the income tax the burden is often ap-
plied to unproductive property, which is considered
as producing a latent revenue (saving of expense),
or as capable of yielding a future income, and on
the other hand, in the impost on the entire prop-
erty, personal income is sometimes taxed by capi-
talizing it.

The advocates of the system of general imposts
on the entire property, who are somewhat less
numerous than those of the system of general im-
posts on income, extol it as possessing a more cer-
tain, stable, and evident basis ; they maintain that it
15 less exposed to frauds, because it avoids the
almost insupcrable difficulty of a precise ascertain-
ment of incomes. They further praise its beneficial
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influence upon labor and the impulse which it may
impart to the conversion of unproductive into pro-
ductive property, and the consequent repression of
waste and luxury.

The opponents of the general impost on prop-
erty do not acknowledge either its safety, its sta-
bility, or its simplicity of collection ; they observe
that thc physical cvidence of the taxable material
should not be confounded with the economic evi-
dence of its value, that this impost presents no less
difficulties of ascertainment than those relating to
income, but In some cases even greater ones, as
for instance those appertaining to the assessment
of personal property possessed by individuals.
They further declare that the parity of treatment
of productive and unproductive property is in itself
unjust ; while under any circumstances the forced
conversion of unproductive property into produc-
tive would either be illusory or unjust, tyrannical
and disturbing. They say, finally, that the exemp-
tion of personal ecarnings is unjust, because this
fiscal privilege, which is not always advantageous
to the poorer classes, would discourage saving, and
prevent that increase of capital at which the system
especially aims.

It scems, therefore, that imposts on the entire
property, offering as they do but few advantages,
and all the disadvantages of imposts on income,
are of inferior merit to the latter by reason of their
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special and very serious defects from a legal point
of view ; and hence should never be applied except
in case of extraordinary nced, and with due pre-
cautions, tending to compensate their deficiencies
(in respect of personal earnings), and moderating
their rigor by ample exemptions, which sometimes
(as in the case of household effects) are required
by the methods of collection. A rational combi-
nation of the two systems of taxation is not, how-
ever, impossible. Some propose, for example,
that the poorer classes should pay a tax on income
only, but at a higher rate, while the richer should
pay in addition a tax on property, which is easier
to establish, more equal and exact for the determi-
nation of the taxable amount, and which, with re-
gard to economic conditions, takes into account
the personal element as well as that of real estate,
For the success of such a system, however, it is
indispensable to have a good political and fiscal
administration, conscientious, educated and zcalous
officials, and moral and enlightened tax-payers.®

CHAPTER XII.

COMPARISON OF DIRECT WITH INDIRECT TAXES.

Ix favor of direct taxes is adduced :
1st. The certainty of their product in ordinary

* See Note op Taxation of Persona! Property, p. 139,



126 DERIVATIVE PUBLIC INCOME,

times, and the great probability that in abnormal
times the proportional increase of the revenue will
correspond to the increase of the rates ;

2d. The economy and ease of collection, the
simplicity of superintendence, and the smaller
number of controversies ;

3d. The greater possibility of farming them out
on contract, to the local governments or to private
individuals, without incurring any considerable risk ;

4th. The encouragement to production which
results from the fixed or less variable character of
such imposts, and in particular of certain forms of
the same ;

sth. The greater openness and publicity of a sys-
tem which does not depend upon the verification
of certain facts, constituting more or less uncertain
indications of wealth, but which taxes it directly,
and at fixed periods calls for a definite proportion
of the wealth itself.

Against direct taxes may be adduced :

1st. The insufficiency of their total product in
comparison with the needs of modern budgets;

2d. The trouble which is caused especially to
the smaller contributors by being inexorably re-
quired to pay, at fixed epochs, relatively large
sums of money ; .

3d. The injustice of a fixed payment at the be-
ginning of a fiscal period, notwithstanding the
eventual shrinkage of the property taxed;
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4th. The danger resulting from immediate con-
tact with fiscal agents in which many contributors
are placed, who do not appreciate the equitable-
ness of the charge or the usefulness of the purpose
for which the impost is levied.

In favor of indirect taxcs may be mentioned :

1st. Their very great elasticity, which produces
a natural equilibrium with every movement of
wealth ;

2d. Their considerable product, being capable
of taxing the smaller fortunes, as in justice they
should do, to which direct taxes, with their too
rigid methods of exaction, are scarcely applicable ;

3d. Their almost imperceptible, or at least very
light burden, the payment being often voluntary,
and as it were mingled with the prices of the ar-
ticles taxed, which, as a rule, are freely purchased.

Against indirect taxes may be adduced :

1st, Their great disproportion to the means of
the contributors, notwithstanding the apparent
proportion as gauged by certain criteria, which are,
however, a very imperfect indication.

2d. The uncertamty of the proceeds and the
slight prospect of an increase corresponding with
the raising of the rates in the case of extraordinary
needs ;

3d. The expensive, difficult and vexatious mode
of collection, which leads to many frauds and very
serious controversies;
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4th. The greater oppression of the poorerclasses,
however much it may be sought to exempt neces-
saries and to bear heavily on luxuries.

By weighing these arguments and having regard
to practical exigencies, we may conclude that
ncither of the two types is perfect ; that, although
in the abstract direct imposts (always presuppos-
ing a satisfactory arrangement of them) correspond
better to the general canons of taxation, still it be-
comes nceessary to resort to the indirect, in order
to fill the void left through the operation of direct
taxes, and to remedy some of their defects; and,
finaily, that we ought to establish a just balance
between them, in such manner, however, that any
further tax reforms may be turned in the direction

“of cstablishing a duly perfected system of direct
imposts, as being the principal basis of a true sys-
tem of finance,

CHAPTER XIIL

COMPARISON BETWEEN THE MULTIPLE TAX SYSTEM
AND THE SINGLE TAX SYSTEM.

THE majority of writers, in accord with the uni.
form practice of civilized States, hold a well-regu-
lated and complex system of varied imposts to be.
necessary, as avoiding the danger of a unity which
is defective or only apparent, and providing im-
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posts graduated according to the diverse nature of
the articles taxed, and thus attaining the purpose
of giving them the necessary range and flexibility,
and of deriving from them all that is needed for
publlc wants, and by means of their variety render-
ing the burden less oppressive to the tax-payer.

Still, in the past there have been many, and at
present there are not wanting some, who, taking an
ideal view, and cherishing the belief that a consider-
able reduction of public expenses is possible, main-
tain that we should substitute a rational and pro-
gressive single impost system for the empirical one
of multiplied imposts.

They observe that the single impost, and it
alone, is perfectly just, because it asks the contrib-
utor once for all for that proportional share of his
means which is necessary for the needs of civil
society; that in this manner the restrictions on the
production, circulation and consumption of wealth
are reduced to a minimum, while in the case of
multiplied imposts these restrictions are almost
insupportable ; that, finally, by mecans of a single
impost we obtain the grecatest simplicity and econ-
omy in the mode of collection, because we lessen
the amount of book-keeping and superintendence,
and the staff of officials is reduced, with great ad-
vantage both to the exchequer and to the citizens.

But when they come to the application of their
idea, the advocates of the single-impost system are
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not at all agreed. Some, who share an opinion
notably entertained in the past, desire that the im-
post should fall on the rent of land, while others
prefer to tax consumption ; others, the entire prop-
erty ; others, and they are the majority, prefer to
tax income,

The single impost on landed revenue was at one
time advocated as a consequence of the supposed
exclusive productiveness of the soil, and therefore
of the incidence of every impost on the net prod-
uce derived therefrom ; others sought to justify it
by adducing a supposed repercussion of the impost
on the consumers of agricultural produce. To an-
swer these arguments, it is enough to observe that
modern science has fully exposed the error of these
premises by demonstrating that such an impost
would ruin the landed interest, and would accord
an unjustifiable privilege to the other social classes,
without even yielding sufficient revenue for the
present wants of political societics,

The systems of single impost on consumption, or
on the entire propety, would be equally unjust and
impracticable. The former takes no notice of the
considerable part of wealth which is saved and put
aside in varying proportions by individuals, it be-
ing furthermore quite impossible by means of this
system to tax all kinds of consumption, or to find
any that have €ven a sufficiently close correspond-
ence with individual incomes ; the latter system
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adds to the defects which it has in common with
the single impost generally, as has already been
seen, faults of its own, which tend to renderitin
the highest degree defective.

Most of the advocates of a single impost at the
present day contend for the tax on income. Even
in case it be admitted that, given the practicabil-
ity of a single-impost system, that upon income
answers better than any other to the idcal of a
system of taxation, it must not be forgotten that
its perfection rests upon the hypothesis of a suffi-
cient knowledge of individual incomes; while, on
the other hand, the inequality of the assessment—
an unavoidable consequence of defective systems
of ascertainment—would in the case of a single im-
post assume such proportions as to render its ex-
ecution far from desirable.

To conclude this comparison of the two systems
of single and multiple impost, it is to be observed:

1st. That supposing a concatenation of circum-
stances through which at the same time we should
be enabled to obtain a very great reduction of
public expenses, and also to know with sufficient
exactness thc relative amount of wealth of the
contributors, in such case a single impost (with the
reservation, however, of certain fees, for the re-
muneration of special services rendered to the citi-
zen), would seem to answer to the ideal of a sys-
tem of taxation.
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2d, That, as the facts stand, present political and
social conditions render a single impost impracti-
cable. In most States, the nccessity of keeping up
an armament, and the vastness of the public debt,
prevent any considerable reduction of outlay; nor
are honesty, patriotism, intelligence, culture, the
spirit of order and economy, sufficiently diffused
among the multitude of tax-payers to inspire them
with the candor and self-denial which are the neces-
sary basis of a system which, laying its tax in only
one way and under one head, must needs rely on
the punctual payment of very considerable sums,
It is therefore necessary to resort to multiple im-
posts, seeking to arrange and reform them in such
manner as to substitute the most simple and ra-
tional combination possible in the place of com-
plexity and disorder.

3d. That a single-tax system, though it cannot
be established under the present conditions of civili-
zation, is not altogether devoid of either theoreti-
cal or practical value. It in fact constitutes an
ideal which, perhaps, may never be attained, but
which for all that should not be forgotten, although
the optimist, who believes that all ideals should be
put in practice, is not less to be blamed than the
empiric, who absolutely contemns them all.
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CHAPTER XIV.
LOCAL TAXES,

MuxtciraLiTiEs and provinces, in order to pro-
vide for their needs, incur obligatory cxpenses, and
expenses imposed by their own will. The former
meet obligations of general interest imposed upon
them by the State for reasons of decentralization,
and for the relief of its own finances ; the latter re-
late to objects of local concern. The kind and
amount of the voluntary expenses are determined
by the local authorities, with the co-operation of
their own deliberative assemblies, within certain
limits fixed by the State, and varied according to
the rule of the greater or lesser autonomy granted
to the minor political societies.

Although the receipts of municipalities and prov-
inces (ordinary and cxtraordinary, original and
derivative,) are governed fundamentally by the
same principles which obtain for the State, it may
prove useful to indicate in general certain rules
concerning local imposts, which are the most im-
portant among their ordinary receipts.

Local taxes are cither called additional to those
imposed by the State or entirely different from
those. The latter answer correctly to the prin-
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ciple of autonomy which in frec States is enjoyed
by minor political bodies, and also to the special
nature of the cxpenses incurred by the local au-
thorities, and especially by those of municipali-
tics. The latter, in fact, may be said to constitute
associations rather than States on a small scale,
being based on a joining of interests, mostly of an
economic character, which nceessarily leads to some
modification of the rules relating to the assessment
of their taxes.

In fact, it must be evident that the special advan-
tages which landed property derives from munic-
ipal institutions justify the existence of distinct
imposts on the property itself in addition to other
local taxes which are levied on wealth in general.
On the other hand, the increased influence of the
lower classes in the administration should equitably
be balanced by an increase of their relative bur-
" dens, which can be obtained by means of suitable
imposts on consumption, arranged in a manner not
to cause too great disturbance of the national pro-
duction and circulation.

The advocates of imposts additional to those of
the State (surtaxes) lay stress on the ease of ascer-
tainment, and economy of collection, and they
plead the inconvenience of radical changes in sys-
tems which in many countries have been sanctioned
by the custom of ages, On the other hand, the
advocates of purely local imposts observe that these
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facilities encourage a tendency to extravagance ;
that in the confusion of local with general imposts
they deprive the tax-payers of the distinct and ex-
act knowledge of the sacrifices which thcy must
make, and that they accordingly lessen the chance
of an cfficient control over the local budget.

Financial reform of the provinces and municipal-
ities, which above all supposes the execution of
corresponding administrative reforms, the reduc-
tion of public expenses, and the exertion on the
part of the State of a controlling power, vigorous,
but entirely compatible with local freedom, must
at the same time be consonant with national tradi-
tions, and must also take into account the notable
difference that exists between the economic condi-
tion of cities and that of villages.

A good system of municipal taxation may be
constituted by a special impost (in urban communi-
ties on dwellings, in rural communities on fami-
lies) ; by an additional percentage to the land-tax
of the State, and by imposts on articles of general
domestic consumption, with the eventual final ad-
dition of some other imposts on the consumption
of articles of luxury.



TAXATION OF MORTGAGES.

TAxatioN of mortgaged land without deduction of the amount of the
mortgage, and taxation of the mortgage also, are a crying evil in the fiscal
systems of American States. There is great contrariety of legistation
and of judicial decision on this subjecl, and nothing in the whole range of
fiscal practice has given rise to more bitter and heated controversy, The
origin of this double taxation may be easily traced. Owing to the difficulty
of finding and taxing personal property, and especially ** moneyed capital
in its medern forms, it is necessary that landed property should supply the
largest share of the revenue for local purposes. Revenue must be had some-
how, and accordingly the law lays its hand first upon whatever is immovable,
and makes the tax the paramount lien uponit. To allow deduction for
mortgages is to authorize a lien paramount to the tax, which may swallow
the entire revenue and leave the State empty-handed. To forbid thisis
philosophical, and it cannot be cailed unjust, since it is a condition that has
run with land titles from the beginning, every purchaser having taken account
of it and included it in the price he was willing to pay for the land.

On the other hand, the determination to tax personal property equally with
real estate amounts to a frenzy in most parts of the country, and it happens
that mortgages are among the few forms of ' moneyed capital™ that can-
not be concealed. In order to be valid security, they must be recorded. The
mortgage is property in the hands of the holder. Why, it is asked, should
the lender on mortgage not bear his share of the public burdens? What
are his merits, that he should be favored at the expense of all other tax-
payers.

