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Prospects for Federal Tax Revision
Direct tax levies against the individual's income

have been increased to such an extent by the Revenue
Act of 1942 that they assume almost as great an impor-
tance in the individual's economic welfare as the factors
governing the means of earning one's living. Making
provision for tax payments during the immediate future
takes foremost place in planning. It is evident that
Congress will make changes in Federal tax schedules
some time this year, and it would be of great advantage
to be able to anticipate as nearly as possible what these
changes will be.

It is virtually certain that present rates, as estab-
lished by the Revenue Act of 1942, will apply for the
first income-tax installment payable March 15. Judg-
ing from last year's experience, Congress is not to be
hurried into the prompt passage of fiscal legislation.
Therefore, there may be no change made during the
remainder of the Treasury's fiscal year, ending June 30,
1943.

There is a general realization that income taxes
must somehow be put on a pay-as-you-go plan and that
this must be achieved by a system of collection at the
source. The Treasury has expressed its opposition to
the relatively simple Ruml plan in its testimony before
the House Ways and Means Committee on the ground
that it would wipe out assets of the Government even
though the cash flow to the Treasury would not be
appreciably affected. On the other hand, it realizes
the serious character of the problem of transition. If
taxpayers are forced to pay on 1942 and 1943 incomes
this year, taxpayer delinquency would be inevitable.

The Treasury's testimony makes it apparent that
some sort of a compromise is advocated, whereby the
taxes on 1942 incomes might be reduced (at least for
the lower income brackets), and individuals should
start paying on current incomes at the same time that
they are remitting for last year's taxes. Employers
would make deductions from pay rolls according to
marital and dependency status (as reported by employ-
ers). Persons of small means with incomes from other
than wages would be expected to file returns every
three months, presumably accompanied by remittances
to cover the estimated tax.

It seems probable that the Treasury is attempting
to strike a bargain with Congress and is now stating
merely its "asking price." There is already a strong
sentiment for adoption of the tax principle exemplified

by the Ruml plan, and there is considerable support in
Congress for modification of the Revenue Act along
such lines. This sentiment will be much stronger later
in the year.

Many persons in the lower income group who have
never before paid Federal income taxes do not yet
realize what is in store for them. Many will no doubt
fail to make returns before the final date determined by
law is passed. When employees of the Treasury
Department scrutinize reports of employers concerning
income paid to employees and send out inquiries con-
cerning failures to make returns, Congress will probably
have another vocal eruption from its constituents.

When Beardsley Ruml, Chairman of the Federal
Reserve Bank of New York, appeared before the House
Ways and Means Committee last week in support of
his plan, the attitude of the Committee members was
obviously hostile. The Chairman of the Committee,
Mr. Doughton, has in the past possessed commanding
influence in shaping the pattern of tax legislation. The
major recommendations of his Committee's reports are
usually accepted in considerable part by both the
House and the Senate. However, there may be a depart-
ure from this precedent in respect to tax legislation this
year. Direct taxes now affect more than 30,000,000
individuals who are expected to file returns, and they
will all want to have something to say about the levies
that are to be imposed.

Unless Congress surprises us and passes some pre-
liminary tax legislation during the next few months,
there will probably be a greater part of the Ruml plan's
principle adopted than is now indicated as agreeable to
the Treasury. It will probably be found necessary to
enforce some form of collection of taxes on wages and
salaries by the employer similar in character to that
embodied in the Victory tax. All these prospective
changes will do nothing to simplify the already highly
complicated income-tax schedules. When the next tax
legislation is passed, it will probably be found that
income-tax payments may be put on a pay-as-you-go
basis, that the payments will be no less but probably
more than is provided for by the Revenue Act of 1942,
and that the accounting problems involved in making
returns have been made more difficult.

BUSINESS

Index of Living Standards
The method used in calculating the Institute's index

of living standards was described briefly in the January
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4, 1943 bulletin (page 2). The chart at the top of this
page shows that the index continued the downward
trend that prevailed during 1942 during the first month
of this year. The rate of decline in January 1943 was
somewhat greater than it was during the second six
months of the preceding year, although it was not so
great as it was earlier in 1942.

