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LETTER OF TRANS‘MITTAL

- To the Members of the ]omt State Government Comrmssmn of the
General Assembly of Pennsylvama |
Under authority of the. Act of July 1, 1937, P. L. 2460 (Act creat- -
ing Joint State Government Comrmssmn) as last amended by the Act
of March 8, 1943, P. L. 13, we submit hefewith a Report covering the
Economlc Resources and Related Tax Problerns of the Cornmonwealth
of Pennsylvama . .
| LLOYD H. WOOD, Chairman,
Committee on Continuation of the Tax Sﬁzdy.

- January 3, 1945. -
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FOREWORD'

~ 'This is the tenth of a series of studies of the costs of government
" in the Commonwealth of Pennsylvania and its political subdivisions,
ander preparation by the Joint State Government Commission. These |
- surveys are submitted in the form of reports by the Commission’s Com-
~mittee on Continuation of the Tax Study, which was otganized for the
putpose of developmg recommendations to the General Assembly for
tevxs1on of the tax structure of the Commonwealth. ’

The reports issued to date, are:

No. 1—The Debt of the Commonwealth of Pennsylvama and Tts
~Local Subdivisions.

, No. 2—F1scal Operatlons and Debt of the School Dlstnct of Ph11
adelphia—1920- 1943 . v

. No. 5—F1sca1 Operatlons and Debt of the School District of Pitts-
| burgh——1919 1943,

. No. 4—Fiscal Operat1ons and Debt of the School D1str1ct of
fScranton—1919 1943, - :

No. 5—Fiscal Operatlons and Debts of Eleven Selected School
D15tr1cts—1920 1943 | o

No. 6—An Analysis of the Flscal Operat1ons of the School D1s-
tricts of the Commonwealth. of Pennsylvan1a——1920 1942, with a sub
- sequent Appendix.

No. 7—An Analysis of Pubhc Expendltures for Educatlon in the
. Commonwealth of Pennsylvan1a——1920 1943. -

No 8———Tax Structure arid Revenues of the General TFund. of the o |

Commonwealth of Pennsylvan1a—1913 1945

No. 9—Flsca1 Analy51s of the Opetatmg Funds of the Common
wealth of Pennsylvama—1923 -1943.
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‘This particular report (No. 10) is concerned wifn “The Ecanomic |
" Resources and Related T;zx Problems of z‘/ae Commonweah‘b of Penn-
sylvania.” ' \

This report places the problerns of federaI state relat1onsh1ps the
- growing costs of government in the Commonwealth and its political
subdivisions, and the state and local revenue structures against the back-
~ ground of the economic trends, now at work in Pennsylvania. Analysis ..

of such trends as population, income, wealth, and industry (including
~ the coal and oil extractive industries), in their absolute terms, within -
‘the Commonwealth in their relative terms, as a proportion of national
totals, and in comparatlve terms, related to eight such industrial states
as Massachusetts, New York, New Jersey, Ohio, Michigan, Illinois,
~ Indiana and California, demonstrates, unquestionably, that, beginning
as eatly as 1920, there has been an absolute decline in the production
of the Commonwealth’s extractive industries, as well as a relative de-
cline in the Commonwealth’s share of national _production, derived
~ from the heavy industries and, in a small degree, from the- processmg
| and finishing industries. |

~ The current war boom, begmnlng in 1941, has actually accelerated :
_the rate of Pennsylvania’s proportionate decline in its share of the na-
tional economy and, with the conclusion of the War-productlon phase,
the decline in the Commonwealth’s share of national wealth, income,
production, and employrnent may be even more pronounced than -
in the past two decades. Consideration of only the present great war-
 time- expan51on in mcome,, product1on, and employment within Penn-
sylvania will prove to be a costly self-deception, unless the significance
of the continuing, unfavorable trends in the Commonweal_ﬂf s relation
- to the national economy, as a whole, are recognized and, in anticipation
of the postwar period, the tax policy of the Commonwealth, among -
other factors, is revised in such a constructive manner as to attract to
‘the state new capital for expansion of ex1st1ng 1ndustnes as well as
for creation of new industries. :

Pennsylvama 5. pemod of relative economic decline has been caused :
more by the development of manufacturing and extractive industries
in other states than by loss of industry in Pennsylvania. A great part
of the recovery of its former status, therefore, rests upon the attractions,
offered by the state, to new and expanding industsies, and upon the
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p0531b111t1es for conversion of depleted areas of the Commonwealth to
more diversified industrial activities. ‘

. The impact of the current. war- upon the experiditures, taxation,
“and debt of the federal government, which had already grown to un-

precedented proportion in the ’thirties, demands that the Common-
‘wealth and its political subdivisions face new conditions, growing out
~ of the interrelation of federal-state-local taxation, and take into consid-

erat1on the economic effects of this unprecedented, overall burden upon
the citizens and resources of the Commonwealth.

A postwar federal budget of at least $20 billion per year fof not-

mal or ordinary federal expenditures and a federal debt of at least
$300 billion can now be accepted as a certamty In addition, state and

local governments will expend another $10 billion yearly, so that the

~ overall, ordinaty cost of government in the United States during the

postwar years will be about $30 billion per year. This tremendous cost | |

~ of government would require 25 petcent of a national income of $120
billion. This amount and, possibly, even a higher level of national

income, can be maintained, as an average over the first postwar decade, |

if favorable attitudes on the. patt of federal state, and local govern-
ments towards individual and corporate enterprises, so regulated | as to
maintain full competition and prevent abuse, provide the stimulus of

opportunity for reasonable profits and the spur of vigorous competition, =
which-are essent1a1 for quick reconversion of industry and’ contmuous‘

postwar expansmn

The overall operating costs (excluding debt service and capltal& |
outlays) for government in 1922 by the Commonwealth and its political

~ subdivisions have been estimated, from incomplete data, at $280 mil-
lion, including expenditures from federal grants. - By 1932, comparable
‘overall costs'had increased by more than 50 percent to $422 million.

They then rose to $566. 8 million in 1939, a further increase of 34.3 o
' percent, before decreasing 7.2 percent to $528.5 million:in 1942 (the
last year for which the data are presently available). In 1939 the state’s
direct expenditures (excluding state grants to local governments) con--
‘stituted 43.8 percent, and local governments’ expenditures (including

state grants) 56.2 percent, of the overall costs (excluding debt service
“and ‘capital outlays) of the Commonwealth and its political subdivi-

rsibns In 1942 direct expendltures by the state (excludlng grants to
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local governments) represent $198 9 million, or 37.6 percent and those
by the political subdivisions were $329.6 million, or 62.4 percent, of
the total expenditures (excluding those for debt service and capital -
~ outlays) of the Commonwealth and its pohtrcal subdivisions. |

Actually, the state finances a greater portion of the overall expend-
itures of the Commonwealth and its political subdivisions than the

-~ above proportions indicate. If ‘state grants to local governments are

credited as state expenditures and these amounts are deducted from the
expendrtures of local governments, an approximate, although not
wholly accurate, distribution shows that the aggregate of state expend-
itures in 1942 constituted 54.6 percent of overall expenditures by the
Commonwealth and its political subdivisions. These proportions are
only approximate, due to the time lag, which occurs in the state’s pay-
ments to certain local units, especially the school districts.

- Federal grants to the Commonwealth, passing through its Treas-
ury, increased tremendously after 1933. In 1931 only $7.4 million in
- federal subsidies passed through the State Treasury for the encourage- ‘

ment of hrghways education, and agriculture.-

By 1939, the last pre-war year, these grants, supplemented by new
federal grants for social security purposes, had increased fivefold to
$39 million. More than 57 percent of such funds were for public:
assistance, unemployment- compensation administration, 'and employ- -
ment services. Federal grants, passing through the State Treasury, for
. state highways decreased proportionately to about 25 percent of the

total in 1939 (83 percent in 1931), while those for education amounted
to only 7 percent of the total. In 1942 federal grants, passing through

- the State Treasury, increased by 47.5 percent to $57.5 million.

In addition to the tremendous increase in federal grants, passing
through the State Treasury, huge direct federal subsidies for traditional
~ state and local functions, made directly to individuals and to political
subdivisions of the Commonwealth, were initiated in 1933. In the
decade, 1933-1943, the total of such federal funds (expended within
the Commonwealth, for W.P.A,, N.Y.A,, PW.A. A.A.A,, and similar
- activities), which did not pass through the State Treasury, amounted

- to the huge total of $1.7 billion, an amount equivalent to nearly two-

thirds (64.9 percent) of the total revenue, derrved from purely state -
L8 ] | |



sources, of all the regular operating funds of the Commonwealth itself
‘1n this decade : o

The major functional expendrtures of the Commonwealth and its

~ political subdivisions in 1942 were: education 26.7 percent of the ag-
gregate operating expenditures (including debt service) ; welfare and

'__publlc assistance, 19.4-percent, and highways, 8.5 percent, dlthough
highway expenditures were restricted in 1942, due to the current war.
Debt service of the Commonwealth and its political subdivisions ac-

. counted for 18.9 percent of their aggregate operating expenditures.

Consequently, education, welfare (including public assistance) debt

- service, and highways, the four most costly needs, in 1942 jointly ab-
- sorbed 73.5 petcent of the total governmental costs (capital outlays
| excluded) of the Commonwealth and its pohtrcal subdivisions.

In the decade, 1933-1943, the Commonwealth’s expenditures (in-
‘cluding state grants to local governments) for public assistance, high-
\Ways ‘and éducation absotbed 30.5 petcent, 22.3 percent, and 17.8 -

percent, respectively, of the Commonwealth’s expenditures, accounting
for 70.6 percent of its total operating expenditures. _

| It is apparent, therefore, that the problems of reallocatron of tax_
sources and redistribution of certain governmental functions and their
costs among the Commonwealth and its various. political subdivisions,
~ in the final analysis, must be closely related to these three major func-
tions—schools, relief (public assistance), and highways. |

The primary fiscal need of local government is a broader and more
equitable distribution of the tax burden, while the immediate problem
is to lighten the tax levies on its major revenue source, real property.
Spasmodic, emergency measutes to givé relief, such as the assumption
- of the entire cost of public assistance by the state in 1937, have raised
" the question if this is a desirable public policy. It is obvious that, as
part of any revision of the tax structure, consideration must be given

to the overall relation of state and local governmental functions and
the allocation of their costs among the state and local governments,
in order to preserve, where proper and desirable, local responsibility
in administration in accordance with the principles of home rule.
‘ ~ Furthermore, the reallocation of certain functions and their costs
~-among the Commonwealth and its political subdivisions must be con-
. sidered in conjunction with the possibilities for new or supplemental
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revenues for local government, which will assure the maintenance of a
 satisfactory level of essential services and, at the same time, provide
- some reduction in the levies on real estate. Not only does the available -
comparative data on local property taxation throughout the 48 states of
the Nation indicate that local taxation of real and personal property ngr
" Pennsylvania is decidedly heavier than the average in the eight com-
parable industrial states, named above, or the average of all states, but
- experience has shown realistically that almost exclusive reliance in the
Commonwealth upon real estate, as the chief tax source of local gov-'
ernments, has resulted in great hardships to property owners and
brought fiscal difficulties to municipalities in the metropolitan, or highly
urbanized, areas of the state, as well as in those sections of the Com-
‘monwealth, commonly known as the “distressed areas,” in which the
decline of assessed valuations has been most marked in the past decade.

The present normal tax structure of Pennsylvania dates from a
period when the population, income, wealth, and industries of the state
were expanding at a greater rate than for the nation, as a whole, and
‘when the heavy industries of the state clearly dominated their respective
_national fields. Although this condition has not prevailed for more
than a quarter of a century, the state, until 1935, continued to adhere
to the old tax structure rather than revise its fundamental tax policy
in such a manner as to encourage the confidence and incentive, neces-
saty for renewed growth in business and industry within the state, pat-
ticularly, to replace the loss in its extractive industries. ‘

" From 1935 to 1943 the state’s greatly enlarged revenue needs re-
sulted in changes in the tax structure, which uncovered certain new
sources of emergency tax revenues, but also added even heavier- taxes
“upon manufacturing capital, employed within the state, by the repeal
of the manufacturers exemption, which had theretofore exempted such
capital from the capital stock tax, and upon pubhc ut111t1es banks, and :
~ trust compames ' ‘

Since the recovery of state and national income from depression
levels, this double tax system of the Commonwealth has not been sys-
tematically appratsed in terms of the revenue adequacy of the tax struc-
ture, the equity of its incidence, the economic soundness of the structute,
its inherent stability and flexibility of revenues, the simplicity, certainty,
and economy in its administration, and, finally its effect‘up-on the post-
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" war need of maximum production, consumption, and emPloanent as -
- well as a more equitable balance among these last three factors.
» An analysis of Pennsylvania’s state tax structute with those of e1ght -
comparable industrial states, namely, Massachusetts, New York, New
_Jersey, Ohio, Michigan, Illinois, Indiana, and California, shows striking
differences in the distribution of the state tax burden from those of its

- ‘competitors.. Pennsylvania’s state tax revenues are derived in a greater

- degree from the taxation of business capital andcorporate net income
than in the comparatwe states in the east, which utilize individual in-
come or general state property taxes, and in the mid-western states and
- California, which emphasize taxes on general sales, use, ot gross income,
as major revenue producers None of these taxes is employed by Penn—
sylvama ‘ :

ThlS fact, in view of the fundamental desitability of attracting
into the state new industry as the principal means of producing and -
' maintaining a high level of state income and, consequently, employ-
ment and consumption, makes desitable the development of a construc-
tive and- equitable tax structure for the Commonwealth before the close
of the wat, as the most obvious and effectwe preparation for the post-
waf years. ' '

- A more reahsnc and more equ1tab1e reconstructlon of the state s' |
tax systern must, of necessity, include within its scope a revision of

~ state-local tax relationships. ‘This involves not only an overall review

of all present taxes, tax sources, and burdens, but also a considered
redetermination of the allocation of certain governmental functions and
their respective costs among the Commonwealth and its political sub-
~ divisions.  Finally, the reconstruction of the tax structure of the Com- |

‘monwealth and its political subdivisions involves the incidence of -

taxation. It will fequire that a reallocation of the incidence of taxa- -
tion be made in realistic terms. With this in mind, the pattern of
‘taxation must include more broadly-based taxes; in order to extend the

principle of “ability to pay” to embrace tax souices, which do not now =
bear their equitable quotient of the total tax burden.

7 ~ The Joint State Government Comrmss1on is necessarily concerned -
- with the overall costs of government and the tax burdens of all the

’_poht1cal subdivisions of the Commonwealth as Well as with those of
’ ‘the Commonwealth 1tse1f in' the preparation of its recommendat1ons
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~ to the General Assembly for revision of the tax structure of the Com-
monwealth. It is hoped that the various reports -of the Commission
will contribute substantially to efforts of the General Assembly to re-
construct on a more scientific and equitable basis the tax system of the
state, as well as constitute valuable add1t1ons to the permanent records
of the Commonwealth.

The Commission and its Committee on Continuation of the Tax
Study again express to the Pennsylvania Economy League their great
appreciation of the assistance of the technical staff of its Harnsburg‘_

oﬁﬁce in the development of these reports

Ira T. Fiss, Cbcmfmzm
Joint State Government Commission

- Lroyp H. Woob, Chairman,
Committee on Continuation of the Tax Study

HoMER S. BROWN

FRANKLIN SPENCER EDMONDS
James A. GELTZ

WELDON B. HEYBURN
BERNARD B. MCGINNIS .
~Harry E. TROUT -

JoHN E. VAN ALLSBURG -
GEORGE WOODWARD
EpWIN WINNER (Adv1sory)

A ALFRED \WASSERMAN Cozmsel
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- THE ECONOMIO RESOURCES-_ ~
“AND
- RELATED TAX PROBLEMS
o “OF THE
COMMONWEALTH OF PENNSYLVANIA

- : I T
PENNSYLVANIA’S ECONOMIC PROBLEMS .
" Sober consideration of current trends, now evident in various
economic factors underlying the present tax structure of the Common--
wealth of Pennsylvania, emphasizes the immediate necéssity of assisting
and encouraging industry and business' to reverse certain unfavorable
- trends. Over the past twenty years there has been a steady decline in
" the proportion of national population, national wealth, and national
“income, enjoyed by the Commonwealth of Pennsylvania. These alarm- .
ing developments are felated in some major degree to an absolute
‘decline in the production of the Commonwealth’s extractive industries .
as well as to a relative decline in the Commonwealth’s shate of natlonal
’ production, defived from the heavy industries and, to a less extent,
from the processing and finishing industries. The current industrial
boom (begmnmg in 1941), which has resulted from prosecution of
- ;the current ‘war, has actually accelemted the former trends, despite a
great wartime éxpansion in production and employment in most all .
fields of activity within the state. Present trends indicate, moreover,
- 'that, with the conclusion of the war production phase, the decline of
-the Commonwealth’s share of the national wealth and national income"
may be even greater than in the past decade, unless, amorig other
factors; the tax policy of the Commonwealth is revised in such a con-
structive manner as to attract to the State new capital for expansion
of ex1st1ng 1ndustr1es as well as for creation of new enterpnses

Population GrOWth—_—'1910~1943

' Eight states of the Union have been selected here for comparison
’ -Of various CCOI’IOI’HIC trends with those in Pennsylvama These states dare.
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Massachusetts, New York, and New Jersey, which like Pennsylvania, -

- are old line eastern industrial states, the highly industrial states of Ohio,

v M1ch1gar1 Illinois, and Indiana in the ‘Mid-west, and Cahforma on the
Pacific. Coast. S !

Since 1910 the rate of increase in Pennsylvama s population has
| stead1ly been falling behind that of the nation.. In the decade, 1900-

1910, the population of Pennsylvania increased 21.6 percent-and the

‘national population 21.0 petcent. In 1910 the Commonwealth’s popu-
lation amounted to 8.3 percent of the national total. However, in the
following decades Pennsylvania’s rate of population increase steadily
dropped below that of the nation. In fact, in the 1930-1940 decade
the Commonwealth’s rate of increase was only 2.8 percent, compared
with 7.2 percent for the nation as a whole. By 1940 Pennsylvania’s
population had dropped from 8.3 percent in 1910 to 7.5 percent of the
national total. On the other hand, in 1940 only three of the eight
comparable states of the Union showed a dectease in their respective
shares of the national population, compared with their shates in 1910..
These were Massachusetts, with a decline from 3.7 percent to 3.3 pet--
cent; Illinois, 6.1 percent to 6.0 percent; and Indiana, witha decline
from 2.9 percent to 2.7 petcent of the total population. Changes in the
petcentage of total population for the remaining five states ranged from
no change, in the case of Ohio, to an iucrease, in the case of California,

from 2.6 percent in. 1910 to 5.2 pescent of the total 1940 population.

PERCENTAGE DISTRIBUTION OF NATIONAL

POPULATION *
PENNSYLVANIA AND EIGHT SELECTED STATES
Degree of
change 1943

1910 1920 1930 1940 19432 from 1910
Total Populatxon—— 1 . -
By States (1r1 thousands) 91,972 105,711 122,775 131,669 127,308

-  PERCENTAGE DISTRIBUTION
Total—United States .... 100.0 100.0  100.0  100.0

100.0 ..
Pennsylvania . ,......... 83 . 82 7.8 7.5 7.3 — 121
Massachusetts .......... 3.7 3.6 ' 3.5 3.3 3.2 — 13.1
New Yotk ............. 9 9.8 10.3 10.2 9.8  — 1.1
TIHNOIS v 7vvvvevnnvennan 6.1 6.1 6.2 6.0 59 ~— 33
Indiana ..... e 29 2.8 2.6 2.7 27 — 69
" California ........ e 2.6 3.2 4.6 5.2 6.2 +138.5
New Jersey ..iv..vvo... 2.8 3.0 3.3 3.1 32 4 143
Ohio -.... PR 5.2 5.4 5.4 52 54 4+ 38
Michigan .............. 3 1 3.5 3.9 4.0 4.2 -+ 355

1 Bureau of Census U. S. Department of Commerce:
2 Estimated c1v111an population, as of November 1, 1943.
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From 1910 to 1940 Pennsylvania suffered a greater degtree of de-
cline in 1ts relative shate of national populatlon than any of the com-
_ parable states except Massachusetts. This condition was also true in
regard to civilian population in 1943. A report by the United States
~ Bureau of the Census, showing estimated changes in civilian popula-
tion between April 1, 1940 and November 1, 1943, reveals that Penn-
sylvanla and six of the eight comparable states suffered losses of civilian
- population, ranging from 1.2 percent to 7.7 percent. The greatest losses
are shown by New York, with a decrease of 7.7 percent; Pennsylvama
~ with 6.3 percent; and Massachusetts, 5.2 percent. On the other hand,
Michigan and Cahforma are estimated to have increased their popula-
tion by 2.3 percent and 8.8 percent respectlvely, in this war period.

