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CHAPTER 1

Introduction

"The historical and statistical study of tax records falls into a sort of academic
no mans land, too historical for economists and too economistic for historians.”

Thomas Piketty (2014, 17)

Why study taxes in the Jazz Age? The federal income tax system has undergone numerous
changes since the 1920s, the period covered in this study. Recent events have brought this
period back into focus. In particular, income inequality in the 1920s and today are frequently
noted to be similar. The events leading up to the Great Recession of the late 2000s form an
unfortunate parallel with the Roaring Twenties and the Great Depression.

Recently, Alan Krueger described the “Great Gatsby curve” as the positive correlation
between after-tax Gini coefficients and economic mobility across countries (Krueger 2012).
One of the most popular books of 2014 explores the topic of income and wealth inequality
across countries and time periods (Piketty 2014). Piketty warns that increasing wealth
inequality, though greatly reduced between 1914 and 1945, is more an element of capitalism

than an accident:



When the rate of return on capital exceeds the rate of growth of output and
income, as it did in the nineteenth century and seems quite likely to do again in
the twenty-first, capitalism automatically generates arbitrary and unsustainable

inequalities (Piketty 2014, 1).

Piketty proposes a global tax on capital and greatly increased progressive income taxes as a
remedy.

The Great Recession has left many calling for greater taxation on the “one percent.” But
nobody seems quite sure of who they are. They might be hardworking people whose ingenuity
brought them fame and fortune, like Henry Ford or Steve Jobs. They might be inheritors
who have used their advantages to perpetuate their wealth. They might be somewhere in
between. This dissertation investigates tax records of the top taxpaying class. I create a
new dataset on individuals paying high taxes, and use this data to present demographic
statistics and analyze tax response, as well as to comment on several other issues, including
the inheritance of high status and the earnings of superstars.

Chapter two describes the Revenue Act of 1924, one of several tax bills in the 1920s that
cut tax rates. However, the Revenue Act of 1924 is unique in that it allowed for publicity
of name, address, and tax payment. As a result, newspapers print tens of thousands of
names, addresses, and tax payments of those filing returns in their area. Newspapers were
particularly interested in the highest tax payments. However, a tax payment of any size
indicated high status, as only 6.5-7 percent of the population even filed tax returns, and
only about 4 percent paid tax on a return (Statistics of Income).

I trace the political passage of the Revenue Act of 1924 and its publicity provision. I
also investigate the participation of newspapers in major cities in printing names, addresses,

and tax payments. I look for the effect of publicity in the distribution of tax returns across



income classes and states, and find very little if any effect.

Chapter three presents the description and formation of the data. I present the full
documentation of a 40,000 observation dataset on tax payments. I describe how I matched
names and payments from 1924 newspapers (for 1923 tax payments) and 1925 newspapers
(for 1924 payments) using an automated matching procedure. This task involved combining
a dataset of about 20,000 observations in one year with about 30,000 in another. The data
covers a set of taxpayers whose names were printed in the New York Times in 1924 and
1925. These taxpayers predominantly live in New York City or the surrounding area, but
the data for 1924 includes several major cities, while the data for 1923 includes major cities
whose collectors allowed newspapers to copy names out of their records. Very often, major
cities appear in both years.

Because names and addresses did not appear identically in each year, I used “fuzzy match-
ing,” where strings are compared for their similarity. Fuzzy matching is an iterative process
with several rounds of hand review and correction. As a contribution to the community, I
also release computer code and video tutorials on how to efficiently undertake similar match-
ing procedures. I also discuss using Ancestry.com to find the top 400 taxpayers of 1924 in the
1920 and 1930 US Federal Census of the Population. Finally, I discuss further use of fuzzy
matching to link the dataset of 1923-1924 taxpayers to other lists of known wealthy people
or individuals with high tax payments. The result of this matching is a 40,411 observation
dataset with 200 variables, fully documented in chapter three. I will release this data after
a two year embargo.

Chapter four uses the dataset described in chapter three to figure out who the top tax-
payers are in 1924. T explicitly list the top ten and top hundred by name. I show a high

correlation between income rank and tax payment rank using data from 1928. I present a



brief background on the top ten and the share of all federal individual income taxes paid
for the top 100. I find the top 400, or the “top 0.001 percent,” in US Federal Census of
the Population records for 1920 and 1930. These Census records give information on age,
marital status, occupation, and in 1930, home value and veteran status. I provide summary
statistics on 1924’s top 400. T also use datasets on large estates before 1921 and large tax
payments from 1928-1934 and 1936-1941 to comment on persistence of high status.

In chapter five, I use the 1923 and 1924 tax payments within New York City and the
immediately surrounding area to estimate the elasticity of taxable income (ETT). The elas-
ticity of taxable income, an important parameter in the study of public finance, indicates the
response of taxable income, and therefore tax collections, to changes in tax rates. At least
two other studies consider the ETI in the same time period using aggregate data and the
assumption of rank preservation. I use my data to show that rank preservation is probably
a fair assumption. I also compute similar estimates of the ETT using individual level data. T
conclude from these two results that these tax data are reliable.