Yet there is a wrong here which ought to be righted, since there is double
taxation of the same properly, as a very simple illustration will show.
Leaving the confusing element of money out of the reckoning, let us con-
sider a case where tbe lender, A, happens to have exactly the kind of
property that the botrower, 1B, wishes to acquire by mortgaging his land, 10
wit, cattle. B has land worth $2,000, and A has cattle worth $1,000. A
transfers the cattle to B and takes B’s note, secured by mortgage on the land,
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for $1,000. He might take any other security that he considered satisfac-
tory, as, for example, the endorsement of a third person, C, or he might be
satisfied with B’s unsecured note, in which case the taxing officers would
have no prima facie evidence that any such debt existed, The whole
amount of property in any case is the land $2,0c0, and the cattle $1,000,
total $3,000. But if a mortgage on land is given to secure the debt, the
total property becomes $4,000 in the eye of the law, viz., land $2,000,
cattle §1,000, mortgage $1,000, a palpable absurdity, no less than saying
that twe and one make four,

‘The State of New York palliates this absurdity by authorizing the morl-
gagor to deduct the amount of the mortgage from the value of his personal
property. Thisis in purswance of a general provision of the State law that
all persons may deduct their debts from the value of their personal property.
If all personal property were assessed for taxes—in other words, if the ideal
system that the New York law contemplates were carried into practice—
there would be no double taxation to complain of. In the case cited the
mortgagor would pay the full tax on the land, but no tax on the cattle. The
mortgagee would paythe tax on the mortgage, which represents the value of
the cattle. 1f the borrower on mortgage chooses to erect buiidings or to buy
other land, 4.2., to convert his borrowed capital iuto more real estate, which
is also subject totax, or to send it out of the State and into the jurisdiction
of another taxing power, he does so on the presumption that he can make
better use of it than to keep it at home or to invest it in personal property
from which the amount of his mortgage debt can be deducted. He makes
his election, and he has nothing to complain of. If, after borrowing money
on mortgage, he loses it—if, in the case cited, his cattle die and he has not
sufficient personal property to offset the debt on the assessment rolls—there
is double taxation, the land being still taxed at its full value and the mort-
gage being taxed after the tangible property which it represents has disap-
peared. But such cases are rare, and the law cannot provide for them, be-
cause it is impossible for the State Lo keep track of individual lesscs.

The New York law I conceive to be perfectly fair in principle. The [aw
of any State which taxes both land and mortgage without allowing
deduction of the debt from the mortgagor’s personal estate is indefensible.

The question may be asked, docs not the lender of money on mortgage
take the tax into consideration and make it a component part of the rale of
interest? Docs he not charge a rate high enough to recoup himself for the
lax he has to pay, in addition to the prevailing return on capital? The com.
mon belief is that he does. The Lruth is that he does if he can, bul other-
wise nol. The prevailing return on capital will itsclf vary with the tax,
which is simply one of the expenses of production. The rale obtainable for
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loans depends first and foremost upon the profit that the borrower ean real-
ize. If he has to pay a tax, his profits are so much less, and his ability to
pay interest on borrowed capital is so much less, Putting a clanse in Lhe
morigage requiring the borrower to pay all taxes, as is customary in Penn-
sylvania, or passing a law authorizing the mortgagee to add the tax to the
rate of interest, as is the case in Connecticut, does nol really determine any-
thing. It merely prevents subsequent disputes, It does not tell us whose
pocket suffers by reason of thetax, The elementsof the problem are too
many and too variable for dogmatic treatment. My belief is that the mort-
gage tax, however laid, falls upon both parties, but the proportions are in-
detcrminable.

The present law of Massachusetts (Tublic Statutes, 1882, Chapter 11)
provides that the mortgagor and mortgagee shall be joint owners ; that the
land shall be tazed in the name of the mortgagor for its value, less the
amount of the mortgage ; and that it shall be taxed in Lhe name of the
mortgagee for the remainder. The assessors are required to give a bill
showing the interest of both. The whole tax is a lien on the Jand, which is
prompily sold in case of default. In theory, therefore, if A owns a house
taxed for $10,000, subject to a mortgage of $6,000, given to B, a tax bill is
to be rendered A for §4.,000, and to B for $6,000. In practice, however,
no such thing happens; for the same law exempts {rom taxable persornal
property *‘any loan on mortgage of real estate taxable as veal estate.” This
exempis the debt from taxation ; so all that the morigagee has to do is to
take an agreement from the morigagor to pay all the taxes on the land,
which, being what he always has done, he is perfectly willing to do still.
As an additional safeguard against a change of the law, the mortgagor is
also made to agree to pay the tax on the debt itself, in case the law should
again make it taxable.

The Maryland Tax Commission in their recent repoct (Janvary, 1888)
recommend that no tax be imposed on morigages, being convinced that
the tax will in every case be shifted apon the mortgagor, and that even if it
could be collected from the mortgagee the effect would be to drive capital
away from the State which cannot be spared.—Ew.,



TAXATION OF PERSONAL PROPERTY.

THE taxation of personal property is one of the greatest of all puzzles
in fiscal scicnee, and the source of never-ending controversy. The oppo-
nents of such taxalion rest their case vpon two grounds: first, the impossi-
bility of finding and identifying the ownership of such property with any
approach to equality ; second, the inexpediency of discouraging or driving
away movable property whose presence or juxtaposition adds so greatly to
the value of veal estate, Both of these objections are stated in their great-
est force and with the fullest illustration in the two reports of Mr, David A,
Wells and his associate Commissioners to revise the tax laws of the Staze of
New York.

The first criterion of any tax system is justice. It is certainly opposed
to justice to allow any kind of property to escape its share of the public
burdens. But any criterion that cannot be put in practice is an abstraction
and a delusion, The experience of American communities has shown that
personal property canuot be taxed equally with real estate. Notwithstand-
ing the repeated and ever-renewed atiempts to reach those forms of per-
sonalty that are grouped under the head of ** moneyed capital ” in the hands
of private persons, little headway has been made. The amount of such
property is rapidly increasing, while the public revenue derived from it is not
inereasing, but in some States is diminishing, and this without any change in
the laws applicable thereto, In the State of New Vork, for example, the
amount of personal property on the assessment rolls for the year 1871 was
$452,607,732. In 1880 it had fallen to $335,898,380—a decline of $116,-
700,343. ‘Thesc figures carry their own comment.

Two facts conspite to defeat the attempt to tax personal property of this
deseription. ‘T'hese are (1) that the property cannot be found by the as-
sessor unless the owner co-operates with him; (2) that if it is found, and
if the tax on it becomes inconvenient, the owner can shift bis residence to
some community which offers the inducement of exemption, or of low taxes, or
of lax administration, in order to atiract capital and population toitself. For
purposes of residence, there is ne choice to be made between the different
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States of the Union as regards any of the rights of citizenship. As between
adjoining States, there is littte difference in the matter of educational, refig-
ious, or social advantages. There is no reason why a person should prefer
New York as a place of residence rather than New Jersey, or Illingis rather
than Wisconsin. But the less wealthy and populous State will be apt to
offer advantages in the way of low tax burdens in order to draw people to
her own borders, and the State which perceives a drain of this sort setting
from herself to her neighbor will cither change her own tax law or refax her
administration of it. The situation of New York City, lying as a wedge be-
tween the States of New Jersey and Conmnecticat, is such that very slight
inducements of a pecuniary sort will determine whether a person doing
business here shall make the city his place of doemicile and taxation or not.
Accordingly a practice hasbeen adopted by the taxing authorities of New York
to assess personal praperty at no higher rate than is considered the equivalent
of the cost and trouble of moving to New Jersey or Connecticut. For this
practice the law furnishes facilities by not requiring the tax-payer to return
any schedule of his personal property. A deputy tax commissioner of the
city of New York, while giving testimony in a lawsuit a few years ago, ex-
plained the method of arriving at the value of personal property. The City
Directory, he said, was first examined in order to find the names of persons
to be assessed, and an estimate of each one's property was inferred from
the nature of his business and his place and style of residence. ° Cur rule
is, then,” he continued, *‘to let the amounts remain from two to three vears ;
that is, everything under $20,000. Larger amounts we do not crowd up much,
unless we have specific information about persens, but on $20,000 or $25,000
we do not often increase ; but if an amount is smaller than that, once in about
three years we increase it from say §10,000 to $12,000. A person assessed
$1,000 we should not increase to §4,000, but we would increase one {rom
$3.000 to $5,000 after it had stood two or three years.” In other words,
petrsonal property in New York City, other than that of hanks and incorpo.
rated companics, is practically exempt from taxation.

Nor can we see any injustice in this fact as applied to cities. since the
value of real estate depends allogether npon the accumulation of personal
property upon it. The advance in the values of building ground is causcd
by the growth of population, which is made possible by the growth and
concentration of capital. It is nat unjust, therefore, that building ground
should bear the chief burden of taxation. It would not be unjust if per-
sonal property were exempted from municipal faxation altegether. But the
case is widely different as regards agricultural Jand. The accumulation of
personal property and the growth of population in New York add nothing
to the value of farms a few miles away from the city. Flour and beef can
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be brought hither from Dakota, and vegetables from Norfolk am'} Eﬁ;nnah
almaost as cheaply as from Loog Island. Tut building lots cannof be im-
ported from either place, In other words, town and city lots have a monop-
oly character, which farms have net.

The question recurs, Is it worth while to make a pretence of taxing a
kind of property that we cannot tax with any approach te uniformity, and
that we do not tax cven so far as we might, lest it take to itself wings and
fly away? Is the first criteriun of taxation, 7.e., justice, satisfied by laws
that are not enforced? We think the answer must be in the negative, and
that it would be better to abandon zll attempts to tax movable and intan-
gible things and look for revenue, fur State and local purposes, exclusively
among those things that are fixed and ascertainable.

It cannot be admitted, however, as an economic truth that taxes on
land diffuse themselves over the community s¢ that personal property pays
its share in an jndirect way. A tax on land is paid by the land-owner
alone. He cannct shift a penny of it upon anybody else, for the reason
that he can add nothing to the rental value of land or to the selling price of
farm products by reason of the tax. These are governed by the law of sup-
ply and demand. Suppose that A’s building lot or B's farm is taxed $100
this year, If the tax is raised to $2o0 next year, A cannot get any higher
rent {population remaining the same), nor can B get any better price for
his wheat and bacon. Both must accept the market value quite irrespective
of the tax. In the case of agricultural products, the market value may be,
and generally is, fixed by transactions taking place in foreign lands many
thousand miles distant, and over which the producet has no more control
than he has over the phases of the moon. Building ground is space to
dwell and work in. Its rental value is the resultant of competition in the
strictest sense. If all taxes were abolished to-morrow, the land-owners
would not on that account lower their rents, nor would renters pay more if
the taxes were doubled, They would still pay what the competition of
bidders for space required.

It is said, however, that if the Iand-owner finds that taxation reduces his
profits below the customary return on capital in other trades, he will sell
out and invest his money in other things, and that thus the land tax will be
diffused over the whole community. Dut the buyer will take the tax into
consideration also, The tax will be capitalized and shaved off the price of
the land. It will be ‘‘ diffused " in the pocket of the seller, and nowhere
else, ’

These remarks do not apply Lo buildings, which arc in their nature per-
ishable, requiring repairs and renewal. A tax on buildings is in geneml
paid by the consumer of buildings, 7.c., the tenant, because buildings will
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not be erected unless the return for the capital employed is sufficient to re-
imburse all the charges—interest, insurance, repairs, renewal and tax. This
principle is not altered by merging the ownership of both building and
ground in the same person, although the incidence of the tax is less easily
traced in such cases. The land tax is paid by the owner, and the huilding
tax by the occupier.—New York Evening Post.



TAXATION OF CORPORATIONS.

It cannot be affirmed that the taxation of corporations in the United
States is grounded on any well-defined principles. The reason why incor-
porated companies are taxed by rules peculiar to themselves is that corpora-
tions partake of the nature of both real and personal property. They are
like real estate, in the sense that they are immovable, and always within
sight and reach of the taxing authorities. Qo the other hand their prop-
erty is to a large extenl personal, i.e,, movable, circulating. A body of
law has grown out of this mixed condition, but it is in a very chaotic state.
For example, it is still undetermined whether a tax on capital stock is a tax
on the franchise or a tax on the property. The highest courts of New York
and of Pennsylvania have come to diametrically opposite conclusions on this
point, the former holding that it is a tax on “‘franchise or business,” and
the latter that it is a tax on ‘‘ property and assets.,” The question is now
pending in the Supreme Court of the United States.

The New York law of 1851 taxing the capital stock of corporations
deseribed the impost as a tax on the ‘‘ corporate franchise or business.”
IF it were really such, it would be immalerial in what part of the world the
property was situated, or the business carried on. A great deal of confn-
sion and litigation arose under this law, the corporations conlending that
they were not taxable on that portion of their capital employed in other
States. The State Comptroller conceded this point as to certain corpora-
tions, and denied it as (o others, The Court of Appeals held that it wasa
franchise tax, and that it applicd to the entire capital stock of the Western
Union Telegraph Company, although the property of the company was
situated in 2ll of the States of the Union, and in several foreign countries.
The injustice of such a tax was strongly animadverted upon by the court in
rendering the decision, The legislature, accordingly, in 1885 changed the
law by limiting the tax to *‘the amount of capital stock employed within
this Stale,” thus giving a legislative interpretation to the tax different from
that given by the court, and different probably from that intended by the
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legistature of 1881, which passed the act in question. In Pennsylvania, the
tax was simply imposed on '‘capital stock,” and the courts in that State
have always held that this mcans '* property and assets,” as distinguished
from franchise, or the right to transact business in the particular way de-
seribed in the act of incorporation,

There is a great variety of taxes in the United States that go by the
name of franchise tax, although their legal classification may be more or
less open to dispute, viz. :

1, A premium cn the granting of the charter, which is paid in whole or
in part before organization.

2. An annual tax of several kinds :

a Based on capital stock in proportion 1o the amount of dividends
paid or declared.

& Based on capital stock according te its actual or market value, when
there are no dividends.

¢ Based on the earnings, gross or net.

4 Based on total value of property, tangible and intangible, whether
represented by capital stock or bonded debt, or both together,
This is usually measured by mileage in the case of transportation
companies.

¢ Based on the business done—as in Massachusetts, on the average
deposits in savings-banks and trust companies, and on the num-
ber of telephones nsed by telephone companies | as in Tennessee,
on the number of parler and sleeping cars run by a parlor car
company ; as in New York, on the average deposits of foreign
banking companies ; as in Pennsylvania, formerly, on each ton
of coal mined ; as in Texas, on each telegram sent by a tele-
graph company. .