Per Caplta Income——By States——1919 1943

The following table presents the average per capita income, re-
ceived by individuals in the forty-eight states, in Pennsylvania, and in
eight selected states. Pennsylvania and all the comparable states, except
Indiana, had per capita incomes higher than: the national average in
“each of the selected years from 1919 to 1939, and all nine states were
" above the average in 1943. '

PER CAPITA INCOME RECEIVED BY INDIVIDUALS— _’

el eI P
M HF OO BMN

, BY STATES -
PENNSYLVANIA AND EIGHT SELECTED STATES
% Percentage Change
1939 . 1943 -
_ o ' _ from . = from
. . 19191 19292 19392 . - 19432 11919 1919
Average—All States ... $596  ~  $680 $539 $1,031 —9.6 - 4 73.0
Pennsylvania ......... 625 767 589 1,048 —35.8 + 67.7
Massachusetts ........ 714 897 . . 719 -1,201 . 0.7 + 6
New York ..... ... 815 1,125 825 1,340 +1.2 + 6
- New Jersey .......... 685 947 746 1,282 +89 - -+ 8
Ohio ............... 644 748 603 ~ 1,204 = —64 4 8
Michigan ............ 612 745 591 1,230 —3.4 -+10
Ilinois  ............ . 719 932 671 1,226  —6.7 + 7
Indiana ...... hee.e.. 531 583 ;495 1,092 —6.8 410
California ........... 805 946 741 - 1,429 —8.0 + 77

. 1Reports of the National Industrial Conference Board.
2 Reports of U. S Department of Commerce.

| The Commonwealth 1mproved its comparatlve rank arnong the _
nine states from seventh place i 1919 to sixth in 1929 Ten years
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later in 1939, however, Pennsylvania had fallen back-to eighth place
and by 1943 the per capita' income of the Commonwealth had failen
to the lowest of the nine comparable states. Moreover, in 1943, per
Capita income in Pennsylvama was only 1.6 percent above the average
- for all states, compared with 9.3 percent above the average -in 1939
and 12.8 percent in 1929. The 1943 ratio is of less imiportance, however,
~ (because of the abnormal distribution of income during the War) than
_ the decreasmg margrn evrdent between 1929 and 1939

- Per Cap1t3, Wealth—By States—1922 1937

"~ 'The following table presents the per capita wealth of the Unrted .
States, Pennsylvania, and the eight selected states for 1922, 1929, and
1957 (the latest year for which comparatrve data are avarlaole) |

PER CAPITA NATIONAL WEALTH——BY STATES *
PENNSYLVANIA AND- EIGHT SELECTED STATES

Percentage

. , Change
R 1922 1929 1937 1937 from 1922

Average—All States2 ........ $2,738 - $2,856 $2,335 —14.7
Pennsylvania ............... .- 3,107 3,207 . - 2,564 - - —17.5
Massachuseits ........ e 2,923 3,188 2,719 - — 7.0
New Jersey ..., - 2,831 2,895 2,413 : —14.8
Ohio "t oot L. 2,878 3,250 2,486 —13.6
Michigan ........ e co. 2,754 3,303 2,676 — 2.8
Hlinois .......... i 3,089 - 3,562 2,668 —13.6
Todiana o vovvnnrenenn . 3,080 2989 - 2,536 177

California ..... B 3.926 ~-4,029 2,516 359

" New York ..... T 3,213 - 4,413 3,893 . - 4212

"1 Reports of the National Industrial Conference Board. .

2 Figure shown is the average for the 48 states. Some items of national wealth, such
as the U. S. Navy, ocean liners, gold and silver coin and bullion, cannot be distributed by
states and are excluded :

In 1922 Pennsylvania and the eight comparable states had per
capita wealth in excess of the national average of $2,738. The range
“ for the selected states was from $2,754 for Mrchrgan to $3,926 for
. California, while Pennsylvania ranked thrrd among the nine states with

a per capita wealth of $3,107. '

Between . 1922 ‘and 1937, the. per capita wealth . (by states) had

risen 4.3 percent between 1922 and 1929, but declined 147 percent
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. between 1922 and 1937 Pennsylvanra s per caprta wealth increased by

only 3.2 percent between 1922 and 1929 and showed a greater than -

average decrease (17.4 percent) between 1922 and 1937. Consequently,
the Commonwealth declined in rank among the nine comparable states
from third highest in per capita wealth in 1922 to fifth place in 1937,
In 1929, however, its rank had been sixth, one place lower. |

Due to lack of comparable statistics of per capita wealth, by states,
after 1937, it is impossible at present to determine the changes which
have resulted from the increases in prices and production, as well as
shifts in population and industrial centers, occasioned by the current
war. It is quite probable, however, that the pattern for Pennsylvania’s
,‘caprta wealth n these yeats. is much the same as with income payments

. Income Payments'—1919- 1943

‘Pennsylvania’s income payments ot total income received by indi-
vidual residents of Pennsylvanra amounted to $5,451 million or 8.6
percent of total national income payments of $63,027 million in 1919.
In the decade, 1919-1929, aggregate national income payments increased
by 31.1 percent to $82,617. million, while Pennsylvama s mcome pay-*
ments showed a greater than average increase, 34.6 percent, and rose
- to 8.9 peicent of the total national income payments. At the end of |
 the following decade, however, Pennsylvania’s income payments had
decreased by -2_0.7_,percent in 1939, compared with a rate of decréase for
all states of only 14.6 percent, and Pennsylvania’s share of the national
total in.1939 had fallen to 8.2 percent of the total.” In 1943, with total
national income payments tising to an all-time peak of $138,101 mil-
“lion, Pennsylvania’s share rose to $9,921 million, but represented only
7 7.2 percent of the total. The percentage increase in the state’s income

payments from 1939 through 1943 amounted to only 70.5 percent, com-
. pared with an increase of 95.6 percent in national income payments in
the same period. In othet words, the Commonwealth’s share of na- -
. tional revenue payments fell from 8.6 percent of the total in 1919 to |
7.2 percent in 1943. It will be noted from the following table that
the: dechne in Pennsylvanra was greater than in the other erght states:

ot Reference throughout this sectron to total national income payments by mzte:, excludes
payments made to mdrvrduals abroad, which cannot be allocated among the states,
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_ PERCENTAGE DISTRIBUTION OF INCOME PAYMENTS—

BY STATES:?
PENNSYLVANIA AND EIGHT SELECTED STATES
, Degree of
r o Change

- . 1919 1929 1939 1943 1943 from 1919
Total Income Payments—2 :

" By States (in billions) ..... " $63.0 $82.6 _$70.6 "$138.1 .
} PERCENTAGE DISTRIBUTION

Total—All States ............ 100.0 1000  100.0  100.0° ......
Pepnsylvania . ............... 8.6 8.9 8.2 7.2 — 16.3
Massachusetts . .............. 4.4 4.6 4.4 3.7 — 159
‘New York ................. 13.4 17.5 16.0 12.6 — 6.0
Tlinois ..o, 7.4 8.5 7.5 6.8 — 8.1
New Jersey .....oeenin.. 3.4 4.0 4.0 3.8 4+ 11.8
Ohio ~...... e, .59 6.0 59 6.0 4+ 17
Michigan ... ........ .. ..., © 3.6 4.3 43 4.8 + 33.3
Indiana .................... 2.5 2.3 24 . 2.7 + 8.0
California .................. 4.4 6.3 7.1 . 8.8 +-100.0

1 Reports of U. S. Department of Commerce and National Industrial Conference Board.

2 Total national income payments for United States include, in addition, payments which
cannot be allocated among the individual states.

The preceding table shows that in eight comparable states all but '

- three secuted a larger share of total income payments in 1939. than in

'1919. "Two of these, Massachusetts and Ohio, showed no change, while
the other, Indiana, showed a decrease of only 0.1 percent in its share.
‘Pennsylvama s proportlonate -decrease flom 1919 to 1939. amounted to
0.4 percent. ;

- Itis significant that in the following perlod from 1939 to 1943
the proportionate shares of total income payments decreased for all
four Atlantic seaboard states (Pennsylvania, Massachusetts, New York,
and New Jersey) and for Illinois. The states showing proportionate
increases wete Ohio, Michigan, Indiana, and California. In fact, Cali- -
fornia in 1943 received a much greater portion of total income pay-
ments than Pennsylvania, 8.8 percent of the total compared with 7.2
percent for Pennsylvania. This marked the first time that the Common-
‘wealth of Pennsylvania has dropped to third place in the ranking of
the states by income payments.

The percentage distribution of income payments by states in 1945
compared with that of 1919, suggests a trend which may be confirmed,
in some degree, in the post-war years. Between 1919 and 1943 Penn- -

- sylvania’s decline of 16.3 percent in its relative shate of total state
* income payments exceeded ‘that of all the comparable states of which
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only three also showed relatlve decreases. Massachusetts’ relative share

decreased 15.9 percent and those of Illinois and New York, 8.1 and 6.0
 percent, respectively. - California showed a tremendous increase of 100
percent in its relative share of state income payments, followed by .
Michigan with 33.3 percent. Lesser increases were shown by New

Jersey, 11.8 percent; Indiana, 8.0 percent and Ohio, 1.7 percent. The -

extrernely unfavorable change exhibited in the relative share of Penn-
sylvania’s income payments between 1919 and 1943. empha51zes a seri-
ous challenge to the, Commonwealth’s prosperity. '

: Wealth——l 922-1 93 7

Available data, showmg the total wealth by states for 1922, 1929,
- and 1937 (the latest year for which comparable figures are available)
present an interesting illustration of the basic changes that have taken
place in the Commonwealth of Pennsylvania and the nation over a
fifteen-year period. In 1922 the total national wealth, by states (which
excludes items that cannot be distributed by states, such as ocean liners,
the United States Navy, and gold and s11ver coin and bullion), amount-
ed to $300,825 million. At the peak of the prosperity period in the
1920’s, this total had increased by 15.4 percent to $347,068 million in
11929. In 1937, however, the total of $300,750 million, following a
decrease of 13.4 percent from the 1929 level was only 0. 02 petcent
less than the total of 1922,

Since the total natlonal wealth, by states, was approx1mate1y the
same in 1922 as in 1937, the wealth of the Commonwealth of Penn-
sylvania and its proportionate share of tofal national wealth in these
two years provide excellent indices of changes in its property resources
‘and in its comparative standmg between 1922 and 1937, an interval
~ of only fifteen years. |

Pennsylvania’s wealth was estimated at $27 782 m1111on in 1922
and had decreased by 9.5 percent to $25,152 million in 1937. Between
1922° and 1929 Pennsylvania’s wealth ‘increased 10.4 percent, but it
. showed a rate of decrease of 18.1 petcent between 1929 and 1937. In
sharp comparison, the rate of increase in the total national wealth, by
states, was 15.4 percent in 1922-1929 and the rate of decrease was only

13:4 percent in 1930-1937. As a result of the Commonwealth’s lower |

rate of increase in the earlier petiod and greater rate of decrease in the
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fater perrod the proportronate share of Pennsylvama s wealth decreased-
from 9.2 percent in 1922 to 8.8 percent in 1929 and dropped still
further to 8. 4 percent in- 1937

PERCENTAGE DISTRIBUTION OF NATIONAL WEALTH——- *

- ‘BY STATES*
PENNSYLVANIA AND EIGHT SELECTED STATES
: Degree of
A - - Change
\ 1922 1929 . 1937 1937 from 1922
Total National Wealth 2 - S . o
By States (in billions) ....... $300.8 $347.0 - $300 7 e
PERCENTAGE DISTRIBUTION
Total—United States .......... -100.0 100.0 100.0 e
Pennsylvania . ................ 9.2 ’ 8.8 8.4 — 8.7
Indiana .......:....... SN - 31 . 2.8 2.8 — 9.7
Ohio ....... [ 5.7 6.2 5.6 . — 1.8
Massachusetts ................ 3.8 3.9 3.9 + 2.6
New York -............... AR b A - 15.8 17.1 " -46.1
New Jersey ........ ... ..., 3.2 3.3 33 4+ 3.1.
Michigan .......... [ 3.7 45 44 +18.9
Illinois .......... e 6.9 7.7 - 6.9 e '
:California .. ... . .l . 3.8 3.9 T 39 4 2.6

1 Reports of the National Industrial Conference Board. -
2 Excludes items that carnot be distributed- by states, such as - ocean lrners United

- States Navy, gold and silver coin and bullion.

- Between 1922 and 1929 only one of the crght comparable states
failed to increase its propottionate wealth. This state was Indiana,
which showed a rate of increase of only 3.8 petcent between 1922 and
1929 with a resulting decrease in its share of the total wealth from
3.1 percent to 2.8 percent. ' '

The comparrson of the distribution of total natronal wealth by
states, for 1922 and 1937 shows Pennsylvanra, Ohio, and Indiana to be
the only three of the nine selected states, which failed to gain a greater
share of the total national wealth in'1937 than in 1922. Of these three,
Pennsylvania was the on/y state to show-a pr'oportiohete decrease in
both 1929 and 1937. The ratio for Indiana, after decreasing from 3.1 -
petcent in 1922, remained constant in 1929 and 1937 at 2.8 percent.
The wealth for Ohio decreased only slightly from 5.7 percent in 1922
to 5.6 percent in 1937, but in the interim had increased to 6.2 p‘ercenti
in 1929. The largest increases in the proportionate shares of total na-
tional wealth between 1922 and- 1937 occutred in New York whose |
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shate rose from 11.7 percent to 17.1,percént, and in Michigan, with
- an increase from 3 7 percent to 4.4 percent of the total national wealth.

Of the remaining states, one, Illinois, retained the same percentage in

both years, while the others showed only a very slight gain. It is-
apparent that none of the eight comparable states (except Indiana) -
-suffered a decrease in state wealth in a degree so severe as did Penn-
sylvania. Almost as significant as the relative loss of state wealth by

- the Commonwealth is the trend of consistent decrease since 1922, ex-

hibited 'onzlylby Pennsylvania among the nine selected states.

Industrlal Trends——l 9 14 1 939

A study® of the 1ndustr1al trends in- Pennsylvanra srnce 1914 re-
veals the Commonwealth s 1ndustrral position -to be decreasrng at an
‘alarming rate in relation to other comparable states, especially with
- respect to its extractive (1ncludrng oil) and heavy industries and, toa

less degree; its processing and. finishing industries. This decreasing
~ importance of Pennsylvania’s production on a national scale dates, de-

spite a brief rally around 1923, from 1919-or earlier. Even the sharp

_} expansion for prosecution of the current wat, which began to be felt
in 1941, has been greater nationally than in the Commonwealth. Con-

sequently, based upon available data, it appeass that the current war - -

boom has resulted in acceleratrng, for the time being at least, the rate -
of decrease in Pennsylvania’s relative importance as an industrial pro-
ducer. This intensification of the trend, established earlier, may be of
_even greater significance in the post-war efa, although some modifica-
“tion of the present shifts in populatron and 1ndustry may be- expected "
- after the close of the current war. ’

Pennsylvanra however, is not alone in its loss of relative mclustrral g
1mportance among the states. Prior to, 1941, the Northeastern area of
the United States, which, in general, includes the New England states,

" New York, New Jersey, and Pennsylvania, were losrng in relative im-

' prortance based “upon industtial productron first to the mid-western

states and later to the South Atlantic and Pacific states. |
~ In summarizing. the trends in Pennsylvanja, Massachusetts, New

: _York New ]ersey, Ohio, Mrchrgan Illinois, and Calrfornra the authors. a

- .1LNo. 11 of the Pennsylvama State College Studies; Industrral Treads in Pennsylva'ma
< since 1914 published August 6, 1942. : o S :
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of “Industrial Trends in Pennsylvanxa Smce 1914” conclude “From
1919 to 1939 Mlchlgan showed the greatest relative gain of the eight
leading states. Only slightly behind was California, which has been
favored with an important industrial development. Ohio and Illinois
about held their own during this period. In New Jersey a downward -
trend was observed which was even greater in New York. A still greater
relative decline was noted in Pennsylvania, while the decrease was the

greatest of all in ‘Massachusetts.” |

“This study presents a survey of 13 basic manufacturing groups®
in the Commonwealth and finds that 29 of the 40 industrial sub-groups,
oor 72.5 petcent; showed a relative decline from 1919 to 1937. Actually,
the 29 declining industries contained many of the state’s most 1mportant
" industries, such as the iron and steel and textile industries. ‘These two .
industries account for 40 percent of the state’s manufacturing in normal
‘times. In general, the relative decline of rnanufacturmg in Pennsyl-
vania was most marked in the heavy industries, while light industries,
manufacturing consumption goods, were less seriously affected. A few
Pennsylvama industries, which showed a rising trend frorn 1919 to. |
1937, were mostly in the latter class. |

Two other conclus1ons contained in this study, are of the utmost
- importance: (1) Pennsylvania’s industry fluctuates Very.closely with -
“that of the éntire country, and (2) the national shifts in manufacturing
prior to the war have resulted from the expansion of factories and”
industries in certain other states than in Pennsylvania. This last find-
- ing is summarized in the following words: ““This process is not a
“migration of industry as much as a process of differential growth.”

Value of Manufacturing Product—1909-19392

- The Commonwealth’s share of the total value of the manufactur- -
ing product of the nation declined from 12.7 percent in 1909 to 9.6
percent in 1939. The following table presents the proportionate shares

1 Chemicals and allied industries, food and kindred products, forest products, -iron and
steel and their products, leather and its products, machinery (not including transportation
equipment) products of petroleum and coal, printing and publishing, railroad repair shops,
stone, clay, and glass products, textiles and their products, transportatxon equxpment and
~ tobacco products.

- 21939 is the latest year for which figures are available.
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of the value of total manufacturing product for Pennsylvania and
eight selected states at ten-year intervals from 1909 to 1939:

PERCENTAGE "DISTRIBUTION OF TOTAL VALUE OF
MANUFACTURING PRODUCT—BY SELECTED STATES

Degrée of
Change

: g 1909 1919 1929 1939 1939 from 1909
Value of National Manufacturing - ‘

Product (in billions) ........ $19.9 $60.0 - $68.0 ' $568 = .....
PERCENTAGE DISTRIBUTION ’
United States ................ 100.0 100.0 100.0 1000 ..... '
Pennsylvania ................. 127 11.8 106 - 9.6 — 24.4
Massachusetts . .............. . 7.2 6.5 - 4.8 43 — 40.3
" New York ........ e 16.3 14.4 - 14.1 12.6 — 22.7
Ilinois ......... i . 93 8.8 8.9 8.4 — 97
New Jersey ...... e 55 59 3.0 6.0 - 10.9
Ohio ....................... 70 8.3 . 8.6 8.1 + 11.6
Michigan .........ioovoiuuin. 3.3 5.6 6.6 7.6 +130.3
Indiana .............. P 2.8 3.1 3.6 39 + 393
California ...............c.... 2.6 - 3.2 44 4.9 1 88.5

Source: Statistical Abstracts and Reports of Brenmal Census of Manufacturmg, Bureau
of the Census, U. S. Department of Commerce. .

The above table shows' an unbroken trend of decreasing shares of
the total value of the nation’s manufacturing product between 1909
~and 1939 for Pennsylvania, Massachusetts, and New York, and an
irregular downward trend for Illinois. Three states—Michigan, Indi-
ana, and California—showed a consistent growth in their shares and,
while the trends were irregular, New Jetsey and Ohio secured a larger-
share of total manufacturing product in 1939 than they had in 1909.

| Over the thirty-year period the value of the nation’s mamifacturirlg
product rose from $19.9 billion in 1909 to $68.0 billion in 1929, and

fell to $56.8 billion in 1939, a proportionate increase of 242 percent -

between 1909 and 1929, followed by a decrease of 16.5 percent in 1939.
Pennsylvania’s share of the total manufacturing product rose from $2.6
billion in 1909 to $7.4 billion in 1929, and fell to $5.5 billion, an m-
crease of 182 percent and a-decrease of 26.2 percent, respectively.

The rates of increase and decrease for the nation and for the Gom-
- monwealth tell the story of the Commonwealth’s manufacturing in
broad terms. It is, unfortunately, also true of its extractive 1ndustry,
which showed a 31.6 percent increase in the value of mining products .
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between 1910 and 1930, fo'lllow_ed'b'y a dectrease of 20.6 percent between
1930 and 1940, while the total value of the national mining product
- increased 140 percent between 1910 and 1930, followed by a further

1ncrease of 17.8 percent in the next decade. : '

Pennsylvahia’s Extractive Industry—191 0-1940 |
For many years Pennsylvania’s extractive industry was foremost in -
the nation. In fecent years, however, the Commonwealth has been
surpassed by Texas, which has shown a tremendous expansion in oil
productron Dusing World War I Pennsylvania produced about 18
percent of the nation’s minerals, but by 1938 the Commonwealth’s
share had fallen to 12 percent of the total national production. , -

Bituminous coal, which accounts for nearly two-thirds of the Com-
" monwealth’s coal production, has shown a tremendous absolute decline:
since peak production of 178.6 million tons in 1918. In 1932 produc-
tion had dropped as low as 74.8 million tons, a decline of 58.1 percent,
~ and in 1939 it amounted- to only 92. 2 million tons, ot 48.4 pereent less
~ than in 1918. During the decade 1920-1929 the Commonwealth’s total
bituminous coal production was 1.4 billion tons, in the following decade
© (1930-1939) “total productron amounted to only 948 million tons, a
~ decrease of 32.3 percent in the second decade. :

The bituminous coal industry, as a whole, has fallen behind ther
rate of natronal industrial  production. In 1923 the index numbers
(1923-1925=100) of industrial production and bituminous coal pro-
~duction were 101 and 108, respectively. In 1939 the industrial produc-
~ tion index had advanced shohtly to 106, but that for bituminous coal
productron had fallen to 75. Meanwhile, the Commonwealth’s share -
of national bituminous coal production declined steadily from 35.0
petcent of the national bituminous coal production in 1914 and 1915
_to 23.4 percent m 1939. B '

Not only has Pennsylvama suffered a loss in its proportionate - -
share-of national bituminous coal production, but it was replaced, as |
the prime producer of bituminous coal, by West Virginia as eatly as
1931. In 1939 West Virginia’s bituminous coal production was 27.5
- percent of the national total, compared Wi.th 23.4 percent for the Com- ..