Overall, these new data provide a unique view into the identities of those paying the
highest taxes in the US in the 1920s. These data form a valuable contribution to the

literature on high incomes in American history.



CHAPTER I1

Background

2.1 Introduction

The United States Revenue Act of 1924 significantly altered the federal personal income,
estate, and gift tax system of the interwar period. While there were many changes to
individual income tax rates, and the introduction of a gift tax, a unique aspect of the law
was its new publicity provision. The law required each Collector of Internal Revenue to
prepare reports listing the name, address, and tax payment of each tax filer in their district
(districts ranged from covering only parts of major cities to covering entire small states),
and to make that report open to public inspection. Compliance with that requirement
varied, but many collectors released the list to all visitors, regardless of reason; some major
newspapers responded by printing the lists in their city. The actions of the Collectors of
Internal Revenue and the newspapers were controversial. While the legality of printing the
list in the newspaper was questionable, the records exist to this day on microfilm because of
that choice.

This chapter seeks to explain how that publicity provision came to be enacted. It also



provides a comparison for the tax system of 1924 and 1925 to the tax system that we know
today. The federal individual income tax of the 1920s is sometimes called a “class tax” rather

than a “mass tax,” meaning that the tax was collected only from very high earners.

2.2 Debate and Passage

2.2.1 Historical Context
A Note on Inflation Adjustments

Throughout this dissertation, I present unadjusted numbers from taxes in the 1920s. I
provide the table below as a reference in interpreting the numbers. According to the Bureau
of Labor Statistics, the annual average CPI was 17.1 for both 1923 and 1924, and 232.957

in 2013. The ratio of these numbers is 13.62.

units 1923 1924 2013

CPI levels 17.2 17.2 229.32
Nominal GDP millions current dollars | 86,238 | 87,786 | 16,797,500
Real GDP millions 2009 dollars | 867,213 | 893,916 | 15,759,000

NGDP per capita | millions current dollars | 770.35 | 769.32 | 53,078.54

RGDP per capita | millions 2009 dollars 7,746.6 | 7,833.9 | 49,797.0
$1 in 1923 current dollars $1 - $13.62
$1 in 1924 current dollars - $1 $13.62

Table 2.2.1: Inflation adjustments. Source: Measuring Worth (Williamson, 2014) and US
Bureau of Labor Statistics (2014)

Tax Collections

First levied in 1913, the income tax underwent substantial changes as it moved into its

second decade. By 1924, as figure 2.2.1 shows, the income tax provided just under half of
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Figure 2.2.1: 1924 government receipts and expenditures (Annual Report 1925, 18-19)

Figure 2.2.2 shows that the income tax ballooned in size from 1916 to 1920, and that by

1923 and 1924, it had shrunk to a still elevated level around $2 billion annually.

'While the figure includes income and profits tax, there was no profits tax collected in 1923 or 1924.
I believe it is only left in for consistency with past annual reports that did include profits tax in the last

decade, including the prior year.
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Figure 2.2.2: 1914-1924 government receipts (Annual Report 1925, 22)

However, when placed in context with figure 2.2.3, the amount of tax collections seems
too low in comparison with spending in prior fiscal years. If the surplus is the distance by
which the black bar exceeds the shaded bar, and the deficit is the opposite, then it seems
clear that the surplus in the early 1920s is not enough to make any impact on the debt

accumulated from the deficits of fiscal years 1918 and 1919.
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Figure 2.2.3: 1914-1924 government receipts and expenditures (Annual Report 1925, 21)

Figure 2.2.4 shows general trends in taxation from 1916-1929 in the United States. The
graph presents the statistics on the number of returns, the total taxable income and average
per return, and the total tax and average per return. I scale to the 1923 numbers and set
1923’s values equal to 100. I present another graph in the appendix showing only the 1920s,

to exclude some of the variation from 1916-1919.
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Figure 2.2.4: Returns, income, taxes, and averages, US, 1916-1929. Source: Statistics of
Income.

Figure 2.2.4 tells a story of early expansion of the income tax. Originally a “class tax,”

the income tax exemption level fell in the late 1910s and introduced new taxpayers to the

2

revenue system.” Taxed income and taxes increase with the number of returns, while the

2The minimum level of income at which paying tax is required.

10



average tax and average income both fall; this makes sense, as those who were newly brought
in have lower incomes and pay lower taxes. In 1923-1924, the Republicans began their early
successes in revising the tax code more to their liking. The exemption increased for 1925,
causing about 45 percent of taxpayers to drop out of the taxpaying class. Average incomes
and taxes paid naturally increase dramatically, while the amount of tax paid grew, but stayed

relatively steady. This dissertation focuses on this period of early reform of the income tax.

Party Control of Congress

The Revenue Act of 1924 was debated and passed during the 68th United States Congress.
At the time of the vote on tax publicity, Republicans held the majority in the Senate,
with 51 members, while 43 Democrats served with 2 members of Farmer-Labor (Poole and
Rosenthal, 2013). In the House of Representatives, 226 Republicans were in the majority,

with 206 Democrats, 2 Farmer-Labor, and 1 Socialist in the minority.