From the middle of 1938, when it was nearly 20 per
cent below normal, the index advanced with only two
interruptions, one in the summer of 1939 and the other
in the summer of 1940, until it reached a level about
25 per cent above normal in November 1941. The index
began to decline as soon as the United States became
an active participant in the war. After fourteen months
of uninterrupted monthly declines, the index has reached
a position nearly 10 per cent below estimated normal.
The volume of goods produced for domestic consump-
tion is continuing to shrink, and further declines in the
index are to be expected this year.

The production of consumer goods was at an unusu-
ally high level during 1941, and the movement reached
a peak in its activity during December of that year.
Available data indicate that the physical volume of con-
sumer goods produced during the full year 1941 was
about 25 per cent larger than the volume for the years
1935-1939 (the base period used in calculating the Fed-
eral Reserve index). During 1942, there was a substan-
tial decrease in the volume of consumer goods produced,
and, although the aggregate for the year did not fall
below the 1935-1939 average, the monthly reports
revealed a steadily diminishing trend.

The fluctuations in the production of consumer
goods during 1941 and 1942 were primarily attributable
to changes in the production of consumer durable goods.
Industries producing consumer durable goods were so
active in 1941 that total output exceeded that for the
1935-1939 average by about 50 per cent. These indus-
tries were even more active in 1942 than they were in
the preceding year, but their products were devoted to
war purposes, and only 45 per cent of the durable goods
produced for consumers in 1941 was available for civilian
domestic consumption in 1942. The volume of con-
sumer nondurable goods produced during 1942 was
nearly as great as that produced during 1941, but a
substantial portion of this output was allocated to the
armed forces and to the recipients of Lend-Lease aid.

Normally, substantial stocks of both durable and
nondurable consumer goods are maintained by manu-
facturers and distributors from year to year. This
reserve has been drawn upon heavily during the first

fourteen months of our war participation and will soon
cease to exist as an important provision for the civilian
user.

During the present year the public will be con-
fronted with a situation in which they will generally
have the financial ability to make the purchases needed
to maintain desired living standards but will not be able
to purchase the goods in the markets. This will be a
new experience for the American people. There are
already indications that the people will increasingly
resortlto black markets before they will resign them-
selves; to a reduction in living standards to the 1932
level. The supervision of the Nation's economy in war
time that is devolving to an increasing degree on the
Government must be handled with rare tact by the
officials concerned if it is to be successful.

Indexes of Retail Sales
The chart of durable goods and nondurable goods

retail sales, shown at the top of page 23, was prepared
from data compiled by the United States Bureau of
Foreign and Domestic Commerce. The series represent
the most comprehensive indicators of current consumer-
goods purchases in the country, and the data available
separately for the two major classes of merchandise
sold are especially valuable in revealing trends of con-
sumer distribution during abnormal times, such as the
present.

The figures for the full year 1942 were just made
available last week, and the chart has been revised to
conform with revisions made in the index by the Bureau
of Foreign and Domestic Commerce. It was not statis-
tically feasible to obtain data from retail merchants
showing separately the sales of durable and nondurable
goods. However, substantially the same results were
obtained by using reports from stores dealing in durable
merchandise and those engaged in the sale of nondurable
goods.

The durable goods outlets used in compiling the
separate index include stores selling building materials,
hardware, household furnishings, and passenger auto-
mobiles. Metals, glass, lumber, and oils are the major
raw materials necessary for the production of these
goods, and, since we entered the war, the flow of these
raw materials has been diverted primarily into the
manufacture of goods directly or indirectly essential to
the war effort.

Especially large sales of pleasure automobiles was
the major factor in the great advance in the durable
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index in 1941, but there was also increased business in
household equipment and other durable consumer goods
items. Public demand for this type of merchandise was
apparently temporarily satisfied even before supplies
were being restricted, as evidenced by the decline in the
index before wartime restrictions became effective.
After we had been in the war for six months, the dollar
volume of durable goods sales appeared to have reached
at least a temporary point of stabilization in its decline,
and the index remained within a relatively narrow
range after the first quarter of 1942.

