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CHAPTER 1

ntroduction

Atmeymulunumhudthsumdqof
November, 1934, the people otloregcn were asked to vote
on a proposed amendment to the state constitution which
would have limited the tax rate on property to an ultimate
fifteen mills on the dollar, exclusive of debt service.
ifhe measure, sponsored by an organization of property owne
érs, created consternation among_thoae groups which were
interested in maintaining all branches of the publiec sere
vice at a high point of efficiency, Certainly the pPropose-
ed smendment was a highly destructive measure, in that its
sponsors oifered nothing in lieu of the revenue which would
have been lost had it passed. The episode, however, =nd
the substantial vote in favor of tax limitation, furnished
a significant warning to all citizens interested in the pube
die service and taxesupported nctivities.

While the dependence on the property tax is not nearly
80 great as the promoters of the amendment would have us
believe, thpro is ample caise for the complaint that taxes
in Oregon are unequally distributed, Froperty has borne
and still does bear too large a share of the cost of gove
ernment, and if we are to aveid a complete breakdown in

the publiec serviece the tax structure will have to be drase



tically revised, and perhaps rebuilt from the bottom. In
the last analyeis all taxes are paid out of income, and in
the past fifteen years a great deal of rural property has
yielded very little income. Oince the depression deepened
a goodly portion of urban property has been in the same pre~
dicamente~o0ffice buildinge, apariment houses, dwellings.
The high rate of delinguency in property, the small and
uncertain yield of the income tax and other supplementary
taxese~all cont#ibute to putting the publiec finaneces of
Oregon in a deplorable condition. It is incumbent upen
those who fought and defeated the sowcalled twentysmill a-
wenduent to render unnecessary any similar proposals in the
future by preparing and submitting to the voters of the coume
monwealth & revenuée plan that is adequate, just and balanced.
The writer believes that it will be conceded by all who
study Oregon's tax history that at no time has a real cone
certed and wholeshearted attompt been made to unify the
gtate's fiscal system, We have had committees, commnissions,
and beards galore--and, by and large, these groups have
done excellent work and have made reports that were vale
‘uable additions to the literature of taxation. 5Hut when
the reports have been made to the legislature they have
brought disappointingly meager results in the way of reme-
dial legislation, and such changes as have been wade have

been mere patches imposed upon a dilapidated structure to
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meet the immediate regquirements, ¥ith one exception the
committees have been t® small te represent adeguately
the great varietly of interests that must bLe taken inte
account in formulating a p.rana-nt.'loncttna progran in
public finance for a modern state., Then, too, they have
been coreatures of the legislature, hLave bLeen responsible
only to the legislature, rather than te the people at
large; they have considered their duty done when their
report to the legislature was made--as indeed it was.
The commission of 1927 was, so far as number, personnel,
and general orgenization were concerned, eminently fitted
to plan and submit a program. Iut they were not given
the task of remaking the state's fiscal system. The ime
plication secems to have been that they, too, were exyout#
ed to recommend some new patches. And here again the ree
gponeivility ended with the report to the legislature.

1t ought to be posuible to work out & program that
would be fair to all interests. ©Sueh a plan, however,
cannot be promulgated by the legislature, or Ly any come
mittee appointed Ly the legiaiatuze. Thie statenent ime
plies no criticisn of thmt vody, which, by the way,
would have to provide the funds in any ease. The short
biennial periods granted to our lawmakers are crowded
to overilowing with numberiess taske clamoring for ate
tention, and when the work has been done, anyinterest

or group of interests displeased with any part of it may
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inveke the referendum and undo it all. A univereally sce
ceptable tax plan muet be "sold® te the publie before it
is submitteds To proceed otherwise is to waste publie
rescurces on useless referendum elections and barren lege
islative secsions.

There are many reasons for the diffieulty that ate
tends any effort to revige our tax system. GOheer inertia,
fear of "tampering with the constitution®, objection te
"new-fangled ideas®, interference with group interectiee
all are asmong the outstanding oness In good times when
taxes are easily paid no one among the laity, except pose
gibly an impotent minority, takes mach interest in it,and
propogals for reform fall on deaf ears. Vhen hard times
arrive everybody except thoase directly interested in the
public service wants a sudden and drustic reduction.

it is suggested that the task of formlating a tax
program be undertaken by the various civie, buniﬁuan. oc~
cupational :nd other interested groups in the state, sugh
as the State Grange, the Btate Federation of Labor, the
State Teachers' Associstion, the Chauber of Tomnerce, ete.
These groups would appeint a committee somewhat like the
one of 1927, or even larger, whieh, with the assistance
and advice of experts, would proeceed to the task. This
committee, or commiesion, would work out a satisfactory
plan, the members reporting back to their individual ore



ganisations and keeping a finger on the pulese of publie
cpinion. YWhen completed, the plan would be embodied in
an act contuining also all of the deeirable features of
our present system, together with & clisuse repealing all
ef the old legislation no longer dosirede-swiping the
elate clean and starting anew.

Bueh = pian would from the beginning be the joint
work of all fections, interests, and elevents, would, if
the committee had done ite work properly, be well undere
gtood by moet of the coitizens of the state, abd this bee
ing the case, should command a majority at the polls,



CHAPTER IX

As Deliguen says, "to the citizen of the modern state,
taxation, however disagreeable it may be, scems perfectly
nataral. It is difficult teo realize that it is ecsentially
a yecent aréwnn, and that it marke a coumparatively late
stage in the developuent of publio revenueé] seessss™s 1
Seligman, probably the outetanding authority on taxation in
all its phages, also tells us zuch of the development of
publie finance systems {rom the most primitive timzes to
the present day. .

 When history begen the state did not exist.® ¥hether
we accept the olan theory of the origin of society or that
older one of Hobbes that “every man is at war with every
other®, we find that there are no general or public needs
or funetions, and therefore no orguniszation such as the
state is necesmary. A8 leadors developesewarriors, priests,
Judges, whatever they may be oalled-~«it is 8till a long
time before any coumon needs arise avove that of defense}
and each person contributes himself and whatever weapons

he may have to that defense. The chief or leader subsists




on the spoils of war.

"In the early stages of state life, the forms of prope
erty are few, public life was identified with the fauily
and with religious ling There was little ocall for a defe
inite publiec expenditure. The chief item was for relige
ious ocveervances, and for these only was there a publie
treasury. Foundations for the support of religious obe
servances, as seen in Greece and Rome, are extremely old,
The temples have their groves, lands, mines, and flocks,
receive contributions, and colilect payment for their sere
vices. UNaterials for the study of this period are acant.
Services of a publie character are perforzed by all cite
izens ae a matter of course. In war they are all warriors}
they furnish their own aras. Their reward is the success
of their enterprise. Iy mutual efforts, by the slave lae
bor of conyuered peoples, they btuild their fortresses,
eities, ships, roads, and temples. The simplicity of ecoe
~nomie life and the absence of a money economy forbid the
rise of any proper systean of publie revenue. Taxes are
devied on conquered peoples, but the free citizen is usually
exempts There is pragtically no division of labor in state
matters which would call for a paid publie service. Greece

: I¢ !BIEM Pe §



and Rome ecmerge from these primitive forme with a more
compl jcated system of expenditures, Lut with relatively
little advance in revenue.

The above paragraph, quoted from another noted authoe
rity on publiec finange, gives an excellent picture of the
fiecal side of government in the aneient world, up teo
elascical times.

Athens, =mong the Ureek states, presents the most ine
tereating example of public expendituores. The cost of the
magnificent public btuildings of whioch history tells us, and
of which muny ruins extant give ue further evidence, mset
have been buge, even though slave lalbor wase éki&lnoa in
their construction. Plehn says that the per annum expendie
tures of Athens probably varied form (410,400 to {1,026,000,
a large part of which was for the relief of the poor and
the children of the fallen soldiers.

In republican Reme, the publie Ludget may be said teo
have begun when the oconguered provinces began to pay tribe
utes 70 quote again from Plehni "The items Lorune by the
state were the cost of the priestheod, of Luildings and
other stiuctures and roads, of the army, of the general
administration, and of the distribution of food, of grain

e e

deFlehn,

Ppe 14 and 15




)
for the eity population, and of donations of money, o0il,
and wine. The army was first pald in 406 s Cy, but for a
long time afterward the remuneration amounted to little
more than reimbursement for expenses. At first the Imperor
wag supposed tolive from his own private preperty, but singe
he had control of all the publio revenues, the distinge
tion was diffioult to maintaiBesssssssesss®™

A further study of history scems to yield the concliue
sion that thie is the highest development and mont come
plex f{orm reached Ly public finance for several hune
dred years. From the fall of the Homan Hmpire in the
West to the beginnings of feudalism there seems o have
prevaiied the same lack of distinetion between publie
and private revenue as we find in the varly preestate
society. #ithout attempting to go into the nature of
feundaliem a® an institution, we may say that the main,
in woet instances the sole, souree of revenue ifor the
feudal prince was the land, for the use of which he exe
acted tribute in the form ol service oy produge or Lboth.
Public funotions under this systom consieted chiefly in
maintaining the military establishment and furnishing its
leadership, and in administering justice in a rather

grude way.