2.2.2 Tax Rhetoric

At the time of its inception in 1913, the income tax had revenue goals as well as social goals.
In the opinion of W. E. Brownlee, Cordell Hull (D-TN), the author of the income tax, found
that “revenue goals were far less important than the desire to use the tax to advance economic
justice” (Brownlee 2000, 41). After enactment, Ways and Means Chairman Claude Kitchin
(D-NC) and “the Democrats attacked concentrations of wealth, special privilege, and public
corruption” (Brownlee 2000, 43). Other Democratic social goals sought through the income
tax were to “break the hold of monopoly power on the stimulating forces of competition”
(Brownlee 2000, 45), to pursue the “ideal of using taxation to restructure the economy

according to 19th century liberal ideals” (Brownlee 2000, 46), and to structure “wartime

11



public finance based on the taxation of assets that democratic statists regarded as ill gotten
and socially hurtful” (Brownlee 2000, 46-47).

These early Democratic achievements occurred just five to ten years before the Repub-
licans began their tax cut plans and some Progressives began pushing for tax publicity.
Frequently, the rhetoric surrounding taxes from the Democrats and Progressives in the Re-
publican Party reflects the same vision of using the income tax to advance social goals.

Though nearly ninety years removed from these political battles, the Republican justifi-
cations for tax cuts in the 1920s are the same as today’s. Treasury Secretary Andrew Mellon
was a leading voice for tax cuts within the Coolidge administration. His book, Tazation: The
People’s Business, written in 1924 during his tenure at the Treasury, laid out the case for
steep tax rate cuts. Mellon used the familiar arguments that tax cuts may increase revenue,

and that government should be run like a business:

It seems difficult for some to understand that high rates of taxation do not
necessarily mean large revenue to the Government, and that more revenue may
often be obtained by lower rates ... The same rule applies to all private businesses

. The most outstanding recent example of this principle is the sales policy of
the Ford Motor Car Company. Does any one question that Mr. Ford has made
more money by reducing the price of his car and increasing his sales than he
would have made by maintaining a high price and a greater profit per car, but
selling less cars? The Government is just a business, and can and should be run

on business principles (Mellon 1924, 16-17).

Mellon also imagined that high tax rates increase the attractiveness of tax avoidance or
evasion. He argued this while asserting that the country sat on the right side of the so-called

“Laffer curve” (though it did not have that name at the time), coupled with an appeal to
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comimorn sense.

Experience has shown that the present high rates of surtax are bringing in each
year progressively less revenue to the Government. This means that the price is
too high to the large taxpayer and he is avoiding a taxable income by the many
ways which are available to him. What rates will bring in the largest revenue
to the Government experience has not yet developed, but it is estimated that by
cutting the surtaxes in half, the Government, when the full effect of the reduction
is felt, will receive more revenue from the owners of large incomes at the lower
rates of tax than it would have received at the higher rates. This is simply an
application of the same business principle referred to above, just as Mr. Ford
makes more money out of pricing his cars at $380 than at $3,000 (Mellon 1924,
17).

Exactly who estimated the effect of a surtax slash, and how, is not known. But despite writing
decades before the advent of rigorous empirical public finance analysis, Mellon grasped the

theory of tax incidence and its weak relation to tax remittance quite well:

High taxation, even if levied upon an economic basis, affects the prosperity of
the country, because in its ultimate analysis the burden of all taxes rests only in
part upon the individual or property taxed. It is largely borne by the ultimate
consumer. High taxation means a high price level and high cost of living. A
reduction in taxes, therefore, results not only in an immediate saving to the
individual or property directly affected, but an ultimate saving to all people in
the country. It can safely be said, that a reduction in the income tax reduces
expenses not only of the income taxpayers but of the entire 110,000,000 people
in the United States (Mellon 1924, 21).
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Economists were not in unanimous agreement with Secretary Mellon. Roy Blakey, Pro-
fessor of Economics, University of Minnesota, covered each new tax bill in the American
Economic Review. While Mellon argued that surtaxes were just a hair too high and if cut,

evasion would swiftly cease, Blakey countered,

The maximum rate would probably have to be cut to zero before stilling the
energetic ingenuity of some legal minds searching for holes, and even then the

mere game of it might continue to lead them on (Blakey 1924, 498).
And when tax rates were up for yet another cut in 1926, Blakey sarcastically noted that

All in all, the Revenue act of 1926 seems to be in line with what the majority of
the electorate voted for in the last election, not that all of them knew just what
they voted for as well as what they voted against... Mr. Mellon appears to have
got himself and us into a vicious circle from which there is no logical escape. The
more we reduce tax rates the greater prosperity and the greater the revenue for
the government. After the tax rates all reach zero, our revenues will be so great
that we can wipe out our billions of debt in a single year,- or could if Mr. Mellon
would quit tying us up with long-time maturities, -and our prosperity will be

even more than ever the envy of the rest of the world (Blakey 1926, 425).

The Senate was well aware of Mellon’s arguments, even in 1921, the first year of Mellon’s
tenure at the Treasury. Mellon testified to the Finance Committee that high rates do not
raise as much as low rates, and some Senators read this into the record from the floor days

later:

Mr. SIMMONS. Mr. President, T wish to ask the Senator- and I did not follow

him, perhaps, accurately-did the Secretary, or did he not, advise that we refrain
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from certain taxes because of these evasions?