Although the indexes of retail sales are adjusted for
seasonal influences, there is no adjustment for price
changes in the statistical series that are based on dollar
volume. Inasmuch as prices have advanced substan-
tially since the war began in 1939, the physical volume
of goods recently distributed is smaller in proportion to
sales during earlier years shown in the chart than is
indicated. (There are no satisfactory price indexes now
available for accurately adjusting the separate indexes
for the price changes.) Our estimate, based on incom-
plete price data, indicates that the physical volume of
durable goods being distributed through retail outlets
during the second half of 1942 was approximately the
same as that distributed during the first half of 1935.

The nondurable goods stores include food stores,
restaurants, apparel stores, filling stations, drug stores,
and general merchandise stores. The dollar volume of
these outlets continued to increase long after the down
turn in the sale of durable goods, and a new high for
the movement was made as recently as last November.
The decline in the index for December from the Novem-
ber level was the result of applying the usual seasonal
adjustment for that month in calculating the adjusted
index. Actually, the dollar volume of sales of nondur-
able goods stores increased from approximately $4,160,-
000,000 in November to about $4,850,000,000 in Decem-
ber. A much greater increase is expected during the

holiday month, and the increase in sales failed to meas-
ure up to this test.

It is obvious that the physical as well as the dollar
volume of retail sales of nondurable goods has been
better sustained than has the physical volume of durable
goods sales during the war period. The official prices
of nondurable goods have advanced somewhat more
extensively than has been the case in the average price
of nondurable goods. (Food items have been leaders
in the general wartime rise in commodity prices.) How-
ever, after making this greater allowance for price
changes, it appears that the physical volume of non-
durable goods distributed during the second half of
1942 was greater than the volume of distribution that
prevailed before the war started and, in fact, was
nearly as great as it was during the first half of 1941.
According to this estimate, the civilian population in
this country suffered no shortage of nondurable goods
last year. In fact, their position was more favorable
than is indicated by the statistics prepared by the
Bureau of Foreign and Domestic Commerce inasmuch
as nondurable goods furnished to those in the armed
services are not distributed through retail outlets and
therefore are not included in the indexes. The extent
to which living standards of civilians had declined dur-
ing the second half of 1942, as is indicated by the
Institute's index of living standards on page 22, was
attributable to the decrease in the distribution of
durable goods rather than to a dearth in available
nondurable goods during that period.

During the remainder of the war, a growing scarcity
in food and other nondurable goods appears to be
inevitable, and a decline in the nondurable goods index
may be expected. It is not likely to be so extensive as
the decrease in the physical volume of nondurable goods
available, because the index is based on -the dollar
volume and prices are continuing to rise in spite of
efforts of the Government to hold them down.



THE FUNDAMENTALS

Supply
The steel-ingot production rate remained unchanged

last week at 993^ per cent of theoretical capacity. The
following statement by The Iron Age briefly summarizes
the industry's situation concerning the immediate
future: "From the standpoint of the steel industry as a
whole, new orders in January were not far below the
volume of December. In some areas, district sales
offices had a poor month on bookings, but this meant
little because of the heavy directives which came
directly to steel company headquarters from Washing-
ton. Much steel has been released for the expanded
program for escort vessels. One of the tightest situations
in the steel industry today is that concerning tube
rounds for high pressure boiler tubing for ships."

1929 1932 1937 1938 1942 1943
Per Cent of Capacity 86.0 26.5 80.0 31.0 96.5 99.5

(Latest 1943 weekly data; corresponding week earlier years)

Production of electric power last week was somewhat
greater than output in the preceding week, although a
seasonal decrease was expected. Last week's total out-
put of 3,976,844,000 kilowatt-hours established a new
high record for the industry. The fact that the greatest
gains were reported from the West Central, Pacific
Coast, and Southern States regions indicated the areas
in which war production is still increasing. In the New
England, Middle Atlantic and Central Industrial
regions, gains in electric-power output from last year's
levels are relatively small, apparently because capacity
production in war plants in these regions was reached
early in the war.