X, i,
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Hor was a distinction Between the private funde of
the ruler and those of the public made clear when the
monarchical form of government Lecame the prevailing oni.
Although by tnis time a good share of the funds spent for
government wae derived from taxation, the celebrated dice
tum of Louis XIV, "I am the State”, seems to have carried
with it the implication that the state's purse was slso
the monarch's. As absolute monarchy yielded to more libe
eral forms of government, the publie purse came more and
more under the control of the represéntatives of the taxe
paying publie.

The early tax history of Oregon reads very muoh like
that of other states in the Union, including the older
ones on the Atlantie seaboard. We find the same makee
shift ways on the part of the early settlers of trying to
meet the necessary common expenses by voluntary contrie
butions, etes "In the {irst orgwnic law of the territery
sessesnio provision was made for levying a tax, out of def.
erence to the prevailing poverty of the residents, but a
voluntary wubseription was made to defray the iumediate
and necessary expenses, and fees were preseribed foz' n»
cording legal doouments, asnd for certain other mbuc sere
viCeBesssssiese This informal method of meeting the costs
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of government was employed for somc time afterward, but
the legislative committee in Liddevoofound it desivable
te provide for taxation, without, however, assuming the '
right to confiscate the properiy of those who relused puﬁu
ment* A

When the legislative comumittee found that the volune
tary onntrl&utluﬁ system did not piovidt & dependavle znd
adequate revenue, and levied the tax referred to in the
last preceding paregraph, it inserted in the law, instead
of & confiscation penalt&. the following shrewd prov&soal
®"Any person refusing to pay tax, as in this act provided,
shall have no benefit of the laws of Oregon, and shall be
disqualified from voting at any eleotion in this country®,
As Carecy soys, thie furnished a strong incentive tér the
average Amerioan to partie&paté in the burdens as well ag
the benefites of governuent.

The new organic law of 1645 made provieion for a reve
enue ayutan undcr the authority of whiech a territorial
tax of onesfourth of one percent was levied. "Looal taxes
were left to be fixed by the county courts, with ﬁhe réw

etriction that they should not exceen the territorisl tax,
with a poll tax of (jifty cents on every qualified voter

under sixty years of age, wnd fees for recording certain

i« Sarey, Jistory of Oreson,. ppe 363 and 364

2. Ibid., p. 391
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legal documents were fixed. Taxable property was defined
as consisting of town lote and improvements, wills, care
riages, c¢locks and watches, Jorses, cattle, mules, sheep
and hogs®.* |

It will thus be seen that, as was natural in a new
country, property, and espescially real property, bore
whatever burden was to be borne for the cost of govern
ment. The ironieal part of it is that for sixty years
more, in the face of advancement in other bransches of ;;r
political strueture, the burden continued in the place
where it had first been put, upon the insistence of the
people themselves, and even to this day has not been
shifted to an extent commensurate with our advanced
knowledge of governmental finance.

The first important change in Oregon's tax system
came in 1870, when the legislature passed a law taxing
bank sharess® This created some new reverme, but did
not solve the state's most vexatious problem-«-«the ine
equalities in assessed valuatione throughout the state.
80 zoute did the commonwealth's financial difficulties
beceme that a special session of the legislature in 18885

made provision for the first of a series of special tax

4. 4bid., p, 381
2. Warren, Evolut

Present Tax System,P, 3
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commissions, the work of which will be discussed in chape
ter III.l In 1889 Governor Pennoyer recommended that the
exemption for debt allowed real property taxpayers be
abolished as a step toward the solution of the revenue
problem. He also suggested a tax on incomes above five
thousand dollars a year, as well as a tax on foreign core
porations deing business in the state. The net result of
his recommendations in the next legislative session was
a law taxing foreign insurance companies,

Two years later the same chief executive made more
drastic recomnmendations. He asked that the state drop
the property tax as a source of revenue, thus achieving
the separation of sources which most intelligent students
of the subject must come sooner or later. For the state
property tax the governor would have substituted a peoll
tax of two dollars, a graduated tax on incomes above one
thousand dollars, and a gross receipts tax on express,
telegraph, telephone, and insurance companies doing busie
ness in the state. The legislature blandly ignored the
executive suggestions, setting up instead a state board
of equalization which violated the constitution by raising
the valuations in the different parts of the state. Teo
™3 T0ike P8
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do the board justice, it was sorely handicapped by bad
laws, especially by the "equal and uniform® clauses in
the state constitution.t

In 1893 the legislature removed from the assessuent
laws the provision allowing the deduction of mortgage
debts to arrive at the taxable value of property. The
same session extended the license taxes on insurance come
panies to apply to surety eompanieu.z The following sese
sion imposed a two per cent tax on insurance premiums,
which was to be in lieu of the companies' property tax
and in ad&ition to the license tax already existing. The
special session of 1898 abolished the state board of
equalization set up seven years earlier. The ineffective-
ness of the body under the existing constitutional and
statutory limitations upon its powers had been amply deme
onstrated.®

An important act of the 1899 session was the enacte
ment of a law requiring the counties to apply the first
tax money received to the payment of the state's share.
Whether for good or otherwise, this made the state a pree
ferred stockholder, as it were, in the tax money. During
the depression of 1930-34 there was not a little grume

de Tbid., Pe 2]
2. Ibiﬂ., P 10
3. Ibidy, P+ 15
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bling by the ecounties and other subdivisions against this
law, but it is still in effect.

The fiscal affairs of the commonwealth were in no bete
ter shape when the legislature of 1901 opened its delibe
erations. The secretary of state asserted that the diffi-
culty was caused by *he inequalities and ineguities in the
making of assesements and added that the property tax
could not yield all of the required revenue. The plan of
Governor Geer to assess counties according to wealth and
population broke on the "egual and uniform® elause in the
constitution and never went into effect. Geer's successor,
Governor Chamberlain, also hearing the loud wails from the
office of the secretary of state, had better success. The
legislative assembly of 1903 passed a corporation tax and
and inheritance tax.

The threee~member commission set up by the legislature
of 1905 is discussed more fully in chapter III., In June,
1906, the people passed a gross earnings tax which later
was declared by the supreme court to have been repealed
by implication in the tax code changes of 1907-1909,

At this point i8 is permissible to digress for a mo=-
ment te call attention to a piece of tax pioneering whiech
attracted the favorable attention of noted experts in pube-

lie finance to this state. lOragon was the first state to

1. Seligman, Lssays in Taxation, pp. 634-635
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adeopt in prineiple'the method whereby étato expehdituren
are to be met by levies on the counties, not on the basis of
local valuations, but on the basis of expenditures. That
this fair and upeto-date plan was never carried out was due
to a series of fortuitous circumstances and events which
in the next two or three years upset the state's whole fine
ancial system.® For this, as well as for other features of
ites work, the commission of 19056--6 deserves a great deal of
credit.

The 1907 meeting of the lawmakers of the commonwealth
brought forth many changes in the tax laws. The solons re~
poal‘d the poll tax, reorganized the county boards of equale
ization, 2nd amended both the corporation organisation and
license tax laws and the laws relating to the taxing of-
bank shares. In June, 1908, an attempt to fix the single
tax on the state's fiscal system met defeat at the hands of
the voters. The legislative session of the fellowing winter
referred to the people a constitutional amendment repealing
the "equal and uniform" feature of the organie law. The
amendment was defeated in the following election, at which
the peeple also adopted an amendmont declaring "no limit®
on taxation when voted by the people, and at the some time

tying the hands of the legislature in tax matters by strip-

=X I51d., P 388
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ping it of the power to levy taxes and grant oxmpuom.z
tne thing the legislature of 1909 should be remembered for:
It created a State B_M of T ax Comuissioners, the name of
which was in 1015 ehenged to 8%
for a number of years an ex officio body, imperfect in its
functioning, butl it represented a step in advance in tax

administration whieh will, it is hoped, help to bring order

It was

out of Oregon's chaotic fiscal system.