Mr. LA FOLLETTE. He advised that we not only cut the surtaxes down to 32

per cent, but he said we had better cut them down to 25 per cent—
Mr. SIMMONS. Exactly.

Mr. LA FOLLETTE. Because wealth will not pay. We will collect more-that is
what it meant-we will collect more at 25 per cent than we will at 32 per cent.
There is no question about what he said. I will read his testimony. The Senator
from California is anxious that I should take it up a little sooner than I had

intended. I was coming to it in an orderly way.

Mr. REED. Not only was the suggestion made that the taxes should be reduced
in many respects, but the chief reason advanced was that more money would be

raised by a lower tax than by the present rates.

Mr. LA FOLLETTE. Yes; because they would not stand the higher tax; they

would not pay it. (Congressional Record 1921, 7368)

Not only did the senators know that Mellon had this view, but some believed this early

supply-side argument to be a “fundamental truth”:

Mr. PENROSE. Mr. President, if the Senator will permit me, I do not want
to interject myself into this controversy, but I do not hesitate to state that the
Secretary of the Treasury will be entirely willing to stand by any statement he
has made; that he stated fundamental truths, admitted by every economist and

student of these questions, and with a mind undistorted by hysteria or swayed by
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demagogism; and any statement that he has made before the Finance Committee-
and I think I heard all of them-he will doubtless be willing to repeat or reaffirm

anywhere that the occasion may call for. (Congressional Record 1921, 7368)

Tax-exempt securities

In the early years of the federal income tax, there was concern over investment in tax-free
securities as a vehicle to escape income taxation. Progressives thought that very wealthy
citizens would invest nearly all of their money in state or municipal bonds, and by doing
so, avoid the effect of any income tax. It certainly seemed unfair to the progressives that
wealthy people could avoid tax; whether they had already paid a hefty tax bill on the income
that they were now investing, or the effect of high demand on the return of these bonds,
were both irrelevant.

Robert La Follette Sr. (R-WI) proposed an amendment to the Revenue Act of 1921 that
would begin to attack the problems he saw in tax-free securities. The amendment required
each person with tax-free bonds to report the number and amount that they held, as well as
interest on those bonds, on their tax return. The Commissioner of Internal Revenue would
then be required to compile this information both in the aggregate as well as classified by
type of bond or net income of the owner.

La Follette felt that it was “a fundamental principle of any just system of taxation that
wealth shall pay its proportionate share of the burdens of government” (Congressional Record
1921, 7364). He stated that so little was known about tax-exempt bonds; that the amount
of them in circulation was not known, but estimated to be between $14 and $20 billion.

Nobody in opposition chose to debate this amendment, and it passed, 38-11, with 47 not
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voting.> The Democrats voted 16-0 in favor, with 20 Democrats not voting. The Republicans
voted 22-11 in favor, with 27 not voting.

Andrew Mellon did not debate La Follette’s arguments regarding fairness. He supported
efforts to know more about who holds tax-exempt bonds, but doubted that the rich were

holding them in large numbers:

Generally what is referred to as the chief factor is the investment in tax-free
securities. That is not so. The investment in tax-free securities is a large factor,
but it is not the leading factor. There are many other methods. For instance,
from my knowledge of incomes in business, etc., of individuals, I do not know
among them any who to any large extent invest in tax-free securities, for the
reason that they have not the free cash with which to do it. They are generally
people who are in industrial line of business, and they have to carry on their
business, and they need their capital. They can not get it out to invest it in

tax-free securities. I do not think that is the largest item.

For instance, I know of a man who has a large income, a very high income. He

invested in a piece of real estate. It was coal property. It cost about $4,000,000.

But the point is that in the meantime the Government has relieved him. Instead
of paying 6 per cent he is paying 2.5 per cent to carry that property, because
the interest he pays is deductible from income, and he gets that deduction which

relieves him to that extent.
Senator REED. He does not work his coal field?

Secretary MELLON. No; It is just standing there.

30f course, in the Senate, the majority is the majority of those who are voting, so only 25 votes are
needed for passage if 49 are voting (38+11) and the 47 not voting are irrelevant.
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Senator REED. Why could not that be reached by a proper clause in the law?

Secretary MELLON. That could be reached- but you can keep on putting proper
clauses in and reaching something and then something else. That is just one
instance. There are all kinds of ways, and the people who resort to them are
within their rights in doing it. They avoid taxes by making investments. It is
human nature, and you can not change human nature. (Congressional Record

1921, 7369)

La Follette’s reply was that Mellon and Congress should at least try to stop tax avoidance
through tax free securities or other means.*

The results of this report can be found in the Statistics of Income for 1924. 75 people
file tax returns with $1 million and over in net income, and those same people have just
over $150 million in net income, pay just under $50 million in tax, and have $10 million in
interest from tax-exempt bonds. Overall, tax-exempt bonds pay $238 million in interest in
1924 to those filing taxes.