1 No. 11 of the Pennsylvania State College Stud1es pubhshed August 6, 1942,
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_ _'monw,ealth.;' In 1938 the Commonwealth’s proportionate share of na- -
tional bituminous coal production had dropped from a high of 35.7

petrcent in 1915 to an all time low of 22.3 percent of the national bltu-" ,
minous coal production. ’

Anthracite, which- accounts for more than one—thrrd of the Com-
monwealth’s total coal production, has also shown a great decline
since the period of World War I. In 1914 Production in the Common-.
“wealth amounted to 90.8 million tons. After reaching a peak of 99.6
‘million tons in 1917 it declined irregularly, but steadily, to a low of
46.1 million tons in 1938. In 1939 anthracite productron in' the state
amounted to . 515 million tons a decrease of 43.3 percent from 1914

I productron

 Pennsylvania’s share of the aggregate national productron of
anthracite and brturmnous coal declined from 46.5 percent of the total
in 1913 to 32.3 percent in 1939. Despite this tremendous’ declme ‘the
Commonwealth continued to be the leadmg producer among the states
of anthracite and bituminous coal (combined). After 1939 the stim-
ulus of the ‘curent war resulted in a great increase in Pennsylvanra s
coal productron and an even greater increase in that of the nation, as
. a whole. Consequently, Pennsylvama s anthracite and bituminous coal. -
- - production in 1942 fell to 31.7 percent of the nat1onal total.

PENNSYLVANIA AND NATIONAL COAL PRODUCTION 1

(in thousands of tons)

e * Pennsylvania Total as
Coal Prodaced in Pennsylvania . - ' . - Percent of National

Year _ Bituminous ' Antbmczte Total . Codl Production. - -
S1913 ..., 173,781 .~ - 791,525 . - 265,306 : 46.5

1918 ........ 178,551 198,826 277377 (High) =~ 40.9

1920 ........ 170,608 - 89,598 260,206 39.5.

1930 :....... 124,463 - 169,385 - 193,848 36.1
S 1932 Ll 74,776 - . 49,855 : 124,631 (Low). 34.6 -
S 1940 ........ 116,603 51,485 168,088 32.8

1941 ........ 130,240 ' 756,368 186,608 : 32.7

---19422 o0 143,174 - 59,961 .205 135 . 31.7

1 Statrstrcal Abstract of the Unrted States—1943 U. S. Department of Commerce.
o 2Prelrmrnary figures. : ' .

Productron of crude petroleum in the Commonwealth despite an -
:,.-1ncrease from 8.2 mrllron barrels in 1914 to 17.4 million barrels in 1940
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shows a proportionate decrease, when related to national ptoduction, |
from 3.1 percent to 1.3 ‘percent in the same years. - During the early
thirties the Commonwealth’s share of oil production improved from

© 1.0 percent in 1923 and 1924 to-1.6 pefcent of national production in

1934-1936, incluSive before a new trend of decline developed.

The following table presents comparative data on the trends of the
value of mining p1oducts for the United States and for Pennsylvania:

VALUE OF MINING PRODUCT *

(in millions of dollars)

Percent
- Pennsylvania
A Rario Ratio " of
Year United States 1910 = 100 Penmylwzma 1910 =100  United States
1910 ......... 1,988 100 - 592 100 ‘ 29.8
1920 ......... 6,981 351 1,314 ' 222 18.8
1930 ..... ... 4765 240 79 132 163

1940 ......... 5,615 282 - 618 © 105 - 11.0

Y

1 Mineral Resources of the United States, U S Geolog1ca1 Survey, Department of
Interior. )

‘Despite the relative decline in its extractive industries, Pennsyl-
vania is still a leading extractive state with a higher percentage of its
workers, employed in mining in 1940, than in all other states, with the
exception of Nevada, Wyoming, Montana, Arizona, West Virginia,

- and Kentucky, none of which is of comparable industrial importance.
 Nevertheless, the absolute decline in coal production and the relative

decline in Pennsylvania’s shate of the nation’s extractive industry make '
it 1mperat1ve that the Commonwealth induce new industries to enter
its depleted areas and reconvert these districts to new diversified indus-

trial act1v1t1es

The decrease of extractive productmn in celtam areas of the Com-

“monwealth is 1llustrated by the rise and fall in the value of anthracite

mined in Lackawanna County. Over a period of fifteen years from .
1910 to 1925, the value of this product rose from $37.7 million to

- $109.8 million, an increase of 191 percent. In the succeeding fifteen

years the value of anthracite mined in Lackawanna County fell to $30.9
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* million in 1940, 18 percent less than the value of the county’s anthra-
- cite productron in 1910.

Into the consrderatrons of a more desirable post—war tax structure
-Pennsylvania’s position as a highly extractive state introduces a basic
economic factor, which does not exist in the same degree in any other
highly industrialized state. " If taxation by the Commonwealth and its
political subdivisions is to be sound, equitable, and fitted especially to -
the underlying' economic resources of Pennsylvania, the state- must be
‘willing to assume a tax structure quite radically different from that of
~ other states, in which different economic factors favor the development
of other forms of taxatron | '

~ Pennsylvania is, moreover, also an impoftant agrrcultural state. In
1940 the Commonwealth’s percentage of workers, engaged in farming,
~exceeded that of Massachusetts, New York, and New Jetsey, although
markedly less than in the other comparative states—Illinois, California,
- Ohio, Michigan, and Indiana—in the order named.

Conclusions

’fhéfconclusions drawn from all available data, concetning the
~ trends in the Commonwealth, related to national trends in population,
wealth, income, and industty emphasize that in the formation of 2 new
tax structure Pennsylvania cannot afford to neglect consideration of the
economic resources, undetlying its tax sources. A study of practrcally
- every mdustry shows the state to be losing its share of economic growth.
therem in comparison with the nation at. large.

- The present normal tax structure of the state dates from a perrod
~ when the population, income, wealth, and industries of the state wete
- expanding at a greater rate than for the nation as a whole and when
the heavy industries of the state clearly dominated their respective

fields. Although this condition has not prevailed for more than a quar-

1 Value of Anthracite mined in Lackawanna County, Pennsylvania.®

(in thousands of dollars) (1910 = 100)
- Amount “Index :
1910 ... e, $37,715 - 100
1920 ..... P A e 98,010 260
1925 oo 109,800 _ 291
1930 ..... SO S . 79,716 ¢ 211

1940 ......... i 30,921 7 82

2 Pennsylvama Department of Internal Affairs. -
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- ter of a century, the state, until 1935 continued to adhete to the old

tax structure rather-than to' revise its fundamiental tax policy in such
~ 'a manner as.to encourage the confidence and incentive, necessary for
renewed growth in business and industry within the state, partrcularly,
to replace the loss in the extractive industries. From 1935 to 1943 the
state’s revenue needs resulted in changes in the tax structure, which
uncovered certam new sources of tax tevenues, but also added even
heavier taxes upon manufacturmg capital, employed within the state,
‘upon corporations, and upon public utilities, banks, and trust compa- -
nies. At this time, when tax revision is clearly indicated to meet post-
war requitements, the unfavorable trends, which have deyeloped 50
~ strongly since 1919 and appear likely to be even more pronounced in
the post-war ‘era, should be made a major consideration in determining
the substance of the new tax structure. The Commonwealth’s tax policy -
should safeguard the general welfare of Pennsylvania by stimulating
the expansion of industrial and business enterprise and full employment’ '
~'so that the adverse economic trends, at work in the state since 1919,
"may be reversed. Furthermore, private enterprise must be induced to -
_enter the areas of depleted natural resources to reconvert these districts
to diversified industrial activities. Unthrifty taxation of declining in-
come, wealth, and resources, however, will ‘only setve to hasten the -
- process of dechne now so evident throughout the Commonwealth s
economy '
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FEDERAL STAT.E FISCAL RELATIONSHIPS—
1913 1943 S

The General Assembly of the Commonwealth of Pennsylvama- .
will meet in 1945 with the Comimonwealth in exceptionally favorable
financial circumistances. As a result of the high level of production,
employment, and income in agriculture, mining, and industry, due to
the aggressive prosecution of the current wat, the Commonwealth itself
~will, in efféct, be free of debt.’ The operating- surplus of the General
- Fund for the cutrent b1enn1um is estimated to reach approx1mately be- .
tween $110- $115 m11110n while the net full faith and credit -debt of
the Commonwealth will not exceed $54 million on May 31, 1945,
‘Pennsylvania“ will, however, be faced in the post-war years with the
most serious economic and fiscal problems in its history. = -
. Chief among these post-war problems, many of which must neces-

sarily be resolved by the 1945 and 1947 sessions of the General Assem- =
bly, will be the relatio_ﬁship of the Commonwealth, its political sub-
- divisiens, and its citizens to the fiscal policies and tax structure of the
federal government. In fact, for many yeats to come every activity and
-évery person in the United States will, of necessity, be vitally affected
by a post-war national debt of unprecedented size. This debt may ap-
- proximate $300 billion by the end of the calendar year 1945. At that ‘
- level it would represent the equivalent of almost 75 percent of the

entire national wealth of the United States. The serv1cmg and redemp-
tion of this debt over a long period of years will tax all the ingenuities

" of the Umted States, its states and their pohucal subdmsons and all
'thelr c1tlzens if the debt is to be redeemed without recourse to 1nﬂat1on
. or direct repud1at1on 1n Who‘e or in patt. -

_ A national debt of $300 billion would require annual infe'rest ‘
charges ranging from $4.5 billion to $9 billion, dependmg upon the

- prevailing rate of interest. At $7 billion the annual interest charge -

- would be slightly above the average expenchtures of the federal gov- ‘
e {31} |



ernment for the teﬁ-year pertiod, 1930-1939: In fact, the average an-
nual ordinary expendifures' of the federal government for the decade;
1920-1929, were only$3.4 billion, Whil"é‘ the cost of the federal gov-
ernment in 1913 was only approximately $700 million. However, in-
terest of $8 billion per year on the federal debt would closely approxi-
mate the total operating cost of all state and local governments in the
United States in 1932. These figures sharply indicate the tremendous
rate of increase in the costs of the federal government particularly in
the decade, 1930-1939. | : | ’

" In 1913 total expenditures of all governments of the United States,
federal, state, and local, were $2.8 billion, or only 9.0 percent of the -

total national realized income of that year. As a result of World War I, -

total governmental expenditures in the United States rose to a high of -
$22.1 billion in 1919, or 35.1  percent of the national income of that
year. They fell sharply durmg the 1920-1929 decade and in 1930 were
only $11.4 billion, 15.7 percent of the national income of 1930. There-
~ after, they rose steadlly in the 1930-1939 decade to a peak of $17.0
billion in 1939, the last pre-war year, and absorbed 24.8 percent of the
~ national income of that year. In other words, from 1913 to 1939, both
peaceful years, governmental expend1tures in the United States rose
from 9.0 percent to 24.8 percent of total national income.

- The followmg table shows the accompanying rise in governmental
gross debt, federal, state, and local, from 1913 through 1943. Between
1913 and 1939, the last pre-war year, the federal debt increased from
$1.2 billion to $40.4 billion and, proportionately, from 224 to 71.0
‘percent of the total governmental debt in the United States.

1 Data on realized national income and governmental finances for 1943 and prior years,
used in this report, are from The Economic Almanac for 1944-1945, The Natlonal Indus
tnal Conference Board.
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OUTSTANDING ‘GOVERNMENTAL GROSS DEBT FOR
- SELECTED YEARS 1 o

(1n mxlhons of Ldollars) -

1913 19190 19307 1939 . 1943

S . %o % D % % %
Federal 2 .. $1,193. 22.4 $25,482 - 81.0 $16,185 48.9 $40,445 71.0 $136,696 90.0
State ..... 450 85 . 648 2.1 2,182 6.6 3,449 6.1 2,700 1.8
Local ..... 3,678 69.1 5321 169 14,718 445 -13,057 229 12,418% 82 -

Total .:... $5,321 100.0 $31,451 100.0 $33,085°100.0 $56,951 100.0 $151,814% 100.0

T At end of fiscal years

-2 Excludes guaranteed debt of federal agenaes amountmg to $5 45 b1lhon m 1939 and
,,,$4 1 billion in 1943.

" 3 Preliminary figure. Source: Economic Almanac for 1944-1945. The National Indus- -
trial -Conference Board‘ S P ' -

All state and local gross debt in . 1943 totalled $15 1 bllllOﬂ and

represented 10.0 percent:of the total governmental gross debt.in the- |

~'United States. Assuming that state and local debt will not expand pnor‘ |

' to the termination of the current war (in. fact, it has been reduced dut-
ing the war as a result of high revenues and restricted outlays) state
and local gross debt would represent less. than 5 percent of an estimated -
national debt of $300 billion’ at the end of the calendar year, 1945.

Consequently, the direct national gross debt has risen by decades
from $1.1 billion-in 1910 to $24.3 billion in 1920, then fell to $16.2.
billion in 1930, rose again sharply to $43.0 billion in- 1940, and, under -
:the 1mpact of the war, 1ncreased to $136.7 billion in 1943 and i 1s esti-
‘mated, by the end of 1945, to total approx1mately $300 billion: In
other-words, the national debt will have been multiplied by 300 times
_ between 1910, and 1945, desp1te an increase in population of approxi-
- mately 50 percent. The per capita national debt has.risen in the same
- .period from $12 in 1910 to $228 in 1920 (due to World War I), after
~ which it fell to $132 in 1930, then rose again sharply in 1940 to $326,
~and by the end of 1945, under the impact of the current war, will
'approxnnate $2,222 for every man, woman and child in the country
‘ In view of the fact that federal, state, and local sources of tax
- revenue are essent1ally the same, the above review of the ‘tremendous
growth of federal expenditures and national debt emphasizes the sharp’

- impact of permanently increased ‘normal Costs, of the federal govern-

" ment, the natlonal debt, and the higher federal tax structure, wh1ch all,, |
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state and local governments and their citizens must be prepared to face
in the post-war years, if national solvency and the constitutional form
of government are to be preserved.

Post-War Governmental Expenditures in the United States

At this time and until the federal goVernment makes clear its post-
- war fiscal and tax policies, federal-state-local fiscal relations, although
of more vital importance than ever before, must remain uncertain and
obscure.- Post-war federal revenue needs, however, can be fairly well
defined at this time. " In fact, the pattern has already been quite well
" established, although there are various estimates of annual federal ex-
penditures, ranging from $15 billion to $30 billion or more per year.
The more realistic forecasts of federal requirements in the post-war
yeats, however, range between $18 billion and $22 billion. ' For the

h ~purpose of this analysis, as well as because it represents the middle

ground, $20 billion per yéar for normal or ordinary federal post-war
‘operations will be the basis of all subsequent discussion in this report.
In fact, this figure has been recently accepted by the Ways and Means
:Committee of the House of Representatives as the basis of their pro--
jection of ordinary post-war expenditures of the federal government,
although this figure makes no allowance for annual payments toward
reduction of the national debt. ’

_‘ "Annual federal expenditure of $20 billion in the post-war years
- will represent 25 percent of the national income of $80 billion, attained
in 1929, the highest national income level in our history prior to the
current war. Assuming that all state and local governments in the
" United States do not spend in the first decade of post-war years more
than $9 billion to $10 billion annually (their 1939 disbursements were
"'$8.6.*billion), their annual expenditures of $9 billion would absorb
11.2 percent of an $80 billion income (1929). Consequently, total
normal annual expenditures of all governments in the United States
would absorb 36.2 percent of such a national income.

No government in history has been able to extract more than 25
percent of its total income annually for governmental purposes over
any extensive period of time, except during emergency periods, without
disastrous consequences to the national economy and the form of gov-
ernment. Consequently, 1t 1s quite apparent that the United States must
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- at all costs maintain a level of national income in the post-war years
“substantially higher than in the past quarter- century in order to service,
- without unfortunate consequences, the minimum post-war requlrernents _‘
- of all governments in the United States. ‘

Various estimates of the national income for the first decade of
the post-war era have been made. They range from a low of $68 bil-
lion (the national income in 1939) to a high of $150 billion (estx-
mated as the national income in 1944), the highest level ever attamed~
by any nation in history. ’ '

- Based on past experience and the more reahstlc economic and sta-

- tistical formulae for projection of national income, it would appear

. reasonable to assume that the United States can be eXpEcted to main-
' tain a minimum average national income of $120-$125 billion over the -

first post-war decade, with reasonable assurance that in the succeeding

years it will continue to expand over the.years under the impact of
~ Increasing population and productivity of the labor force. It would
not be safe, however, to assume a hlgher level than $120 $125 billion
~ for the first decade: Nor would it be reasonable to assume a lower
- one in light of the experlence of the Umted States and other nat1ons,
' followmg World War I. ‘ '

| The national income between 1920 and 1940, despite a sharply
declining wholesale commodity price level, which fell from 154.4 in
1920 to 78.6 in 1940 or 49.1 percent (1926==100), averaged $64.8

billion, only 5.3 percent below the peak attained during the World
War I period—$68.4 billion in 1920’ On that basis the annual national
income of the United States over the next twenty years may average

* close to $150 billion, the approximate peak of the present war period,

" and would be‘substan_tla)lly higher than the $120-$125 b11110r_1 national

income which, as stated earlier, is the estimated minimum level used

‘as a basis for purposes of this report. There will, of course, be ma]or, -

and minor fluctuations over the yeats.
In'the years between 1910 to 1920, the national income rose from

 $28.2 billion 'to  $68.4 billion. ‘This sharp increase was, of course, due.
to the effect of World War I, 1914 through 1920. This abnormal ex-

~ pansion was due substantially to a sharp increase in wholesale com- -

mochty pnces Whlch rose approximately 127 percent (1926——100)
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from 1914 through 1920, while the cost of hvmg rose 100 percent in -

~ the same period.

The years, 1920-1939, showed a sharp reversal, In fact, there was -
only a nominal average increase during the period, w1th an average«v
‘nat1onal income for the penod of $64.2 billion. ,, |

Drawmg a line from 1910 through 1939, a perlod of 29 years in-
" cluding World War I and the depression years in the 1930s, national
~ income rose from $28.2 billion in 1910 to $68.5 billion in 1939. Ttis
‘logical, therefore, to conclude that the abnormal increase between 1910
and 1920 was substantlally offset by the abnormal decline durmg the' :
depression years. , S _

The national income under the 1mpetus of World War II has ex-
~ panded even more rapidly than during World War I, rising fro_m $68.5
“billion in 1939, the last peace-time year, to, say, $150 billion in 1944.
“This unprecedented increase is due less to the inflation of. commodity
prices in the current war than in World War 1. During the present
- war the wholesale commodity index has risen approximately only 35
percent and the cost of living index approxnnately 25 percent, com-

‘pared with 127 percent and 100 percent in World War L

N It would appear reasonable, therefore, to conclude that any. reces-
sion in the twenty years following World War II will not carty to the
‘depths of the depression of the 1930s, primarily because -the rise in
the wholesale commiodity and cost of living indexes was not so sharp
in World War II as in World War I It would also appear to be a
~ reasonable conclusion that the twenty- year period, following World
War IT can be expected, in face of a possible decline in prices to the |
1939 or pre-war level, to produce an average annual national income -
in excess of $120-$125 billion and closely approximating the $150 bil-
lion peak of the war years, though there probably will be many years -

in the period which Wlll show a substant1a1 decline frorn a $150 b11110n
level. |

The rate of increase in the population of the nation has,bee_n de-;
clining since 1920 and is expected to flatten out between. 1965 and
1980, with the population of the nation becoming thereafter more or
less static at a level considerably above the preserit level of populatioh.
This factor, however, as well as a likely decline in ‘prices, probably will
be more than compensated for by the inctease in product1v1ty and con-
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~at all costs maintain a level of national income in ‘the post-war years
' substantially higher than in the past quarter-century in order to service,
- without unfortunate consequences, the minimum post-war requ1rements B
of all governments in the United States.

Various estimates of the national income for the first decade of
the post-war era have been made. They range from a low of $68 bil-
lion (the national income in 1939) to a high of $150 billion (est1-
" mated as the national income in 1944), the highest level ever attamed-
by any nation in hlstory

Based on past experience and the more reahstlc economic and sta-
- tistical formulae for projection of national income, it would appear
'reasonable to assume that the United States can be expected to main-

' tain a minimum average national income of $120-$125 billion over the = -
first post-war decade, with reasonable assurance that in the succeeding =

years it will continue to expand over the years under the impact of
increasing population and productivity of the labor force. It would
not be safe, however, to assume a hlgher level than $120-$125 billion

- for the first decade: Nor would it be reasonable to assume a lower -

- one in light of the experience of the Umted States and other nations
following World War I.

o The national income between 1920 and 1940, despite a sharply
‘d‘eclining wholesale commodity price level, which fell from 154.4 in
1920 to 78:6 in 1940 or 49.1 percent (1926==100), averaged $64.8
billion, only 5.3 percent below the peak attained duting the World
War I period—$68.4 billion in 1920.. On that basis the anriual national
income of the United States over the next twenty years may average
close to $150 billion, the approximate peak of the present war petiod,

" and would be substantially higher than the $120-$125 billion national

income which, as stated earlier, is the estimated minimum level used
as a basis for purposes of this report. There will, of coutse, be major
and minor ﬂuctuatlons over the years.