T he years 1915 and 1916 saw the inauguration of twe
features which sinee that time have played a prominent
part in Oregon's publie finance. One, about the merits of
which tax experts have grave doubts, is the soecailed six
per cent limitation amendment to the state constitution,
The other, of undoubted value to the state's taxpayers, is
the one requiring counties, cities, and other taxespende
ing and levying units to set up budgets before making leve
ies, and to stay within those budgets, 7T he most troubles
some single feature of the commonweslth's tax systemee
the "equal and uniform® clause in the constitutione.was
finally removed at a ppecial election in 191%7. The same
year saw the exemptions codified and the institution of
a tax supervision and conservation coumission to sit in

judgment upon the Ludgets in the state's wealthiest and
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most populous county.>

The spesial slection of 1919 added five new tax mease
ures to the tax code of the state, and the one in 1020
added five more, among the most important of which were
the millage tax for the clementary schools and an ‘added
levy for the institutions of higher learning. The lege
islature of 1921 set up another specinl commission to
study and investigaté the tax situation. This group will
be dealt with in chapter 1Il. An income tax passed by the
1923 legislative session and approved by the people, was
repealed at the general clection in the following year,
causing considerable embarrassment to those charge with
the administration of the state's fiscal affairs. A toe
baceo tax enacted by the 1925 legislature met the same
fate at the hands of the voters in 1926. The 1920 legislae
ture displaced the exofficio tax commission with n permanent
one of three members. The same session passed a gorporation
eéxeise taX, a peraonal income tax, and a five per cent tax
on intangivles, promptly ruled out by the courts. The next
session passed an eight per eent intangibles tax and raised
the corporation rate to eight per cent. The 1933 session
raised the rates in the income tax and lowered exemptions
in voth it and the intangilles. Changes were also made in
the colleotion of taxes and in the gift tax.

il T LS S




This chapter ie in a sense a continuation of the
preceding one; or perhaps one should say, suppleumentary
to it. Its pusposd is to present a Lrief survey of the
work of those groups, offieial and otherwise, that have
participated in the work that has been done throughout
the years toward solving a problem whioh is, in the
last analysis, unsolvable; the raieing of governmental
revenue in such a manner as to plesse everyvody concerne
ed and leave all taxespending agencies with auple funds
for all reasonable purposes. The chapter is in no sense
‘completes To do justice to the work of all these groups
would require a volume of several hundred pages. .08
already stated, it is intended to smpplement the pres
ceding chapter in presenting a2 very brief outiine of
Oregon's tax history in order to provide a background
for the further study of the immediste practical probe
lem that faces the state and its citizens. BSuech being
our purpose, all minor groups, =and perhapes even some
major ones, where they are remote in time and net close-
ly related to ocurrent problems, must necessarily be left

oube
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The first commission to deal with Oregon's tax situe
ation of which we find any record was that set up by the
legislative assembly in 1885. It consisted of seven meme
bers, and met for organization on January 4, 1886.1 One
of the first statements in the roportlwhieh made its ape
pearance six weeks later is an expression of dissatisface
tion with the manner in which the legislature is hampered
in its handling of the state's finances by constitutional
inhibitions.® Briefly, the recommendations of the comamis=
sion were as félluwl:

1, That all property should be assessed "at its full
and true value in money".

2. That gcounty boards of equalization then existing
should be continued and a state board of equalization
should be set up to adjust values among counties.

3. That mortgages on land should not be deducted in
making assessments, but the mortgagor and mortgagee
might agree upon the apportionment of the tax between
‘them.

4., That all insurance, telephone, express, slecpe
ing car, electrie light, plank road, turnpike, wagon road
and bridge companies should be taxed three per cent on
their gross earnings.

5+ That all rajilroad companies be taxed two per
cent on their gross earnings.

The report of the commission was adjudged an exe

cellent one by all authorities, and the group highly

1, Report of the Commission, Assessment and Taxation,
Pe 2

2. Ibid.,



comuyended for its work, but it resulted in ne action

being taken by the legislature. i
The next group of importance was a2 similar commissién,

this time of three members, provided for by the legise

lature of 1906. The report of this bedy, made June 30,

1906, was a thoroughegoing one, and voluminous, covers

ing, with appendix and index, 332 elosely printed pages.

It was a scholarly document, going at some length inte

the legal phases of certain kirds of taxes, citing court

decisions and other authorities, as well as huge masses

of statistics. The work was very ably done, That it

resulted in comparatively little improvement of the

state's tax situation was not the fault of the comaise

sion, nor, primarily, of the legislature, but was brought

about by an inundation of initiative measures, constitue

tional amendments, and court decisions which threw the

whole matter into confusion over a period of several years.
Following is a list of the commission's recommen

dations:

1, A constitutional amendment to allow classificae
tion of property for taxation purposes.

2+ A revision of the assessment laws so as to avoid
under-assessment .

3« A clarification of the laws relating to the



assessment of bank shares and bank capital.

4. The creation of a permanent state board of tax
commissioners consisting of the governor, secretary of
state, state treasurer, and two appointive members.
This board to enforce the assessment of all property
at full value.

5. The reorganization of all county boards of
equalization.

6« The alteration of all laws relating to taxation
80 as to fit the program as planned.

7. Diversion to the state of ten per cent of the
local license tax on liquor.

8. Reduction of inheritance tax exemptions.

9. The alteration of corporation tax laws so as
to do justice to the smaller corporations.

The work of this commission was the first attempt
to really reorganize the siate's tax system, and eventuale
ly resulted in much good.

The legislative session of 1921 brought forth another
seven-member commission for the study of our tax set-up.
The procedure of this board differed in one significant
respect from that of its predecessors: It gave recog-
nition to academic specialists by appointing as advhbsers
Dr. James H, Gilbert of the University of Oregon and Dr.
Hector Macpherson of Oregon Agricultural College. The
report of the "Committee on Tax Investigation of Oregon®

is probably one of the most valuable of its kind in the



history of the state, Eighteen monthe of intensive
work preceded the transmittal of thie document, Decemw
ber 14, 1922, According to the introduction to the ree
port, the committee held hearings at five different
places in the state, besides thoee at ite office in Porte
lands To quote from the introdnctiont®

Tesesserselirom sources without ths state it agoume
lated for study and guidsnce reports issued Ly special
tax investigation commissions, the revenue laws of the
several states, the latest reports of permanently estabe
lished tax commissions, the reports, vulletins, and proe
ceedings of the National Tax Associationj reports of the
internal revenue department, the United States treasury,
and of the congressional hearinge on revemue; the intere
nal revenue lowe} the federal income tax service of the
Coumerce Clearing House; the works of the leading econe
omists, including those of Smith, Mill, ®ulloek, Selige
wan, and Hunter; the nited States census reports, the
publications of business organiszations on the sales tax,
general property tax, income tax, and other forme of taxe
ation} press articles and ecomments; federal veports on

e

i1, Report of the Comnittee on Tax Investigation, pe b



24
irrigation, water power, and mining; the income tax lLaws
of the states that have enacted same; and in addition to
this material collected, the reports issued by the several
state departuents of Oregon.

The coomittee also accumulated a large amount of
information not found in printed publications, an impore
: tan§ part of which was statieties from political subdive
tiionn of the state on bonded indebtedness, licenses, fines,
fees, permits, information an statutory and disoretione
ary tax levies and receipts by courte of Justice., It ine
quired into the methode adopted by the couniy assessors
of the state in the valuating of property, intoe the sale
aries paid by the publie service corporations, into the
groes 1n¢oio, net inoome, and taxes paid Ly the foreign
aorporationa...;t‘,.'

The eommittee periormed invaluable service by pointe
ing out the gaping disorepancies where a large part of the
state's hugely inereassed intangible wealth was escaping
taxation where real estate and other forms of visible Prope
erty could not elude the tgx-gatherqr.l This has sinoe
been the basic for legislation which, while it has not
brought about perfection, has Materially improved things.

ls Ibide, ppe 10 and 11
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The legislature of 1925 authorized by joint resolue
tion a comui ttee sinee known as the "Special Tax Investie
gation Committee”, which consieted of the governor, secree
tary of state, state treasurer, attorney general, the tax
conmissioner, and three others. This comanittee, too made
use of the services of Drs Gilbert of the University of
Oregon, who prepared o digest of the liws of the several
states dealing with the taxation of intangibles. A sube
comaittee of four visited the state of California, spending
a week, mostly in conference with publie finance offieials
snd fiscal officers of publie sorvlce'oarporntiena at San
Francisco and Smoramento, This subcommi ttee gathered some
very interesting and pertinent fucts about the cperation
of eertain features of the tax system of California, ese
peeinlly the taxation of corporate excess, intangibles,
and gross earnings. The report of the genoral comuittee,
rendered Ooctober 1, 1926, made recommendationa as foilows:

i+ The granting of additienal powers to county
QALBEREOYS »

B¢ Linmitation of millage levies and bond issues.