J Dased on the capital, at par, regardless of value, as in New Jersey
and Massachusetts, for certain classes of corporations,

In the year 1879 a Committee of State Railroad Commissioners, consist-
ing of Messts, C. I, Adams, Jr., W. B, Williams and J. H. Oberly, made a
report on the taxation of railroads and railroad securities in the United
States znd in forcign countries. They found almest every conccivable
variety of method prevailing in the several States, They found that the
States of Michigan and Wisconsin had adopted a very simple and workable
plan of taxing the gross receipts of railroad companies, exempting them and
their share-holders from all other taxation, cither State or municipal, except
on their real property not included in their right of way. They accordingly
recommended this plan for general adoption, but they added :

““The apportionment of a levy on gross veceipts among the several
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States through which a single railroad may run is in this country un-
doubtedly altended with much difficulty, aud the committee have given care-
ful cousideration to the subjeet. The conclusion at which they have
arrived is that it should be made a matter of mutual understanding among
the States, and that, as the levics must be independent, they should be ap-
portioned according to mileage.'

Additionz] force was lent to the last paragraph above quoted by a de-
cision of the Supreme Court of the United States rendered in May, 1887, to
the effect that all State taxes on gross receipts {rom interstate or foreign
commerce are unconstitutional. It thus appears that what the committee
found to be difficult in practice is impossible in law, and that anything
which has its foundation on the mutusl understanding of the States has no
foundation at all. The case before the court was that of the Philadelphia
and Southern Mail Steamship Company v. Commonwwaiir of Pennsylvania.
It arose under a law of the State of Pennsylvania, passed in 1877, wkich
taxed the gross receipts of all transportation companies incorporated by or
doing business in the State, irrespective of the place where the earnings
were made., The Steamship Company pleaded that no part of its earnings
was made within the State of Pennsylvania, but that all were made from
interstate and foreign commerce, The decision of the court was based
upon that clause of the Constitution which gives to Congress the power ** to
regulate commerce with foreign nations, and among the several States, and
with the Indian tribes.” It not only holds that the tax on the gross receipts
of this company is unconstitutional, but the argument goes to the point that
any State tax on the internal traffic of the couniry, which traffic crosses the
boundary of 2 State, is unconslitutional. While, in other words, a State
may tax the gross income derived from the transportation of flour coming
from Buffalo to New York, it cannol tax that of flour coming from Minne-
apolis by way of Buffalo to New York.

That the public authorities of Pennsylvania so understand the deciston
is evident from the fact that they are now taking steps to abolish the tax on
gross receipts of transportatien companies altogether, and to substiluze a
property tax in place of it, estimating the value of railroads by addiog to-
gether their entire funded debt at par and their capital stock at its actual
value, and taxing this aggregate sum in (he proportion that the mileage in
Pennsylvania bears to the whole mileage operated. This plan, which is
already in force in Connecticut, involves the taxation of a company for its
debts, and iy in reality a mixing together of objective and subjective taxes,
A tax on a locomotive is an objeclive tax. The assessor can ascertain
its value, and can seize and sell ir, if the tax is not paid. The State is
rot bound to inguire whether the person using it bas paid for it, or whether

7
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he is in debt for it, in whole or in part, or whether the debt is secaced by
mortgage, or not secured at all. The locomotive, the object, the visible and
tangible thing is taxed.

A subjective tax is a tax on persons and corporations, because they are
worth so much money. Of course they are worth only the amount of their
possessions, minus their debts. The proposed law of Pennsylvania, like
the present law of Conpecticut, taxes the railroad subjectively, but upon the
presumption that it has objects in use and under its control, worth as much
as its debts and capital stock added together,

This plan seems, at first glance, to be uvojust, but it is not necessarily so.
If atailroad pays $100,000 per year in taxes itis immaterial whether the levy
is made on its gross receipts, or an its capital stock, or on it stock and bonds
added together. Bat when we consider the relative situation of two roads
in the same State, and making the same earnings, the one having a large
debt and a small capital stock and the other 2 small debt and a large capital
stock, it becomes apparent that they ought to pay the same amount of taxes;
and this would not be the case if debts were deducted. It would be neither
wise nor just to tax one more heavily than the other, because its finances
have been more prudently managed and because it has pursued the policy of
paying its debts as they fall due instead of issuing new bonds to take up old
ones. There is nothing easier to create than railroad debts. It isnot good
policy for the State to encourage such debts by offering exemption from
taxes on that portion of the property represented by the bonds.

That railroads and other corporations of a monopely character are far
from paying their due proportion of taxes, the proportion which real estate
and other immovalle and ascertainable property pays, there is good reason
to believe. Comptroller Chapin, of New York, in a special report to the
Legislature, dated March 30, 1886, showed that the New York Central Rail-
road was paying a tax of only eight mills on its value, whereas citizens were
paying seventeen mills average. ‘' Yet it is admitted,” he says, ‘¢ that this
corporation has been exceptionally fair toward the public in its construction
of the tax law, and has paid propoertionately much more than other corpora-
tions.” The Maryland Tax Commission are extremely indignant at finding
that the railroad corporations of the State, which are taxed on the basis of
their gross receipts, really pay for State taxes only one-half what a private
citizen would pay on the same value.—ED.



TAXATION OF «“LAND VALUES.”

THERE has been so much political agitation during the past year on the
subject of the taxation of *‘ land values” that this work would not be com-
plete without some notice of it. The doctrine espoused by the United
Labor party of New York, under the leadership of Mr. Henry George, is
staled in the platform adopted by the Symcuse Convention, August xzth,
1887, as follows :

‘' What we propose is not the disturbing any man in his holding or title,
but, by abolishing all taxes on industry or its products, to leave to the pro-
ducer the full fruit of his exertions, and by the taxation of land values, ex-
clusive of improvements, to devote to the common use and benefit those
values which, arising not from the exertion of the individual but from the
growth of society, belong to the community as a whole.”

We observe, in the fitst place, that neither land nor land values ever pay
taxes, Things do not pay taxes. Taxes on land are paid by land-owners,
as has been shown on a preceding page. The proposition therefore is, that
Jand-owners shall pay all the taxes for the support of government, both gen-
eral and local, and that nobody else shall pay any taxes ; with the further
proviso that, if anything in the way of “‘ land values ” is left over, that shail
be taken alse and applied to the common use and benefit.

The assumption that land values arise from the growth of society is a
half truth, the other half being the fact that the growth of society is made
possible by the cultivators of the soil, whe are in this country mainly the
land-owners, It is certain that land does not produce wealth, except in very
limited quantity, without labor. Of the two sources of wealth, land and
labor, the latier counts for cverything that the former would not yield spon-
taneously, such as grass, nuts, wild fruit, wild animals, ete. If we were to
agree that all these spontancous products or their equivalent, as nearly as it
can be ascertained, should be applicd to the common use through the
medium of taxation, how far would they go toward the support of modern
governments? Would anything be left over to apply to the abolition of pov-
erty in private circles ?

But we are told that rent exists nevertheless, that it has not been pro-
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duced by the land-owner, and that it ought to belong to the whole people,
Economic rent is the price that is, or might be, obtained for the usc of un-
jmproved land, It is measured by the yicld of somc particular land over
and above the yield of the poorest land in vse, 7. ¢., land that yields nothing
but ordinary wages and ordinary interest on the capital employed in tillage
ot other improvement. Accordingly rent does not exist absolutely but rela-
tively.

The relations which cause rent to exist are those of peculiar fertility or
situation, Tand A may be more fertile than land B, or it may be nearer to
market. In either caseit will yield more rent nnless other circumstances
counteract this tendency. If afl the land in a country is of equal fertility,
and the supply is still unexhausted, rent will only arise from differences of
situation, Tf, in such case, differences of situation could be neutralized by
cheapness and quickness of transportation rent would not exist at all.

We are speaking now of agricultural rent, looking at the practical bear-
ings, if any, of the proposed exaction of the whole State revenue from land-
owners, and a general prosperity fund besides.

Higher fertility counts for little in this country at present, as a factor in
producing rent.  In the older States the original fertility has long since been
exhausted, and either replaced by artificial fertility or not replaced at all.
In the newer parts of the country economic rent does not exist, because land
can be had for the trouble of occupying and cultivating it. Difference of
situation is the only rent-making element worth taking into account, and
even this is so insignificant as regards agricnitural Jand that the most fav.
orably situated farms in the New England States, where the population is
densest, can -hardly be rented at all, even with the improvements that have
been made upon the soil.  Good, unimproved agricultural land within forty
miles of the city of New York has been offered without takers, free of reut,
for many years, to any person whe would take it and cultivate it. Great
quantities of land in the Adirondack region have been scld for taxes and
abandoned hy the owners, of late years. The quantity of Iand falling into the
State's ownership in this way has become so important in some places thata
serious deficit has arisen in the local taxes, making it necessary for the State
in some cases to pay local taxes on ils own land, which it does by remiiting
to the counties in which the land is situated a corresponding amonat of their
dues to the State, (See Laws of 1836, chapter 280.)

I have heard an eminent professor in a New England college say that
he had been looking all his life for a case of cconomic rent in the agricul-
tural districts of the New England States, but had not yet found one, In
other words, the present tax on farming land there cxhausts the economic
rent, and fully realizes the platform of the United Labor party. If any
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heavier tax {s imposed the farms will be abandoned to the State. The
cheapness of transportation from the more productive lands of the West is
the cause of the disappearance of agricultural remt in New England, and
also of the great shrinkage of rent in old England. There are prohably
places where agricultural rent can be found in the Central and Western
States, but when the cupital value of improvements attached to or embedied
in the soil is deducted, the residuum of purcly economic rent musl be ex-
tremely small, and must continue small so long as there is any considerable
amount of arable land in this country or in Canada unoccupied.

When cheap transportation has so far heutralized advantages of situa-
tion that economic rent has ceased te exist in the most populous parts of the
country, where it ought 1o be most fiagrant and conspicuous, where are we
to look for the *'land values™ that shall yicld such a gushing revenue that
nobody but land-owners need pay any taxes ? Perhaps the answer will be
that we shall find it in town and city lots.

If we take the city of New York as a pre-eminent example, we find that
the taxes imposed for State and local purposes in 1887 amounted to $32,370,~
666,78,  Of this sum the owners of real estate, land and buildings together,
paid §27,097,022.93, while banks, corporaiions, and the owners of personal
property together paid only $5,273.673.85. But if the owners of real estate
should pay the whole it would not exhaustrent. There would still be
something left over,

It is customary to say that this something left over is the common herit-
age of all mankind. Although the land-owner may have paid its just value,
although he may pay five-sixths of the entire cost of supporting the povern-
ment, and its educational and charitable institutions,--that is, promoting
the *‘ growth of society "—year after year, yel it is contended that he has
stepped into the heritage of other people and that he ought to be dispos-
scssed. If we ask how you know that lots in New York are the heritage of
all mankind, or of that particular portion of mankind who choose to dwell
here, the argument takes a theulogical, or teleological, turn at once, and we
are asked whether the Almighty can be supposed to have sent anybody into
the world disinherited, or without some share in the land. This is a hard
question.  We cannot penctrate the divine mysteries, but we can say with
considerable conlidence that it is quite as likely the Almighty jntended that
some people should not have land, as that he intended that they should take
it away from other people withoul compensation, after having agreed in
writing that they would not do s0.—Eb,

N



TAXES ON CONSUMPTION.

THE revenue of the United States Government is derived almost wholly
from taxes on consumption, customs duties yielding $217,000,000,and inter.
nal revenue, or excise duties, $r20,000,000. The author of this treatise
declines to enter into the discussion of protectionism, as not being a fiseal
question. It will, therefore, not be introduced ns a note, Bul the great
preponderance that taxes on consumption bear in our system of national tax.
ation requires some comment.

In the first place, let us remark that taxes on property and on income. at
a period not very remote, yielded by far the larger part of the internal rev-
enne. In the year 1866, the following sums were received from taxes,
which have since been repealed :

From manufactures, other than liquor and tobacco. . $r27,528,610

“ incomes..... eermanes P ] s B R 1
Bl AMPS.araiernarrasarnensanrrrarsannann 15,044,373
O PrOSS TECETPES v iuuivcunninanvatroansnasnes 11,262,430
¥  licenses other than liquor and tobacco........ 14,011,132
LA ) -1 TR 4,002,283
“ salaries...vaanianiannan 3.717,395
4 legacies and successions 1,175,979
¢ billiard 1ables, carriages, pianos, et¢......... 1,603,123
# banks, railroads, etC. . vaineieiiiniavaianne - 12,100,420
“ miscellaneous........... e iraeracie s . 4,440,290

$250,051,907
Internal taxes still remaining yielded in 1866 :

From distilled spirits......... ver exresrenrerainss $20,108,578

*“ {ermented liquors..... b iiararer e ann 5,115,140
tobacco, snuff and cigars........... P .. 16,514,333
licenses, liquor and tobacco.. .o, vvvaiucinva. 4,026,066

$54.855,017
The internal revenue at the present time (January 1, 1888) is made up of
taxes on the following articles, viz.:

It
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Fiscar YEAR, 1887,

Distilled spirits.......... Crerrarrraraaines vrean e '$05,820,52%
Fermented liquors,.........s B T . 25,922,187
Tobatco. s vovaanirarensans e areaeaieen e 30,108,067
Oleomargarint. .o v vvensrstoraainantnastsnasrnsane 723,048
National bank-notes. cvvcvevnen tarrsrierarerins- 2,385 851

§120,969,374

It is staled in the text that taxes on comsumption are justifiable on twa
grounds ; first, because the budgets of modern times cannot be balanced
without them ; and second, because they are the only means of reaching the
working classes, whe ought not to enjoy all the advantages of guvernment
without contributing anything to its support. Frofessor Cossa did not have
in view a country which derives its national revenue wholly from taxes of
this kind. Nor did he have in view a country whose budget might easily
be balanced without any taxes on consumption, if that policy were desirable.

The total expenses of the government for the fiscal year 1887, other than
for interest and sinking fund, were $220,Ig0,602. It appears, therefore,
that taxes exceeding by $36,000,000 the whole ordinary expenses of the gov-
ernment have been repealed since the year 1866, and that these have been
mostly taxes on property., Taxes on income, gross receipts, corporatious,
legacies, occupations, sales and stamp duties are paid by the persons out of
whose pockets they first come. There is no repercussicn here. And in
general it may be assumed that a tax falls on the first payer ualess the con-
trary can be clearly shown, as it can be in the case of customs duties and
the excise tax on liquers and tobacco, Everybody knows that the importer,
the distiller and the tobacconist merely advance the tax to the government
and collect it back from the consumer, together with interest on the amount
advanced.