- In'the years between 1910 to 1920, the national income rose from
| $28 2 billion to $68.4 billion. This sharp increase was, of course, due.
to the effect of World War I, 1914 through 1920. This abnormal ex-
 pansion was due substantlally to a sharp increase in wholesale com- -
mod1ty pnces Wh1ch rose approx1mately 127 percent (1926—100)
| - [35]
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from 1914 through 1920, ‘while the cost of hvmg rose 100 percent 1n‘ :

. “the same period.

The years; 1920-1939, showed a sharp reversal. In fact, there was
only a nominal average increase’ during the period, w1th an averagel
,natlonal income for the penod of $64.2. billion. |

Drawmg a line from 1910 through 1939, a penod of 29 years in-
* cluding World War I and the depression years in the 1930s,. national
" income rose from $28.2 billion in 1910 to $68.5 billion in 1939. 1t i is :
logical, therefore, to conclude that the abnormal increase between 1910
and 1920 was substantlally offset by the abnormal decline durmg the |
depression years. :

' The national income under the 1mpetus of World Wat II has ex-
~ panded even more rapldly than during World War I, rising from $68.5
billion in 1939, the last peace- time year, to, say, $150 billion in 1944.
* This-unprecedented increase is due less to the inflation of commodity
prices in the current war than in World War I. During the present
- war the wholesale commodity index has tisen apptoximately only 35
 percent and the cost of living index approximately 25 percent, com-
‘pared with 127 petcent and 100 percent in World War L.~
| It would appear reasonable, therefore, to conclude that any-reces-
~ sion in the twenty years following World War II will not carty to the
depths of the deptession of the 1930s, primarily bécause -the rise in
the wholesale commodity and cost of 11v1ng indexes was not so sharp
in World War II as in World Wat I. It would also appear to be a

. reasonable conclusion that the twenty-year period, following World

War II can be expected, in face of a possible decline in prices to the
1939 or pre-war level, to produce an average annual national income
in excess of $120-$125 billion and closely approximating the $150 bil-
lion peak of the war years, though there probably will be many years -
in the period which w1ll show a substant1al decline from a $150 b1111on
level. L -
The rate of increase in the population of the nation has_be‘en de-.l»
clining since 1920 and is expected to flatten out between. 1965 and
1980, with the population of the nation becoming thereafter more ot
less static at a level considerably above the present level of populdtiori.
This factor, however, as well as a likely decline in prices, probably will
be more than compensated for by the increase in productmty and con-
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* sumption of the American labor force through technological develop-
ments, despite the almost certain, and probably desirable, retutn to'a
-~ forty-hour week in industry. In other words, technological develop-
ments should more than compensate for the decline in the rate of
- increase in populatron which wete effective factors in 1ncreasrng the
natronal income between 1910 and 1940.

- Given favorable attitudes on the part of federal state and local
governments toward individual and corporate enterprrse regulated to
maintain full competition and prevent abuses, the nation can, over the -
" next twenty years, maintain an average national annual income of ap-
proximately $150 billion, the approximate peak reached durrng the
current war, just as the average national income in the twenty years,
followrng Wotld War I, approximated the peak of that period.
It would not be safe, however, to project post-war tax structures
and post-wat governmental expendrtures on such a national income.
A study recently completed by the Brookmgs Institution would indjcate
a-national-income in the early post-war years of $127 billion. As stated

above, for the putposes of this report, $120-$125 brlhon will be used o

as the minimum average national income in the ﬁrst post-war decade.

Balanced Post~War Federal and State—Local Budgets

~ Continued deficit ﬁnancrng in the post-war years offers no alterna-
tive solution to the federal fiscal problerns On the contrary, it will
constitute a grave threat to our national Solvency, for the federal budget
has not been balanced since 1930. -Every subsequent year has shown
sizeable excesses of annual expendrtures over annual revenues, which
have been accelerated by the current war, with the result that the na-
tional debt has increased from $16.2 billion in 1930 to $48.5 billion

in 1940, and under the impact of the war, to $202.6 billion by June 30, -
1944. A-continuation of these federal deficits after the war will sharply

add to the debt and annual service charges and, sooner ot later, confi-

~ dence in the ability of the federal government-to redeem its debt may
be lost and repudiation through inflation, or, otherwrse will be_the -
‘almost certain consequence. | ,
- Annual federal expendrtures of $20 billion, combrned with annual~
expendrtures of $9 billion to $10 billion for all state and local govern-‘
. ments; wrll absorb, say $30 billion, a full 25 percent of the estimated
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$120 billion average national income of the pOSfQWar years'. In other

words, without a national income in excess of $120 billion, the United
States cannot afford to spend more than $30 billion annually for all

| govemmental putposes. To do so would be to court dlsaster

At the same time; however, a total tax-take of 25 petcent of a

" minimum national income . of $120 billion will permit a balancing of

budgets on all levels of government and at the same time assure the.
g 8 ‘ .
preservation of all reasonably essential sefvices, except annual payments.

- toward- the redemption of the federal debt.

In those years, when national income e;iceeds the $120 billion level,

:by maintaining the then prevailing federal rate of tax-take, federal sur-

pluses will be produced in sufficient volume to permit periodic pay-
ments toward redemption of the national debt. ‘A national income of
even $160 billion, with a 25 percent tax-take for all governments,
would mean only $40 billion for all govemmental purposes. “Of this

$40 billion, $30 billion would be absorbed for normal operatlons at all

levels of government, leaving only $10 billion for federal debt redemp-

“tion, increases in ordinary federal, state, and local expenditures, or,
“more likely, a reduction in federal, state and local tax rates. Even with - |
_annual federal debt retirement at the rate of $5 billion, it would require
sixty years to retire the entire federal indebtedness of $300 billibn.

However, a reduction of the debt to $100 billion could be accomplished
in forty years without a decrease in federal expenditures below the
estimated annual requnements of $20 billion.

The conception of national income at best is a very arb1trary and

dangerous one, unless its use is properly safeguarded. National income

is the resul of production, not the canse. High national income arises

out of full employment and is not the cause of full employment. Con-

sequently, if the United States is to maintain a high national income

- in the post-war years, it will do 0 only as a result of full employment
of all its manpower, its natural resources, and its industrial plants.

“In order to permit this full production, which will insure full em-
ployment, the tax structures of the federal, state, and local governments

~ must be so co-ordinated and so devised with relationship to one another

that the total impact of taxes will encourage both maximum production -
and maximum consumption in proper balance. A vital step toward -
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these. goals would be a substantial reductron in the present rates of
taxes, especrally at the federal level. '

It is quite obvious from declarations of various federal agencres :
“and officials with respect to post-war fiscal policies, as well as from the
realities of the present situation, that the current federal excess profits
 tax, levied as a war profits tax be entirely ehrnmated and the total fed-
~eral tax burden on corporations be substantrally reduced in order to
* encourage quick reconversion of industry and continuous post-war ex-
pansion by cotporate enterprises under the stimulus of the opportunity
of reasonable profits and the spur of vigorous competition. This neces-
“sary and obvious program is a recognition of the fact that prompt and
substantial r_eductions, in federal corporate taxes are the best means to
benefit the general welfare of the nation by assuring a highly virile,
productive, and income-producing economy. ‘This program will neces-

~ sitate, as ‘well as effect, a more equitable redistribution of the balance

among federal taxes on production, income, and consumption. It will
also require the continuation of a larger total levy over a broader base
of personal net income than was employed before the war. . It will in-
volve the continuation of the present federal excise taxes, or, at least,
those on-gasoline, hquor and tobacco though perhaps, at lower rates -
‘than at present. '

Such a federal program would in effect eliminate the corporate
excess profits tax, maintain the normal corporate income tax at 40 ot
45 percent, and reduce the present personal income tax rates to levels

below those now prevarhng, but higher than those WhICh obtained in

the pre-war years.

" The state and local governments therefore, must be prepared to
set the pattern of their tax structures accordrng to these more or less
evident trends in federal taxation until such time as a better integration
of tax policies among all levels of government.is made possible by a

* clearer definition of federal policies and a more equitable allocation of =

tax sources between the federal government and the states. -

-
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" THE GROWING COSTS "OF GOVERNMENT IN
' THE COMMONWEALTH AND ITS POLITICAL
. SUBDIVISIONS '

“The costs of the sta_te; government of theNCommonwealth' more.
‘than doubled between the 1911-1913 and the 1919-1921 biennia,
rising from $62. 9 million to $156 8 million. In the latter period, when
the state’s fiscal year extended from December 1 of one year to Novem-
~ ber 30 of the following year, the costs - of state government represented
1.4 percent of the Commonwealth’s share of the national income
(income payments to mdrvrduals) in 1920 and 1921 In the 1929-1931

biennium the Commonwealth’s current operating expenditures reached

a pre-depressron peak of $364.3 mrlllon 2. 7 petcent of the Common--
wealth s, income in ‘1929 and 1930.*

In the ‘thirties the costs of state government rose in the 1937-1959 :
rbrenmum to an all-time hrgh of $667.0 million, or 6.2 percent of state
~ income. (the state’s share of national income payments) in 1937 and

1938 and fell in 1941-1948 to $657.3 million, 4.1 percent of state in-
_ come in 1941 and 1942. This c'onsistent upward trend represents-an
__‘ﬁrrncrease of 150 percent in the cost of state government between 1919-
1921 ‘and 1929- 1931, followed by a further increase of 80. 4 percent '
| between 1929-1931 and 1941-1943, representing a “total increase of
319.2 percent between 19191921 and 1941- 1943,

Due to the lack of adequate records of the cost of government of
’the.numerous political subdivisions of the Commonwealth,-it is impos-
sible to give the over-all cost-of government of the Commonwealth and
~_ all its political subdivisions prior to 1922.  Even in that year, it is -
necessary to estimate the costs of government for the political subdi-
visions of the state. The entire cost of operations of the Commonwealth
and 1ts polrtrcal subd1v1srons (excludrng all debt service and capital

1In: the interim the Commonwealth s fiscal year had been changed to extend from
. June 1 of one year to May 31 of the following year. Consequently, the relation’ to state-
1ncome based upon the calendar year, is more accurate, when related to 1929 and 1950
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outlays) in 1922 i is estimated at $280 m1llxon After 1922 it is pos-
sible to give more accurate figures of the over-all costs (excludmg all
 debt service and capital outlays) of the-Commonwealth’s political sub-
~ divisions, but only for the years 1932, 1939, and 1942.%

By 1932 the total cost of government of the Commonwealth and

jts political ‘subdivisions (excluding all debt service and capital out-
lays) had risen to $422 million or 50. 7 percent over the comparable‘
estimated costs in 1922. Over-all costs (excludlng all debt service and
capital outlays) rose sharply in the next decade (due chiefly to the

expansion of state governmental costs) to $566.8 million in 1939 and

~ fell to $528.5, million in 1942, the latest year for ‘which’ comparable
" figures are available. ‘This represents an increase in the annual operat-
 ing costs of the Commonwealth and its political subd1v151ons (exclusive
of all debt service and capital outlays) of 34.3 percent between 1932
and 1939, followed by a decrease of 7.2 percent‘\between’ 1939 and
1942 or a net increase of 25.2 percent between 1932 and 1942.

In addition to these comparable operating expend1tures of the
Commonwealth and its political subdivisions, there were further pay-
ments for capital outlays (acquisition of land and buildings, building
construction, and major improvements), for debt service, and for retire-
ment of debt. Uniform data, even for the selected years given above,
are not available for these particular expenditures by the Common-
wealth’s political subdivisions because of lack of adequate records prior’
to- 1937. ' o ‘

New devices for financing certain activities of the Commonwealth
and its political subdivisions also became available in the.1930s in the
form of quasi-state agencies and state and municipal authorities. Gen- |
erally, such aathorities are presumed to be self-supporting and are
authorized usually to build or to acquire and operate public utilities,
“such as bridges, public buildings, water works, sewage disposal plants,
and municipal housing units. Municipal authorities and housing au-
~ thorities are presently organized in Pennsylvania under the Municipality

Authorities Act of June 28, 1935 (P. L. 463) and the Housing Authori-
ties Law of May 28, 1937 (P. L. 955), respectively. Among state

1 Figures for 1932 derived from decennial report “Wealth, Debt and Ta:tntlon * Bureau
- of Census, U. S. Department of Commerce. Those for 1939 and 1942 are from Report

No. 1 of the Local Government Commission of the Commonwealth dated September 1,
1944 . : ‘ -
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authorities, there are the General State Authority, created under the Act
of June 28, 1935 (P. L. 452) and held to be constitutional in the case of
Kelley v. Eatle, et. al., (325 Pa. 337), and the Pennsylvania Turnp1ke
-Commission, created under the Act of May 21, 1937 (P.L.774). Au-
thorities are organlzed as corporate entities, pr1v1leged to issue and retire

- bonds on their own credit. They provide a means to finance ‘genumely :
self-liquidating public services, such as sewerage and drainage prob-
lems common to a natural area, without the restriction of political
‘boundaries. In some cases, however, the authorities enter into direct
competition with ptivate enterprise and, in others,' they may -co_nstitute '
a subterfuge, whereby the state and its local subdivisions can exceed
the constitutional and statutory debt limits, in case the authorities are |
~ not truly self-liquidating. Furthermore, their operating costs and cap-
ital outlays are not considered as costs of the govetnmental units which -
they serve, thereby making it difficult to determine comparatwe over—alll
costs of government. -

" At the close of the Commonwealth’s fiscal year of May 31, 1943,
four such quasi-government ‘agencies of the Commonwealth—the Gen-
eral State Authority, the Pennsylvania Turnpike Commission, the Dela-
ware River Joint Commission, and the Delaware River Joint Toll Bridge -
Commission—had an aggregate outstanding gross debt of $130.1 mil-
lion,* compared with the Commonwealth’s. outstanding gross full faith
and credit debt on the same date amounting to $106 million.

Although little ofﬁc1a1 information is available concerning the total
long-term bonded indebtedness of municipal and housing authorities, a
standard compendium of municipal and government bonds lists no less °
than $62 5 rmlhon of such issues as outstandlng in 1942

The Growth of Public Debt in the Commonwealth

, The Commonwealth came out of World War I w1thout any net
~ full faith and credit debt. Between 1923 and 1931 the net bonded
debt of the Commonwealth rose from $46.9 million to $78 0 million,

“all for highway purposes®> In the following decade the met full faith

and credit debt of the Commonwealth rose to a peak of $135.4 rmlhon
-in 1935, following the issuance of veterans’ bonus and general expense |

_ 1 This does not mclude bonded mdebtedness of the Pennsylvama State College.
2 In the aggregate $100 million of road bonds were issued between 1919 and 1926.
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,bonds and fell to $68 2 rn1111on in 1943. In the meantime, 1nterest <
payments on the bonded debt of the Commonwealth at their peak in -
1935-1937 amounted to only $11.5 mllhon or 2.0 percent of the total

cost of government of the Comrnonwealth in that biennium and fell -
- to $8.5 million or 1. 3 percent of the total .cost in 1941 1943.

In 1923, the earliest year for which figures are available, the net
bonded debt 'of the political subdivisions of " the Commonwealth was
reported 2 as $531.6 million. The net bonded debt of the political sub- -
divisions had increased to a peak of $1,074 million in 1931, after which
it appears to have fallen steadily over the next decade to an estlmated :
total net bonded debt of $864.5 million in 1947 2

“Debt service charges of the poht1ca1 subdivisions of the Common-
wealth in 1942 (mcludmg payments from operating funds, transfers to
sinkirig funds from operating funds to cover interest charges and state
taxes on bonds, interest charges on temporary loans, as well as repay-
ment of principal on long-term bonds) amounted to $108.1 million or
24.7 percent of the 1942 cost of operations and debt service of the Com- -
monwealth’s_ political subdivisions. - The debt setvice charges of the
Commonwealth itself in 1942 amounted to $15.2 million or 7.1 percent
of its total costs of operation and debt service. Consequently, in the
aggregate total debt service payments of $123.3 million amounted to.
18.9 percent of the total cost of government (excluding capital out-
lays) of the Commonwealth and its political subd1v1s1ons in 1942 and
19.3 percent in 1939. -

VDISTRIBUTION OF OPERATING EXPENDITURES OF
THE COMMONWEALTH AND ITS POLITICAL ‘
SUBDIVISIO’\TS—1939 and 1942 |

A mose informative analysis of the costs of government (exclud-
~ing-all capital outlays) for the Commonwealth and its political sub-

1 The aggregate amount of veterans bon,us and general expense bonds was $75 mllhon -
2 By the Pennsylvania Department of Internal Affaurs '

3 See Report No. 1 of the Joint State Government Commission, ent1tled “The Debt of -
the Commonwealth of Pennsylvania and Its Local Subdivisions,” pubhshed December 16,
1943. Since the date of publication a complete- survey by the’ Pennsylvama Department of
‘Internal Affairs has placed the #et bonded indebtedness of the political °ubd1v151ons as’
$859.8 million, or 0.6 percent less than the total estimated in Report No. 1. -
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divisions may be secuted from- the followmg table, which presents
. these costs for 1939, the last pre-war year, and. 1942 the latest year for
' Wthh ﬁgures are’ avarlable | :

DISTRIEUTION OF OPERATING EXPENDITURES OF THE
"COMMONWEALTH AND ITS POLITICAL SUBDIVISIONS
- 'BY CLASSES OF UNITS OF GOVERNMENT *

) C/mnge

. L 1942

T 1939 Y of - 1942 % of  Over

o - Expenditures Total . Expendzturer Total -~ 1939
Commonwealth ....... $260,553,0002  37.1 $214,040, 0003 ©.328 - —179

"~ Local Governments o . - ) .
_Counties ........... 64,182,270%" 9.1 .63,554,5934 T f98 0 — 11
“Cities . ..... e 1139,756,0585  19.9 133,844,6625 = 20.6 — 4.2
Boroughs . ... ST | 28,246,3198 40 - 25,519,513 6 3.9 - 9.7
Townships ....... . 153745507 2.2 16,790,5977 - 2.5 -+ 9.2
School Districts ... .. 194,510,1018  27.7 198,032,8128 304 4+ 1.8

Total Operatrng . - S S
Expenditures $702,622,2,9879 .100.0 $651,762,177°  100.0 — 7.2

1This table excludes all direct federal expenditures within the Commonwealth, i.e.,
those which were not administered through the Commonwealth’s treasury. '

. 2Exclusive of $38,191,000, granted to local governments by the Commonwealth, but
*including $38, 977,000 of federal grants, received and disbursed by the Commonwealth

-~ 8 Exclusive of $89 921,000; granted to local governments by the Commonwealth, but
~ including §57, 480 000 of federal grants, received and disbursed by the Commonwealth.

¢ Includes $7, 000 384 in 1939 and $9, 827 073 in 1942 .received as grants from the
Commonwealth

 5Tncludes -§1, 737 882 in 1939 and $2,262,737 in 1942, recerved as grants frorn the -
Commonwealth.

6 Includes $1,065,453 in 1939 and $376 929 in- 1942 recerved as grants from the .

- Commonwealth. -
~ 7Includes $3,837, 042 in 1939 and $4, 661 960 in 1942 recetved as. grants from the‘ )

Commonwealth

8 Includes $34,263, 510 in 1939 and $46,544,147 in 1942, received as grants. from the
Commonwealth (1nclud1ng $1 100 000 of federal grants made through the - -Common-
_ 'wealth)

9 State grants represented 5.4 percent of the total in 1939 and 15 8 percent in 1942

R federal grants (through'the Commonwealth’s treasury) represented 5.5 percent of the

total in 1939 and 8.8 percent in 1942

/ As méy- be observed in the preceding table, the expenditures (ex-
cluding capital outlays) of the political subdivisions of the Common-
‘wealth represented 62.9 percent of the total expenditures of the Com-
monwealth and its pohtrcal subdrvrsrons in-193%9 and 1ncreased to 67 2"_'
percent in 1942. “ o )
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In both’ Years the expenditures of the various classes of units are-
ranked in the same order, although the proportionate shate of total
“expenditures for all classes of government show-a decided change be-
tween 1939 and 1942. The outstanding changes in proportion occurred
~ in the Commonwealth s expenditures, which ranked first both in 1939
- and 1942 with 37.1 petcent and 32.8 percent, respectwely, of the total
~ expenditures of the Commonwealth and its poht1cal, subdivisions. The
second-ranking expenditures of school districts increased proportion-
ately from 27.7 percent of the aggregate operating costs of the Com-
monwealth and its political subdivisions in 1939 to 30.4 percent in 1942.

Major Cost Functions of_the Commonwealth and Its Political

Subdivisions * - ' ,

The-problem of changes in the fiscal and tax relatlons among the ‘
~Commonwealth and its political subdivisions falls naturally into two
phases— (1) the desitability of reallocation of certain tax sources of
- the Commonwealth, and (2) the desirability of the reallocation of
~ various governmental functions and their costs ‘among the ‘Common-
- wealth and its political subdivisions.