3¢ Changing the assessuent date from March 1 to Jane
uary 1 of each year.

4, Revision of the salaries of county assessors.
s Taxation of intanglbles at a flat rate of § per cent.
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6. Imposition of a state tax of 1.6 per ecent on core
porate excess.

The most ambitious study of our tax system ever une
dertaken was that ordered by the legislature of 1927, in
a resolution ordering the creation of the Oregon Property
Tax Relief Commission., The personnel of this commission
consisted of thirty-five citizens from all parts of the
state and representing every conceivable interest. The
work was divided among four subcommittees, cach in charge
of the investigation of some particular part of the state's
fiscal problem. Xach of these subcommittees rendered a
full and comprehensive report of its findings and recome
mendations., The commission as a whole reported to the
legislature Jamuary 1, 1929, Briefly, the commission
made recommendations as follows:t

l. Give the state tax commission full and entire
charge of the supervision and administration of the tax
and assessment laws of the state.

2. Create a fulletime, paid commission of three of
more members, to replace the ex officia commission then

in use,

3. Bubstitute indirect taxes for the state property
tax.

4, Improve county government throughout the state,
and take steps to control bond issues and tax levies.

1. Report, Property Tax Relief Commission, pp. li-el6



b+ Put an excise tax on banks and corporations.

6« Adopt a personal income tax.

The work of this commission is conceded to have been
mest productive of prastical legislative results, probably
because of the variety of intereste represented, snd the
ldarge pereonnel, which made intensive work through sube
committees poesible. One suepects, however, that the
greatest single factor is the faet that the commission had
the acounmlated facts and experience of previous similar
groups st its command.

The thirtyesixth legielative assembly in 1931 by
Joint resolution set up a Committee on Asgessment and
Taxation of Munieipal Utilities: lean J. H. Gilbert of
the University of Oregon was made secretary. According
to the conmittee's report "it was charged with a twoe
fold task of reporting and recoumending on the advieae
bility of aesessing and taxing municipally owned utilities,
and also such legislation 'as in ite judgment may be neede
ful for the proper management, ftaaaéina; and safemmarding
of public interests in all municipal utilities in the

state of Orugea".‘

i

le Report of Committee, pe &



The vepori of the committee is a booklet of :imch
useful information on utilities in general and municipal
utilities i particulars It recommended strongly againet
the assessment and taxation of publiely owned utilities
and also reached the conelusion that theve was no reason
for subjeeting munieipal ntilitics to the same regulation
that privavely owned planis muast submit to

Go much for the oiffivial groups set up under the die
rect anthority of the legisliature, In addition to these,
sandry noneofficial groups bave from tiwe to time taken
sufficient part in taxation study and planning to gain
stateewide recognitions Sowe of them have limited theiy
metivitien %o promoting or opposing certain particular tax
measures, rather than underteking an extended study of the
tax situation as a whole. Ouch organisations are the Porte
land Taxpayers' League and the ‘astside Taxpayers' League
of Fortland. Among those making a more or less continuous
ptudy of the tax problem and sutmitting propeosels and suge
gestions now and then are such groups as the Karion County
Toxpayers' Association of Uslem, the Oregon Ctate Crange,
and the Oregon State Vederation of Labors. There is one
sgeney, however, which has within the past few months come
pleted a piece of work which should be specielly mentioned.
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The Committes on Public Finanse and Taxation, Division
of Public Velfars, Oregon Plaming Couneil, issued a
roport December 29, 1934, whioh, while in no sense come
plete or final, gives an excellent survey of the state's
fisend affairs.

S%ilL another source of tax and publie finance ine
formation in regaxd to Oxegon ie feund in the files of
the Oregon Votar, edited by Co C. Chapman. The back
rumbers of this ifttle weekly should not be overlooked
by any one studying the finencisl affaires of the state
and its subdivisions.

A recent governor of Oregon is quoted as saying
that the astivities of the varions tax conmigsions, come
mittees apd boards have been rather bYarren, inesmuch as
they have resulted in very littie remedisd legislation.
This, howevey, hardly expresses a falr view of the work
of these groups, for it has served to educate the taxe
paying public, and has helped all of us to think and
vote on questions of fiecal policy in acoordsnce with
modern trends.



CHAPTER IV
Canons of T i

This chapter will deal briefly with the principles
underlying taxation, as these prineciples, or canons,
have been worked out by economists throughout the decades,
from Adam Smith down to the present time.

One could devote a volume to a discussion of the vare
ious doctrines of taxation expounded by the different
schools of thought on the subject, but space in the present
paper will not permit a very extended discourse. From
the standpoint of the modern statesman framing a tax sys-
tem, these doctrines resolve themselves into one: Revemnume
is necessary to the functioning of the various departments
of government; that revenue must come from those who live
under the government and enjoy its blessings. It must be
sufficient to enable the government to carry on its work.
And in modern times an effort is made, at least in the
more enlightened nations, to provide this income with a
minimam of pain and a maximum of justice to all of those
who contribute to it.

The noted American economist, Professor Henry Carter

Adams, listed three theoretical definitions of a tax.t

1.geience of Finance, pp. 298--30l.



The first of these is the so-called
taxation, which conceives of a tax as a price paid by the

citizen to the state for services rendered. Obviously
this implies, as Professor Adams says, that the state is
something separate and distinet from the bvody of its cite
izens, a doctrine not at all consistent with the modern
conception of the state.

The second is the hepefit theory, which embodies the
idea that inssmuch as the citizen benefits from the sctive
ities of the state he should pay on account of that benee
£it and in proportion to it. Like the purchase theory, it
is based upon an extremely individualistic conception of
the relationship between the state and its citizens. The
greatest weakness of this theory becomes evident when one
considers the diffieunlties which would arise were it ate
tempted to determine the coat of the specifie services or
to measure the relative benefit of government to citizens.®

This compels recourse t¢ the third, or gontributory tlhearx,
which jmplies the solidarity of the social or commen intere
est. The government ministers to wants common to all ofus,
wantes which cannot be segregated or assigned teo individuals
or classes. This being the case, citizens should contribe

le Ibid.. Pe Nl



ute in accordance with their ability.

Many economistis believe that the power of taxation
should be used, not only to raise revemue for the payment
of government expenses, but to effect a certain degree of
redistiribution of wealth and to‘coriect social inegualities,
ingofar as it is expedient and wise to correct them in this
manner. The foremost advocate of this view is the German
economist Wagner, who prommlgated the so-called socio-polit-
ical doectrine of taxation, a socialistic point of view,
which, while not accepted by all students of social and eco-
nomic problems is finding considerable expression in the pro-
gressive taxation of incomes. The notion that taxatien is
a powerful teol which may be used to mitigate many of the
eviis of our social order is spreading more and more,and
no one having to do with the construetion of a tax plan
can afiord to ignore it.

Adam Smith, writing before 1776, gives four attri-
butes which should be possessed by any good tax system.
They are: (1) the tax should be levied in accordance with
the citizen's ability to pay; (2) it should be certain;

(3) it should be levied in such a way as to make it most
convenient for the eitizen to pay; and (4) it should be
economical in its administration.} Ameng modern author-

1. Wealth of Nations, Everyman's Edition, pp. 307-«9.



ities, Professor Bastable, the BEritish expert on publie

finance, believes that a tax should be productive, ecos
nomical, justly distributed, elastie, certain, and cone

venient« Professor Harley L, Lutz, well-known Ameriean

economist specializing on taxation, puts down the requie

gites of a good tax system as fiscal adequaey, econony,

equity,elasticity, simplieity, diversity, and tloxlbiltty.l

Profecsor E, R. A, Seligman of Columbia University, probs

ably the outstanding authority on taxation, has a more

elaborate list of requisites for a2 sound tax system, which

we here reproduce!

(a) Fisecal
1. adequacy
2. elasticity

(b) Administrative
l, certainty
2. convenience
d. economy

(¢) Economic

1. innocuity
2. efficiency

(d) Bthical
l. uniformity or equality
2. universality

0f the two principles under the first, or fiseal,

group, sdequacy has reference to the relative amount which

the tax can produce. Unless a tax can bring into the

1. Eublie Finance, Chapter XV

L4451



public treasury ﬁu revenue needed in e¢an scarcely be
called successiule. lor can it Le considered a good plan
unless it is elastic enough to respond to changes in eco-
" nomie conditions. These twoe principles of adequacy and
elagticity do not seem to have been considered by Adam
Saith, probably because at the time he wrote government.
al funotions had not yet become so numercus, and the seie
ence of publie finance was as yet in its infaney.
Seligman's next set of principles embrasces, it will
be noted, all of Adam Smith's but one. Unless a tax is
fairly certain in its eifects and in the amount of revenue
it yielde, it cannol De a good tax either from the stande
point of the state itself or from that ¢f the taxpayer.
The principle of convenience includes the guestion of how,
shen, shere, snd under what conditions the tax is te be
paid, Often a tax which would work well in other respects
has failed Lecause the conditions surrounding its levy
and coll«tia have bo&a such as to arouse the opposition
of those who were to pay the tax. The principle of econe
omy touches upon the cost of colleetion; if this cost is
&0 great as to absorb too large a share of the recipts
from the tax, leaving relatively 1ittle fer the publie
tﬁmry. $he tax cannot be pronounced -uaaca'amx .