How far the internal tax on manufactures, while it lasted, was a tax on
consumpticn, it is difficult to say. The increase of customs duties, which
was made simullaneoasly, was intended to convertil into a tax on consump-
tion by enabling the manufacturer to add the amount of the tax toihe price’
of the article produced. Probably it did not have this effect in all cascs.
When the internal tax was repealed the corresponding customs duties were
left unrepealed, cxcept in a few cases. The cffect of this was to enzble the
manufacturer of articles subject ta foreign competition to recoup himsel
very speedily, even il he had not done so while the internal tax was in force,

In the year 1776 Adam Smith stated four rules of taxation, which have
been aceepted by the whole civilized world, and by all governments in it,
as tbe maxims of justice applicd to that matter. ‘The first of these rules
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.says that ' the subjects of every State ought to contribute to the support of
the government as nearly as possible according to their respective abifitics,”
This means, of course, that the man whose income is $5,000 ought to pay
ten times as much as the one whose income is $300, and so on. Nobody
denics the truth of this maxim except some wrilers who contend that the
man whosc income is $500 or less ought not to pay any taxes. I think that
he ought to pay something and onght to know that he pays it.

Since our national taxes are levied on consumption it is evident that
the people of the United States are not paying taxes ** according to their re-
spective abilities,” but according to their respective needs. The man with
$5,000 income is not paying ten times as muck as the man with $500, as
cverybady knows that he ought to. They are each paying according to
their consumption. The man with §5,000 income does not consume ten
times as much of dutiable guods as the man with $500 income. He may
consume a little more, but not much more. The things he buys may be of
_superior quality, but it does not follow that he pays any more tax on that
account. On anything that is taxed by the pound, the yard, or the gallon—
and most things are so taxed—the poor man pays as much as the rich man,
whatever be the quality or style of the things used by them respectively, It
results that Adam Smith’s first rule is not followed in this country. It re.
sults that the very opposite course is pursned. Tt results that people do not
pay taxes according to their means, but according to their wants, which is
the very opposite criterion. '

Our State and local taxes are paid principally by assessments on property.
These amounted in the year 1880 to $302,000,000. They may now reach
$350,000,000, or about the sum collected by the national government by
customs and excise duties. It is a question for statesmen and philanthro.
pists, as well as for trade-unions, 1o consider, whether one-half of the entire
burden of government in all its departments, national, state, and municipal,
sbould he paidd by taxes on consumption, which are, in a rough way, taxes per
capita, since all are consumers. Taking into sccount all the public contribu-
tions which support civilized society in this country, I consider that Adam
Smith’s firsl rule js grossly violated, and that the wage-carners and the tax-
payers of small incomes bear an undue and disproportionate share of the
burden of taxation. 1 consider, further, that the solution of what is called
the ** sacial problem " should begin by lightening the taxation of the wage-
workers ; that is, by the reduction or repeal of iaxes on consumption, The
first thing to be done for the working man is tolet him enjoy what he earns.
‘When this is done, and when good education, technical and other, is offered
1o him and his children, the social problem will be solved, so far as govern-
menis can deal with it.—ED.



PART 1V,

TiEeE ReLaTION BETWEEN PusLic RECEIPTS
AND EXPENDITURES.

CHAPTER L
GENERAL IDEAS.

THE proper relation between public receipts and
expenditures is that of equilibrium or equalization;
because, as a rule, it is not permissible to take
from the national resources either more or less
than is necessary to meet the public expenses of
the current fiscal period.*

In order to obtain the desired balance the re-
ceipts must be regulated by the expenditures, so
that the one may coincide with the other, both as
to their amount and as to the periods of collection
and disbursement.

* The Secretary of the United States Treasury in his annual report, Dec.
5, 1887, said that there was at that time a surplus in the Treasury, over and
above all requirements, of §55,258,701.1g, and that it would probably
amount to about $140,000,000 on the 30th day of June, 1888. Ile said also
that the requirements of the sinking fund of the public debt for the current
fiscal year, ameunting to $46,817,785.48, had all been wmet, except a very
small fraction, prior to Nov, 1, 1887,
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In practice, however, the relation frequently hap-
pens to be abnormal—that is, a want of equilibrium
cxists, which can take place:

1st. Through a surplus—that is, an excess of re-
ceipts over expenditures; and this may be kept in
reserve, invested, or better, be eventually applied to
the payment of previously contracted debts, or to
the partial or total abolition of onerous taxes;

2d. Through a deficit—that is, an excess of ex-
penditures over receipts. The deficit may be tem-
porary, if it is owing to the accidental delay of
certain receipts or to the anticipation of certain
disbursements ; or it may be permanent, if it is due
to fnancial disorder which defies all efforts at ob-
taining a balance.

A deficit may be owing to an increase of ex-
penses, or to a diminution of receipts, caused by
war, by revolution, or by scarcity or any other eco-
noric crisis, or by extraordinary public works (as
by the construction of railways).

The deficit may be met either by prudently re-
ducing expenses, whenever it is possible, or by
discovering new sources of revenue. The latter
may be obtained :

1st. By the sale of the fiscal domain, which, un-
der the circumstances already mentioned, will but
seldom yield any profits; ]

2d. By resorting to the treasury reserve—that
is, to the surplus accumulated in times of pros-
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perity—a plan which has been largely followed in
the past, but which has the inconvenience of with-
drawing too long from the channels of industry
considerable amounts of capital, and in the pres-
ent day can only be allowed as an exception and
within strict limits ;

3d. By means of anticipations, to be reimbursed
in successive financial periods, or by raising the
rates of pre-existing taxes, or by introducing new
ones;

ath. By using the public credit—that is, by con-
tracting debts—an expedient which in the present
day is generally preferred, and which therefore re-
quires more minute consideration.

To the avoidance of deficits nothing contributes
more than the compilation of the exact balances
(estimated and ascertained) of the public receipts
and expenditures to be submitted in free States to
the approval of the deliberative assemblies. In
the opinion of many the annual discussion of the
budget would gain in importange if it were lim-
ited to only one part (the variable), while for the
other part (the permanent) an examination re-
peated at longer intervals should suffice.
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CHAPTER II.
TIIE PUBLIC DEBT,

Tue public credit—that is, the faculty of con-
tracting debts on relatively favorable conditions—
depends, as* does the credit of the individual, on
the circumstances which influcnce the purpose,
and the possnblhty of fulfilling the obligation con-
tracted. In particular it depends on the political
and administrative arrangements, on the financial
conditions—that is, on the system of taxation, on
the amount of pre-existing debts; and finally, on
the economic condition—that is, on the state of
the national wealth. .

Public loans have been greatly extolled by many
writers in the past; but later, by an exaggerated
reaction against abuses in practice, and through a
false conception of the action of the State, to which
all economic competence is denied, they have been
absolutely condemned, or only tolerated as a neces-
sary evil.

With regard to their legitimacy, it is to be ob-
served :

1st. That ordinary expenses must be covered by
ordinary receipts, and especially by taxation ;

2d. That extraordinary expenses may, according
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to circumstances, be met by means of either taxes
or loans. ‘

In respect to the different sorts of extraordi-
nary expenses, public loans are especially admissi-
ble when in support of public works—that is, of
the productive employment of capital by the bor-
rower. Recourse may also be had to public loans
when extraordinary expenses are incurred on ac-
count of war, revolution, famine, etc.—that is, in
the case of an employment of capital only indi-
rectly productive to the public authority (includ-
ing reforms of the armament or of the administra-
tion), in so far as it brings an advantage to society
which is not limited to the financial period in
which the expense is incurred.

From the economic point of view—that is, in re-
gard to their effects on private wealth—public
loans, which always import a subtraction of exist-
ing capital from the national resources, and not at
all an imaginary and absurd anticipation of future
capital, seem preferable to an increase of taxation,
when the latter happens to be badly distributed,
and when the loan is contracted with foreign cap-
italists, or, if contracted with home capitalists,
when the loan absorbs only the surplus capital,
without having recourse to that which is already
well invested in industrial enterprises, upon which
otherwise serious injury might be inflicted.

From the political point of view the advantages
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and disadvantages of loans, which are frequently
exaggerated, offset each other; for if, on the one
hand, they directly interest a class of numerous and
powerful capitalists, in the maintenance of public
order and the prescrvation of peace, on the other
hand, it is not less true that they excite the discon-
tent of the tax-payers who are charged with the
payment of the interest, and at the same time in
relations with foreign countries they lead to a kind
of dependence of the indebted State on that to
which its creditors belong.

In respect to the advantages promised to the
creditor, public loans are divided into productive,
to wit, interest-bearing, and unproductive, non-
interest-bearing. The former are now the rule,
the latter the exception.

In respect of the guarantee given to the creditor,
they are to be distinguished as :

1st. Loans secured by the pledge of certain
revenues set apart before all for the payment of
interest and for the reimbursement of the principal.
These loans, much in vogue in the past, sometimes
also under the form of temporary transfers to the
creditors of certain public receipts, are no longer
suited to States which enjoy regular financial ar-
rangements, except in the not unfrequent case of
loans contracted for the execution of public works,
and hence made a charge on the revenue derived
from their operation. There are also instances,
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scen in recent times, when States in contracting
loans have offcred to their creditors the formal
guarantee of other richer and more powerful States ;

2d. Unsecured loans, which are based, merely,
on the personal credit, so to speak, of the debtor.

In respect to the source of the borrowed capital,
are to be distinguished :

1st. Forcign loans, the evidences of which are
held by foreign capitalists ;

2d. Internal loans, the evidences of which are
owned by home capitalists. ‘

Formerly internal loans were decidedly preferred
to foreign ones, because of the fear entertained
touching the exportation of money caused, in the
latter case, by the payment of interest and the re-
imbursement of the capital. Now, however, for-
eign loans are in great favor because they do not
deprive national industry of the capital it requires.

In respect of the legal character of the opera-
tion, loans are divided into voluntary and forced.
Forced loans, which form as it were a connecting
link between taxes and voluntary loans, must in
general be condemned both on account of the un-
avoidable injustice of their distribution, as also for
the injurious withdrawal of capital from private in-
dustry which they occasion. They can only be
admitted in cases of urgent need, arising under
circumstances that do not admit of contracting a
voluntary loan on tolerable conditions.
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In respect to the manner of contracting, a dis-
tinction is to be noted between loans negotiated :

1st. Directly—that is, through public agents ;

2d. Indirectly, through capitalists who interpose
between the debtor and the creditor.

Finally, in respect of their various methods of
arrangement, particularly in respect of the condi-
tions of repayment, we must distinguish between :

1st. Loans constituting the floating debt;

2d. Those forming the consolidated or funded
debt.

CHAPTER IIL

FLOATING DEBT.

Tur floating (fluctuating, unfunded) debt com-
prises those loans which, not being definitely regu-
lated, continually vary in amount.

In normal conditions the floating debt, which
often becomes an abuse, is distinguished from the
consolidated debt by its purpose (which is that of
filling a temporary deficit in the treasury), by the
shorter term of payment, and by the power of
terminating it at any time, which belongs to both
parties.

SectioN 1. Classification of the floating debi,

The floating debt assumes various forms, the
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more important of which it may be useful to indi-
cate here. )

Debts having their origin in the carrying on of
State industries (running account, etc.) arc now
unimportant, both by reason of their amount, and
because the range of the industrial operations of
political bodics tends in general to diminish.

Debts arising in the coursc of the performance
of political functions, as deposits in court (which,
strictly speaking, should not be touched), official
bonds (of accountants, contractors, etc.), the de-
posits in savings-banks, which sometimes are ad-
ministered either directly by the State, or indi-
rectly by institutions depending on it (offices of
deposit and of loans),—all these constitute a part
of the floating debt, which, however (especially the
deposits in savings-banks), in times of economical
and political crises may cause serious embarrass-
ments.

Also accidental arrears of expenses, caused by
postponing payments (salaries, pensions, interest
and annuities, the capital of matured loans, etc.),
may sometimes in the larger States constitute a
not inconsiderable class of debts, the state of which
should be always kept clear and evident by means
of a good system of accounts.

The more conspicuous part of the floating debt,
however, arisgs from large unforeseen expenditures,
from expenditure anticipated, or by the failure or
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delay of the ordinary revenues. Among these are
comprised :

1st. Loans of immediate payment, obtained by
the emission of convertible legal-tender notes
(paper money in the improper sense) ;

2d, Loans at very short terms of payment, ob-
tained from banks, that frequently are required to
make them in return for the privileges granted to
them. They consist of loans on account current,
or in advances upon pledges of public revenue, or
of other evidences of debt;

3d. Interest-bearing obligations created in order
to realize in advance the revenue from future taxes,
a system which may become dangerous if the obli-
gations are continually renewed instead of being
extinguished when the need of them has passed
away ;

4th. Treasury notes or bonds (exchequer bills),
which constitute the typical form of the floating
debt.

These consist of interest-bearing obligations at
very short dates (as three, six, seven months,
a year), emitted by the treasury to provide
for extraordinary wants of the current fiscal
period.

The rate of interest on treasury notes is usually
very low in rich countries, but it continually varies
according to the conditions of the_public credit
(the necds of the debtor, and the confidence he
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enjoys) and those of the money market so called,
to wit, the quantity of loanable capital.

Treasury notes and other analogous forms of
floating debt, while they afford to private individ-
uals the means of conveniently investing certain
sums that are for the moment disengaged and held
in the expectation of better employment, are useful
and even necessary in the best-administered States,
which in casc of urgent nced can obtain the neces-
sary means on easy terms from lenders who are al-
lured by the certainty of prompt repayment, with-
out having recourse to the more complicated and
cumbersome form of consolidated debt.

But treasury notes can certainly become a seri-
ous abuse if allowed to grow beyond measure by
continued renewals in time of peace; for in times
of crisis they cause serious trouble by competing
injuriously with industrial enterprises, and with in-
stitutions of private credit, whose capital they ab-
sorb, and because, when it is impossible to mecet an
increasing and imperative demand for reimburse-
ment, resort 1s too easily had to the calamitous ex-
pedient of legal-tender notes.

The uvse of treasury notes should therefore be
confined within narrow limits, rigorously fixed by
the law, and the administration must be prudent
and be guided by the rules that are usually fol-
lowed by the best-regulated institutions of private
credit.
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Sec. 2, Paper money,

To the floating debt belongs also paper money,
endowed with the privilege of forccd circulation, by
which everybody is compelled to receive it in pay-
ment without the right to immediate reimburse-
ment in metallic money (inconvertibility).