The House Ways & Means Committee held hearings in 1922 on the issue of tax-exempt
bonds. The committee faced four resolutions proposing constitutional amendments that
would allow for taxation of all securities. In the hearings, it is quite clear that both politicians
and economists knew that tax-exempt securities would be highly valued by the wealthy and
would pay lower interest rates than taxable securities (Ways and Means 1922, 5). The Ways

and Means Committee wrote a new resolution calling for a constitutional amendment after

these hearings, and despite the committee’s support and the support of several academic

4“That attitude, if carried throughout the field of legislation, would mean the end of law and the beginning
of anarchy. It would mean that wherever we find an individual or corporation strong enough or cunning
enough to evade a law, that law should be repealed, or made so ineffective in its restrictions that the violator
would not object to its existence” (Congressional Record 1921, 7369)
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and professional associations, no such amendment was ever adopted.

2.2.3 Congressional tax rate debate

The early income tax featured both a normal tax and a surtax. The surtax was an additional
tax upon net income at specified rates. Most deductions counted against the normal tax
obligation but not the surtax obligation. Due to the need for revenues to fund the war effort,
the War Revenue Act of October, 1917 greatly increased surtax rates from a maximum of 13
percent to a maximum of 63 percent. This increased surtax was placed most heavily upon
incomes in excess of $100,000. In 1918, the surtax rates were increased across the board,
but the increase in surtax rates across incomes was made much more linear. The Revenue
Act of 1921 was a first attempt at cutting high wartime surtax rates. By 1923, when the
Revenue Act of 1921 was still in force, the top surtax rate was 50 percent, and normal tax
rates were 4 percent on the first $4000 and 8 percent on incomes above that.

On November 10, 1923, Treasury Secretary Andrew Mellon sent a letter to William Green
(R-IA), chairman of the House Ways and Means Committee. The letter outlined Mellon’s
proposed changes to tax law for what would become the Revenue Act of 1924. Mellon called
for a cut in normal tax rates from 4 and 8 percent to 3 and 6 percent, and a cut in surtax
rates from 50 percent at the top to 25 percent at the top. Mellon also wanted the surtax

rates to start at $10,000 rather than $6,000.
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Date in 1924

Event and coverage

Jan. 4 Chairman Green releases Mellon letter; front page coverage

Feb. 5 House Ways and Means Committee approves Mellon plan, front
page

Feb. 11 Ways and Means Committee presents four reports on bill, front
page

Feb. 15 House Republicans drop Mellon plan, adjust max. surtax rate
to 35 percent, front page

Feb. 29 House passes bill (408-8) with 37.5 percent surtax maximum
(25 percent cut of all surtax rates), publicity to certain
congressional committees (Ways and Means, Finance, and
special congressional committees), front page

March 12 Mellon speaks on bill, mentions his opposition to
committee publicity, page 4

April 12 Senate Finance Committee Chairman Smoot brings Mellon
plan to Senate floor, front page

May 2 Senate votes for complete publicity (Norris amendment), 48-27,
front page

May 10 Senate passes bill with 40 percent surtax maximum, front page

May 16 Conference underway, members sworn to secrecy, publicity
debated, front page

May 21 Conference agrees on publicity to take the form of lists posted
in each collection district of name, address, and payment, and
agrees on Senate tax rates, front page

May 22 Mellon disapproves of bill, rumored to encourage veto,
Congressional leaders dismiss possibility, front page

May 24 Senate approves conference bill 60-6, front page

May 26 House passes conference bill 376-9, Mellon indicates reluctant
acceptance, front page

June 2 Coolidge signs the bill while asking future sessions of Congress

to repeal publicity, front page

Table 2.2.2: Newspaper Coverage of Bill in Congress. Source: The New York Times, dates
in 1924, January 5, February 6, February 12, February 16, March 1, March 13, April 13,

May 3, May 11, May 17, May 22, May 23, May 25, May 27, June 3

On January 5, 1924, the New York Times devoted three pages, including part of the

cover, to explaining Mellon’s proposed tax law changes. Also on the cover was a story that
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Calvin Coolidge, then president, would refuse to accept any compromise on the surtax rates
proposed by Mellon. It seems that Coolidge was satisfied with a small compromise, as he
eventually signed a compromise bill on June 2, 1924 that only reduced surtax rates from
50 to 40 percent (maximum). The same article provides a briefing on the deliberations of
the House Ways and Means Committee on the previous day. In fact, the New York Times
frequently covered proceedings in the Congress and occasionally ran the text of proposed
new or amended sections in the legislation. Due to this coverage, it seems that high-income
taxpayers would have been very aware of proposed tax law changes after early 1924. Coolidge
had threatened a veto, but it should be noted that the conference bill passed each house of
Congress with more than a 2/3 majority.

Perhaps surprisingly, Coolidge issued a statement along with his signature of the bill that
indicated his displeasure with both the surtax rates and “the failure to pass a resolution for a
Constitutional amendment to abolish tax-exempt securities” (Blakey and Blakey 1940, 246).
Throughout the interwar era, there had been a debate over whether tax evasion was due to
high rates or the sheltering of income in tax-exempt securities (it was generally agreed that
evasion was rampant). The position of Coolidge’s own party and his Treasury secretary was
that high rates alone were the cause of evasion. For more on this debate, see Smiley and

Keehn (1995).