In its tax aspects, this reallocation problern resolves itself into the
question of potential relief of real property from its present heavy tax -
', burdens in the Commonwealth’s political subdivisions. Such relief can
be effected either through authorization of additional tax soutces to the
local units of government, to permit a greater diversification of the tax
burden in the political subdivisions, or by either reallocation of govern- -
mental functions or redistribution of the costs of such functions, in
“whole ot in part, among the Commonwealth and its vatious classes of
political subdivisions.

- The followmg table shows the distribution of operatmg costs of
the Commonwealth and its political subdivisions among the various
funct1ons of government for 1939 and 1942

1 For detailed analy51s see Report No. 1, “Costs of Government in the Commonwealth
. of Pennsylvania,” published by Local Government Commission, September 1, 1944, -
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SUMMARY OF OPERATING EXPENDITURES AND THEIR
PERCENTAGE DISTRIBUTION—BY . FUNCTIONS—
OF THE COMMONWEALTH AND ITS
POLITICAL SUBDIVISIONS 1

) ) » 1939 B 1942
Function . Amount . Percent - - Amount Percent
Welfare ...vvvinennnn.. e $163,087,929  23.2- ~ $126,288,902 ©  19.4
" Education .............. P 159,120,396 22.6 173,754,348 26.7
Highways ... ........... PR © 80,841,065 - 11.5 55,419,905 - 8.5
Protection to Persons and Property. . 50,854,950 7.2 53,300,189 8.2
General Administration .......... 42,608,245 6.1 46,668,416 7.2
Miscellaneous & .......... e - 24,168,576 34 23,235,615 3.5
Judicial ... . e 15,025,794 2.1 15,539,628 2.4
~ ‘Health and Samtatlon i 13,289,840 2.0 14 581,259 2.2
Corrections ............... e . 10,282,252 1.5~ 11,530,525 1.8
Libraries and Recreation ...v..... 77,567,799 1.1 8_182 189 1.2
Total Operations .."......... $566,846,846 80.7 - $528,500,976 81.1
Debt Serv1ce e e 135,775,452 193 123,261,201 18.9

Total Operating Expendltures $702,622,298 - 100.0 . $651,762,177  100.0

In 19_39'welfare expenditures represented 23.2 pefcent and educa-

tional expenditures 22.6 percent of the total expenditurés for opeia—_

tions and debt service by the Commonwealth and its political subdi-
visions. In 1942 "educational costs, with 26.7 percent of the total

expenditures for operations and debt service by the Commonwealth and-

its political subdivisions, took first place. Public assistance or welfare

costs, representing 19.4 percent in 1942, were reduced to second place
‘in the functional expendltures of the Commonwealth and its pohtlcal
subdivisions. | ' ‘

Welfare education, debt service, “and highways, the four most

_ costly functions, jointly absorbed 76.6 ‘percent in 1939 and 73.5 percent

in 1942, respectively, of the total costs (capital outlays excluded) of -

the Commonwealth and its pohtlcal subdivisions in those yeats.
The following table presents the expenditures for the various

.functlons and debt service requirements of the Commonwealth and -

its political subdivisions in 1942, with percentage distribution of the1r
combined expenditures. The expenditures are shown according to
the governmental unit, making. the final disbursement; for example,
school district expenditures from grants, made by the Commonwealth,
are shown as expenditures of local governments and, consequently, are
“not included in the amount shown as eXpended by the Commonwealth.

1 For detaxled analy51s of the total costs of government in the Commonwealth 1939 ¢

and 1942 see Local Government Commission Report No. 1, dated September 1, 1944
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DISTRIBUTION OF TOTAL COSTS—BY FUNCTIONS
AMONG THE COMMONWEALTH AND ITS
POLITICAL SUBDIVISIONS—1942

(in thousands of dollars)

. Percent
y o Common- Political © Combined of
Expenditures = wealth = Percent Sub-Divisions Percent Total Total

Education . ....... 14,882 , 6.9 -7 158,872 36.3 -~ 173,754 26.6

T Welfare .. ..... ... 113,963 53.2 12,326 2.8 126,289 - 194.

_ Highways ........ 22,889 10.7 32,531 - 7.4 | 55,420 " 8.5
-~ Protection of - Persons ' o C :
and Property” . 11,260 - 5.3 42,040 9.6 53,300 8.2
_ General Adrmmstra : : - .
tion .......... . 14,130 6.6 32,538 7.4 46,668 7.1
Miscellaneous . .... 10,694 50 . 12,542 2.9 23,236 . - 3.6
Judicial ...7...... 2,584 12 12,956 30 15,540 2.4
Health and Sanita- i - - o

tion ........... - 3224 - 15 11,357 2.6 14,581 2.2
Corrections . ...... < 4,836 2.3 6 695 1.5 ~ 11,531 1.8

~ Libraties and Recre- o ' ] .

ation ...... e 422 0.2 7,760 1.8 8,182 13
Total ........ 198,884 _ 929 329,617 75.3 528,501 81.1
Debt Service ...... 15,156 7.1 108,105 247 123,261 189
" Total Operating. ) o - T :
Expenditures 214,0401 - 100.0 437,722 100.0 = 651,762 - 100.0 °

- 1 Excludes $89,921,000 of ‘grants by the Commonwealth to its political subdivisions..

The largest expenditure of local governments, (including expen-
ditures made from state grants) was for education, which represented
36.3 percent of the total operating expendltures made by the Com-.
‘monwealth’s political subdivisions in 1942., Expenditures for the pub-
lic school system were followed, proportlonately, by provision for the
retirement of debt, which accounted for 24.7 percent of the total expen:
ditutes of local government. ‘The only other functions at the local
government level which required more than 5 percent of the total
" operating expehditﬂres, were those for protection of_perséns and prop-
“erty, 9.6 percent, and highways and general administration, each of
which accounted for 7.4 percent of the direct operating expenditures
of the Commonwealth’s political subdivisions in 1942,

At the state level of government in 1942, direct expendltures
(exclusive of grants to local governments) by the Commonwealth for
functions and debt requirements show that welfare (including public
assistance) represented more than one-half of the state’s total direct
expenditures: Direct expenditures for hlghways represented 10 7 per-,
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cent, and provision for debt requirements, 7.1 percent of the total
direct expenditures of the Commonwealth in 1942. Direct expendi-
tutes for education (exclusive of grants to the school districts) required

6.9 percent of the state’s direct expenditures and were followed in

descending order by expenditures for general administration, miscel- -
laneous corrections, judiciary, and libraries and recreation.

‘In the decade, 1933-1943, the Commonwealth’s expenditures (m-
cluding state grants to local governments) for pubhc assistance, schools, -
_and highways accounted for 70.6 percent of its total operating expen-

d1tures as follows: L
Ten Ye:tr Period—‘l 933 -1943

Predomznant,State T o Amount Percent of Tozal
Operating Expenditures : (in thousands of dollars) - ‘Operating Co:t.r_
Relief (Public Assistance Only) ceveedos $897,597 - 305
Schools ....:.......... [T 524,989 _ 17.8
. Highways ......... FETR P - 657,380 o , 22.3
Total ....... [EPOIE S $2,079.966 - - . 70.6
Total Operating Expenditures ... .. $2,946,753 _ - 100.0

The problem of reallocation of tax sources and redistribution of
functions and their costs among the Commonwealth and its various:
political” subdivisions, in its final analysis, must be closely related-to ~
these three major. functions—schools, relief, and highways.

In the 1943-1945 biennium schools will undoubtedly constitute -

_ the most costly function, due partly to decline in relief costs under

* prevailing high employment resulting from war conditions, and partly

_to an increase in teachers’ salaries, represented by additional appropria-

tions of $24.3 million for the 1943-1945 b1enmum by the General
~Assembly for that purpose. -

It is estimated that the pubhc school system expendltures will *

‘probably exceed 35.0 percent of the total operating costs of the Com- "

‘monwealth and its pol1t1cal subdivisions in 1943- 1945

| Furthermore, in view of the high level of product1V1ty and em- =
‘p10yment anticipated in the first decade following the end of World

War II, relief costs can be expected to continue at a lower level than

those for the public school system, which for many years to come will -

~ probably be the' hlghest cost function of govemrnent in the ‘Com-

: ‘rnonwealth : '
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FEDERAL GRANTS TO THE COMMONWEALTH
~ AND ITS POLITICAL SUBDIVISIONS

“Apart from the normal federal functions, exercised within the

Commonwealth of Pennsylvania (such as the post office, military and =

naval establishments, etc.), the federal government, prior to 1933,

granted certain subsidies to the state for encouragement and partial
support of such national interests as highways, agnculture and other -

miscellaneous ‘activities, chiefly concerned with the preservation of
natural resoutces. These federal subsidies to Pennsylvania were paid
into the State Treasury, with the exception of certain federal grants
- to the Pennsylvania State College, (which in the case of Pennsylvania
and a few other states were made directly to land-grant colleges).

" In 1931 federal subsidies, passing through the State Treasury,
totalled only $7.4 million, with about 83 percent of this total dedicated
to highway purposes, 9 percent to education, and the balance, 8 per-
cent, to agricultural and miscellaneous purposes. After 1933, as a
result of the depression and a substantial change in federal policies, .
these federal grants increased rapidly. By 1939 federal grants, passing
| through the Treasury of the Commonwealth, had increased fivefold -
over 1931 to reach $39 million. This marked increase in federal grants
to the Commonwealth was particularly noticeable after the introduction

of federal grants for social security purposes (including employment -

security, old age assistance, -aid to dependent children, health and
- numerous other programs; none of which had existed prior to 1936).

Federal grants passing through the State Treasury in 1939, wete
predominately for purposes of public assistance, unemployment com-
pensation administration, and employment services. Grants for these
purposes amounted to about 57 percent of ‘the total of such gra.nts’ in
1939, while grants for highway purposes decreased proportionately to

“about 25 percent, and grarts for education fell to less than 7 percent ,
- of the" total federal grants, passing through the Commonwealth s
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Treasury. - Federal grants for mrscellaneous purposes in that year
amounted to about 10 percent of total federal grants, recerved by the-
) Commonwealth s Treasury. . '

In 1942 federal grants, passing through the Commonwealths
. Treasury, increased by 47.5 percent from '$39.0 million in 1939 to $57.5 -
~million. The proportion- of federal grants, earmarked for public
assrstance and unemployment compensatron administration, remained
*at about 57 petcent of total federal grants, but those dedicated to edu-
cation, due to large grants for special national defense training pro- -
grams dusing the war, increased to more than 20 percent of total fed-
eral grants in 1942. Hrghway grants in 1942 amounted to about 16
~ percent of the total, while those for other purposes decreased to less
than 6 percent. '

The growth of federal grants passmg through the Common-
wealth’s Treasuty, classified as to purpose,. may be observed in the
following table:

FEDERAL SUBSIDIES THROUGH THE COMMON- -
" WEALTH’S TREASURY—BY PURPOSE
1931, 1939, and 1942 ’

: - : : . : ‘ Percent
PURPOSE ' : - : ' "~ of Total
' ‘ 1931 . 1939 - ' 1942 1942
Public Welfare. : (in thousands of dollars) - - :
Employment Security Adrmmstratron R - $7,626 $5,604 9.7
COther . i i el 14,583 27,489 47.8
Total Welfae ........ G e $22,209 $33,003 - 575 -
Schools i o ) , ] L
National Defense .............o.  wvvee ... © $10,289 179
Other ...vvvivriiinriinenann-. - $666° $2,656 1,784 3.1
Total Schools ............. $666 - $2,656 $12,073 210
Highways . ....... TR . $6,177 $9,598 9,146 . 15.9 -
Health ............... P e e 922 : 1,482 . 2.6
Agriculture ............... el 504 ..., - - 852 1.5
Miscellaneous ..... e see T8 - 3,592 - - 834 1.5
100.0

Grand Total ......7....... C$7425  $38,977  $57,480

These federal grants to the Commoriwealth passing. through the
Commonwealth’s Treasury, as reported above, do not, however, tell
the whole subsidy stoty by any means. In fact, huge direct federal
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,subs1dres to tradrtronal state and local functrons whrch d1d not ﬂow
through the Commonwealth’s Treasury, were mstrtuted in 1933. They

- greatly exceeded the federal grants which flowed through the Com-
- monwealth’s Treasury. These direct federal expenditures or subsidies . -

- within the state were made through.such federal agencies as the

CW.A, FERA., WPA, NYA, CCC, and A AA. These pay- = .

ments were made directly to 1nd1v1duals and to political subdivisions
of the Commonwealth in suppqrt of functrons ‘which were not tradi-
tionally conceived to be federal.. Other huge federal funds were
granted to local governments and authorities within the Common- -
‘wealth, as outrrght grants and as loans, through the federal P.W.A.

R In the ten-year period, 1933-1943, such direct federal‘ expendltu_r_es
B within the Commonwealth -amounted to the huge sum of $1.7 billion, -
_ an amount equivalent to 64.9 percent of the total revenues, derived
~ from purely state soutces, of all the operating funds of the Common-
wealth in this decade

If the Comrnonwcalth and its pohtlcal subdrvrsrons had assumed
the burden in 1939 of raising from their own resources sufficient rev-
- enues to cover all these direct federal expendrtures which amounted -
to $256.3 million, the total costs of operations and debt setvice of the
- Commonwealth and its pohtrcal subdivisions would have been in-

“creased by 36.5 percent, from $702.6 million to '$958.9 million. In
1942, under the influence of the war and with huge amounts of federal
funds flowing into the Commonwealth through federal military estab-
lishments, ship yards, arsenals, and other war-created-industries, the

direct expenditures of subsidies by the federal government through -

W.P.A,NY.A, AAA, and other similar activities, were reduced to
$132.2 mrlhon. Thrs amount, nevertheless, amounted to more than one-
. fifth of the total tax revenues of the Commonwealth and its political
subdivisions in that year and, if these payments had been assumed by
the Commonwealth and its. political -subdivisions ‘their total expendi'- :
‘tures in 1942 would have been increased by about 20" percent . from
_ $651 8 million to $784 million.

" If the Commonwealth had provrded all of®the federal funds",

(other than those for social secutity purposes, such as public assistance

and unemployment compensation admmrstratron) expended by the_ Lo

ffederal government within the Commonwealth in the decade 1933-
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1943, in the form of grants, passing through the State Treasury, as
well as the direct federal payments within the state to local govern-
ments, authorities, and individuals, the Commonwealth would have
been forced to increase its revenues from its own resources in- that
decade by $1,842 million or 70.6 percent. ‘
If the Commonwealth had provided only those funds, received
from the federal government as grants passing through the State
_Treasury in the decade 1933-1943 (exceptmg those for purposes in the
direct national interest, namely, social security, highways, and relief of
unemployment) the revenue needs of the-Commonwealth during the
decade would have been increased by $39.3 million or 1.1 percent. ‘The
absorption by the Commonwealth of all federal grants, passing through
the Treasury of the Commonwealth (excepting only social security
funds for public assistance and unemployment compensation adminis-
tratlon) would have increased the Commonwealth’s revenue needs in
1933- 1943 by $150.1 million or 7.3 percent. !
~ On the other hand, if the Commonwealth had prov1ded all the
funds, expended directly by the federal government within the Com-
monwealth, as well as those passing through the State Treasury, in the
decade 1933-1943 (excepting expenditures for social security, high-
ways, and relief of unemployment), the revenue needs of the Common-
wealth would have been increased by $312.2 million or 12.0 percent.
The following tables show direct federal expenditures in Pennsyl-
vania, as well as those passing through the State Treasury, on a fanmc-
- tional basis between 1933-1943. These figures vary slightly from those
used in. the preceding paragraphs which ‘are on the basis of expend1-_
tures by various funds, state and federal |

DIRECT FEDERAL EXPENDITURES WITHIN
PENNSYLVANIA—1933~ 1943

(in thousands eof dollars)

» - Total
1933-35  1935-37 ~ 1937-39 1939-41  1941-43  1933-1943
Relief ......... M651 397,662 385,144 250,472 = 96,288 1,418,217
Agriculture . ... . 964 6,637 10,919 17,663 20,998 57,181
Housing ....... - . e cee 2,069 70,105 . 72,174
Public Works .. 1,302 24,380 38,779 46,539 4,490 115,490
Other ..... Lo 3,185 4172 5,141 14,282 1,870 28,650
Total ..... 294,102 432,851 439,983 = 331,025 193,751 1,691,712
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FEDERAL AID TO. PENNSYLVANIA

(Grants to the Commonwealth’s Treasury)
1933-1943 -

(in thousahds of dollars):

; Total -

1933-35 . 1935-37  1937-39 = 1939-41  1941-43 1933-1943

‘Relief ......... S 26 12,096- .. 33,219 42,197 - 52,156 139,694

. Employment Service - 188 1,402 13,732 12,491- 8,205 - 36,018
- Highways ........ 27,154 21,240 30,431 17,674 14,391 110,890
Education ........ . 1,482 1,645 3,411 6,995 .-21,733 35,266
Other ....... e 186 . 154 167 307 . 380 1,194

Total ....... 29,036 ,3653'7' 80,960 79'6'64 96865 323,062

FEDERAL AID TO AND DIRECT FEDERAL EXPENDI-
TURES WITHIN PENNSYLVANIA '
1933-1943

(in ’thqusands of do_-llars)

' . : o < ' Total

\ , 1933-35  1935-37  1937-39  1939-41  1941-43 1933-1943

Direct Expenditures - 294,102 432,851 439,983 331,025 193,751 1,691,712
Federal A1d ...... . 29,036 36,537 80,960 . 79,664 96,865 323,062

Total ... 323,138 469,388 520943 410,689 290,616 2,014,774 "

In view of the extraordinary post-war national debt which the
federal government must-setvice and redeem, ‘and the heavy burden,
which necessarily will fall upon the tax resources of the federal gov- -
ernment, the Commonwealth may find it necessary to provide the equiv-
alent of all these federal modies from its own revenue sources. As its
contribution to assure redemption of the national debt, the Common- -
wealth could undertake to supply all such funds, with the exception of
those for —pdrposes, which ate clearly in the direct national interest,
such as for highways, for agriculture, and for relief in petiods of acute,
nation-wide unemployment. These-three purposes. relate to matters,
which either directly affect the national interest or arise out of economic -
‘cond1t1ons of national, rather than state or local; scope.

Such a course of action on the part. .of the- Commonwealth Would )
not involve the elimination of federal grants, made under the social

security act for categorical assistance, such as old ‘age assistance, and
. aid to dependent children, and for unemployment compensation admin-

istration, or the elimination of the established unemployment compen-
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. sation structure. These act1v1t1es together W1th national highways,-
- agriculture, and unemployment relief, in times of a nation-wide depres-
sion, ate primarily the subjects of federal, or federal-state, concern
rather than exclusive subjects of state and local administration.

"_’,Growth in Federal-State-Local Governmental Expenditures' _
The following table shows the combined expenditures of the .

federal, state, and local governments in the United States as a Percent-

age of natlonal income, for selected years: T,

TOTAL GOVERNMENTAL EXPENDITURES IN THE
' "~ UNITED STATES AS A PERCENTAGE
’ OF NATIONAL INCOME 1

Realzzed
National Income Governmental Expenditures as Percent of National Income 2
(in millions) =~ Federal State & Local Total—All Governments .

01922 Lol - $57,171 5.6 - 9.9 155,

1929 ....... 79,498, - 37 0 98 - . 143

1932 ., .... . 46,708 9.9 17.3 . ’ 27.2 .

1939 ....... 68,500 12.2 126 248

1942 ....... : 115,000 29.5 17 372

1943 ..., - 138,101 57.6 6.08 ) 63.6 :

63.2 5.6 6883

1944 ....... .- 150,000%

' 1Source: The Economic Almanac ' 1-944-1945, _The National Industrial Conferénce
- Board.
2 Figures for national income are on a calendar year basis, whxle federal state andr
" local expenditures aré on a fiscal year basis. ‘
- 3 Estimated—State and local expendltures for 1944 assumed to be the same as those
in 1943 : .

It is apparent that between 1922 and 1932 the increase in the pro-
portion of national income, taken for the total costs of government,
~ was much greater for state and local governments than for the federal
“government. In the next period, however, the costs of federal govern-

ment rose from 9.9 petcent of the national income in 1932 to 12.2
petcent of national income in 1939, while the share of national income,
absorbed by the combined cost of federal, state, and local governments,
decreased in aggregate from 27.2 percent in 1932 to 24.8 percent in
1939, despite an increase of 33.4 percent in the dollar cost of federal,
state, and local government. In 1942, due largely to the wat, the pro-
portion of federal government costs to national income soated to 29.5
percent, raising the total expenditures for all go,Verriments» in the
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; United‘Stzrtes to 37.2 percent of the national income -of $115 vbillion

- In 1944 expendrtures of -the federal government alone were at a rate

equrvalent to 63.2 percent ‘of an estimated national 1ncome of approx— .
] 1mately $150 brlhon | |

e

Federal State, and Local Governmental Expendrtures in Penn-
" sylvania

"It'is not possible to place the available data on 'expenditureslof’ "
the Commonwealth and its. political subdrvrsrons on a basis compatable
to those available for total state-local government expendrtures shown
in the table on the precedrng page. However, the operating expendi- -
tures (which exclude debt service and capital outlays) of the Com-

monwealth and its political subdivisions follow the same general trend )

as expendrtures for total state-local governments throughout the United
States as shown in the following table:

) oo Percent
o . . Pennsylvania. Pennsylvania.
" Pennsylvania = State & Local Expenditures ..
Income Payments Expenditures®  of State Income
' - . (in millions) " (in millions) Payments
1922 ....... e eeteev e eanen $5 006 $274 2 : - 55
1929 e 7,338 4432 6.0
1932 .. e e e . 4,123 ’ c411 100
1939 ... e et e 5,819 - 528 : 9.1~
1942 i e . 8,694 .7 4718 5.4
1943 ............ et e 79,921 - 4713 4.7
44 .