In a financial sense inconvertible paper money is
a forced non-interest-bearing loan made by the
State, with an uncertain and indefinite term of pay-
ment, and distributed among citizens Wlthout any
regard to their economic condition,

Paper money is one of the most ruinous expedi-
ents to which the public finances resort in moments
of grave emergency, when an increase of taxation
seems to be impossible and when it is desired to
avoid, in whole or in part, the high rate of interest
which, under such conditions, must be paid on a
voluntary loan.

Paper money, the value of which is inevitably
liable to strong and continual variations, because
it is generally issued by weak governments and to
an excessive amount, so as to cause the expulsion
of metallic money, besides presenting very scrious
economic inconveniences, damages the treasury
itself in its purchascs at home and abroad, decreascs
the income from taxes, and gives a great shock to
the public credit, the evidences of which fall in
value when the interest is paid in paper, while new
loans that may eventually become necessary .can
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only be negotiated on conditions that grow con-
stantly worse.*

The withdrawal of paper money must be effected
resolutely, but with all the caution necessary to
avoid or at least diminish new economic perturba-
tions of an effect the rcverse of those that took
place at its introduction.

When the paper money has not been too greatly
depreciated it seems more just and convenicnt that
its withdrawal should take place at its nominal
value (at par), thus avoiding the injustice of giving
it a less value than that of its original issue. Still
it is due to the tax-payers, who have to furnish the
necessary means toward the re-establishment of
the normal circulation, that the process should be
slow, in order to diminish, if possible, the fluctua-
tions of the premium and the speculations of the
last holders of paper money, as well as to obtain
the gradual rise of the current value of the paper
until perfect coincidence with its nominal valuc is
secured.

Bank-notes are relatively less injurious than gov-
ernmental paper money—that is, bank-notes is-

* Mr, H. C. Adams, in his very valuable work on Fubiic Debts (p. 131,
shows that the cost tothe tax-payers of our late war was swelled by the enor-
mous sum of §86g,000,0c0 by bad methods of financiering, in which depre-
ciated paper money bore a very large part.  ‘This sum is the difference be-
tween tie [ace valuc of the obligations issued and the gold value received by
the Treasury, and is about equal in amount to the bonds now outstanding
less cash in the Treasury.—ED,
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sued by an institution of credit, to which the State
concedes the privilege of legal tender (forced cur-
rency, cours forcé), in compensation for a loan
made, either gratuitously or at very low interest,
of a part of its notes. The reason of this is be-
cause such notes have a double guarantce, the prin-
cipal one of the bank, and the subsidiary one of
the government, and because, also, this system af-
fords greater resistance to the over-issne of paper
money.

CHAPTER 1V.
CONSOLIDATED DEBT.

THE debt which is called consolidated (funded)
comprises loans which have been definitely regu-
lated, and the service of which (interest and
redemption) figures among the ordinary debits of
the balance-sheet.

The consolidated debt of the State is also some-
times called inscribed debt, because its accounts
have been registered in the so-called Ledger
(Great Book) of the Public Debt.

The consolidated debt is divided into redeemable
and irredeemable.

SECTION 1. Redeenmable debt.

The redeemable debt comprises loans which the
debtor has obligated himself to repay, entirely or
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partly, at certain periods, and under certain rules
previously stipulated,

Such an obligation does not, ordinarily, at least,
exclude the right of returning the capital before
the stipulated time by purchasing at market price
the securities that represent it.

The redeemable debt, by assuring repayment to
the lender, frequently secures better conditions for
the borrower, and incites the latter to economy in
order that he may have- the required means in
hand when payment is due.

This form of loans, however, is not the most
acceptable either to the lenders, who prefer to
make permanent investments of their capital, or to
those who desire to speculate on the changing price
of the securities, and who accordingly prefer those
liable to more frequent changes of value. On the
other hand, political bedies which possess a high
credit can find money on good terms even by means
of an irredeemable debt, whilst thosc with inferior
credit, and in hard times cven the former, will be
obliged later to contract new loans on worse terms,
in order to extinguish the old ones,

Redeemable debts comprise various kinds of
loans, distinguished by the various conditions of
repayment. The principal ones are those with
fixed terms of payment, prize loans and anno-
itics.

In loans at fixed terms of payment, the interest
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is paid regularly and the principal at one or more
fixed periods. This may also be done by dividing
the several obligations into series, and by drawing
lots for those to be paid off.

In prize loans, or lottery loans, which are sus-
ceptible of the most various combinations, the cap-
ital is repaid at fixed predetermined periods and
by lot, with the difference that the interest (either
the whole, or, more often, a part of it) is not paid
regularly, as in the case of other loans, to all the
holders of the obligations, but is distributed to
those among them who hold the particular ones
whose numbers are drawn by lot.

These loans present, although in much less
degree (as only the interest or part of the interest
is gambled for), the objections which make against
lotteries. They tend to divert people from the
legitimate rewards of labor and of saving, arousing
the hope of considerable and exceptional gain due
to the favors of fortune; they are, moreover, of
little advantage to the debtor, who is unable, under
such a system, to secure the general co-opceration
of serious capitalists, and must also forego the
eventual benefit of conversion (refunding), by
which he might cxtricate himself in times of pros-
perity from the oppressive conditions to which he
had submitted at a time of crisis.

In the system of annuities, also called termina-
ble rentes, the capital is reimbursed, little by little,
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by paying every year a fixed sum, which com-
priscs the interest and a portion of the principal,
which gradually increases.

Annuities may be for a fixed time or for life.

In annuities, at fixed time (as of 30, 50, 9o
years), the amount of principal can be exactly
determined, which, added to the interest, consti-
tutes the sum to be paid annually.

In lifc-annuities, both the period of reimburse-
ment and the amount to be reimbursed are con-
tingent, uncertain elements, which depend on the
greater or less duration of the lives of one or more
persons, usually upon the life of the creditors.

In simple life-annuities the debt is extinguished
by the death of the creditor; in the tontine,
which consists of a society of creditors, the debt
is not extinguished until the death of the last
creditor, the condition being that the survivors -
shall receive the annuities which would have be-
longed to the other creditors had they lived.

Against the policy of fixed-time annuities, still
in much favor in certain countries which arc in
good financial condition, it is to be observed that
they cncourage the conversion of capital into tem-
porary income, and encourage unproductive con-
sumption rather than production; whilst in hard
times the gradual reimbursement, both in this and
in other forms of redeemable debt, is only nom-
inal, since new loans must be negotiated, and not
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always advantageously, to obtain the means of
paying the old ones.

Against life-annuities (and especially against
tontines) not only may the same objections be
made that are advanced on moral and material
grounds against annuities in general, but also
thosc that are made against the lottery loans. It
is also to be noted that the embarrassments arc
much greater than those proceeding from fixed-
time annuities, because a higher rate must be paid
for the relatively short duration of the probable
life of the creditors than is paid in the case of an-
nuities running for a long term. For this reason
life-annuities, as a form of public loans, are every
day becoming more rare.

SEC, 2. Jrredeemadle debt.

Irredeemable debt, which in present extent far
surpasses the redeemable, comprises loans for
which the debtor (almost always the State) as-
sumes ouly the obligation of punctual payment of
the interest to the holder of the securities. But
the debtor is not deprived of the right of paying
off the principal by purchasc at market price ; for
it seems repugnant to common sensc that a debtor
should obligate himself never to extinguish his
debt. .

The irredeemable debt is acceptable to the
debtor, because its administration is more simple,
and because it frees him from the obligation to re-
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imburse the capital, which is often embarrassing
and onerous. It is also acceptable to the creditor
himself, because in the better class of irredeemable
debt he finds a safe investment ; because he avoids
the untimely and often unexpected reimbursement
of the redecmable debt; and because he is not led
into a trap by the bait of a premium, and because
in any event, by selling his obligation on the Ex-
change at an opportune time, he can recover his
capital. '

Perpetual rente, namely, the interest charge of
an irredeemable debt, has its origin in two differ-
ent methods, and hence comprises two forms of
loans, which dispute the field, both in theory and
in practice.

In the first system the debtor indicates in his
obligations the exact amount of capital received
and the corresponding interest, whence (in the
very act of stipulation} there is a coincidence be-
tween the principal sum and the nominal and real
interest. This does not prevent the coincidence
from disappearing alterward. If, for instance, a
loan of 100,000,000 francs is made at 8 per cent.,
and later the securities rise to 120 or fall to 8o, the
real interest in the former case will be reduced to
62, and in the latter will rise to 10 per cent.

This is the most ancient, simple, and honest
form of using the public credit; and it does not
close the door to repayment, for in case of an im-
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proved condition of the public credit no difficulty
can arise from having acknowledged a greater debt
than the capital received.

In the second system, the debtor calculates the
intercst, not in relation to the capital which he has
obtained, but in relation to a nominal capital, in-
dicated in the obligations, and which, as a rule, is
greater than the amount actually rcccived.  There
15, therefore, at the time of borrowing a dispropor-
tion between the interest and the principal, nom-
inal and actual. If, for instance, securities of 100
francs are put into circulation, bearing the nomi-
nal interest of 5 per cent., but for which only 6}
francs has been received, the real interest will be 8
per cent.

This method, first practiced in England and later
common in other States, enjoyed for a time the
highest favor among theorists because it produces
a saving in interest; it simplifies the administra-
tion and does not multiply the classes of loans; it
puts into circulation securitics that are most
sought after by speculators, as more adapted to the
- speculative combinations of the Exchange, and less
liable to the eventualities of future conversions, in
which the State would be obliged to repay a greater
capital than had been reccived.

Now, however, the contrary opinion prevails
among writers, because the difficulty of the con-
version is reputed an injury rather than an ad-
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vantage, whilst the probable rise of the market
price closes the door to redemption; and because
it is not always true'that the loss which the State
suffers by the increase of the nominal capital is
compensated by the advantage derived from a sav-
ing in the intcrest.

CHATPTER V.
ADMINISTRATION OF THE PUBLIC DEBT.

THE most important questions in regard to the
administration of the public debt relate to the ne-
gotiation, extinction and conversion of loans.

SrctioN 1. Negoliation.

Public loans may be negotiated directly, that is,
between the debtor and the creditor, or indirectly
by the assistance of intermediaries.

Direct negotiation may be made either by sell-
ing new obligations on the Exchange, or by open-
ing a public subscription,

The former method, which is not applicable ex-
cept in small amounts, causes the debtor and his
agents to join in a speculation, and too easily lends
itself to illegal issues.

By the method of public subscription, namely, of
loans that are sometimes called national and pa-
triotic, the debtor announces the conditions of the
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loan (the price and interest); he receives all the
subscriptions offered which do not exceed a certain
minimum ; he reduces them in case of excess of
offerings cither proportionally or with a prefer-
ence in favor of the smaller subscriptions.

This system, which for a quarter of a century
has prevailed in France, dispenses with the always
onerous co-operation of intermediaries; it avails
itsclf of the patriotism of the citizens, and, as ex-
perience has proved, it is fertile of the best results
in countries which have abundant capital, and
where the purpose of the loan is not only of real
utility, but is also generally appreciated.

In default of such conditions, the gain obtained
by the saving of the cost of intermediaries is over-
balanced by the injury suffered by industry, which
the competition of loans at a high rate of interest
deprives of a part of the capital which it needs.
Sometimes, however, the splendid result of such
loans is in part at least more apparent than real,
because speculation can hardly be avoided, the
banking-houses, of course, ranking foremost and
strongest among the subscribers.

In the case of loans ncgotiated through interme-
diarics the obligations are sold to them wholesale,
and they sell again at retail in the hope of gaining
a difference in price.

The intervention of bankers is necessary when
the conditions of success by public subscriptions
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are wanting, and is especially useful when capital
is found in large aggregations which are in grecat
part forcign, Still, it is certain that opcrations
tending to cause a rise of the price of the securi-
tics result in general to the injury of éona-fide in-
vestors.

When resort is had to intermediaries the debtor
may apply at once to single banking-houses, in
which he has confidence, after obtaining the neces-

.sary information and appropriate guarantees, or he
can put up the loan at auction, handing it over to
the one who makes the most advantageous offer
coupled with the required security.

By auction sale the benefits of competition are
obtained as well as of publicity, and the suspicion
of favoritism and of venality, on the part of the
agents charged with the negotiation of the loan, is
at least in part avoided. But it is a system which
does not always yield good results, especially in
poor countries, in hard times and in case of urgent
necds,

Public securities are made payable either to
order or to bearer. The latter class, by reason of
the greater ease of transfer, are now preferred to
the former, which, however, by rcason of the
greater security, are especially suited to minors, and
in general to trusts, and to persons under bonds to
the public authorities.

The payment of the interest should be punctual
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and convenient to the parties as to time, place and
manner. It is sometimes made by means of cou-
pons, which are detached from the obligations, and
which indicate the number, the date and maturity,
and the amount to be paid. When one sheet of
coupons is exhausted another is furnished on the
presentation of the original obligation, or a certifi-
cate (talon) annexed to the same.

Sec. 2. Extinction.

The public debt may be extinguished in two
ways, one illegal, by which the debtor disengages
himself arbitrarily from his responsibilities by a
total, open or disguised bankruptcy, sacrificing the
rights of his creditors to the convenience of the
tax-payers ; the other legal, by which the debtor
pays his obligation in whole or in part, and does so
in the manner provided by the conditions explicitly
or impliedly agreed upon with his creditors.

The gradual and systematic extinction of the pub-
lic debt raises the credit of the State and improves
its financial condition; it permits the reduction of
taxes or the incurring of fresh expenses, and it
facilitates the negotiation of new loans should the
occasion for them arise.

Yet this extinction is not uvseful if it is not real
but only apparent. To this end the actual surplus
of receipts over expenditures, and the proceeds of
the sales of public property made at opportune
times, should be applied. On the other hand, it
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will prove of no avail to increase the burden of
taxes, or to contract new loans on hard conditions
in order to pay off old ones.

There are also conclusive objections to a system,
which has found some supporters, of converting the
public debt into a private debt, by apportioning it
among the contributors according to their total
property, or in proportion to their landed property.
Neither cxtraordinary imposts nor voluntary sub-
scriptions avail for this purpose; because they re-
solve themselves into expedients either contrary to
equity or practically illusory or at least insufficient,
and because on the most favorable hypothesis they
would produce a merely nominal conversion of the
debt, accompanied by a very serious crisis, and by
an enormous displacement of capital.