2.2.4 Publicity debate

Some progressives felt that income tax publicity might lessen income tax evasion. Blakey
notes that “[t|he usual discussion of publicity of income tax returns was injected into the
debate by Frear. His amendment to make returns public records was defeated” in the House

(Blakey and Blakey 1940, 234). The placement of the word “usual” indicates that this was
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not the first attempt at publicity. While publicity was a feature of the 1909 corporation
excise tax, the law also specified that anyone who shared tax return information without
authorization from the President would face a fine or jail time (Blakey and Blakey 1940, 54).
Immediately after passing his tax-exempt securities amendment, La Follette introduced an
amendment “to make returns open to public inspection” during the debate over the Revenue
Act of 1921 in the Senate, but it was defeated (Blakey and Blakey, 1940 216). However,
“the Senate adopted without any objection the amendment of Norris to provide publicity
of income tax returns” (Blakey and Blakey, 1940 242). The Norris amendment called for
each return to be a public record. Since the House did pass an amendment “to permit
certain committees of Congress to call on the Secretary of the Treasury for returns or for
data contained in returns,” (Blakey and Blakey, 1940 234) and the Senate bill contained the
Norris publicity amendment, the differences had to be resolved in committee. The conference
committee bill “followed the House bill for the most part, but added that each collector should
prepare and make available for the public a list containing the name, address, and tax of
each person making an income tax return” (Blakey and Blakey, 1940 245). Despite veto
threats, President Coolidge did sign the bill enacting the tax rates for 1924 and beyond on
June 2, 1924.

La Follette felt that tax publicity would have a real and positive effect on the number
of tax returns and the amount of income returned. He used the Civil War-era tax system,

which featured publicity, as his example, as well as state level evidence from North Carolina:

In 1870, when the returns were published, the number showing incomes over
$2,000 were 94,887. In 1871, when publicity was prohibited, the number fell to
74,000-that is, from 94,000 to 74,000; then to 72,000 in 1872, and this in spite

of the fact that, as shown by individual bank deposits, bank clearings, and so
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forth, 1871. and 1872 were more prosperous years than 1870. Similarly in North
Carolina, when the income-tax returns under the State law were published by the
Hon. Josephus Daniels in his paper, the News and Observer, the tax collections

immediately more than doubled.

With the secrecy of returns, it is impossible to collect the tax efficiently without
an extravagantly expensive army of revenue agents and the creation of a sys-
tem of espionage that would be extremely distasteful to the American people

(Congressional Record 1921, 7372).

La Follette also pointed out that a high-ranking Treasury official had recently been arrested
for accepting a bribe. Senator Augustus Stanley (D-KY) argued that tax secrecy gave
bureaucrats power that would certainly be abused.® La Follette agreed, even going on to
say that publicity “makes the law almost self-administrative” (Congressional Record 1921,
7373). There were not many arguments against publicity presented by opponents in 1921.
Nonetheless, La Follette’s 1921 amendment for tax returns in their entirety to be public
records went down, 33-35, with 28 not voting. On this vote, the majority Republicans voted
9 for and 35 against, with 16 not voting, and the Democrats voted 24-0 in favor, with 10 not
voting, and two paired yeas (Poole and Rosenthal, 2013).

In 1924, Senator George Norris (R-NE) led the charge for publicity of tax returns, as
Senator La Follette was absent due to illness. The majority of discussion in support was
that publicity would root out those who were evading taxes, while the majority of discussion

in opposition claimed that publicity would cause suspicion, snooping, and general harassment

%“To give to any bureau of the Government the right to know and to keep the political sins of powerful
citizens is to place in the hands of any man who is desirous or ambitious enough to do it an instrument of
political blackmail that in times past has been used by men almost as high in office as the President of the
United States himself. That is an open secret” (Congressional Record 1921, 7373).
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for those with high income taxes. Additionally, opponents argued that publicity would reveal
trade secrets and expose vulnerabilities in businesses.

Kenneth McKellar (D-TN) offered a similar amendment, and went immediately on the
attack against opponents of publicity. One of McKellar’s first remarks was to point out
that seven (then eight, then nine) senators who previously voted against publicity lost re-
election, while only who voted in favor of publicity lost (Congressional Record 1924, 7682).
McKellar and Senator George McLean (R-CT) differed on whether other states or nations
had publicity of tax returns; both McKellar and McLean offered contradictory information
on which nations or US states had publicity (Congressional Record 1924, 7683).

McLean argued that since Wisconsin had recently allowed for secrecy in state tax returns,
that the votes of the senators of Wisconsin should be a measure of the popularity of publicity
in Wisconsin. A reference to the Congressional Record from 1921 showed that the Wisconsin
senators split their votes on publicity. Norris claimed that due to floor statements, it could
be assumed that both Wisconsin senators supported publicity, though both were absent
for illness that day (Congressional Record 1924, 7687). Senator Royal Copeland (D-NY)
summarized the thoughts of several senators when he said that “every official act performed
by any governmental body should be an open and public act... there is no reason why any
exception should be made as regards income taxes” (Congressional Record 1924, 7688). After
a long, puzzling, and often nonsensical debate, the Norris amendment for every return to be
a public record passed, 48-27, with 21 not voting (Congressional Record 1924, 7692). On
this vote, the majority Republicans voted 14-25, with 11 not voting, and one paired yea.
Democrats voted 32-2 in favor, with 9 not voting. Both Farmer-Labor senators voted in
favor (Poole and Rosenthal, 2013).