1944 o ..., eree. 10,7762 47'13_

1 These figures do noz “include expendrtures from federal grants
2 Estimated.

: 3Pennsylvamas state and local expendrtures for 1943 and 1944 assumed to be same '
-as those in 1942 § .

The. proportion of operating expenditutes of the Commonwealth
and its pohtrcal subdivisions rose from 5.5 percent, of state income .
payments in 1922 to 6.0 percent in 1929 and to 10.0 percent in 1932,
due largely to the sharp drop in state income payments in that year.
~ In 1939 the proportion of Pennsylvama s state and local operating ex-

'pendrtures fell to 9.1 petcent of state income payments and further -

declined to 5.4 percent of state income payments in 1942 and to an
estimated 4.4 percent in 1944, as state-local operating expenditures
_decreased and the state’s income payrnents 1ncreased during the prose:
cutron of the current war. SR
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- An allocation to Pennisylvania of its share of federal expenditures,
based upon the proportion of the Commonwealth’s share of national
income payments, by states, provides a reasonably accurate index of
the total cost of federal government, borne by the Commonwealth. On
this basis, the following table furnishes the total cost of all gofrern-
ment in Pennsylvania, federal, state, and local, estimated by combining
the Commonwealth’s -portion of federal expenditures, on a pro-rata
basis of national income payments, with the operating expenditures of
the Commonwealth and its political subdivisions for selected years.
‘The tremendous growth in the Commonwealth’s estimated share of
federal governmental costs and the increase in operating expenditures
of the Commonwealth and its- political subdivisions are emphasized |

by the trends, shown in the relation of these expenditures to nat1onal

income and Pennsylvama income payments.

Pennsylvania's. :
Estimated Share Pennsyl wmm’ s Total En‘zmated Percent—Total Percent—Total
of Federal - State & Local — Expenditures = Expenditures  Expenditures

Expenditures —Expendimrej borne by. of Total . of Total
(in millions) (in millions) Penmylmnm National Income  State Income
o . (in millions) )
1922 $281 $2741 o $555 97 111
1929 273 4431 716 90 . 98
1932 ' 410 411 821 1.76 . - 199
1939 710 528 1,238 - . 181 21.2
1942 2,569 471 3,040 2.64 35.0
1943 - 5,731 4712 6,202 2 449 62.5

1944 ' 6,849 - 4712 S 07,3202 488 . 679

1 Estimated.

2 State and local expend1ture total assumed to be the same in 1943 and 1944 as that
in 1942 - . ,

As may be observed from the above table, the portion of both
" national and state income absorbed by Pennsylvania’s estimated share
‘of aggregate governmental costs, declined slightly between 1922 and
1929, from 0.97 percent to 0.90 percent of the #ational income and
from 11.1 percent to 9.8 percent of state income. However, such esti-
mated expenditures doubled in relation to both national and state’
income between 1929 and 1932, rising from 0.90 percent to 1.76 of
the national income and from 9.8 percent to 19.9 percent of the J‘iﬂl‘é
income.

“The relation of Pennsylvania’s share of total goVernmental costs -
' mcreased from 1.76 percent to 1.81 percent of ;mtzomzl income between
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1932 and 1939, while the 'percentage of the Commonwealth’s share ~
of total governmental costs to state income increased from 19.9 percent
in 1932 to 21.2 percent in 1939. Due to the 1mpact of the war, esti-
‘mated total governmental expendrtures in Pennsylvanla showed .sub-
stantial increases in relation to both state and national income to 4.88
| percent of the estimated 1944 national income and to 67. 9 percent of
- the 1944 estrmated state income.

There also has been a srgmﬁcant change in the character of the,

governmental costs, which make up the costs of government in Penn-

sylvanra In 1932 the expenditures of the Commonwealth and its
- political subdivisions accounted for 50.1 percent and Pennsylvania’s
share of federal expenditures for 49.9 percent of the estimated total
costs of government, borne by Pennsylvanra. In 1939 the expenditures
of the Commonwealth and its political subdivisions represented only
42.6 percent of the total and Pennsylvania’s portion of federal costs
had increased to 57.4 percent. In other words, even before the war
Pennsylvania’s shate of federal expenditures, which are beyond the
control of state and local governments, made greater demands upon'
Pennsylvanra s income than all of the expenditures of the Common-
'Wealth and its political subdivisions.”

1 Data are not available to provrde such a compamon of federal state, and local costs
.of government for other states. S
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' DISTRIBUTION OF TAXES AND OTHER |
REVENUE SOURCES AMONG THE

'COMMONWEALTH AND ITS PO- ~ -
LITICAL SUBDIVISIONS

The drstrrbutron of tax sources among the state and its local sub
divisions of government is at the discretion of the state. Local govern— :
~ ment taxation (with the exception of certain’ permrssrve taxes for
- Philadelphia alone) is restricted by state law to specific taxes upon
- enumerated subjects.* Even these designated subjects of local taxation
have not been exclusive to the subdivisions.” In 1831-1836, 1840-1913,
and 1935- 1942 the state levied additional taxes on, or ‘took over in
entirety,” subjects of local personal property taxation. Furthermore,
from 1844 to 1866 the state levied an addrtronal tax on real property,_ '
, the major tax soutce of local governments.

- - Property was fixed as a subject of local taxation in the colonial
period and in the early years of the Commonwealth, when local reve-

nues were raised largely by taxation of the clear value of real and per- .

sonal property, ‘other than household goods and 1mplernents used for
a trade or livelihood. In 1799 the classes of property and occupations,

' taxable for local purposes were designated in a state act, which estab- -

lished the precedent of restriction of taxation to enumerated classes -
of property and, in effect, prohrbrted levies upon property in general.

- Taxation developed more slowly at the state than at the local level
-of government. In 1831, however, the state added to its levies a tax

~* upon certain classes of personal property. - Although the Act of 1831 -

was repealed im 1836, state personal propérty taxes were again enacted
in 1840, and, finally, in 1844 the classes of taxable propetty for state
and local purposes were established in a srngle act. These classes
' 1ncluded tangible personal property (furst taxed by the state in 1840) -

_1Llocal taxes upon specrﬁc sub]ects -enacted prror to the COnstrtutron of 1874, unless
o specrﬁcally repealed are still technically effective.
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as well as real property and personal 1ntang1bles The state levied
Ionly a small tax on real property until its withdrawal from this field
in 1866. ' : o ‘

" The state, between 1879 and 1889, dominated the field of personal
~property taxation. In 1889, however, the state began to withdraw from
the personal propetty tax field, by allowing the counties to retain one- -
third of the revenue from this tax as reimbursement for their collection
costs, as agents of the state. In 1891 three-fourths of the revenue was
given to the counties by the state, although the personal property tax
remained as a state tax until 1913, when it became a county tax, except

the levy on corporate loans (which the state had always collected direct-
ly from corporations, private and municipal). |

In 1935 a state personal property tax was agarn levied on the same
- personal property subjects as were then taxed by the countres This
revival of the state personal property tax, as an emergency measure
- 'was allowed to lapse at the end of 1942.

Present MaJor Source of Direct Revenue

The major sources of present direct revenues (exclusrve of all fed-
“eral and state grants) of the Commonwealth and its political subdi-
“visions are presented in the following table; with a distribution of
revenues among the various types of tax and non-tax sources:
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'DIRECT REVENUES OF THE COMMONWEALTH AND ITS
- POLITICAL SUBDIVISIONS (EXCLUSIVE OF ALL
' GRANTS)—BY SOURCES—1939 AND 1942 ° '

1939 1942

" Amount - Percentof .+ Amount Percent of
(inthousands) - Total - (in. thousands) Total
Revenues ‘ : : B}
Tax - ‘ - : o -
Real Estate1 .......... $286,139 - = 45.6 : $303,158 42.7
Personal Property ....... 23,024 3.7 18,827 2.7
Inheritance ........... -20,893 3.3 14,606 2.1
Other Taxes ... Ve 139,048 c22.1 196,428 27.7
“Total Taxes ......... $469,104 747 $533,019 75.2
Non-Tax ' : : ‘ R -
Licenses and Permits ... $73,334 11.7 $#104,495 14.7
Profits from Public Utili- R - g
£ 1= T 31,508 5.0 . "31,050- 44
Departmental Earnings .. 23,198 - 37 - 24615 3.5
Other ...o.ovveeenns.. 30834 49 15,999 22
“Total Noo-Tax ...... $158874 ' . 253 $176,159 24.8
Total Tax and Non-Tax Revenues’ $627,978 100.0 $709,178 100.0

= |

1 Receipts from real estate taxes include revenues from occupation and per capita taxes,

“estimated as less than 4 percent of combined real .estate, occupation, ‘and per capita tax

collections. Exact collections from each tax cannot be g1ven because many local units do.

not segregate them m their reports.’

Recelpts as reported for 1939, the last pre—war year, and 1942, the
latest year for which figures are available, show that tax revenues rep-
resented approximately 75 percent of the total direct revenues from
state-and local sources. The predominant tax was the local tax-on
real property, (including per capita and occupation taxes), as defined,

- which accounted for 45.6 percent of the total revenues of the Com-
monwealth and its political subdivisions in 1939 and for 42.7 percent

" in 1942. 'The aggregate revenues from other tax sources represented
29.1 percent of the total revenues of the Commonwealth and 1ts poht1-
cal subdivisions in 1939 and 32.5 percent in 1942,

~ In 1942 non-tax revenues from state and local sources accounted

for only 24.8 percent of the total direct revenues of the Commonwealth

and its political subdivisions. Such revenues were of much greater
importance to the Commonwealth than to Jocal governments. In 1942

the Commonwealth received 40.0 percent of its total direct revenues | __
from ‘non-tax sources, compared w1th 12.1 percent for local govern- .

ments.
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Present Revenue Sources of the Commonwealth and Its Polltlcal \,
Subdlvmmns—By Units of Government
The following table presents the revenues of the Commonwealth _

and its political subdivisions for 1939 and 1942, with a distribution of

these revenues, both in aggregate and as a percentage of total revenues
from state and local sources, among all classes of governmental umts

in the Commonwealth

1939 - - . 1942

Nztmber " ' ' : - Percent of Percent of-
of Units : : " -Amount~ Total Revenne  Amount  Total Revenue
1 The Commonwealth . $279,265,000 445 $324,127,000 = 45.7
' " Counties R
1 Second Class (Alle— o Lo R
. gheny) ......... 20,304,796 3.2 . 19,101,576 2.7
65 ' Third to E1ghth Class- , ‘ S ‘
R =" S 138,830,195. 6.2 - 36,774,767 5.2
662. Total Counties. 59,134,991 94 55,876,343 7.9
.- Cities . _ ' ,
1 First Class (Phila- » . - ) :
, h1a)3 B N 66,182,691 10.5 87,467,307 12.3
1 Second Class (Pitts- R . . C
burgh) ...... ... 21,086,268 3.4 21,746,539 3.1
1 Second Class A . :
. (Scranton) ..... 2,099,625 - 0.3 2,367,549 0.3
46 Third Class «...... 24,636,972 - 3.9 26,117,322 3.7
49 Total Cities ... 114,005,556 181 137,698,717 . 194
934" Boroughs ........... 25,027,566 4.0 26116059 3.7
Townships . S
61 Fitst Class ....... 6,824,057 1.1 7,470,625 1.1
1,514 Second Class ...... 6,179,871 1.0 7,517,704 1.0
1,575 ~  Total Townships = 13,003,928 2.1 14,988,320 - . 2.1
2,544 School Districts* .... 137,540,737 219 150,371,924 ~ 21.2
_ 52375 Total State and : . - R
Local Revenues $627 977 778 100.0 $709,178,372 . . 100.0
 Fedetal Grants ...... - 38,977,000 - 5.8¢6 57,480,000_ . 7.56

‘Grand Total  $666,954,7785 - '....  $766,658,3725

1 For a detailed discussion of receipts and expend1tures of the Commonwealth see Re-
port of the Joint State Government Commission, entitled * Flscal Analysis of the Operating
Funds of the Commonwealth of Pennsylvania 1923 to 1943,” dated August 17, 1944

-2 Not including Philadelphia.
8 C1ty-County of Philadelphia.

% See Report of the Joint State Government Commlssxon entitled “An Analysxs of the
Fiscal Operations of ‘the School Districts of the . Commonwealth of Pennsylvama 1920 to
1942, dated June 21, 1944, '

5 Exclusive of the Town of Bloomsburg.
6 Represents percentage of federal grants to grand total,
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S In 1942 ‘governmental revenue51 of $7667 million were “about

evenly divided between the Commonwealth and its pohtlcal subdivi- -

- sions. . State _revenues_r(lncludlng federal grants) amounted to $381.6
million, while revenues of local governments . (excluding state grants)
totalled $385.1 million, a percentage distribution of 49.8 and 50.2, re-
 spectively. Tax revenues were distributed between the state and its-
local governments in the proportion of 36.5 peicent and 63.5 percent,
respectively. Non-tax revenues were distributed 73.6 percent and 26.4
percent, while all revenues in the form of grants, (not duplicated by -
transfets of revenue between the Cornmonwealth and its political sub-
-~ divisions) accrued wholly to the State. If state grants ate included as
~local revenues, the percentage distributions of revenues from major
“sources in 1942 for the Commonwealth and its poht1ca1 subd1v151ons '
- were as follows: :

.  REVENUE SOURCES—1942 -

Source . State?. Only - - Loml 8 Only State-Local* Combmed :
B 5 - T e 51.0 : 754 . 696
Non-Taxes ........ hearaeeniees - 34,0 104 - 229
G_rants' ..... e PN . - 15.0 ' 14.2 _ 7.5

-.100.0 - 100.0 ~100.0

2 Includes. federél grants.
8 Includes state grants.
4 Includes federal grants, but excludes state grants

The relation of property taxes to total' tax revenues of the Com-
monwealth: and its pol1t1ca1 subd1v151ons based on tax collections in
}'1942 was as follows :

RELATION OF PROPERTY TAXES TO TOTAL

TAXES—1942.

- . TaxSource » : Stdte Percent Local - Percent-
Real Property: and OCCupat10n5 e i S $303,158,362 - 89.6.
Personal Property ........5..... $9,960, OOO 5.1 8,867,038 2.6
All Other ............ Ceeees... 184,595,000 94.9 26,438,886 78

Total ......... cee.al .. $194,555000 ¢ 1000  $338,464,286  100.0

. 5See footnote on page 63.

"1 For a more detailed discussion, see Report of the Local Government Comm1sston o
entitled “Revenues and Expend1tures of .the Commonwealth and Tts Polltxcal Subdivisions,”
pubhshed September 1, 1944. - -
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The above distribution of -tax revenues emphasizes the limited
resousces, other than real property, permitted to local governments in
~ the present tax structure. Local governments have, in addition to the
tax on real property, the right to levy personal property, per capita, -
and occupation taxes, though certain minor special taxes, legislated
- before the adoption of the Constitution in 1874 are still permitted. The
City of Philadelphia is authorized to levy certain spec1al taxes, of which
,the wage tax is the principal source of revenue. » -

Non-Tax Revenues o |

The expansion of state activities, par_ticularl); under its police:
powers, for the regulation of matters concerning the general welfare
of the Commonwealth, has resulted in increased non-tax revenues,
which constituted 34.0 percent of its total revenue in 1942, compared
W1th 10.4 percent for local government. | ’

" Revenues from licenses and permits accounted for 59 3 percent of
all nop-tax revenues in 1942. In the case of the Commonwealth,
licenses and permits accounted for about 80 percent of all its non—tax'
revenues, other than liquor store proﬁts. More than 75 percent of the
Commonwealth’s total reCeipts from licenses and permits came from
the registration, certification, and licensing of motor vehicles and motor
- vehicle operators. Liquor store profits, which are another source of
‘non-tax revenue for the Commonwealth, are net profits from the oper-\
ations of the state liquor monopoly.

Among the political subdivisions the major sources of non-tax
revenues are fees from licenses and permits, departmental earnings, and
- profits from public service enterprises or municipal utilities.

Present Tax Sources of Local Units R

‘The principal tax source of local units of governments, as noted
above, is the tax on real property. All units of local government em-
-~ ploy this real propetty tax, with institution district levies, assessed and
collected as part of the county levy, and with road taxes on’ real prop-
erty collected as past of the second class township levy. The chief ex-
emptions from the real estate tax are properties of quasi-public corpo-
rations, such as public utilities, and property exempted by special acts;
such as property of religious, chantable, -and veterans’ associations,
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~ which is exempted by the General Assembly under express provisions
of the Constitution. In 1942 real property tax revenues (including -
those from pet capita and occupation taxes) accounted for 89/ 6 percent -
of local tax revenues and 67.6 percent of all local revenues, including
state grants. ‘

The personal property tax, known as the county four-mill tax, is
levied by the counties on enumerated classes of personal property and -
apportioned by the counties among their political subdivisions. In 1942
it produced only 2.6 percent of the total local tax revenues and only
2.0 percent of -all local revenues, including state grants. -

Occupation taxes have been levied by local governments since 1799.
* These taxes are now calculated by assigning a valuation to an occupa-
" tion and multiplying the valuation by the local tax rate. Occupation
taxes are no longer levied in first, second, and third class counties and .
have been discontinued in many other - political subd1v1s1ons of the state.
A poll tax, not exceeding $1, is permitted to cities of the third class.
The per capita tax, which is now restricted to second, third, and
fourth class school districts, has grown out of the dcaipa,tioh tax, levied
by other gdvernmental units. School districts, from the time of their-
origin, have had the right to levy taxes on the same subjects as couhtie_s
(except persohal propetty). The School Code of 1911, however, made
it mandatory that an occupation tax of at least $1 be levied on- each
male resident or inhabitant over 21 years of age in school districts of
the second, third, and fourth classes. In 1915 this occupation tax was
amended to require a levy of not less than $1 nor more than $5, as
might be assessed by the school district. In 1921, when the tax was
des1gnated as a per capita tax, it was extended to all residents, but the
levy of the tax was made petmissive with the school districts, though
first class districts were no longer authorized to levy. it.

The third major tax source of local revenues applies only to Phil-
| adelphla "'The General Assembly in a special session of 1932,.in order
to relieve the effect of the depression on revenues in cities of the ﬁrst‘
~and second class, authorized these cities to levy, assess, and collect any
taxes on persons, transactions, occupations, privileges, and personal
~ propetty, with the teservation that no subject of taxation be used, which
~was then or should later become subject to a state tax or licensed fee.
-The prov151ons of thls act, as apphed to P1ttsburgh expired in 1935
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while no such limitation was placed upon Phrladelphra In 1938 Phrl- \;
| ».adelphra enacted a city ordinance to impose a wage or eatned income
- tax. - The ordinance, however, was repealed and in 1939 a new ordi-
nance was enacted levying the first effective tax upon all salaties,
-'wages, comrnrssrons and other compensation, eatned by residents of
Philadelphia and, with respect to non-residents, upon such compensa-
tions as were earned in Philadelphia. The tax was also levied upon the
--net proﬁts of unincorporated busmesses and professions of resrdents ‘
]and non-tesidents. |

Phrladelph1a s 1942 revenue from the Wage tax and other taxes on
amusements, documents, etc., under the enabling provisions of the Act
of 1932, amounted to 29.0 percent of Philadelphia’s total revenue and
to 6.9 percent of the total revenue of all po_htrcal subdrvrs1ons in Penn-
sylvania. Philadelphia’s collections from the real property tax in'1942?
although remaining at about the samie dollar amount as in 1939, de-
creased in their relative importance in respect to Philadelphia’s total
revenue, falling from 65.1"percent of the total in 1939 to 47.5 percent
in 1942. On the other hand, real property taxes in the school district
- of Phrladelphra (the sole tax revenue source) increased from 89.9 per-
cent of its total revenue in 1939 to 91 1 percent in 1942. .'

Tax Collection of Local 'Unit“s of Government

!

The total tax collection of all-units of local government amounted _

o $296, 974,666 in 1939 and $338,464,286 in-1942 and represented

about 85 percent and 88 percent, respectrvely, of their total dzrect rev-
enues (excludrng state grants).!