Nor have the so-called “sinking funds,” with a
separate administration, and an annual charge for
their benefit inserted in the budget, answered the
expectations that were entertained at the begin-
ning. Created for the purpose of gradually extin-
guishing the public debt, by the purchase of obli-
gations in the open market, they take advantage
of compound interest; by applying to such pur-
chases, also, the progressively increasing yield of
the securities so held, until the moment when the
destruction of them becomes pessible through the
redemption of all the obligations.

The complexity of the system, the expenses, the
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application of the funds for other uses, which is
inevitable in economic or political crises, and the
need of fresh loans, have almost always neutralized
the advantages that were expected to result from
this much-extolled automatic extinction of the pub-
lic debt.

Sec. 3. Conversion.

The conversion of the public loans may be
either forced (and hence illegal) or voluntary, and
may refer to the kind of debt (conversion of float-
ing into funded debt, etc.) as well as to the
amount ; it usually refers to the interest, and hence
it is called “conversion of the rente.”

In the conversion, the debtor offers to his credi-
tors the alternative of a reduction of interest or
the repayment of the principal.

This operation, which some, especially in the
past, considered contrary to equity, is now ap-
proved of by the majority of writers, because the
State impliedly, if not always explicitly, reserves to
itself the right of paying at pleasure the principal
of its debts, and because it is the duty of the State
to enable the tax-payers to share in the improved
economic and financial conditions, which actually
cause the rise in the market price of public securi-
ties, and the fall of the rate of interest on private
loans.

Conversion will only be successful when the
majority of the creditors, failing to find safer or
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more profitable investments in private industry,
prefer the reduction of interest to the repayment
of the principal. Such a state of affairs presup-
poses a condition of great economic and financial
prosperity, and the existence of public loans con-
tracted at par, or not far below par, and which may
therefore risc in the market to such a point that
the conversion is rendered practicable.®

* The annual interest charge on the public debt of the United States in
the year 863, when the debt had reached its maximum ($2,381,000,000),
was $151,000,000. The present charge is about $40,000,000, on about
$1,000,000,000 of principal. As 58 per cent. of the debt has been re-
deemed, it appears that of the reduction of $111,000,000 in the annual in-
terest charge, $64,380,000 is in consequence of payments of the principal,
and $40,620,000 is due to conversions. Among the documents embraced
in the census of 1880 is a compilation of The Nafional Loans of the United
States, from fuly 4, 1776, fo June 30, 1880, by Rafael A. Bayley. The
successive conversions of the public debt are there given in detail.~Ep,
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APPENDIX.

TIIE EXISTING SYSTEMS FOR THE ASSESSMENT AND
COLLECTION OF STATE TAXES IN NEW YORK AND
PENNSYLVANIA, AND THE RATES OF TAXATION
THEREIN.

SvsTEMS and rates of taxation in the several States of the Union are so
diverse and changes are made so frequently by statute and judicial decisions,
that only an expert can tell what is the law in any particular State. Mr,
Julien T. Davies, in his Compilation of Constitutional Provisions, Statufes
and Cases Relating to the Assessment of Taxer in the State of New VYork,
has occasion to make no less than six hundred and twenty-three references
to judicial decisions arising uader the tax laws of this State, or throwing
light upon the same. The Auditor-General of Pennsylvania, in his annual
report for 1886, says: ‘It is in many cases difficult to determine what the
. law is upon a given subject. For fifty years acts have been repealed and
others have been amended uatil too frequently no onc can tell what act is
in force and what is not. Others have been drawn in great haste and
amended when almost on final passage, and at times the amendments con-
tradict the terms and iatent of the original bill.” It has been deemed a
uscful addition Lo this treatise to present, in a reasonably compact form, the
existing laws and systems of the two largest Stales of the Union. It is be-
lieved that as great accuracy has been attained as is possible under the try-
ing conditions mentioned in the [oregoing quotation, which, it may be
added, is as applicable to New York as to Pennsylvania.

State faxes, measured by the amount of the collections, are relatively un-
important as compared with city, lown and county taxes, but since all have
their origin in the State law it is here that we must seek the ideas upon
which they are based.

The distinguishing fealure of the Pennsylvania system is that the State
revénue is derived wholly from personal property including corporations,



196 APPENDIX.

but real estate pays most of the local taxes. In that State the Auditor-
General computes that the total tax paid by personal property including
corporations, but nat including collateral inheritances, is $5,962,344 and
by real estate $30,395,350. 1 bave made a calculation that in New Yock
the total tax pald by personal property including corporations, but wot
including inheritances, is $7,391,467 aod by real estate $351,3%81,478. In
other words, personal property, including corporations, pays 16.6 per cent.
of all the taxes in Pennsylvania, and 12.6 per cent. in New York.

NEW YORK.

‘There are three different systems of taxation in the State of New York:

First.—Real and personal property is taxable at uniform rates, through
the medium of the local authorities, for local and State purposes. Valuations
of all real and personal property, not specially exempted by law, are made
by local assessors and returned by them to the county boards of supervisors,
These boards may add to or subtract from the total valuations of the real
estate in any town, but may not diminish the aggregate valuation of the
county. The county boards of supervisors transmit to the State Comptroller
the aggregate assessments of real and personal property ; the State board of
equalization, from the figures thus transmitted to the comptroller, equalize
the assessments in the various counties by adding to, or subtracting from,
the total valuations of the real estate in any county, but they cannot diminish
the aggregate valuation ju the State. From the data so obtained the legis-
lature fizes anouaily the rate of tax for State purpases which shall be col-
lected from real and personal property. The Stale Comptroller determines
the quota of the State taxes to be collected by the several counties and paid
to the State lreasurer. The sum so fixed must be paid by the counties,
whether callected from the property or not.

Speaking generally, all real and personal propetty is subject to assess-
ment. That property of religious bodics and of incorporated educational
and charitable institutions and of public libraries, which is used exclusively
for their own purposes, is exempt from taxation; also cemeteries, the
personal property of clergymen {(and their real estate, il occupied by them),
to the amovnt of $1,500 each.

All property exempted from taxation under the Constitution of the
United States is also frec from assessment in this State. This provision
excludes federal bonds, imported goods in their original packages, and
property in the course of transmission from one State to another, and the
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gross receipts of transportation companies arising from inter-State business.
It daes not, however, exclude from taxation the properly, as graperty, of the
transporter which is engaged in the inter-State business. Property exempted
by law from execution is also exempt from taxadon. Deposits in banks for
savings, and the accumulations of the life insurance companies, held for the
exclusive benefit of the insured, are not liable to tazation § though the real
estate and other taxable property of the corporation are liable. The owner
of stock in an incorporated company in this State, liable to taxation on its
capital, cannot be taxed for his shares. Vessels regisiered in this State,
owned by American citizens or associations or corporations of New York,
engaged in ocean commerce between any port in the United States and any
{oreign port, are exempt from all taxation for State and local purposes, and
the corporations themselves are exempt for fifteen years {(from 1881) from
all taxation for State or local purposes upon their capital stock, franchises,
or earnings. Lands belonging to the State, or to the United States, are
exempt from taxation, except forest lands belonging to the State in the
*Forest Preserve,” which may be taxed for local purposes the same as
private lands, under the supervision of the State Comptroller and the Forest
Commission,

Individuals are not required to furnish statements of their personal prop-
erty, but usually, as & matter of courtesy, are notified of the amount fixed
by the assessor, and are given an opportunity to show that it is too high. A
banker is, however, required to make a return to the assessor of the amount
of the capital employed in his business.

The debts due by a natural person may be deducted [rom the assessed
valuation of his personal property, though the amount of a mortgage cannot
he deducted from the vzlnation of the real estate mortgaged. Such mort-
gage debt may, however, be included in the deduclions from the assessment
of personal property. Mertgages held by private individuals are taxable,
as are also generally all ¢claims due from solvent debtors, secured or un-
secured. Mortgages held by savings-banks and life-insurance companies
are exempt under the provision alrezdy mentioned.

Fersonal property is assessable where it has a situs, The presumption
of law is that such situs is at the domicile of the owner, which presumption
may be rebutted. If tangible personal property is permanently situated
without the State, it is not taxable here to a private individual,

Bonds of foreign railroad companies, and other debts secured on prop-
erty beyond the State, are ordinarily taxable here.  And generally all debts
and obligations for the payment of money due or owing to persons residing
within this State, however secured or wherever such securitics are held, are
deemed, for the purposes of taxation, personal estatc within the State, and
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are assessable as such to the owner or owners thereof in the town, village,
or ward in which such owner or owners reside at the time such assessment
is made.

Ships have their situs ordinarily at the place of registration, and are tax-
able there.

Corporations are assessed under this system, for taxation for local and
State purposes, as follows: Their real estate is taxable like that of a natural
person; a corporalion is obliged to make a return, under oath, to the
assessor, showing, among other things, the amount of its capital stock apd
il value, including its surplug profits and reserve funds, the assessed value
of its real estate within or without the State, and all shares of stock in
other corporations aclually owned by it, which are taxable on their capital
stock under the laws of this State. They are then asscssed upon the actual
value of the whole of such capital stock, including such surplus profits or
reserve funds (exceeding ten per cent. of the capital), after deducting the
assessed value of the real estate, the shares of stock of other corporations,
and other non-taxable property, chiefly bonds of the United States,
‘Whether tangible personal property, located in another State, shall be de-
ducted from the total value of the capital stock is still an open question,
though, probably, the better opinion is that it may be deducted, This as-
sessment so made against the corporation is supposed to reach all of its
property not real, and therefore it is not taxable specifically upon its mort-
gages or other personal property. All corporations doing a business for
profit arc taxable in this manner, excepting national and State banks.

Under the Federal law, national banks cannot be taxed locally upon
their capital as such, but the shares of stock may be taxable, as other
moneyed capital in this State. Such shares are assessed against the indi-
vidual shareholder, at the place where the bank is sitnated, for their foll
market value, less a proportionate amounl for the assessed value of the real
estale of the bank, No deductions are allowed for holdings of government
bonds by the bank. The bank is made liable [or the payment out of divi-
dends of the taxes so assessed against the shareholder, New York share-
holders in corporations of other States are not liable to taxation on such
shares in this State, though the holders of bonds or other obligations of
such corporations are liable to taxation if such holders are residents of this
State, )

Foreign fire-insurance companies doing business in this State are assess.
able locally, as other companies, upon their capital stock employed in this
State, which shall be taken to be the aggregate value of the securities on
deposit in the inswrance department of this State, excluding government or
olher non-taxable securitics,
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THR SRCOND SYSTEM OF STATE TAXATION,—This is by taxation of cor-
porations upon their capilal stock, and is chiefly based npon the statute of
1880 and its amendments, That imposes, first, a tax of one-fourth of 2
mill upon the eapital stock for each one per cent. of dividends ; or, if the
cividends are less than six per cent., then at the rate of one and one-half
mills upon each dollar of valuation of the capital stock, as sworn to by the
company’s officers in a return to the State Comptroller, Formerly, this lax
was charged upon all the property of the company, whether situated within
or without the State, but is now, by the amendment of 1885, confined to
the capital employed within the State. Under this tax, it is immaterial in
what the capital is invested : therefore, deductions are not made for govern-
ment or other non-taxable securities,

Savings-banks, life, fire and marine insurance companies, domestic or
foreign, banks, manufacturing or mining corporations carrying on manufac-
tures or the mining of ores within this State are excepted from the liability to
this tax. Gas companies and trust companies are not cmbraced within the
exception. Corporations of New York, owning vessels engaged in foreign
trade, are exempt from the payment of this tax for fifteen years from 1881,

Fire and marine insurance companies of this State are liahle to pay as a
tax for their franchise or business a tax at the rate of five-tenths of one per
cent. per anoum upon the gross amount of premiums reccived f{rom busi-
ness done within the State.

Transportalion companies of all sorts are obliged to pay as a tax on
franchise five-tenths of one per cent. upon the gross earnings in this State
from iolls, transportalion, felegraph, telephone, or express business trans-
acted within this State.

A recent decision of the Supreme Court of the United States excluded
from the operation of this tax the gross carnings of such companics from
inter-State business.

Banking corporatious of other States and countries, doing business in
New Yorl, are required to pay a tax of oue-half of one per cent. cach year
on Lhe average amount of their deposits and of moneys received and used
on account of such business in this State,

Tue THIRD SYSTEM OF STATE TAXATioN.—This embraces revenue de-
rived hy the State for special privileges granted by the State to corporations
and others.

Insurance companics of other States are liable to pay, by virtue of the
reciprocal tax law—so called—of 1875, a tax upon premiums received in
this State, at the same rate as that which is imposed by the Siates from
which the foreign companies come, upon New York companies doing busi-
ness in those States, (This, at least, is the construction of the statute made
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by the attorney-general, and it has thus far been acquiesced in by the com-
panies.)

All inheritances exceeding $500, going by will or otherwise, to persons,
more distantly related to the decedent than parents, husband, wife, chil-
dren or other lineal descendant, hrother, sister, son-in-law, danghter-in-law,
unless to societies now exempt by law from taxalion, are required to pay a
tax of five per cent. of the clear market value.

For privilege of organization, all corporations having capital stack di-
vided into shareg, not including literary, scientific, medical, or re[igious
corporations, are required to pay a tax of oue-cighth of one per cent. upon
the amount of capital stock which the corporation, by its charter, is authot.
ized to have, and a fike tax upon any subsequent increase,

A tax of five per cent. upon the gross receipts for admission on race
days to race tracks owned by racing associations for the improvemeot of
the breed of horses shall be paid annually.

REVENUE OF THE STATE OF NEW YORK

FOR THE YEAR ENDED SEPTEMBER 30, 1887.

FROM GENERAL TAX LEVY.

For general purposes.....coeevereininioniecann.. $3,656,472

T 1 - 2,148,928

For common schools, . vivecrinniviiernnncnneans 3,708,384
$9.513,784

FROM OTHER SOURCES.

Tax on corporations, . ov oo cv v ir i aie e, $71,230,864
New franchises. oo ivniiinciaianceeerenss feeaneeaaas .. 201,663
Collateral inheritances. .o v.vvaniniininna, 561,716
Fees of public officers. .. ... 31,300
Tnsutance department fees........... eriaaiaanas eneaees 132,267
Fees of notaries v .vieiarierreaceiscnrrasececrnccrenennn 2,997
Income from permanent funds ......ouiiianll, PR 994,630
Miscellaneous . .. oirr et i e rr s rea e 412,423
* State prison earpings (gross). .. ....oiiiiiii il r,111,823
$14,229,577

% The State prison cxpenses for the same period are reported by the
comptrolier at $£,628,523.45, showing a deficiency of $516,669.
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There was a surplus in the treasury Sept. 30, 1387, of .......  $3,714,907

State debt {(net) ...viiinin. Cerranaraas 3,505,316
Net surplus. ... e e tEet i araare e ra iy §209,091

City, town and county taxes for the same year are reported at $48,256,-
144, in addition to the State taxes,

NEW YORK CITY.