While the Senate bill made all returns public records, the conference committee bill only
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allowed for the revelation of names, addresses, and tax payments. This is what allowed for
the printing of this information in newspapers that is explored in the later chapters of this
dissertation.

The question of publicity was again revisited in 1926. As the Revenue Act of 1926
did not contain publicity when it came out of committee, Senator Norris again floated his
public records amendment in identical form. Norris, Clarence Dill (D-WA), and David
Reed (R-PA) openly considered the idea that the conference committee included name-
address-payment publicity in order to come up with the most unpopular form of publicity
possible (Congressional Record 1926, 3484). Norris again asserted that publicity would
increase revenue, arguing that the amount of taxable income would rise as the number of
eyes reviewing the claim rose (Congressional Record 1926, 3491). Furthermore, if somebody
was not evading taxes, they supposedly had nothing to hide, and that complete public
records would help those honest taxpayers to receive refunds where they had made mistakes
(Congressional Record 1926, 3492). Norris and allies even conceded that the present law
of name-address-payment publicity served “no useful purpose” (Congressional Record 1926,
3495).5 Senator Dill spoke at length that the country had “not had real publicity,” that
“publicity has done no harm,” and that “lowering surtaxes lowers receipts from [the| wealthy”
(Congressional Record 1926, 3512-3513).

After another very lengthy debate, the Norris amendment failed by a vote of 32-49, with

6Mr. NORRIS: Mr. President, I want to say a word on that subject. It did not give any real information.
I think that is the only objection to it. If the Senator made his return and it showed on the face of it that he
paid an income tax of $1,000, that would not be any real information. There is nothing in that information
to indicate whether he has covered up anything or whether he has been dishonest or honest. In other words,
the information that was given could be used for the purpose of bringing about a misunderstanding on the
part of the public because it did not give sufficient information to really tell anything. A man may be a very
wealthy man and his income may be very small. He may be perfectly honest and his return will show that
he is perfectly honest and square. On the other hand, he may not return nearly all of his property, and if
nobody ever has an opportunity to find it out, that situation will never be corrected. That is what I am
trying to cure by my amendment. (Congressional Record 1926, 3489)
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15 not voting. Participation was high on this day, as only seven members did not vote. The
Republicans voted 15-33, with four not voting, and four paired votes. The Democrats voted
16-16, with four pairs and three not voting. The one Farmer-Labor senator voted aye. Of
the 32 Democrats voting for publicity in 1924, 13 voted for publicity again in 1924, while 10
voted against, with five not in the Senate anymore, two not voting, and two paired votes. Of
the two who had voted against publicity in 1924, one was no longer in the Senate, and the
other voted against publicity again in 1926. The nine Democrats who did not vote in 1924
split 1-5, with two paired votes and one no longer in the Senate. The explanation here seems
to be that the strong Democratic force for publicity vanished by 1926, with only 13 of the
original 32 still voting for publicity, and 5 of 6 new members who took a side opting against
publicity. Among the 14 Republicans who voted aye in 1924, 10 still vote aye in 1924, one
votes against, one pairs a vote, one does not vote, and one is not in the Senate. Of the 25
who voted against publicity in 1924, none vote aye, while 18 remain against, with one not

voting, one paired vote, and five no longer in the Senate.

‘ 1924: for ‘ 1924: against ‘ paired ‘ not voting ‘ not in Senate ‘ total ‘

1926: for 13 0 0 1 2 16
1926: against 10 1 0 5 0 16
paired 2 0 0 2 0 4
not voting 2 0 0 0 1 3
not in Senate 5 1 0 1 0 7
total 32 2 0 9 3 46

Table 2.2.3: Democrats voting on publicity, 1924 and 1926
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‘ 1924: for ‘ 1924: against ‘ paired ‘ not voting ‘ not in Senate ‘ total ‘

1926: for 10 0 0 2 3 15
1926: against 1 18 0 4 10 33
paired 1 1 0 0 2 4
not voting 1 1 0 1 1 4
not in Senate 1 5 1 4 0 11
total 14 25 1 11 16 67

Table 2.2.4: Republicans voting on publicity, 1924 and 1926

In total, eleven senators voted for publicity in 1924 and against in 1926. These senators
were primarily Southern and Democratic. This group included both senators from Virginia,
Mississippi, and North Carolina, as well as one senator from each of Louisiana, Maryland,
Georgia, Oklahoma (the Republican, John Harreld), and New York (Royal Copeland). This
is the same Royal Copeland who spoke in 1924 very forcefully that every act of government
should be public, taxes included.” He did appear in the New York Times list of taxpayers
in both years. In 1923, the newspaper lists Royal S. Copeland at 58 Central Park West with
a tax payment of $1,311. In 1924, he appears as R. S. Copeland, at 250 West 57th, and a
payment of $1,273.