The receipts from the occupatron tax and per caprta tax are min-
. gled with the real estate tax collections in many of the annual reports
of the various munrcrpahtres and the school districts, and, unfortun-
nately, cannot be segregated accurately. Consequently, all occupation

tax and per capita tax receipts are included in this report under “real
estate tax receipts.” " Based on a careful analysis of the revenues, pro-

duced by occupation and per capita taxes in those units, where they are
- segregated, it is estimated that the combined total revenues from these

1'The mclusron of state grants would reduce the proportlon in 1942 to 754 percent
(see page 65). , -
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two taxes const1tuted only 3.7 percent of total real estate occupat1on
and per capita tax collections in 1942. Occupation taxes amounted.- to
- about $2.4 million out of $157.7 million of total taxes, collected. by
- counties and municipalities, or 1.5 percent" of the—total.' . Per capita
- taxes produced about $8.8 million out of $145 4 million of total tax
collections by all school districts, or only 6.1 percent. The combined
rrecelpts of the per capita and occupation taxes for 1942 were $11.2
-million of a total of $303.2 million of real estate, per caplta and occu-
. pation taxes collected, or only 3.7 percent.* .In effect, per capita and
occupation tax receipts are, consequently, of minor impéftante -and,
for the purpose of this repost, can be fairly combmed with real estate
tax rece1pts '

" Real estate taxes SO deﬁned pr0v1ded $286 158 870 in 1939 Whlch
was 96.3 percent,of total local tax tevenues, and $303,158,362 or 89.6
percent of that total in 1942: ‘They also represented 82.1 percent in
1939 and 78.7 percent in 1942 of the total revenues of all the local
subdivisions of the Commonwealth. These tax yields amounted to 45.6
percent .of the total revenues of the Commonwealth and its political sub-
divisions in 1939 and 42.7 percent in 1942. The percentage decline in -
real estate tax yleld in 1942 from the 1939 level was due largely to the
- 1ntroduct10n in 1942 of the Philadelphia wage tax.

The total real estate tax yield, as defined above, was dlstnbuted
among the various units Qf local government as follows:

- 1See Report No.'1 of Local Govemment Comm1ss1on,,ent1tled Costs of Government in
- <4he Commonwealth of Pennsylvama dated Septernber 1, 1944 :
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DISTRIBUTION OF REAL ESTATE TAX YIELD

193 9 ) 1942 Percent of

Percent Percent Change
Total © of Total of = 1942 over
. Amounnt Total Amount Toral 1939
Counties ‘ T " '
Second Class -(Allegheny)  $15,584,512 5.5 $15,077,398 - 50 — 33
Other Classes .......... 28,784,296 10.1 26,799,951 89 — 6.9
- Total Counties ..... $44,368,808 .15.6 ' $41,877,349 139 — 59
Cities ) o N '
First Class (Philadelphia)1 46,485,2122  16.2 43,377,370 143 — 6.7
Second Class (Pittsburgh) 17,225,596 6.0 17,199,668 57 — 0.2
Second Class A (Scranton) - 1,815,368 0.6 2,071,641 -0.7  +14.1
“Third Class .. e 19,858,252 6.9 20,705,554 68 I 4.3
Total Cities ....... $85,384,428  29.7  $83,354,233 275 — 2.4
U 20,114,306 . 7.1 20,597,162 6.7 -+ 24
Townships » ' o T
' First Class ............ 5,555,757 1.9 6,133,951 2.0 4104
Second Class .......... 5,241,996 1.8 5,779,384 1.9 410.2
_ ‘Total Townships ... '$10,797,753 3.7  $11,913,335 39 +10.3
School Districts ........:. 125,473,575 43.9 _ 145,416,283  48.1 4159

Total All Units .... $286,138,8708 100.0 $303;158,362% 100.0 - 5.9

1 Includes Philadelphia City and County.
2 Includes $1.7 million of miscellaneous taxes.
8 Exclusive of the Town of Bloomsburg.

School dlStIICtS in 1939 collected in taxes a total of $125 475 575,

which was 42.3 percent of all local tax collections of that year and 43.9

percent of all real estate tax collections. In 1942 tax collections of
school districts amounted to $145,416,283, or 43 percent of all local
tax collections and 48.1 percent of all real estate tax collections in the
Commonwealth of that year. This latter figure represented an increase '
of 15.9 percent in 1942 over 1939.

Counties and cities also collected a large share of the real estate
tax yields, receiving in combination 45.3 percent of the total real estate
tax income in 1939 and 41.4 percent in 1942. It is also apparent that
counties ‘and cities, except Scranton, showed decreases or only slight
- increases in their real estate tax revenues for 1942, as compared with
1939, while school districts and townships showed material increases.
The increase of 16 percent in the case of school districts amounted to
approximately $20 million. ‘ | |

The comparatively large increase in real estate tax revenues of
second class townships and school districts is of particular interest, since
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these two classes of - governmental units also showed substantial in-

creases in state grants during the same period In second class town-

sh1ps the increase in state grants in 1941 was about one million dollars o

‘or 27.6 percent over 1939 while state grants to school districts in 1942

~increased $12.3 million or about 35.8 percent over 1959,_ despite a sub- _

- stantial - dechne in-enrollments of pupils.

In analyzlng the position of the real estate tax w1th1n each class of

local units of government, it is noticeable that the City-County of Phil-
adelphia,’ which received 65.1 percent of its total direct revenues from
_ real estate tax yields in 1939 and only 47.5 percent in 1942, was less

“dependent than were other local units of government on real estate, as

~ a soutce of revenue. The decline in importance of this pnnapal source

- of revenue in the City-County of Philadelphia was due to new revenues,

. derived from the tax-on wages and earned income, first levied in 1940,

which accounted for 27.1 percent of the total revenues of the City-

" County of Ph1ladelph1a in 1942. With the continuance of this tax in
the City-County of Philadelphia, the percentage of total tax collections,

derived from real estate, may continue at about 50 percent or less. The -
¥ p
percentages of total revenues, derived from real estate taxes, for the -

other units of local government ranged from 72.9 percent in counties
(1942) to 96.7 percent in school districts (1942). | |

‘Second class townships and school districts depend héaVily on state

grants for their income. Second class townships received only 53.4 pet-
cent of their total revenues (1nc1ud1ng state grants) from real estate
‘taxes in 1939 and 47.6 percent in 1941, while school districts received

73 petcent of their total revenues (including state grants) in 1939 and

73.8 percent in 1942 from real estate taxes, as defined.?

- It must always be remembered that the Commonwealth imposes

no tax on real estate and that count1es mun1c1pahtLes and school dis-

tricts tax the same parcels of real estate, which lie within their juris- - »’

, d1ct10n ‘Therefore, a correct appraisal of the tax burden on real estate
in any one locality must take into consideration the levies of all three
units of government. Since the terntory, comprising Philadelpha, is a

~ city, county, and a school district, the combined effect of all real estate

- taxes in that area of the state can be determined readlly

1 The C1ty County and School District of Philadelphia do not use the occupat1on or
‘per capita taxes. . , .
2 See footnote on page 63
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The C1ty-County of Plnladelphla collected in 1939 from real estate

__ _taxes alone $44,761,862 or 65.1 percent of its total- revenue receipts,
while the school d1str1ct collected $26,665,624 or 89.9 percent of its
 total revenues in 1939 from real estate. In combination, real estate
taxes accounted for $71,427,486 or 72.6 percent of the combined total
revenues of the -City-County and School District of Phlladelphia in
1939. Receipts from real estate taxes of the City-County of Philadel-

phia amounted to $43,377,370 in 1942, while those of the School Dis-
trict amounted to- $29 856,502 or a combined total of $73 233,872,
compaled with $71, 427,486 in 1939. Despite the increase in 1942
" receipts from real estate taxes over those of 1939, the importance of
~ this principal source of revenue declined materially from 72.6 percent
of the combined total revenues in 1939 of the C1ty-County and School
- District of Philadelphia to 59.0 percent of the combined total revenues
-in 1942. This decline in 1rnportance of real estate taxes; as a source of
revenue, was due to increased receipts from the wage tax, which was
levied for the first time in 1940. In 1942 it accounted for 20 percent
“of the combined total revenues of the City-County and School District
of Philadelphia.* v

* Observations may also be made “concerning . the toLal burden on-
real estate in a community, more comparable to the other local units
throughout the Commonwealth, none of which has been granted by
the General Assembly the right to levy an income or wage tax, as in
the case of the City of Philadelphia. In Pittsburgh the City and School
- Districts are. coterminous, but Allegheny County is not cotetminous
“with the City and the School District. It is possible, however, to deter-
mine the City’s contribution to the total county revenues. On that basis,
theé total real estate tax burden in Pittsburgh,? including the City, the
- School District, and the City’s share of Allegheny County’s real estate
tax collect1ons totalled $45,262,816 in 1942. ~This sum, collected from
real estate in Plttsburgh, ;epresented 82.5 percent of the total revenues,

1 These figures of the City- County of Ph1ladelph1a vary shghtly from those shown in

- “Costs of Government in the Commonwealth of Pennsylvania,” a report of the Local

Government' Commission to the General Assembly, dated September 1, 1944. Revenues
in that report include as receipts of local government only the proﬁts from municipal-.
owned utilities, while the ﬁgures used above for Phlladelphla reflect the gro:: recezpt.f from
such utiljties. ]

2 The City and School District of P1ttsburgh and Allegheny County are not authorized
to use the occupation or per caplta taxes. Consequently, these ﬁgures cons1st entirely of
real estate collections, .
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collected by all three units of governm_ent within - the city limits. of -
Pittsburgh. This situation is more truly indicative of the over-all im-

" pact of taxes on real estate, which, throughout the Commonwealth,

~ gives major support to three classes of” governmental units: county, -

 municipality, and school district.-

Counties are also empowered and dlrected by the General Assem-

bly to collect a' tax on personal property. The revenue derived

from this ‘source amounted to $10,835,796 in 1939 and dropped to
- $8,867,038 in 1942. In case of th1rd to eighth class counties the re- -
ceipts from this tax constituted 11.6 percent of totatl revenues in 1939

and 10.2 percent in 1942. In Allegheny County the personal property
tax provided 10.7 percent of the 1939 revenues and 8.2 percent in 1942,

In the City-County of Philadelphia, the personal property tax provided -
~ only 4. 9 percent of the total revenues in 1939 and only 2.9 percent of -

1942, -

7 The three leading c‘lasses-(in respect to’ revenues) 'of political -
‘,subd1v151ons of the Commonwealth were the school districts, which - -

collected 21.2 percent of total state and local revenues in 1942 cities,

including the City-County of Ph1ladelph1a which accounted for 19.4

percent; and counties of the second to eighth classes, mcluswe which
collected 7.9 percent. In 1942 the aggregate revenue collections of the
school districts and cities, as a petcent of the total, were only 11.1 per-
~cent below the revenue collections of the Commonwealth itself.

" Ranked in descendmg order of their dependence upon the real
propetty tax, as a source of revenue in 1942, ‘the chief units of local

) government W1th1n the Commonwealth can be ahgned as follows

Real Property Taxes® -~ Real Property Taxest
. o ] o as Percent of as Percent of -
- Class or Unit o Total Revenues—1 942 Total Expendzture;—l 942

City—Class 2A ...................n _ . 868 . 87.7
Township—Class 1 ................. =~ - 8L7 =~ - , 76.7
City/—Class 3 ........ccvviivrnninnn 78.4 78.3
City—Class 2 . .oovuiviiiny e .78.3 ' .- 806
Boroughs ......... ... ..., 77.7 80.7
School Districts ......... e, 75.8 _ . 734

- County—Class 2 ..... e e e aeee e -729 72.5

. Counttes—Class 3-8 ........ P .- 595 - . - 627
Townships—Class 2 *................ - 47.6 - . 657

City-County—Philadelphia ....... 475 . - T 512

" 1 See footnote to table on.page 63. B
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The above table clearly demonstrates that the real estate tax but-
- den rests most heavily upon urban and suburban municipalities (except- -
ing Philadelphia, for reasons, as noted above) followed by school
districts, counties (class two and three to eight, inclusive) and town-
ships of the second class. ‘

Non-Tax Sources of Local Revenue

The local non-tax sources (excluding state grants) of direct reve-
nues of the political subdivisions of the Commonwealth provided 24.0
percent of their direct revenues in 1942, but only 10.4 percent of their
total revenues, including state grants.!

These revenues are definitely related to the degree of urbanization-
of the political subdivisions. This factor is subject to individual excep-
tions in the cases of Ph11ade1ph1a Scranton, and Allegheny County. In
the aggregate, local non-tax sources of revenue ate restricted latgely to

- receipts from licenses ‘and permits, derived from local regulatory- '.

powers, and from service charges for departmental operations. In addi-
tion, some cities and boroughs receive appreciable profits from the
operation of municipal utilities. The percentage of 1942 of total reve-
nues, represented by non-tax revenues (excluding state grants), for all
local units of government follows: -

| 7 1942 Non-tax Revenue

Classes of Units - — (excluding State Grants)
of : ) ’ as Percentage of
Government o : Tatal Revenune
County (Class 2) ...........o.c.... e et 11.3
Counties (Classes 3 through 8) ....coviiivii i, ' 12,0
Cities - e ‘
Philadelphia (Class 1) ................ - . -16.9
Pittsburgh (Class 2) ...ovvviiriiiiiiinrinnenn. e , 20.7
Scranton (Class-2A) .......... e e ereaenaaae 124
Class 3 v.iviiinnernnennneennnnnnns et reeeenaaae s _ 20.5 |
Boroughs ............ ..., P e 20.8 -
Townships ) ‘ :
Class 1 civniniiner it iinnnssrossaensonsenenns s - 17.8
00 . T ‘ 7143
School Districts ............. e e i e R 2.5
- All Local Governments-........ PSSP 10.4

State Grants '

State grants to local government are compnsed clneﬂy of educa-
tional grants to school districts and highway grants to second class

. 1 See page 63,
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townships. Counties also receive, for highway purposes, one-half cent
per gallon of the state tax on liquid fuels. In addition, municipalities
receive all the net proceeds of the 2 percent tax on gross premiums of
foreign fire insurance companies for the support of firemen’s benefit
~associations. 'In 1943 a similar provision was-enacted with respect to
* the 2 percent tax on gross premiums of foreign casualty companies.
One-half of these are to be returned to the municipaliti\es‘ for distribu-
tion to local police relief associations.

The only revenues, received from the state by local units of gov-
.etnment, which are not dedicated to a specific purpose, are the liquor
license fees, returned by the State Liquor.Control Board to municipali-
ties, wherein the licenses were granted. These, consequently, have been
‘treated in this analysrs as non-tax revenues of local government and
not as state grants '

In 1942, 754 percent of the revenues (1nc1ud1ng state grants) of
local governments were derived from taxes, 10.4 percent from other
local sources, with state grants, consequently, accountrng for 14.2 per-'
- cent of total revenues. ’

“These grants were distributed among all classes of Jocal units of
government, with the major portion, 73.1 percent, going to the school
- districts for educational purposes. The counties received 18.1 percent
and second class townships 7.3 percent of total grants, for highway |
purposes; but cities, (Class 2, 2A, and 3) boroughs, and townships of
_ the first class, received only 1.5 percent of the total grants, made by
the Commonwealth to its political subdivisions. A more detailed anal-
. ysis of the distribution of state grants (including federal subsidies, pass-- |
ing through the State Treasury) among the local governments is pre-
sented in the followrng table: |
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'GRANTS BY THE COMMONWEALTH TO ITS
POLITICAL SUBDIVISIONS '—1942

« , Percentof
Percent of L Percent of Grants—By -
Total State ’ Total State Classes of
. . Population Amonunt Grants Units
- Counlies L ’ C :

- First Class (Philadelphia) . 19.5 - $1,736,346 2.7 -15.0
Second Class (Allegheny) .. - 14.3 1,589,823 . 25 13.7
Third to Eighth Classes cens 662 . . 8,237,250 2129 713

. Total CountIES ...... . 100.0 - $11,563,419 18.1 100.0
Municipalities _ ‘ - ' :
Cities . ' . C - . To-
" Second Class (P1ttsburgh) 6.8 230,013 = 04 T 4.2
Second Class A. (Scranton) 1.4 18,854 - R .2
Third Class ............ 164 277,524 0.4 5.0
Total Cities ....... ce. . 246 . $526,391 .08 9.2

Boroughs ...l 257 - 376,929 0.6 68 .

Townships . : ' ‘ L
First Class ....... e e 5.3 ‘ 35,072 0.1 . 0.6
Second Class .......... .. 24.8 4,626,888 7.3 '83.4 .

“Total Townships ...... 301 - $4,661,960 7.4 '84.0
- Total - Municipalities .7 . 80.4% - - 5,565,280 8.8 100.0
School Districts . . , ' : .
"First Class "..... e 26.3 3,890,578 6.1 8.4
Second Class .7........... 13.9 . 4,226,799 6.6 9.1
Third Class ..... PP 28.2 14,691,082 23.1 31.6
Fourth Class ........... e 31.6 25,755,708» 37.3 50.9
Total School District ...- 100.0 46,544,167 73.1 100.0
CTotal .............. e $63,672,8663 10000

a
ju

1Al ﬁgures in this table include all federal grants, wh1ch passed through the Com-
monwealth’s Treasury, but do not include federal grants, expended dn'ectly in the Com- _
monwealth. . _ .

2 Less than 1/10 of -one percent

8 Exclusive of City of Phxladelphm and the Town of Bloomsburg.

The Revenue_Problems of Local Governments ‘
| The primary fiscal problem of local government lies in securing’
- adequate relief for its major tax source, real property. The critical im-
pact of the depression years of the 1930’s upon the political subdivisions
of the state and their obsolete tax structures was peculiarly illustrated
by the breakdown in the traditional local respon51b1hty for the handling
of relief. This result was ‘inevitable in view of the fact that local tax
revenues have for many years been derived almost exclusively from
~real property, which always feels the impact of depressions most
acutely, with a resulting lack of stability in local revenues. A conse-
quence was the assumption by the Commonwealth of the entire relief
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hurdeh' (except that which was underraken by the federal governmenr) |

-~ which had formetly rested upon the rnajor tax soutce of local govern-

‘ments, namely, real estate. This course of action was peculiar to Penn- -
‘sylvania and two other small states among all the forty-eight states of
- the union. Forty-five other states, even in the depth of the deptession,

required local participation in such relief costs as well as in the admin- -
istration of relief. -

i These efforts to brrng relief to the major tax source of local govern-
“ment have resulted in an undesirable division of administration and fis-
cal responsibility. It is. obvious that a review of the entire relief function
and the allocation of costs among the state and its political subdrvrsrons
on some equitable formula may be desirable in order to preserve local

responsrbrhty in admrmstratron and the traditional principles of horne.
rule. ‘ | ’

~

Furthermore new tax sources or supplemental revenues S for local
government would assure sufficient revenues for the maintenance of a
satisfactory minimum level of essential services, while acting as a de-
terrent to the constant demand for expansron of state aid.

~The- alternatrve of new tax sources, however, is more feasible in
~ its dpplication to the urban areas of the state than to the areas of de-
pleted resources, which also demand immediate attention in order to -
assure the general welfare of the Commonwealth, It appears unlikely
‘that any single measure of the Commonwealth can provide an adequate
solution of the dissimilar problems now prevalent in the municipali-
ties, school districts, and distressed areas of the state.
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VI |
REVENUE STRUCTURE OF THE COMMON-
o WEALTH 1

The productiveness of the revenue structure of the Commonwealth -
~approximated its general operating needs from 1889 until 1930. The

- growth in the underlying bases of the tax structure, finally established

by the Revenue Act of 1889 and other tax leglslatlon of the time, was
' respon51b1e for the remarkably few changes in the structure which took
place inthat period. For nearly twenty-five years, after 1889, the state
imposed taxes on no new base and on few new sources. In 1913 the
Commonwealth rehnqulshed entirely the state personal property tax
on 1ntang1bles ‘but retained its taxes upon corporate and municipal
loans. During the twenty years from 1913 to.1933, the state introduced
new taxes on inheritance transfers and estates and on anthracite, (the
~ latter was in effect only from 1921 to 1931) In 1919 the Common- |

wealth, in order to finance its expanding highway programs, levied a
. tax on gasoline, which was later dedicated to the Motor License Fund
~in 1925. One-half cent per gallon of this tax is returned to the countles‘
for highway purposes.

-Federal grants during this penod were relatwely ummportant con-
sisting chiefly of aids for such national interests as highways and agri-
culture. The remainder of the Commonwealth s revenues consisted of
licenses and fees, fines and penalties, institutional reimbursements, and
other miscellaneous revenues and were derived from the usual sources
incidental to the functions and setvices of government. The amount of
such revenues, passing through the State Treasury, was substantially

increased during the 1920's by the elimination of many departmental

and institutional funds and the transfer of these revenues to the Gen-

“eral Fund of the Commonwealth.

~ In the decade 1923-1933 revenue re‘ceiptS of ‘the Commonwealth’s
operating funds incre_a_sed biennially from $202.8 million in 1923-1925
to $361.4 mill__ion\ in 1929—1931,:an increase of ‘more than 78 percent.

1 For a detailed analySLS of the tax structure of the Commonwealth, see Report No 8‘7 o

. of the Joint State Government Commission, dated June 23, 1944.
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1n 1935 the repeal of the 18th Amenament to the reaeral constiruton -
petmitted- the Commonwealth to develop new revenue sources. New -
taxes were imposed on alcohol and malt beverages, which, together
with the establishment of a State quuor Store System as a state mo-
’ nopoly, constituted the largest revenue source secured by the state since

‘the beginning of the century. The continuation of the depression and

“resulting increased revenue needs of the state, especially for unemploy- -
~ ment relief and other public assistance, led to new emergency taxes
~ and emergency rates superimposed upon normal taxes in 1935 and 1936.
~ Furthermore, the capital stock tax was amended to suspend the exemp-
.~ tion from the capital stock tax* of caprtal employed in domestic manu-
facturmg and to levy a more productrve franchise tax on forergn
corporatrons -

The prrncrpal emergency measures which levred new taxes on cot--
porate net income, cigarettes and liquor sales, and an additional tax on -
 liquid fuels, for general purposes, were renewed by succeeding: General
-Assemblies and resulted in major changes in the Commonwealth’s rev-

enue structure, which are examined in greater detail in the following
Pparagraphs. Furthermore, federal grants and subsidies, passing through
~ the state treasury became an important factor in the expansron of the
Commonwealth s revenue.