Municipal taxes in the city of New York are for the most part additional
to the Stare taxcs on real and persopal property. They are levied by the
authority of the Board of Aldermen, but the aldermen have very little dis-
cretion in fixing the amount to be raised by taxation, The comptroller of
the city prepares annually a statement of ‘“ the amount by law autharized
to be raised by tax in that year.,” This amount comprises ail the appropria-
tions decreed by the Legislature of the State, and the estimates of expendi-
ture made hy the Board of Estimate and Apportionment, which Loard con-
sists of the Mayor, Comptroller, President of the Board of Aldermen and
President of the Department of Taxes and Assessments. All these officers
are elected by the people except the last, who is appointed by the mayor,
The estimate thus made is the appropriation biil of the city, for although
it must be submitted to the Board of Aldermen, they have no power over
it or any part of it except to refer it back to the Doard of Estimate and
Apportionment {or one reconsideration,

The assessment of real and personal properiy is made by deputy tax
commissioners appointed by the Board of Commissioners of Taxes and
Assessments, Appeals from assessments are allowed to the Board of Com-
missioners, and afterward to the Supreme Court, or any judge thereol,
‘When the assessment rolls are completed, they are delivered to the Re-
ceiver of Taxes with the warrant of the Board of Aldermen requiring him
to collect from the persons pamed in the rolls the sems set opposite their
names, and pay the same to the chamberlain of the city.

In addition to the general tax levy the city derives revenue from licenses,
market rents, ferry and dock rents, street railvoad and clevated railroad
franchises, Drooklyn Bridge tolls, Croton water rents, street vault rents,
fines and penalties, county clerk’s fees, and a large number of other mis-
cetlanenus sources, amounling in the year 1836 to about 89,000,000, cxclu-
sive of ‘*special and trust accounts * ($2,128,030). In the same year the
general tax levy, including arrears of former years, yielded $31,568,096,
This includes the city’s proportion of the State tax, viz. : $4.199,606.

9*



202 APPENDIX.

PENNSYLVANIA,

The assessment and collection of State tax on personal property is under
the supervision of three commissioners in each county, who are clected tri-
ennjally. In the City of Philadelphia, a Board of Revision performs the
duties assigned to the county commissioners in other parts of the State.

One assessor is elected in each township, ward, or borough, except in
the city of Philadelphia, where two are appointed for each ward by the
Board of Revision of Taxes, who make out annually complete lists of all
taxable persons, and a valuation of all property taxable by law within their
respective jurisdictions.

Blanks are furnished by the aunditor-general to the commissinners of the
respective counties of the Commonwealth, except in Philadelphia, where
they are furnished to the Board of Revision of Taxes, and by such commis-
sioners and Board of Revision of Taxes furnished to the assessors, to bs
distributed to all taxable persons. These must be filled up by the tax-
payers and returned under oath 1o the assessor.

Except where otherwise provided by special Act of Assembly, a tax col-
lector is elected annually by each borough, ward, or township. In the city
of Philadelphia taxes are paid to a receiver of taxes.

(By the Kevenue Act of 1885 it is made the duty of the prothonotaries
of the Courts of Common Pleas for the different counties to keep a
daily record of the judgments filed in their court, with the names of the
parties in whose favor they are made, and to furnish a list of such judg-
ments and parties to the commissioners of the respective counties, who in
turn are tequired to furnish a copy of such list t6 the different assessors ;
and it is the duty of the latter to compare such list with the returns made
by the various individual tax-payers. The rvegisters and recorders of the
several countics are also required to keep a daily record of the mortpages and
deeds filed in their offices, with the names of the parties in whose favor they
are made, and to furnish a list of the same to the proper county commis-
sioners for a similar comparison with the individual tax returns., 1In case
the juldgment, deed, or mortgage is in favor of a non-resident of the county,
the prothonotary or recorder sends a statement of the same to the commis-
sipners at the domicile of the benehciary, for a comparison with his return
there.)

Revenue for State purposes is obtained from taxes on personal property,
including that of carporations ; from licenses ; from bonus on charters (de-
fincd by the courts to be the price of their chartered privilege); gross re.
ceipts of incorporated companics ; gross premiums of incorporated insur-
ance companies of the State ; from purchase money, and interest, of State
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lands; from net income of private bankers and brokers, and unincor-
porated banks ar®t savings institations ; from logs rafied by Loom compa-
nies ; from legal instruments ; Trom loans of counties and of municipal and
private corporations ; from the commissions of notaries public ; from collat-
eral inheritance tax; from the gross receipts of incorporated telegraph and
transportation companies ; from the tax on the sale of fertilizers ; and from
the right of way through the State of the New VYork, Lake Erie and Western
Railroad Company.

Real estate is not subject to taxation [or State purposes, but pays the
larger share of local taxation.

The auditor-general, Statc treasurer and secretary of the Common-
wealth formerly acted asa State Board of Equalization of Taxes on per-
sonal property when ad vaforem taxes were in force ; but since ad valorem
taxes have been abolished they are vested as a Board of Revenue Commis-
sioners, with simply the power of adjusting the taxes due from each county,
and assigning to the counties their proper proportion of taxes to be raised.
Any county not satisfied with their adjustiment may appeal to the said Board
for a rehearing, and if the same is denied them, or if they are dissatisfied
with the action of the Board on such rehearing, they may appeal to the Court
of Common Pleas of Drauphin County, whose decision is final.

The auditor-generzl, State treasurer and attorney-gencral are authorized
to revise any settlement made with any person or bedy politic by the
auditor-general when it may appeer, from the accounts in his office, or
from other information in his possession, that the same has been erronecusty
or illegally made, and to resetile the same according to law, and lo credit
or charge, as the case may be, the amount resulting from such rescttlement,
npon the accounts of such person or body politic. Act April, 1869 (I. L.
19). While sitting in this capacity they are known as the Board of Public
Accounts, which title is, however, not known to the law.

By the Act of May 14, 1874, churches, burial grounds not held for
profit, hospitals, universities, colleges, seminaries, academies, associations
and institutions of learning, benevolence or charity, school-houses, etc.,
were excmpted from all local taxation upon all real and personal property
actually in use and occupation by them, and from which no income was
derived. The application of this act is narrowed by article g, section 1, of
the Constitution of 1R74, which permits of cxemprion from taxation of
¢ public property held for public uses, actual places of religions worship,
places of burial not used or held for private or corporate prokit, and insti-
tutions of 2 purely public charity.” Under this section schools and colleges,
managed by private corporations, have been held taxable, as not being
“institutions of purely public charity."”
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Personal property is subject to taxation at the rate of three mills on the
dollar. -

‘The personal property subject to the three-mill tax for State purposes is
as follows: All mortgages: money owing by solvent debtors, whether by
promissory note, penal or single bill, bond or judgment ; also all articles of
agreement ; accounts bearing interest owned or possessed by any person or
persons whatsoever except obligations given banks for money loaned, and
bank-notes ; all public loans or stocks whatscever, cxeept those issued by
this Commonwealth or the United States; all money loaned or invested in
any other State, and all moneyed capital in the hands of individual citizens
of the State ; all stages, omnibuses, cabs, hacks and other vehicles used for
transporting passengers for hire, owned, used, or possessed within the Com-
monwealth by any person, or persons, or by any corporate bodies or body;
all annuities over two hundred dollars, except those granted by the Com-
monwealth or the United States ; all personal property held, owned, used,
or invested by any person, company, or corporation, except always such
property as is held in trast for religious purposes ; all shares of stock or
weekly deposits in any unincorporated savings fund institution. (Tax on
household Turnitere, pleasure carriages and watches was repealed by Act of
May 13, 1887, Pamphlet Laws, 1887, page 114) The tax on personal
property is assessed and collected by the county oflicers as above described.
There is allowed on the collection of this tax an abatement of five pes
ventum for prompt payment of the tax, and a commission to the tax collec-
tors of two and five per cent., depending upon the time in which the tax is
paid. In some counties where special laws are still in existence a commis~
sion of five per cent. is allowed the county for collecting the tax, A com-
mission of one per cent. is allowed the county treasurer on the amount of
money actually paid over by him to the State treasurer on account of State
tax on personal property. The county treasurer receives as a compensation
for the collection of the tax on county loans and for the collection of licenses
five per cent. when the amount collected for State purposes does not exceed
one thotusand dollars, one per cent. when jt exceeds one thousand and does
not exceed two thousand dollars, and one.half of one per cent. when it ex-
ceeds two thousand dollars.  The caleulation is made on the gross amount.

Under the Act of 1885 moneyed capital, including mortgages, is exempt
from all local taxes.

Collateral inheritances are taxed as [ollows : *° All estates, real, personal,
or mixed, of every kind whatsoever, situated within the State, whether the
person or persons dying seized thereof be domiciled within or out of the
State, and all such estates situated within another State, Territory, or coun-
try, when the person or persons dying seized thereof shall have iheir domi-
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cile within the Commonwealth, passing from any person or persons who may
die scized of such estate either by willor under the intestate laws of the
Commonwealth, or any part of such cstate or interest therein transferred by
deed, bargain, or sale made or intended to take eflect in pussession after the
death of the grantor or bargainor, to any person or persons, or to bodies
corporate or politic, in trust or otherwise, other than to or [or the use of
father, mother, husband, or wife, children and lincal descendants born in
lawful wedlock, or the wife or the widow of the person dyiny seized or pos-
scased thereof, shall be and they are hereby made subject to a tax of five
dollars on every hundred dollars of the clear valuc of such cstate or estates,
to be paid to the use of the Commonwealth,” (Pamphlet Laws, 1887, page
79.) The collection is made by the Register of Wills.

Taxes on corporations are payable by the officers of the same directy to
the State treasurer. No corporation may go inte operation in the State
withont first having its name, the date of its incorporation, the Act of As-
sembly, or ather aathority under which it was incorporated, the place of
business, the post-office address, the names of the president, secretary and
treasurer, and the amount of authorized capital and the amount of capital
stock paid in, registered in the auditor-general’s office, under penalty of a
fine of §500. The president and treasurer of every incorporated company
doing business in the State {except banks, savings institutions and foreign
insurance companics) must make an annual report, staling the total author-
ized capital stock of the company, the number of shares of stock, the par
value of each share, the amount of each share paid in, the amount of capital
paid in, and the date, amount, and rate per cent. of each and all dividends
paid within the year, ending with the first Monday in November, When
a company fails to declare a dividend during the year ending as above, or
when its dividends arc less than six per ceat. a year on the par value of the
stock, the treasurer and secretary of the company must appraise the capital
stock at its actnal cash value, and submit their appraisement to the auditor-
general, with a copy of their oath or affirmation to the truth of the same,
The auditor-general and Stale treasurer may also make a valuation if they
are dissatisfied with the oue returned by the company, If the company,
in turn, is dissatished with this settlement, it may appeal to the Court of
Common Pleas, as in any other case of appeal from he settlement of ac-
counts by ihe auditor-general and Stale treasurer.

In case any company does not make the abave return by the 31st of
December in each year, ten per cent. is added to the tax due the Com.
monwealth, If the officers of any company intentionally fail for three suc-
cessive years to make the above rcturn, the charter of the company iz for-
feited on the governor’s proclamation, although the constitutionality of this
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law is very generally doubted, it never having been judicially passed upon.
All due and unpzid taxes hear interest al the rate of twelve per centum from
sixty days after the approval by the State treasurer of the settlement of such
taxzes. in addition to such penaltics as are prescribed by law.

All taxes are liens upon the property and franchises of corporations, ex-
cept the banus on charters, one-half of which is required to be paid before
articles of incorporalion are issued.

I{ the dividends made by any company within the year ending the first
Menday in November exceed six per cent. on the par value of the stock,
the tax is one-half of 2 mill on the capital stock for each vne per cent. of
dividend declared. If no dividend is declared, or if the dividend does not
amount to six per cent, upon the par value of the stock, the tax is three
mills upon each dollar of the vajuation of the capital stock made as above.
That is, if a company has a capital stock of $£,000,000, it pays an annual
tax of 3,000 under this law until its dividends are more than six per cent.,
and then an additional $500 for every one per cent, of dividend. If a com-
pany has more than one kind of stock, such as common and preferred, and
on one of these a six per cent., or larger dividend is paid, the tax on that
part of the stock which pays six per cent. or more is taxed at the rate of
half a mill on the dollar, for eachone per centum of the amount of dividend
paid, and that part of the stock which pays no dividend, or less than six per
cent,, is taxed three mills on the dollar. When any profit is added to the
reserve fund it is treated as having been divided amongst the stockholders,
and it subjects the capital stock Lo tazation as if it were a dividend, unless
such profit is expressly set aside for the payment of debts.

Transportation companies organized as limited partnerships, and all
other limited partnerships and joint-stock companies, unless organized for
manufacturing or mercantile purposes, are subject to a half mill on cach one
perceat. of dividend, and three-mill tax as above described. For purposes of
taxation interests in limited partnerships are deemed to be capital stock,
und any division of profits to the owners of such intercsts arc taxed as
dividends.

[The pradtice in the beginning was (r) to tax railroad companies incor-
porated in Pennsylvania on that proportion of their capital stock which
their mileage in the State bears to their total milenge, (2) to tax other com-
panies incorporated in the State on their entire capital stock wheresoever
invested or employed, and (3) to tax corporations of other States doing
business in Penosylvania only on the proportion of their capital stock
invested in the State. As the statute does not in terms authorize such
distinctions, and-as the Supreme Court of the State, in the case of Fox's
Appeal, refused to consider this a franchise tax, but held that it was " a
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tax on properly and assets,” the practice now is to tax domestic corporn-
tions only an the capital stock employed in the State. ] .

Railway a2nd other transportation compaunies, telegraph, express, palace-
car and sleeping-car companies are taxed eight-lenths of one per cent. on
their gross receipts. Such companies owning or operating coal mines are
required to include the transportation of the coal in their gross receipts, but
not the coal itself.

(The tax on gross receipts, in so far as it touches inter-State or foreign
commerce, has been pronounced unconstitutional by the Supreme Court of
the United States, as already menticoned in this volume. The question
pending in this State now is whether, under the decision of the Supreme
Court, the gross receipts of a railroad lying entirely within the Siate, upon
business coming to it through another road into or out of the State, arc
properly laxable, In otker words, whether the nltimate destination of
freight through other hands makes it inter-State traffic in their hands,
though their own services are performed entirely within the Commonwealth.
A large amount of taxes is withheld Ly companies pending 2 decision of
this point.)