Under the third, or economic, set of prineiples,



Seligman has innoocuity and efficiency. Innecuity, or
bharmlessness, is a most desirable attribute of a tax.

Some taxes are much more destructive in‘their eifect

than others. This destructiveness may be economic, as
when a tax has the effeet of retarding the growth of
industry, or it may be social, as is illustrated by the
tax on windows and doors in France... Dy efficiency,we
mean the capacity of the tax to oring about the effect dee
Bired, The casual reader might say that this is already
included under adequacy; this would indeed be a fair inters
pretation were the objective of a tax always purely fiscal.
Such, however, is not the caue; sometimes taxes are ime

~ posed Tfor non-iiscal purposes.

Under the fourth and last group, Seligman iists two
principles which are now recognized by all economists as
very important. It will be noted that none of the three
modern authorities has said anything about ability in his
dist of requisites for a good tax. Why thin is the case
will be made clear when we come to find what Seligman, feor
instance, h#a to say about these last two, or ethical,
principlee. Absolute numerical equality is not what is
meant, but relative or proportional equality. To define
this equality constitutes one of the knottiest problems in
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taxation: whether, for instance, taxes should be progrese
sive or merely proportional, whether earned income should
be taxed at the same rate as funded income, cte. This is
the center around which revolves much of the oomromn:
over modern taxation, and to enter upon it here would lead
us into endless and devious paths. It may, however, be
profitable to touch upon the guestiion of "equality of sacrie
fice® to the extent of guoting from Seligman's excellent
exposition in the mtl

"eessssesecSacrifice has to do with the phenomenon of
parting with one's wealth., It involves the question of
how mach is left for immediate consumption after the tax
is paldecesscscrccesA man's ability to pay tax, therefore,
must be considered, not only from the standpoint of cone
sumption, btut from that of production. In other words,
the two elements of faculty are privilege and sacrifice:
the easier it is for a man to make his money, the more
ability he has to pay taxes; the harder it is for a man
to be deprived of his money, the lees ability he has to
pay taxXeBesssecss”

The final principle is that of universality, whieh,
to quote again from Seligman, means, "among other things,

1. Volume 26, Article on *"Taxation”,



that all people should bear their burden, that everyone
should be taxed, and that no one, in contradistinetion
from his neighbor, should be taxed more than once. The
modern world permits exemption from taxation, but medern
exemptions are different from those of former times. The
medieval exemptions were class exemptions, ahd were, there-
fore, reprehensible. lodern exemptions rest upen presumed
lack of ability to pay, or upon considerations of publie:
policy. They are permitted, not primarily for the benefit
of the individual, but for the benefit of the community®.
i In practice, no perfect tax system will ever be put
into eifect. When all theoretical defectis and faults
have been removed, there will remain the human element
with all its varying fortunes and vicissitudes. At best,
the perfect tax system is an ideal, in striving toward
which we shall attain some degree of social and economie

justice and equality of the burden of government.



CHAPTER V

The tax system of Oregon conesists of twentyetwo dife
ferent taxes. This sounds like diversification enough,
but four of the tuxes independently labeled are property
taxes levied for specific benefits. When this fact is
considered, the number is reduced to eighteen. lEvan this
might provide sufficient, were the supplcmentary toxes .
(taxes other than those on property) productive of enough
revenue to balanee the Ludgete of the state and ite sube
divisions without the excessive burden on property owners.
The possession of properiy, taken by iteelf, is not a
safe test of ta#—ynylng ability.

1f we inelude in the property tax group the reforeste
ation, irrigation and drainage, fire patrol, and {ire
marshal levies, Oregon's taxes may be divided into five
fairly distinct classe&: Taxee on property, taxes on cors
porations and bueiness, inheritance and gift taxes, motor
vehicle taxes, and income taxes. The first, taxes on
property, are levied by all aaoneies‘fran the state down,
each according to the requirements of its Ludget, and sube

Ject, of course to constitutional and statutory restrice
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tions and limitations. ALl property except that of pub1$¢
utilitics ie sssessed by the county assecsors, whose work
ie subjeot to review Ly the state tax commiseion. All
property of the public utilities ies assessed Ly the state
tax commission directly, and apportioned to the acsesse
ment roils of the several counties., All property taxes
are collected by the county sherifi.

The second elass, corporation and business tuxes, ine
cludes the corporation organisation tax, the license tax
on foreign and domestic corporations, tha‘declnrntaen of
foreign corporations tax, the license tax on security
dealers, gross revenues tax on publie utilities, the priv-
ilege tax on common motor carriers, the privilege tax on
insurance companies, and the privilege tax on real estate
brokers. The total yield of these taxes for 1933, the
last year for whieh couwplete figires are available, was
$1,447,415.90. F o

The third elass, inheritance and gift taxes, brought
$417, 340 .61 into the state treasury during shcﬂyour under
consideration. in 1929, before the business depression
played havoo with property values, this tax yielded §1,000,
31l «69, which showe ite possivilities in norual times.

The fourth group is the woest fruitful, next to the

property taxes. It includes registration taxes on motor
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vehicles, motor fuel tax, and license fees paid by chaufe

feure and private operators., The receipts are practicale
iy all earwarked for the use of the state highway eommige
sion and for the enforcement of state traffic laws., The
combined yield of this group in 1933 was §9,430, 007.42.

The Fifth and last class, made up of the corporation
exoise tax, the personal income tax, and the tax on ine
tangibles, is the one from which in prosperous timnes one
would expeet muche The yield of this group in 1933 was
$1,415,677.79, a drop of $877,393.00, or about 60 per cent
from that of the previous year. Sueh figures ae are availe
able for 1934 show a fair inorease over this low, reflecte
ing improving buszncué conditions.

It ie reasonable to expect that returning prosperity
will inerease substantialily the return from all of the
taxes in the last four claswses, mt it will also inorease
the cost of government and public service, and property
will bear relatively as great a turden as before, unless
new sources of revenue ¢an be developed. Greater diversity
in income sources wust be promoted. FPreoperty yielding an
income or having substantial sale value should pay taxes
ageordingly. As the state's resources arve developed and
population increases, some aathgd should be devised for

the appropriation by the state of a consideraile portion
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of the unearned imereuent. This angle will be given fure :
ther consideration in chapter Vi.

A committoe engaged at the present time in the study
of Oregon's publie finsnces® Ssserts that property fure
nishes only 20 to 20 per cent of ocur state income. Yet in
the year 1933 property paid 67.3 per cent of the taxes.

The committee just guoted is also suthority for the statee
ment that real estate, even when the expenses of all grades
of government are considered, paye nearly one-half of the
taxes.® It does nmot require a wise and learned Judge to
perceive that the burden is unfairly distributed.

In 1935 the total income from taxes of mhi state
and its eubdivisions amounted to $564,970,247.41« Of this,
$41, 052, 618458, or approximately 74 per cent, was from ad
valorem taxes on preoperty. Of the remaining {13, 937,628.83,
the largest shars, §9,430,007.42,0nm¢ from a taxpayer, who,
like the real estate owner, caunot escapeesthe motorist '
and the truck owner, and was reserved, mostly, for the use
of the highway commission. ¥hich leaves $4,507,621.41 %o
be accounted for in the other forms of taxation. But waitl

The tax commission's statement also shows Tour other taxes

1+ Supra, pps 26 and 29
2+ Report of the Committee on Publiec Finance and Tamae
tion, Division of Public Welfare, Ovegon Planning Couneil,

D«?
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which, while they are levied for specific benefits, and
therefore are justifiable, are, noveriholeaa, levied
against property. T hese are the levies for reforestae
tion, irrigation and drainage, fire patrol, and fire mare
shal. The total of these is $1,227,186,91, which, when
deducted, leaves 3,280,434.,50. This, about six per cent
of the whole,is the entire contribution of the other taxes
--ssgorporation, income, intangibles, and what note-to

the coffers of the state, counties, cities, and school
districte. The rest is furnished by two classes of taxe

payers, the property owner and the motorist.