1929 1932 1937 1938 1942 1943
Billion Kilowatt-Hours 1.73 1.59 2.20 2.08 3.47 3.98

Lumber production decreased substantially last
week when the trend is seasonally toward expansion,
and the adjusted index declined from 123.2 to 82.8 per
cent of the 1935-1939 monthly average.

1929 1932 1937 1938 1942 1943
New York Times Index 122.8 30.9 69.3 56.6 139.2 82.8

Demand
The decrease in the volume and variety of consumer

goods available through retail outlets as a result of the
war is gradually but surely reducing the physical volume
of store sales. The dollar volume is being maintained
at a level comparable to that existing a year ago,
because unit prices are rising.

Prices
A mildly reactionary trend developed in prices of

commodities traded on the exchanges last week.
Moody's Spot Commodity Price Index was 244.9 on
January 27 and 245.0 on February 4. The Dow-Jones
Index of Commodity Futures closed at 89.36 on January
27 and at 89.29 on February 4.

FINANCE

Capital Liabilities vs. Deposit Liabilities
During periods of rapidly expanding bank deposits,

the portion of the banks' capital accounts to their
deposit liabilities tends to decrease unless earnings of
the institutions are large enough to permit substantial
additions to surplus. Such is the present situation,

when normal money-credit relationships are influenced
primarily by the exigencies of war financing.

The following table shows capital liabilities, deposit
liabilities, and the ratio (capital liabilities divided by
deposit liabilities) for the commercial banking system
during the past three decades. In order to simplify the
table, figures for the earlier part of the period are
shown only for intervals sufficiently close to indicate
the trend.

RATIO OF CAPITAL SURPLUS AND UNDIVIDED PROFITS

To DEPOSIT LIABILITIES

Capital Demand and Time
Surplus and Deposits and

Undivided Bank Notes in
Profits Circulation

June 30 (In Billions of Dollars) Ratio.

1914

1916

1918

1920

1926

1929

1932

1933

1935

1938

1939

1940

1941

1942

1943*

* January 30

4.4
4.7
5.1
6.2
8.2
10.1

9.0
6.1
6.5
6.8
7.0
7.0
7.2
7.3
7.3

(Estimated).

19.2

23.7

31.1

41.4

51.5

56.1

49.2

27.8

35.1

41.9

45.6

51.4

58.1

62.3

66.5

22.9

19.8

16.4

15.0

15.9

18.0

18.a
21.9

18.5

16.2

15.4

13.6

12.4

11.7

11.0

When the commercial banking system was bearing
a large share of the Treasury's financing program
during the first World War, the ratio declined from
22.9 to 15.0. Large institutional earnings during the
New Era period of expansion in deposits permitted the
banks to improve the ratio position by increasing capital
accounts. During the depression of the early 1930's, the
contraction in deposits was more drastic proportion-
ately than was the shrinkage in capital accounts,
and this was followed by a brief improvement in the
ratio.

During the recovery period that preceded the war,
deposits increased when the banks expanded credit to
help finance Government deficits. However, interest
rates remained low, and institutional earnings were
restricted, so that capital accounts increased only
nominally. Recently, when the commercial banking
system has been creating a huge volume of demand
deposits in payment for Government securities, the
ratio has declined still further.

The deposit-insurance system now provides protect
tion for individual depositors, and this affords a factor
of assurance that may justify a lower ratio of capital
liabilities to deposit liabilities than was formerly con-
sidered necessary. The confidence of depositors is essen-
tial to the functioning of the banking system, and as
long as this remains unimpaired the theoretical margin
of protection provided by the banks' capital accounts
is not especially important. After the war is over, the
banks' assets will largely be comprised of Government
bonds, and it will be necessary for the Government to.
prevent a decline in the market for its securities such as,
occurred after the first World War. This may be accom-
plished through support by the Federal Reserve System,,
but, if this is necessary, it will aggravate the condition
of inflation in the money-credit system already made
acute by methods used in financing the war.