The shares of bapks, savings institutions, frust companies, safe-deposit
companies, title-guarantee companies and similar institutions are taxable
for State purposes, at the rate of three mills on the dollar. But such com-
panies may elect to pay directly to the State treasury a tax of six-tenths of
one pex cent. on the par value of their shares, in which case they are exempt
{rom local taxation, except on their real estate ; and banks universally elect
to pay such six-mill tax,

The loans and bonded indebtedness of counties, boroughs, cities, towns
and incorporated companies, represented by bonds, certificates, or other in.
terest-bearing obligations held by citizens of the State, are taxable at the rate
of three mills on the dollar of theit nominal value. The treasurers of such
counties, boroughs, cities, towns and incorporated companies are required
lo repart annually for the year ending the first Monday of November of
each year the nominal value of all their scrip, bonds and evidences of in.
debtedness, to the anditor-general, and to deduct the 1ax upon the same
" from the interest paymenis falling due to such holders of their scrip, bonds,
and evidences of indebtedness. (The paymeat of this tax is now being re-
sisted in the courts on the ground that, being upon the nominal value of the
Joans or bonded indebtedness, it is unconstitetional in not being uniform,
and that the State cannot constitutionally impose the duty of collecting the
tax upon the treasurers of such companies.}

Newly incorporated companies must pay a bonus for their charter privi-
lege of one-quarter of one per centum on their anthorized capital, or any sub-
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sequent increase thereof, payable one-half on the date of their incorpora-
tion, and the other half one year from such date. (The auditor-general’s
department holds that the words *‘subsequent increase thereof ™ means
the amount subsequently authorized, and not the amount of actual in-
crease.}

Insurance companies organized under the laws of Pennsylvania pay
eight-tenths of one per cent. on their gross premiums received from busi-
ness doue in Pennsylvania. Forcign insurance companies pay $25 per an-
num, and in addition therelo three per cent, on their premiums received
from business transacted in the State.

Private bankers and brokers, and unincorporated banks and savings insti-
tutions, pay three per cent. on their net earnings, such earnings to be re-
turned by themselves under oath,

Clerks of courts, registers of wills and recorders of deeds, whose net re.
ceipts exceed $2,000 per annum, are required to pay to the Stale treasury
fifty per centum of such excess. 1n addition thereto, a State tax of $3.50 is
imposed on every writ of error issued, or appeal granted, by the Supreme
Court of the State, and a tax of fifty cents on every writ issued by the in-
ferior courts, and of twenty-five cents on every transcript of a2 judgment of
a justice of the peace or alderman. Recorders of deeds are required tc
collect for the State fifty cents on every instrument offered for record. Reg-
sters of wills collect for the State fifty cents for the probate of each will,
and the same amount for the granting of letters of administration, A State
tax of $10 is levied on the commissions of inferior officers of cities and coun-
ties, such as inspectors of food, health officers, clerks of courts, sheriffs, ete.

‘Thefollowing license taxes are imposed for the benefit of the State :

Auctioneers, from $200 to $3,000, according to the amount of Lheir sales.

Billiard tables and bowling alleys are rated as follows : 30 for the first
table or alley, and $10 for each additional alley or table,

Wholesale dealers in intoxicating liquors, brewers, distillers, rectifiers,
compoundets, storekeepers and agents having stores or offices within this
Commonwealth, dealing in intoxicating liquors, either spirituous, vinous or
malt, shall pay for ¢ach separate store, brewery, distillery, rectifying or
compounding establishment or agency, an annual license, in cities of the
first, second and third class [1st class, 600,000 inhabitants or over; 2d
class, 150,000 and less than 600,000 ; 3d class, 75,000 and- under 150,000
4th class, 45,000 and under 75,000; 5th class, 20,000 and under 45,000 ;
6th class, 10,000 and under 20,000 ; 7th class, less than 10.000], the sum of
$go0, in all other cities $300 ; in boroughs the sum of $200 and in towaships
the sum of $100. Act of May 24, 1887. (Pamphlet Laws, 1887, page 194,

Licenses for the sale of vinous, spirituous, malt or brewed liquors at
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retail in quantities not exceeding one quart are rated as [ollows: $500
in citics of the first class; $300 in other cities ; $150 in boroughs, and
&75 in townships. In cities of the first class {our-fifths shall be paid for
the use of the city and county, and one-fifth for the use of the Common.
wealth ; In cities of the second and third class two-fifths shall be paid for
the use of the city, two-fifths for the nse of the proper county, and cne-fifth
for the uvse of the Commonwealth ; in all other cities or boroughs three-
filths shall be paid for the use of such city or Lorough, one-fifth for the use
of the proper county, and one-filth for the use of the Commonwealth ; in
townships coe-half shall be paid to the township, one-fourth for the use of
the proper county, and eue-fourth for the use of the Commonwealth. Act
of May 13, 1887, (Pamphlet Law, 1887, page 111.) It has not yet been
determined how these proportions are to be distributed ; whether the whole
tax should be returned to the State treasurer, aned by him distribated, or
whether the city and county treasurers should make the distribution, the
law being silent on this point.

All stock brokers, exchange brokers, merchandise brokers, and bhill
brokers are required to pay for the use of the Commonwealth a license
equal to three per centam upon the estimated amount of their anneal
receipts, as fixed by the mercantile appraiser of their county.

Peddlers, on foot, $6 ; with one horse and wagon, $40 ; with two horses
and wagon, $s50.

Theatres, circuses and menageries, in Philadelphia, $500 for one year ;
in Alleghany County, §200; in every other county, §so0.

Netaries public appointed by the governer are required to pay for their
commissions $25 before the same are fssued.

All persons engaged in the'sale of goods, wares and merchandise, and
who have a slore, warchousc or other place for the purpose of making such
sales, arerated by the mercantile appraiser ol the proper eounty and required
to pay a license to the Commonwealth ranging from §7 to §1,000, in pro-
portion to the sales made by them.

In addition to the foregoing revenues public officers of the State are re-
quired to collect for the use of the State fees, as per the fee bills established
by law, and pay the same into the Stale treasuey every three months,

Incorporated boom companies are required to make return to the
auditor-general on or before the 31st December of each year, on oath, the
number of logs annually rafted by them, and to pay to the Commonwealth a
tax of $100 on each 100,000 of logs ralted by them, as aforesaid. Act of 1870,

The revenue derived from lands is the purchase maney and interest
thereon due the Commonwealth on all vacant and unpatented lands.

The New York, Lake Eric & Western Railway Company are required to
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pay anuually to the Commonwealth the sum of $10,000 for the privilege of
constructing a portion of their road through the counties of Susquebabna
and Pike in this State.

Manufacturing companies, except those engaped in making malt,
spirituous or vinous liquors, or gas, are exempt {from taxation on their capital
stock. Revenue Act of 1885, section zo. (P. L. 1885, p. 199.) They are,
however, iaxable upon their loans and bonded indebtedness as other cor-
porations, the corporation being in such case merely the collector of the
tax, which tax cannot therefore be said to be laid upon manufacturing
corparations” within the meaning of the Act of 1885, but is rather laid
upon the holders of the bonds or loans through the corporation, To come
within the exemption of the act corporations must be purely manufacturing
companies, and if any portion of the capital stock of a company is invested
in the purchase of goods and wares manufactured by others, and sold by
such corporation, such portion of capital so invested is taxable,

REVENUE OF THE STATE OF PENNSYLVANIA

FOR THE YEAR ENDED NOVEMBER 3o, 1887.

From State Jands. s o cv e v eioe e e e e e $3,526.21
Corporation stock....vviivvants v eaasiaaraeriaeas 1,702,057.04
Gross receipts {corporations). ............. e N 776,388.12
Gross receipts (notarie spublic). . ..ol 3,003.90
Gross Premiums «veevuevinrioivrineans e errateraeranaa 42,610.39
Logs . ovoiis ciiiiiiiiiiiiaan N 989.535
Banks, safe deposits, et .o v iinuiniariiiiatinriinaean 431,628.14
Net earnings. ... .ooiniiuiiii e, areian 81,5¢6.092
Loans . cecuvrtirtananciseananancaas et eetaeeeeus 161,054.75
Fersonal property....iviiiniuirnrninrinnrinnnnenns 864,355.36
Writs, wills, deeds, etc .. ..ot ciuiiiicaainacraanraen 11%,495.80
Collateral inheritances. ..... e arersitraricaaaesecaes 763,871.47
= T 8 08a.00
Foreign insurance companies.....ovoiimiinmnnvianrnn.. 377,571.63
Tavern Heenses. . vacrsvian i ianessontrartnnsnnnsnans 565,163.67

Carried forward. .......... e a v $5.809,414. 10
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Brought forward........ tierterrssissansasnannsss $5,800,414.10
Eating-house licenses, .. ... ovuiviiirniirrriesannsrnsnes . 49,989, 10
Wholesale Jiquor Licenses, .o v cvvenrirareanecaiiiasen 3g,821.29
Brewers' licenses........... eenarenaan Heaerasmaesasans 15,446.69
Bottlers’ licenses. . ......ooveenains 0,140.25
Retailers” licenses. .o vouiunevauiraranrssirnnrnarereeans 405,105.00
Billiard licenses, . voersernsersnss reaeirarenaas Ceraraan . 29,345.98
Brokers' licenses......cooeuuvnnnn. far e e airaen s 20,503.38
Auctioneers' liCenses. .o vevesiorrnrrertrrasoinnarasaans 9,004.67
Peddlers’ licenses ...u.vvnvivsvetesisaiicsnoniinsaraens 1,064.76
Theatre, circus, ete,, lHeenses. . oveinivarerarvereassnnss 14,025.37
Pamphlet Jaws. .o veiiurvrnrasrirrsnrosreascinriinnnens 402.60
Bonus on charters. .. .......uueerecnnnas sersanas eraen . 148,624.56
Accrued INtErESL ....c.uiiiceneraerantannerirararisnny 087,33
Notaries" cOMMISSIONS. +vvurvrerrrnrsrnn ererarreaneans 15,575.00
Alleghany Valley BLR. ..o iiiiiiiiiiiiinianianss. 212,500.00
United States Government (interest on bonds)...co.viuen 172,000.00
Commutation of tonnage tax (Pennsylvania R.R)......... 460,000.00
Right of way (N.Y.,L.E, & W. R.R)...... Crmaean ceas 10,000.00
Escheats..-veurnvenasnannnans Crasraeese i arens i 1,957.16
Fees of publicofficers. .. .....cooviine it . 61,952.17
Refunded cash..oovitiiiiiiiiniinscnanronns hemee b 8,384.67
Conscience money......... svereasarrararrrras e snnaars 82.25
Miscellaneous ... .civvamveneccnns Cereeerreereaareeinnas 16,931.13

$7.646,147.37
The State debt (net) November 30, 1886, was....... ceeees $7.078,233
Cash balance in the treasury..oovvevanren. Craearansrans 2,101,357

The auditor-general estimates that laxes on real estate for local pur-
poses awount to $30,595,550.

THE PENNSVLVANIA TAX COMMISSION BILL.

A Revenue Act making malerial changes in the tax system of the State,
more especially in reference to the taxation of corporations, was passed by
the Legislature in 1887, but failed to become a law through the accidental
omission of the signature of Lhe President gro #empore of the Senale.
Prior to the passage of said act, by a concurrent resolution approved Feb-
ruary 18, 1887, a commission to consist of five members of the Senate,
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seven members of the House, the avditor-general, the State treasurer, the
President of the Senate, Speaker of the House, and three leading citizens
to be selected by the governor, was authorized to revise the revenue laws
of the Commonwealth and report by bill or otherwise at the next session of
the Legistature. Upon the failure of the bill, which had anticipated their
labors, the commission proceeded to prepare a bill, embodying the various
laws in existence, and imposing upon corporations, with some exceptions,
one uniform tax in place of the three taxes on capital stock, gross receipts
and loans and bonded indebtedness, which tax, as was estimated, would pro-
doge nearly the same revenue as was derived from the three taxes named.
‘This bill wilt be presented at the next session of the Legislature, but it is
extremely improbable that it will be adopted in its present form, a consider-
able reaction of public opinion having been developed in the State against
it, The sections of the bill which introduce new matter, or essentially
change the existing law, are as below :

Section 18 provides it shall be unlawful for any person or persons, co-
partnership, unincorporated association, limited partnership, bank, or cor-
poration whatsoever, in leaning money at interest to any person or persons,
whether such loans be secured by hond and maortgage or otherwise, o re-
quire the person or persons horrowing the same to pay the tax imposed
thereon, and in all cases where such tax shall have been paid by the bor-
rower or borrowers the same shall be deemed and considered usury and be
subject to the laws governing the same.

Section 1g provides that the treasurer of every city, county and borough
of the State, and of every limited partnership and corporation organized, or
incorporated, under the laws of this State, or. of any other State, or of the
United States, and doing business within this State (except those taxable
under the 26th section of this act), paying interest upon any loan or lozns,
which are made taxable by law, whether secured by script, bonds, certifi-
cates, or otherwise, shall report to the auditor-general annually the amount
of such loans and the name and residence of cach owner or holder thereol,
within this State, and the amount held by each, as nearly as can be ascer-
tained. It shall then be the duty of the auditor-genetal to assess the same
for taxation at the rate of three mills on the dollar of the par value thereof,
and the officers of said cities, corporations, etc., shall therenpon pay said
tax and deduct it from the interest due, or to become due, to the holders of
said loans.

Section 25 provides that every pipe-line company, conduit company,
steamboat company, or other company, association, or partnership, daing
business in this State by ownership, aperation, or lease, to, or from, others,
in the way of transporting freight, passengers, oil or gas (except those
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enumerated in the 26th section of this act), and every telegraph or telephone
company, express company natural-gas company, eleciric-light company,
palace-car and sleeping-car company, shall pay a tax of eight mills upon the
gross receipts from business done wholly within this State.

Section 26 provides (hat in liew of the taxes imposed in the preceding
sectinns, every railroad company, canal company, slack-water navigation
company, and street passenger railway compaony, shall pay a 1ax of three
mills on the dollar of the actual value of their property, asscts and fran-
chises, which shali be determined by adding the whole amount of their
funded debt at par to their entire capital stock at its actual value. In
cases where the lines of such companies are partly within and partly with-
out the Stale, the assessment for taxation shall be in proportion to the mile-
age within the State. The stock and bonds of companies paying tax under
this section are exempt from taxation in the hands of the holders.
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