CHAPTER VI

o

Suggestions for Effestin Substantial Save
ings in the Lost of gavernmani in
regon ; g i

Students of government have long been aware of a
great desl of waste and lost motion in the administrative
machinery of our states. No discourse on taxation would
be complete which did not take into consideration this,
one of the reuzsons for the rising costs of government.
Executive officers of our atitoq, oountieu; and cities
are more and more beginning to realige, as they pafo the '
budgets to fit the taxpayer's purse, that flseal problems
cannot be solved by the cens;tnt levying of new taxes or
inecreases in the old ones, w%ile thay ignore the numerous
drains on the public traaaur§ caused by the rntontien of
portions of administrative. m?ehinnry which, like Topsy,
have grown up as the need for new functions arose. These
offices, bnroaus, and dopart&bnts gerved their purposes
in a day when government was a simpler, and 1ncidenta11y,
a eheapor, 1nat1tution to maintain‘

The sucgcess of tho short bailm» dystem, or, rather,
the movement for the short ballot, must await the time
when the Oregon public has been educated to appreciate

t he economies and other advantages which will accrue from
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the centering of responsibility inm a few clective offigisls
.28 compared with the present decentralized system. In the
few states shere the cabinet, commission, or directorate
plan has been tried whole-heartedly and given a fair
chance, it has brought about increased efifTiciency in the
exercise of governmental functions and reduced costs to

an appreciable degree. .In others, where it has been adopte
ed in a rather hybrid form and subjected to the mnlminp
tions of its enemies, the machine politicians, it has not
lived up to the expectations held for it.

Some years ago, an Oregon group appointed to study
this question and submit a plan, yrﬁmted figures more
or less detailed showing savings possible in the cost of
maintaining our state government running as high as
| $842,527.98 on the bssis of the 1917--18 atate budget.
Thie cstinmate made due alleowance for the griuth of fnno-
tions, and to be conservative tt;c comnission made thé
final definite statement tiamt "an annual saving of $500,
000 wight reasenably be expected’® This did net take inte
consideration the possible rmcunh in elerical help.
The saving would be possible becsuse the cabinet system
“puts and end to the indefinite expansion of costly state

S g ==

de Heport of the Joint Commiseion on Administrative Ree
organization to the 35th Legislative Assembly, Pe 39,
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aduinistrative agencieg, «sceesothe state activities are
more efficiently performed through concentration of ree
eponsivility, better ntilization of time} cssescesmore
compact, no chance for the speils system®.} The plan
under consideration provided for the consolidation of the
etate’s 107 oifices, Luremus, divisions, and commissions
inte nine departments, esch with a director at the head
of it. More specifically, the savings would ve brought
about largely through the reduction in the rumber of men
drawing salaries in the higher brackets, in the cost of
space occupied, cost of statiomery and printing, threugh
reduction in the asount of eyuipment needed , nd by
means of a more careful selection of employees on t!u
basis of fitness for their work. |

Another suggestion worthy of consideration is that
of dispensing with the office of county sheriff, distribe ,
uting the funetions now exercised Ly that officer ameng
the couniy elerk, assessor, and state police. If revere
ence ior the ancient office ca:sed the publie te be leath
to abolish it, some office lese hallowed by age and trae
dition could be eliminated and the title tranaferred to
it. The move would save not only the salary of the shere

1. Ivid.
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iff in each county, but also some portion of the generai
office expense, or overhead. Probably $75,000 te $90,000
would be a conservative estimate of the saving which could
be made by this means.

There can be no good reason for continuing to have
the responsibility for the commonwealth's roads divided
between the state highﬁuy commission and the various
county road officials. The increasing returns from the
gasoline tax should, from now on, provide adegquate funds
to enable the state to accept responsibility for so-called
county roads as well as for the major highways. At any
rate, should this braneh of the state's activities need
additional funde, they could be more economically admine
istered by the highway commission than by the counties.
The move should not only effect an appreciable saving in
salaries, but ought to make possible other economies in
road work, as, for instance, in the buying of materials.

A source of savings which the writer does not recall
hearing of lies in a more careful supervision by the
state of the activities of the minor subdivisions leading
to bond issues and tax levies. A good deal of waste is
incurred by school districts and other units through the
undertaking of projects without expert and disinterested
guidance in the formation of their plans. An instance
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coming to mind is that of a school district which made
arrangements to build = plqch.ggot in touch with a loeal
contractor, and issued bonds te the amount of $5000.
Vhen completed, the structure proved unfitted for the
purpose unless a consideratle additionsl sum was put inte
i, and it is today a source of vexation and worry to the
directors. Another example is that of = water district
procceding, without competent engineering advice, to the
laying of pipes throughout the distriet which within =
few years had to be replaced at great cost. This would
& seem o be a field in which the state plamning group
could be employed to good advantage. |
The most outstanding means of saving, however, probe

 ably with the added advantage of increased efficiency, is
the one which a )m'rgq preportien of the rural pepulation
is wost likely to resist--the emzuuu of the state's
2200-0dd school distriects into larger administrative areas,
either by the county unit system or by some other worke
‘ able scheme. The one-room rural distr:lct sechoel, suu
nh&an by Oregon and —ny other -tnu. is an expensive
anachronism. Consolidation would make a ‘saving through
bott@r utilization of teachers, more efficient administra-
tion, lnr&,e scale buying of supplies, emtnu.uum of
mozfdn and clerical service, expert plannmg of bufnd-



ing prograus, ete., Dr. C. L. Huffsker, in his appendix
to the report of the recent lidueation Oommission, speaking
from the standpoint of teacher utilization alone, ectimates
& possitle saving of $750,000.> The Committee on Publie
¥ inance and rn:;uon, Division of Fublic Welfare, Oregen
Planning Council, estimated apossible saving under the
county unit system of $4,000,000 anrually "without impaire
ing in any important way the educational advantages open
to our children. Indeed, many educational suthorities
believe that this finaneial saving could be realized while
at the same time educational opportunities could e dfivere
sified and enriched?® A
Altogether, it is not unressonable te say that savings
in government costs runuing anywhere from &‘1.500.009 to
$4, 000,000 could be brought about by the means suggested
in this chapter. Moet of them have been before the Cregon
publie in the press and otherwise. The last mentioned oue,
the one with the greatest possivilities, was defeated in v
the 19355 legislature Ly the very people it was designed
to help. GSurely,to cut this sum from the operating costs
of our government would be a far more worthwhile achieve-
ment than te find new things to tax for an egquivalent

amouriie

1. Educational Commission Repert, p. 43.
2. Report, Committee on Fublie Finance snd Taxation,p.30.



CHAPTER VII

The General Plan

It must be accepted as an established truth that all
taxes are, in the last analysis, paid out of income, and
that income, rather than the ownership of property,
should be the test of tax-paying ability. Our knowledge
of taxation, and the development of our tax machinery
have not yet reached that degree of refinement where we
can completely disregard the ownership of property as
presumptive evidence of taxepaying ability, however.
Whether or not it is true, we assume that a person able
to have extensive property holdings has a substantial ine
come, In most cases the assumption holds true, and in
prosperous times the person who is "property poor® is
an exception. 1Indeed, there is a question whether or not
his predicament is due to mismanagement of his personal
affaire for which society (the state) is not responsible,
and which it must therefore disregard. For these reasons,
it is likely that the property tax will remain as an ime
portant factor in our fiscal system. Our efforts at tax

reform must be directed toward the establishment of a
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more equitable proportion among the various sources eme
braced in our tax system. At the present time, disproe
portion is moet clearly manifest in the preperty tax, as
has, it is hoped, bocn shown in the preceding chapter,
While some eminent authorities wuestion the wisdom
of a complete veparation of sources Letween the state and
its subdivisions, there are many who bLelieve that the prope
erty tax should be dropped from the state's schedule of ine
comes and left entirely to the local units. "hile notable
reforus have been achieved in the assessment and levy of
the property tax, it is not entirely free from defects in
its adminietiration. There are cogent reasons for believe
ing that the powers of the state tax commission should be
further inereased. Above all, it should be given the power
to appoint all county assessors, to hold ofiiece during goed
behavior and proper performance of duties. This would ree
move these keyemen form local political influences and ine
sure Lo the publie a corps of aypraising officers gualie
fied by training and experience for the work they perform.
The commission should be empowered also té send specially
qualified engineers and appraisers into any loenl distriot
for the purpose of checking on the values of industrisl
concerns which is of such a nature as to require speciale

ized knowledge. If the comnission possessed these powers,
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much of the argument for the separation of sources would
lose its force. 1t should also be given a high degreé of
control over local budgets, and a thoroughly édequaté
budget for its own use should be written into the lew,

Indirect taxes should be resorted to so far as is
congistent with justice and equity in the distribution
of the burdens Indirect taxes are usually lese likely to
arouse opposition because they are, as a‘rule, paid a
little at a time, and frequently without the contributor's
being conscious of 1t.l The lose is not falt unlesg the
tax ie excessive. To be iura, the political prese and
the demagogue can, and often de, make issups of certain
ones, but they de‘net get the hearing they get when a
gireet tax is inveived. There are, to be sure, exceptions
to this rule, :

_ iny projected tax program should conform te the canons
of taxation estsblished throughout the decades by patient
and conscientious scholars, This is & compelling reason
for having one or more trained economiste "sgit in" ah.kd-
visers to any taxeplanning group. :

it is, of course, intended in the present plan teo

have all taxes except the properily tax collected by the

l. GSeligman, Essays in Taxation, p. 5.
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state, and any portion above the state's legal share dise

tributed to the counties on the basis of expenditures,
which would be a safe one if the state tax commission
exercises a fair degree of control over local budgets.