In the end, the Revenue Act of 1926 contained a provision for publicity that was nearly
identical in wording to the 1924 provision, except that it no longer allowed for payments to
be publicized. Name and address remained available, but were much less interesting on their
own. Therefore, tax publicity was effectively repealed with the Revenue Act of 1926. This
was written into the bill’s first draft, so there is no floor vote on the question of name-address
publicity to compare against tax payment publicity.

The key issue here is what taxpayers knew, and when. The timeline of events in 1924

It is also the same Royal Copeland who graduated from and was professor at University of Michigan
Medical School, and served as mayor of Ann Arbor.
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indicates that publicity became part of the Senate bill on May 2, 1924. The conference bill
also includes publicity and passed in late May, 1924. On June 2, 1924, the Revenue Act
of 1924, including publicity, became law. 1924 tax payments were due on March 15, 1925,
so taxpayers were aware for about nine months that their name, address, and tax payment

would be made public.

2.2.5 The Tax Code in 1924

The early federal personal income tax system featured both a normal tax and a surtax.
Despite connotations, the surtax collected orders of magnitude more revenue than the normal
tax. The normal tax had three brackets: $0 to $4,000, $4,000 to $8,000, and over $8,000, all
in amounts over total deductions and credits. The marginal tax rates for these brackets were
2, 4, and 6 percent, respectively. The surtax, however, began at $10,000 with a marginal
tax rate of 1 percent, and increased incrementally to a top rate of 40 percent on net incomes
over $500,000. Surtax brackets up to $100,000 were usually $2,000 apart, with an increase of
1 percent for each bracket. The surtax rate at $100,000 was 37 percent. Additional bracket
lines were drawn at $200,000, $300,000, and $500,000.

Net income, defined as gross income minus credits and deductions, was used to compute
the tax liability. Gross income included a laundry list of sources, ending with “or gains or
profits and income derived from any source whatever” (Revenue Act of 1924). Gross income
does not include life insurance, the value of gifts or bequests, interest upon state or local
government bonds, or a few other small exemptions. Section 214 of the Revenue Act lists
a number of deductions, including charitable contributions, business expenses, interest on
debts, percentage depletion for oil and gas wells, depreciation, and government contributions.

Section 216 allows additional credits for the normal tax only; these include dividends, interest
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on federal bonds, and a personal exemption.® The personal exemption was $1,000 for a single
person, or $2,500 for married couples or heads of households. There was also a $400 credit
per dependent. The following table shows the breakdown of returns and net income by

family filing status.

Number, 1923 | Number, 1924 | Net income, Net income,
1923 § 1924 $
Joint returns or 4,505,729 3,991,551 16,762,983,344 | 16,695,378,477
separate returns
of husbands
percent 58.8 04.3 68.2 65.7
Men, head 413,682 394,201 1,191,732,079 | 1,227,022,356
percent 5.4 5.4 4.8 4.8
Women, head 157,669 153,279 449,677,714 445,184,828
percent 2.1 2.1 1.8 1.8
Men, other 1,697,031 1,865,258 3,633,625,088 | 4,223,496,529
percent 22.1 254 14.8 16.6
Women, other 718,080 773,314 1,690,728,371 | 1,883,756,919
percent 9.4 10.5 6.9 7.4
Separate returns 170,573 173,225 849,072,012 955,000,745
of wives
percent 2.2 2.4 3.5 3.8
Total 7,662,764 7,350,828 24,577,818,608 | 25,429,839,854

Table 2.2.5: Tax returns and income by filing status

The gift tax was introduced in 1924, but repealed in the next tax bill in 1926. Levied over
fifteen brackets, the gift tax started at 1 percent for gifts up to $50,000, slowly increased to
a marginal rate of 6 percent on gifts over $250,000, and increased from there to a marginal
rate of 40 percent on gifts over $10 million. In addition to a repeal in 1926, the Revenue Act

of 1926 retroactively refunded about half of the gift taxes paid.

8The term “credit” here has the same connotation as today’s “deduction” in other words, it is not sub-
tracted from the tax liability, but subtracted from the taxable income.
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The estate tax featured the same rates in 1924 as the gift tax, but with a $50,000
exemption. Similarly to the gift tax, the estate tax was greatly reduced and rebated in 1926.
The brackets of this ex-post rebate were also the same as the gift tax’s ex-post revision.
However, the estate tax continues to be levied into the future from 1926, unlike the gift tax.

Taxes were due on March 15 of the following year, so in this case, 1923 and 1924’s taxes
would have been due on March 15 of 1924 and 1925, respectively. Additionally, taxpayers
were allowed to pay in four quarterly installments, without interest. There was no withhold-

ing in this period, except for a small number of nonresident aliens.

Tax Complexity

The IRS form 1040 of today bears a striking resemblance to the 1040 collected by the
Bureau of Internal Revenue in 1924 and 1925. The familiar numbered lines and sometimes
unexplained arithmetic manipulation are ubiquitous. The first page (of two) appears in the
appendix.

However, the key insight into the complexity of the tax code in 1924 and 1925 is the
length of the instructions. While today’s 1040 has over 200 pages of instructions, with
frequent references to IRS publications for even further explanation, the instructions in 1924
were only two pages. Those two pages were certainly typed with small font, but the clarity

of the la