HEach tax in the following plan will be considered by
itself. The total budgeﬁ for the state and ite subdivi-
gions is set at $65,000,000, which is about $600,000 less
than that of the year 1929, and more than $10, 000,000
above that for 1933. This gives room for expansion back
to a "prosperity basis". It is alsc claimed for the plan
that as normal conditions return the yield of the supplee
mentary taxes, with the possible exception of the income
and intangibles taxes, will expand beyond the very cone
servative figures shown in the estimates, thus reducing
property's burden much below that shown. Incidentally,
the figures issued by the tax commission, upon which some
of these estimates of yield are based, do not show the
lotal cost of government functions in the state, for they
do not give the amount of revenue secured by the municipale
ities through the exploitation of the business and oeccupa-
tion taxes and various license imposts, fines, etc.

In the following schédule, taxes now a part of the
state system will be considered first, with estimates of

yield, changes suggested to fit into the new plan, etc,
The only changes to be proposed in existing toxes will

be those in the personal income and intangibles taxes.
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Following this will come the new taxes which it is pro-
posed to add to the system, with estimates of yield, dise
cussion of probable constitutional difficulties, ete.

TAXES NOW IN FORCE

CORPORATION ORGANIZATION o

8 is a minor source of revenue. The object is
regulatory rather than fiscal. While the tax yielded
only $10,120 in 1933, it produced $35,245 in the boom
year 1929. $20,000 should be a conservative estimate
of yield for a normal year.

DHGLARATION OF FOREIGH CORPORATIONS T

This, too, is a regulatory tax, primarily. Yield
in 1933, $3400; in 1929, $8055. Estimate in this plan,
5000 .

LICENSE TAX, FOREIGN AND DOMESTIC coggogﬁrgan§

s, a sort of privilege tax, is a fairly substan-
tial revenue producer, but in view of the other taxes
levied against corporate business should be left as it
is. Yield in 1933, $297,6356.18; in 1929, §$376,974.94.
Estimated yield in plan, $350,000.

LICENSE TAX ON SECURITY DEALERS

The purpose of this tax is largely regulatory, but
it probably yields a surplus above the cost of administra-
tion. In 1933 it produced only $11,171.82, but its best
year was 1930, with $35,600.48. The yield in this plan

GROSS HEVENUE %AX ON PUBL%C UTILITIES
This tax brought in $84,366.80 in 1933, its banner

year. Returning prosperity should increase this substan-
tially, so the yield is set in the plan at $90,000.

PRIVILEGE TAX ON COMMON MOTOR CARRIERS

This is a good revenue proaucer, Its highest point
for which figures are available was $457,751.18 in 1930.
Estimate in plan, $400,000.
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REGISTRATION TAX ON MOTOR VEHICLES
The yi of this tax on the new basis in 1933 was

$1,903,974.78. Under more prosperous conditions it is
fair to assume that it would be considerably above this.
Estimated yield in the plan, §2,000,000.

LICENSE TAXES, CHAUFFEURS AND PRIVATE OPERATORS.

e combined y ) ese two in 1933 was $243,
769.50. Cost of administration cannot be a very large
portion of this. Estimated combined yield in the present

plan, $250,000.

FUEL TAX, MOTOR YEH;QQ%Q
This is the state's prime source of revenue, next to

the property tax. Since in yielded §7,282,243.14 in 1933,
at the bottom of the depression, the estimate in the plan,
$7,500, 000, seems conservative. Incidentally, so long as
the proceeds are applied exclusively to the building and
maintenance of the highways, it comes nearer to satisfying
all of the canons of good taxation than any other tax now
on the bocks.

IN ITANCE AND G TAXES

The inheritance tax yielded $417, 340.E1 in 1933, but
its maximum yield to date was $1,000,311.69, in 1929. As
there now scems to be a possibility of the federal govern-
ment's entrance into this field, the future of these taxes
in Oregon is uncertain.The yield in the plan is set at {750,
000. ©OCtate officials have already expressed concern over
the possibvility of the state’s loss of these tafes, because
of the possible action of the federal congress.

; . @ ,106, including small amount of
corporation intangibles taxes. In its best year, 1930,
it showed 1673,377.72, so the estimate in the plan, $400,
000, seems reasonable. :

INTANGIELES TAX

There seems to be considerable sentiment among those
qualified to judge, for the restoration of the 5 per cent
rate. It is alleged that Oregon loses money through the
‘migration from the state of men whose estates would be a
source of revenue by means of income and inheritance taxes.
The 8 per cent rate is "just a little too high".

l. Magazine Time, July 15, 1935, and current newspapers.



53

PRIVILEGE TAX ON FOREIGN INSURANCE COMPANIES

This is a source of revenue the importance of which
should inerease as business picks up. The yield inereased
steadily to the maximum, $725,132.74, in 1931, In the
next two years it dropped a few thousand dollars, but it
is still above the plan estimate, $700,000.

TE%IO imposts are valorem levies against real prope
erty, but for special purposes or benefits, and tlms ear-
marked. ©Since the funds raised by these means are not
available for general purposes, it makes no particular
difference in our tax plan whether they are included or
not, except that they are an additional burden on certain
classes of property owners+ Their combined total in the
plan, §1,231,000, is roughby approximate to that in 1933.

PERSONAL IRCOME TAX
t is customary for the state tax commission to show

the return from the personal income tax combined with that
from the tax on intangibles. The estimated yield from the
two is set in the present plan at $4,000,000. This is cone
tingent, however, upon changes in the rates and administra-
tion ef the income tax, the nature of which will be explaine
‘ed below. ;
The filing of a return by every adult, whether his ine
come is large enough to be subject to a tax or not seeums
a wise and useful requirement, provided the filing fee is
not set too high. Aside from the check it puts on evasion,
the return is useful for statistical purposes, and the fil-
ing and payment of the fee serve to make the citizen take
a wholesome interest in publie affairs, besides leaving a
small profit to the government. This plan proposes a filing
fee of 72, with exemptions and rates according to the
fellowing schedule.
tions:
Single persons, $800; married couples, $1400,with
$300 additional for each child below 18 years of age.
Deductible:
Interest and taxes.
Schedule of rates:
First *5090....‘;.................-..2?5
*5001 to 310000.-:...."....-.....'...4%
10001 t° 15000.!"0..0'0-...QQQ.'...G_%
15001 to 20000.0000000000000‘00000008%
20001 to 25000.-.....-.............10%
25001 to 30000.‘....Ql.......'...0012%
Above $300°0.....O...D....0.0Q‘.Q...lS%
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It is suggested that the bBritish policy of collection
at the source be adopted insofar as it is at all practice
able, and also that machinery be set up for the acceptance
of payments throughout the fiscal year, thus making it
easier for the taxpayer by spreading the tax out in small
installments.

THE PROPERTY Tﬁ%
The general property tax has been charged with almost
every fiscal crime in the calendar, and convicted of many

of them. 8o evil has its reputation become that some of
the world's taxing jurisdictions have ousted it from the
family of taxes and consigned it to outer darkness. #nd
yet, as suggested elsewhere, there is no prospect of our
getting rid of it here in the United States. The next
best thing is to so mitigate its evil features as to make
it serve its purpose as a revenue producer without subject-
ing those who have to pay it to injustice. As is so often
the case with those who have become the subject of con-
demnatory comment, perhaps its traducers have made no
whole-hearted attempt to reform it.

To put the problem in its simplest terms, the prine
eipal fault of the general property tax is that it as-
sumes something which is not so: namely, that all prop-
erty yields to its owner the same income, and therefore
is a true criterion of that owner's ability to pay taxes.
This, however, is not its only fault. Some of its most
objectionable aspects have arisen in modern times from
the fact that, with the development of our modern induse
trial civilization, property has assumed such a bewilder-
ing variejy of forms that any tax system based upon its
homogeneity must work injustice as between owners of
different kinds of property. Much property is of such a
nature that it can easily escapeé the eye of the assessing
official. ©Such is not the case with real estate and its
improvements, and we may add to thismuch industrial prope
erty, sueh as the equipment of transportatiion companies
and public utilities.

Oregon, in common with most other states, had in its
constitution a clause requiring the assessment of property
throughout the state to be on an "equal and uniform"™ basis.
This was consimued by the courts to forbid the classifica-
tion of property ior taxation purposes. After several
abortive attempts to change this, tax reformers finally
succeeded in 1917, in getting an amendment passed by the
electorate under which subjects of taxation may be classe
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ified "within the territorial limits of the amthority
devying the tax®, While this constitutional change has
helped mmeh in improving the property tax in this come
monwealth, full sdvantage has not been taken of it.

In the projeacted plan, property is set to supply
$43, 714,000 out of the 165,000,000 total tudget--slightly
over 67 per cent. This is exclusive of the specisl assess.
mente. The corresponding ratio in the 1929 tudget of sime
ilar amount wae 74.4 per eent. ZThen, too, 28 stated
earlier in this chapter, the yield of the supplementary
taxes, except those on income and intangibles, is set at
& depression figure. There is every reason to believe
that in practice the property tax would be furiher reduced.

low and then sentiment {inds expression for a heavier
tax rate on land than on buildings. TFconomists as a rule
are oppesed to the untaxing of buildings. In the years
1911l te 1915, Professor ¥, R. A, Geligman and other econe
ominle were active in epposition to =a Eropo:ed partial
untaxing of tuildings in “ew York City. The “graded tax”
plan of Pittsiburgh, so called because it was introduced
by slow stages over a period of jears, has provoked spirite
ed debate in the meetings of the National Tax Association.
This plan, which has been operating in full in Pittsburgh
sinee 1925, provides for a tax rate on buildings only one-
half that on land. In the associatimn's 1929 convention
the plan was attacked by L., K. Hanley, Dean of the School
of fusiness Administration of the Tniversity of Fittsburgh.
It was defended with egual warmth by the city's chief
assessor, T. C. Jeofahon. The plan, "according to reports,
- bhas not forced land owners to improve their holdings.
There has been a heavy inerease in building, but this is
ascribed to the growth of the community. The merit of
the plan is reported to lie in its ggaoral ageeptability
to realty taxpayers as being just®. Whether the plan
could ve put into eifect in Oregon without changes in the
constitution is doubtfnl. At any rate, Portland seems to
be attempting something very similar by assessing land at
80 per cent of its trme value, and buildings at only 35
per cent of their true value.® It is recommended that
the determination of poliey in property taxation be left
with the state tax commission.

1- 3&111‘ m 3“&2?. BA 803
Ation , pe IV

Ze Q;gﬁgg_xgsg;; Volume 60, p. 7.
3. Ibids ;




Another aspect of the properiy tax in Oregon which
causes some concern is the matter of timber taxatione
It is felt by many that the application of the straight
ad valorem property rate to timber lands tends to make
the owner part with the timber en any terms in order to
raise money and to get his wvaluation reduced. This ig,
from the Lread public standpoint, s destructive policy.
To @ubstitute a yield tax for the property tax on timber
lands wonld probably net be politieally feasible: The
local lumber operators wshe profit by the present system
would eoppose a change and the timber owner lives in the
Fagt and is without politiezl inflaence lwmly."'

in some southern states this tax, either on an ad
valorem basis or a package ilat rate basi yio;us #ibe
stantial revemue. The QOregon Voter, in Volume 1, page
268, estimated that a tobacco tax al the rates prevaile
ing in these southern states would yield 32.500,&60 in
Oregon. In this plan, the rate is set at 10 per cent
ad valorem or retail sales of tobaceco, eigars, cigarettes,
papers, tubes, and snuff. Estimated yield, I2,000,000.
This type oi tax would not be a serious burden Lo any
one, although it is conceivable that it might put an oce
casional marginal dealer out of business.

: appl o counpdities which sre, to
$9 per cent of p«;lc, probably. pure luxuries. The
writer has found no reliable basis of euumaung the
yield, and the figure set in the plan, 000 , is
largely a conservative guess. nme t e raiood by
a 10 per cent levy on all retail salese.

A

. ;stmatad to raise $40,000 by a 10 per cent levy
on all admissions of fifty cents or more. The yield is
put atl a very conservative figure.

l. This is the gentiment expressed to the writer by
ire Ce Co Chapman of the Oregon Voter.
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Noteeeln the case of the taxes on tobacce firearms
and ammnition, and admissions, the tax is to be paid by
the dealer or exhibitor. Whether or not he can shift it
to the consumer will depend upon his price poliecy and
volume of business. Probably at least a part of it will
be shifted in most cases.

HETALL SALES TAX

The writer dislikes very much to propose s sales tax,
recognising it regressive nature and its dangers from a
political standpoint. Something must be done, however,
to break the strangliehold which the properiy tax has upon
the comuonwealih, and until the state reaches that stage
of industrial development where other sources of revenue
will be amplified to meet budgetary demands, some recourse
must, in the opinicn of the present writer, be had to this
type of levy. ‘ihe fact that the rate is low, that the tax
hae proved a fiscal success in sone other states, and espe~
cially Oregon's present position as a "sales tax island®ee
these factors may make it possible to get the approval of
the electors on a measure of thie kind. The estimated
yield in the plan ie §1,500,000, based upon the report of
retail sales in the state by the bureau of the Census for
the year 1933. The schedule of rates follows:

dales of l cent to 24 centseecsscsssno tax

" " 20 cents " &-Qntuouoonnnonuq 1 eent
. . $14.00 " le6Tnncecncnccnss 2 gents
. . L .68 ¥ Beblvesancnnnsens 3 ¢

" » 2.51 7 3.00nccanccancone 4 *

. . J.01 ! Jib0necnsensnnens § *

» » 481 % 4,000 venncocscane 8 =

" . 4.01 B 4.7 Bevncivconnnns P #

" » 4.76 ® B80evscnncsncane B8 *

® " 5.1 " 8.00sscncnconanes § "

. . 6.01 P Ge6Tevcnnnancnenslld "

Above this, the rates are tgxzerktd out along the
same line, or multiples of the above figures may be used.
The plan would have the advantage that no tokens will be
needed, although they may be used if eo desired. In the
absence of tokens, the tax may be entered separately on
the sales slip, rung up on a separate counter in the cash
register, or the money for the tax put inte a special
receptacle.



It is to be understood that this tax is in every
case Lo be paid and borne by the consumers The dealer
mst not be allowed to assume it, except insofar as such
assumplion may result from competition in prices.

Commodities subjeet to the tax on tobacco, firearms
and ammunition, and admissions, shall be exempt from the
retail sales tax.

The writer has not been able to discover any cone
stitutional objections to a sales tax of this types

In order that the reader may get a complete, summa-
rized view of the plan as a whole, there is presented be-
low a list of all the taxes 1nsluded, with the estimated
yield of each.

0ld taxes left unchanged:

Corporation organization tax $20, 000
Declaration of foreign corpor-

ations tax 5,000
License tax, domestic and fors

eign corporations 350, 000
License tax, security dealers 20,000
Grose revenue, public utilities 90, 000
Privilege, common motor carriers 400,000
Registration, motor vehicles 2,000,000
License, chauffeurs and

operators 250, 000
Fuel, motor vehicles 7,500,000
Inheritance and gift taxes 750, 000
Corporation excise tax 400, 000
Privilege, foreign insurance

companies 700, 000

Irrigation and drainage, fire

marshal, reforestation, and

fire patrol assessments 1,231,000
Property tax 43,714,000

0ld taxes retained, with changes:
erson ¢come an ntangibles

combined yield 4,000,000



£ropesed new taxes:
Tobacco sales tax §2, 000,000
Firearme and asmunition tax 30, 000
Admissions tax 40, 000
Retall sales tax 1,500,000

Estimated total yield of all taxes 68,000, 000

The writer believes that the plan summarized above
iz as Lalanced a system as it fie possible to devise at
the present time, and teking into consideration all of
the limiting factore. It is not perfect. A perfeot
syeten could not be made, for constitutional and other
obstacles stand in the way., It ie claimed that the plan
ie balanced because it will, as provperity returns, grade
ually remove the burden which property bears above its
degitimate share and distribute it umong other elements
in the form of levies on lnéhucs. inheritances, gifts,
and luwmries. The one fly in the ointment is the retail
eales tax, for which due apology has already been made.
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