, In the second decade, 1953 1943, the emergency tax measures of

1935 and 1936 increased the revenue level to $548.1 million in 1935-
1937. Thereafter, revenues increased biennially to a peak of $734.2
mrllron in 1941-1943, an increase of 262 percent over 1923-1925, and |
an increase of 103 percent over 1929-1931, the peak biennium of the '
normal revenue structure. Moreover, 1941- 1943 revenues were 34.0
petcent over those of 1935-1937, the brenmum in which the new reve-
nue structure went into effect

The followmg two-part table presents in the first part a distribu-
tion of revenues of the Commonwealth’s operating funds, by majos
sources, and, in the second patt, a petcentage distribution of these rev-
enues. The selected biennia are 1923-1925; the first biennium of the
twenty-year period, 1929-1931, the peak revenue brenmum under the
normal tax structure of the Commonwealth; and 1935-1937 and 1941-
1943, which represent the first biennium of the emergency tax structute
and the biennium with the largest revenues, respectrvely

1 This exemptlon was repealed outright in 1937 but restored, effective at the begin- -
ning of the year following the end of the current war, by the 1943 General Assembly '

[80}



SUMMAKYX Ur UFERALLNG SUINDJO DDV LNV LD

BY SELECTED BIENNIA

Amomzt.\'
(in thousands)

Major Sources - o 1923- 1925 19291931 1935-1937 1941- 1943 o

Taxes : o
Normal .......... e ceveene. $134986  $242,696 $246,1‘85 »$,254,756
Emergency ......ccvoiiiiiiiin.nn. - 3,364 4 127,614 - 213,441
Liquor Store Profits .................  LLiie. L. T 24,3932 41,000
Miscellaneous 1 . ......... Ceviiee.e... 58394 107,171 113,400 - 128,179
“Total Direct Revenues . ........ ... $196744  $349,871  $511,592  $637,376
Federal Grants ................. e 6,013 11,530 36,473 96,797 -
Grand Total . ..... . [P $202,757 $361,401 $548,065 $734,173.

1 Comprised of licenses and fees, fines and penalties, mst1tut10nal rennbursements

- sundry revenues, and earmarked recelpts from state sources for specific purposes.

2 Includes monies, amounting to $393 thousand, appropnated for pensions for the blind .
-and emergency rehef from the State Stores Fund. .

Percenmge Distribution

Major -Saur:e.r o 1923-1925° 1929-1931 1935 1937 1941- 1943
Taxes S : _ .
Normal ......... e e . 666 - - 672 44,9 34.7
Emergency ...t 1.6 233 0 291
- Liquor Store Profits ................ IR ceee 4.4 5.6
_ Miscellaneous ........... el 288 . 296 - 207 174
Total Direct Revenues e . 97.0 96 8 . 933% . 868
Federal Grants ........ e : 23.0 32 6.7 13.2 -

Grand Total . .............. s, 1000 1000 1000 - 1000

Tax Revenues of the Commonwealth »
In the 1941-1943 biennigm taxes of the ' Commonwealth provided -
- 63.8 pei‘ceht‘of the total revenue, including federal grahts’,)of*its',oper-.'
ating funds, and about 74 percent of the direct revenues, raised from
the Commonwealth’s own resources. With the éi(ception',of the regular
liquid fuels tax of 3 cents per gallon which is shared, for highway
purposes, by the Motor License Fund and the Liquid Fuels Tax Fund.
in a proportion of 2.5 and 0.5 cents, respectively, and the foreign fire -
insurance tax, which is deposited in the Fire Insurance Tax Fund for
return to the municipalities, all of the major tax revenues of the Com- -
monwealth are depos1ted in the General Fund for general purposes.®
The followmg table presents, for selected biennia, the detail of the
Commonwealth’s taxes, ranked in descending order by percentage of

total tax revenues in 1941 1943, the last full blenmum of the Comrnon—
: Wealth

- 3In addition, one-half of the gross premiums tax on - foreign casualty insurance- com- 7

’ .pames is to be returned to the mun1c1pal1t1es for local police benefit assoc1at1ons
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TAX REVENUES OF THE COMMONWEALTH
BY SELECTED BIENNIA

: (in thousands of dollars) -
1941-1943 - : Percent

Revenue _ o of Toral
Rank Tax - ' 1923- 1925 1929-1931 1935- 1937 1941-1943 1941-1943
1 Liquid Fuels ......... $16,100 ~ $66,509  $98,134  $112,578 24.0
2 Corporate Net Income .  ......  ...... 42,843 - 90,621 19.4
5 Capital Stock C : . ’

Domestic .......... . e 41,264 53,053 49,436 10.5

Foreign. Franchise ..  ...... T 2,299 12,017 21,352 4.6

Total—Capital Stock $35,928 $43,563 $65,070 ~ $70,788 ,15.1

4 Cigarette ........ .o el PR 19,508 27,516 5.9
5 Inheritance Transfers and ) : ‘

Estate ............. . 24319 65,472 34,730 26,663 5.7

-6 L1quor Sales ......... e e 7,290 24,293 5.2

7 Gross Receipts of Pub ’ S .
: lic Utilities ........ - 8,323 6,973 10,923 19,314 4.1
8 Personal Property ..... RN e 18,313 19,151 4.1
9 Gross Premiums : ‘
Domestic .......... 649 464 317 569 1
Foreign ........... : 9,653 14,227 . 13,579 °~ 17,603 - 3.8
. Total-—Gross Prem- o .
iums .......... $10,302 $14,691 $13,896 $18,172 3.9

10 Alcoholic Beverages ...  ......  .... 18,917 17,312 3.7

11 Loans ) - . : s

‘ Corporate  ......... 9,477 10,621 | 14,391 10,866 2.3

Municipal ......... 3190 4,901 6,349 4,059 9

: Total—Loans .:.. $12,667  $15,522  $20,740  $14,925 3.2

12 ShAres .......oeovnen. +3,017 9,200 4,528 14,328 3.1

13 Mercantile License .... 7,959 8,145 6,645 7,975 1.7

14 Other \ ) -

Penalties and Interest ‘ ‘ Coa

.on Taxes ..... A 285 175 164 - 1,730 0.4
BONUS - evvvrrnnnns 3,464 2,249 1,292 1,369 0.3
Legal Documents ... 933 789 585 635 0.1
Stock Transfer ..... ' 475 1,221 1,039 594 0.1
"Amusements - (1935) - ...... ..., 6,782  ...... cie
Gross Receipts—Box- , - :

ing and Worestling 82 172 81 88
Net Income -of Saving B ,

Fund Societies .... 206 131, 339 70
Gross- Receipts — Pri- : -

vate Bankers ..... 84 25 .. 51 48
Stock of Building and . '

- Loan Associations .. T 147 381 911 B e
Emergency Profits : o

(1923) o ovnnn.... 3364 4% ba 78
Electric Co - operative

Associations ... e e e 52
Emergency Relief :

(1932) ...vviint. : e e . 126 - 4a o
Anthracite ......... . 10,695 - 7,478 52 : cha o L
Documentary Stamp . = ......  ...... - 887  ...... :

- Total—Other ..... $19,735  $12,625  $12,262 $4,561 = 0.9
. Grand Total ... $138,3_50 $242,700 $373,799 $468,197  100.0
® Collections received after the tax had been dlscontmued s

b Less than $1 000.
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'The liquid fuels tax has been the Commonwealth’s largest revenue
~ producer since the enactment of the 3-cent rate-in 1927. In 1923-1925,
when this tax was at the rate of 1-cent per gallon, tax collections

~ amounted to only $16.1 million. In 1929-1931 the increased tax rate

and the growmg consumption of hqmd fuels resulted in biennial tax
revenues of $66 5 million. The addition of a 1-cent emergency rate for
general purposes in 1935 increased 1935-1937 collections to $98.1 mil-
hon In 1941-1943, due to restrictions on the use of motor vehicles, the
hqu1d fuels tax revenues declined from the 1939 1941 peak of $122 9
* million to $112.6 m1ll1on

Over the twenty year period 1925 1943 the mpzml stock fmmbzse
 tax has been the major tax of the General Fund of the Commonwealth,
“although surpassed in 1941-1943 by the corporate net income tax. Tax
revenues from the cap1ta1 stock tax rose from $35.9 million in 1923- )
1925 to a peak of $43.6 million i in 1929- 1931, before the amendments
of the tax law in 1935 and 1937. These measures resulted in the re-
placement of the capital stock tax on foreign corporations by a foreign
 franchise tax and the removal of the exemption from the capital stock
tax of capital invested in manufacturing entetprises within the Com- |
monwealth. These changes produced in 1935-1937, revenues of $65. 1

million, which rose to a peak of $70.8 million in 1941-1943 under the =

stimulus of war production. ‘ B

In 1941-1943 the corporate net -income mx again re-enacted in
1935 as an emergency tax measure, produced $90.6 million of revenue
cOmpated with $42.8 million in the first biennium, 1935-1937. Despite
‘some interim changes in the rate of the tax, this great increase, conse-
quent to the prosecution of the current war, raised its revenue rank to
second among the Commonwealth’s taxes and first among those of the

General Fund in 1941- 1943

Cigarette tax revenues increased from $19.5 million in 1935-1937,
the first biennium of its enactment as an emergency tax, to $27.5 mil-
lion in 1941-1943. In the latter biennium the c1garette tax moved to
fourth place in revenue rank over the tax on inberitance tmmfem and
‘estates, whose revenue had fallen from a peak of $65 5 mﬂhon in 1929-
1931 to $26.7 rmlhon in 1941-1943.

Revenues from the taxes on z‘/ae gross receipts of Pﬂbll(: utilities
amounted to $8.3 million in 1923-1925 but fell to $7 0 million in 1929-
| - [83]



1931, In 1935 and 1936 emergency rates were superimposed upon the
normal rates of the gross receipts tax which resulted in a rise in reve- 7
- nues to $10.9 million in 1935-1937 and $19.3 million in 1941-1943. -
In the latter biennium, however, receipts from the 10 percent liguor .
" sales tax, enacted as an emergency measure in 1936, had increased from
$7.3 million in 1935- 1957' to $24.3 million, surpassing the tax revenues
from the gross receipts tax on public ut111t1es and becoming the sixth
rankmg tax in 1941-1943. ' :

Revenues from the 7zx on gross premzzzm: of insurance com panzes, l
“which had ranked fifth among the taxes of the Commonwealth in 1923-

1925, increased to $14.7 million in 1929-1931, fell to $13.9 million in

©1935-1937 and rose again to $18.2 million in 1941-1943. * Ranked 1n
~order of its revenue magnitude in 1941-1943, however, the tax fell to
ninth place, following the emergency tax on personal property which

‘ rose from $18.3 million in 1935- 1937 to $19.2 million in 1941 1943,

the last brennrum in which it was effective.
- Taxes on dlcobolic beverages enacted in 1933, ranked tenth among
 the major taxes in 1941-1943 with receipts of $17.3 million, compared
with $18.9 million in 1935-1937. The apparent decrease in the receipts -
from taxes on alcoholic beverages resulted from the lapsing of the
emergency 4 percent tax on distillers which accounted for $1. 4 mllhon
in 1935-1937. _ ‘ '
Corporate and mzmzczpal loam tax revenues increased frorn $12.7

" million in 1923-1925 to $15.5 million in 1929-1931. The emergency
rates superimposed on the corporate loans tax in 1935 and 1936 re-
sulted in collections of $20.7 million' in 1935-1937 ‘biennium. After
the lapse of the emergency rate at the end of 1941, loans tax revenues
dropped to $14.9 million in 1941- 1943, §

 Revenues from the taxes on shares of banks and trust compﬂmer
}increased from $3 million in 1923- 1925 to $9.2 rmlhon in 1929-1931.
_ Emergency rates were superimposed on these taxes in 1936, although
tax revenues in the biennium 1935-1937 amounted to only $4.5 million.
In 1941-1943; the last biennium ‘in which the emergency rates were in
effect, revenues from the shares taxes amounted to $14.3 million, and
: ranked twelfth among the Commonwealth’s taxes. s

 Mercantile license tax revenues showed the greatest con51stency
over, the perrod of two decades. In 1941 1943, the last blennrum in
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~which th1s long- estabhshed tax-of the normal revenue structule was in
- effect, tax revenues amounted to $8 0 mllhon compared with revenues’ )
of the same amount in 1923-1925. ‘

‘Revenues from the taxes grouped under Of/)@?’ in the precedmg :
table, dropped from a total of $19.7 million in 1923- 1925 to $4.6 mil-
lion in 1941-1943. The only major revenue source, included in this
classification, is the corpomz‘zon bonus. Revenues from this source de-
clined from $3.5 million at the begmnmg of the: 20- -year penod to

$1 4 million in 1941- 1943

~ The reasons for the large revenue totals in the m1scellaneous group..
- shown in 1923- 1925 ‘were receipts of $10.7 million from the anthracite
tax in effect from 1921 to 1931, and $3.4 million from-the emer-
~ gency proﬁts tax of 1923, wh1ch was a tax on corporate net income of
two years’. duration. In 1929-1931 the anthracite tax still pro-
duced $7.5 million out of a total .of $12. 6 million “received from the -
miscellaneous group of taxes. This level was comparable with the
$12.3 million in 1935-1937, when the emergency tax on amusement
admissions raised $6.8 million. In 1941-1943 the only revenue of im- -
portance was from the corporation bonus, as already nc_)fted, although
~revenues were also reéceived from normal taxes on legal documents,
stock transfers, gross receipts of boxing and wrestling exhibitions, net -
income of savings fund societies, and gross receipts of private bankers.

-Non~Tax Revenues avd Federal Grants

Direct non-tax revenues (excluding liquor st01e proﬁts) of ther' —

. Comrnonwealth showed a decided increase from $58.4 million in 1923-

1925 to $107.2 million in 1929- 1931 A substantial part of this in-
ctease, however, resulted from the abolition of the special funds outside
~ the State Treasury and the consolidation of -all receipts of state insti-
tutions, etc., within the Commonwealfh’s Treasury. Once this change

. was effected, the rate-of increase in non-tax-revenues was comparatively

moderate. In 1941-1943 revenues from this source amounted to only
 $128.2 million, an increase of about 20 percent over 1929-1931. Pro-
portionately, however, direct non-tax revenues (excluding liquor store
'proﬁts) declined from 29.6 percent of the Commonwealth’s total rev-
enues in 1929-1931 to 17.4 percent in 1941-1943. From 193/3 to 1943,

"1See page 81. oy
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- non-tax revenues provided 20.6 petcent of the total revenues of the
- Commonwealth’s operating funds, compared with 63.7 percent account-
ed for by tax revenues, the remainder being accounted for by proﬁts
from the State Liquor Store System and federal grants.

-After 1933 the state received, as revenues, profits from the opera- -
tion of the State Liquor Store System by the Liquor Control Board. ‘The |
amount of these revenues increased in each biennium and in 1941-1943
amounted to $41 million or 5.6 petrcent of total revenues. In total, the
‘Commonwealth has received $137.7 million from this soutce or 4.7
‘petcent of its total revenues in the decade, 1933-1943.

Federal grants, passing through the State Treasury, showed a tre-
- mendous expansion in the second decade, 1933-1943, when they
amounted to 11.0 percent of the Commonwealth’s total revenues. In
1923-1925 federal grants amounted to only $6 million or 3.0 percent
of total revenues of the Commonwealth’s operating funds, and were -
devoted chiefly to highway and educational purposes. By 1941-1943
such grants had reached a new peak of $96.8 million or 13.2 percent
of total revenues, with more than one-half of the amount going for
public assistance. Other new purposes, for which considerable amounts
of federal grants were received, included unemployment cornpensat1on
admlmstranon and, after 1939, national defense training.

After 1933 the productivity of the Commonwealth’s revenue struc-
ture was more than doubled, so that, in 1941-1943, biennial revenues
~were 103 percent greater than in the peak biennium (1929-1931) under
the normal revenue structure. This expansion had been brought about
by the establishment of a state liquor monopoly, by the imposition of
new taxes on new bases, by superimPOsed emergency rates on certain
normal taxes, and by a tremendous growth in federal grants passing
' through the State Treasury. |

The volume of federal grants after 1935 greatly changed the Com-
monwealth’s revenue structure so that its direct revenues, i.e., from
sources controlled by the state, declined from 97 percent of the total

- revenue of the state’s operating funds in 1923-1925 to 86.8 percent in

1941-1943. Further, much of the revenue stability of the normal tax
structure was lost by the tax measures of 1935 and 1936. Before
that time, the Commonwealth’s revenues wete dominated by taxes on
a property base and had proved to be strongly resistant to adverse eco-
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~ nomic factors. The introduction of liquor profits and the major emet-
| gency- taxes on consumption and corporate net income made the entire
-+ structure more immediately responsive to economic changes, an un-
favorable condition which is further aggravated by the large proportion
of the Commonwealth’s revenues now represented by federal grants,
as noted above. |

If the Commonwealth is to continue the opelatlons and services
introduced or expan_ded, within the last decade, the 51gn1ﬁcance of the
. tax measures necessary for their support must now- be realized and
realistically appraised. The‘redistributi'on. of the revenue needs of the
Commonwealth must be undertaken. with full recognition of its effect
- upon the underlying bases of Pennsylvania’s industrial, extractive and
agricultural economy, the relation of the revenue needs of the govern- :
‘ments of the Commonwealth and"its political subdivisions to_ the fed-
eral government and the need for broadening the principle of ° B.blllty
to-pay” to include new tax sotirces. '

The sources, which must be employed to provide the revenue now
requlred by the Commonwealth and- its political subdivisions, can only
" be tapped by broadly based taxes with sufficient flexibility to compen-
sate for changes in the national and state economy, so that balanced -
fiscal operations can be maintained, resulting in neither excessive sur-
pluses nor deficits, both of which are to the ultimate detriment of’ the ;
: govemments and citizens, of the Commonwealth.

t'Comparatlve Tax Structures

A companson of the tax structure of the Commonwealth with the
state tax structures of Massachusetts, New York, New Jersey, Ohio,
Michigan, Illinois, Indiana, and California provides valuable data on
the utilization of vatious tax sources in these states, the types of taxes
“employed, and the distribution of the tax load among the major sources.
The eight states, selected for comparison, have 51m1lar characteristics
of high income per capita, ‘highly developed industrial economy, and, -

in most cases, greater than average development in extractive industries, -
j‘farmmg, or service enterprises.

- 'The year 1941 has been selected because it is the most recent year. o
before the entrance of the United States into the current war, for which
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data on both state and local tax collections, by states, can be obtained. -
In this year the national income was about $9-$10 billion greater than
in 1929. Consequently, tax collections represent the productivity of the
various state tax structures under highly favorable peace-time condi-

- tions. The grouping of the various tax sources, according to major -
bases, varies slightly from that usually employed, but it has the distinct -
- advantage of prov1dmg a segregation of tax sources, which has been

applied to. tax revenues at the federal, as well as state and local, levels

- For purposes of interstate comparisons, revenues from two sources,

*which are classified by the Commonwealth of Pennsylvania as non-tax
~ revenues, are included. These sources are alcoholic beverage licenses
and permits (taxes upon alcoholic beverages, measured by quantity sold-

and gross receipts of sales, are included under the classification “Sales
and Gross Income”) and motor vehicle registrations, motor vehicle
operators’ licenses, etc. In both cases these sources provide large.
amounts of revenue and are used by the states primarily for revenue .
purposes. In Pennsylvania, for instance, liquor licenses are collected
by the state and returned to the political subdivisions without spec1ﬁc
dedication -to regulatory purposes. The omission of revenues from
alcoholic beverage licenses and permits or from motor vehicles and
motor vehicle operators’ licenses and registrations would senously dis-

- tort any comparatwe plcture of state taxation by removmg two of the
_principal soutces of state revenue utilized, in varymg degrees in all

the comparative. states. - .
It is apparent from a review of the table on page 90 that the tax .
structures of Pennsylvania and the eight compatrative states present

~_ many contrasts. Geographically, none of the four Atlantic Coast states,
~including Pennsylvania, levied ‘a tax upon general sales, use, or gross

income, while such taxes were favored in the four mid- westem states
and Cahforma On the othe1 hand, none of the mid-western states or

New Jersey levied taxes on corporate net income or individual net in-

come, while Massachusetts, New York, and California levied taxes on
both forms of net income and Pennsylvama taxed only corporate net
income. ' : | _ '
General property taxes y1elded appreaable amounts of reévenue

1 Financing Federal State and Local Governments 1941 Buteau of the Census U. S, 7
Department of Commerce ,
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only in New Jetsey, Massachusetts, and Ohio, while no tax was levied
by New York and Illinois on a general or selective property basis.

" A review of the table on page 90 shows the following. character-
istics in the use of taxes on net income and general sales, use, or gross
mcorne by the nine comparatlve states. _

Corpomte . Individual : Geneml Sales

Net Income : : Net Income or Gross Imome
California - " California - California
Massachusetts .‘ Massachusetts - et
New York : New Yotk E e
Pennsylvania [ [
e e s . Ohio .
i ' - L e ' Michigan
.......... « el ..~ Illinois

et ' ' Indiana

"1 New Jersey does not levy taxes on corporate or md1v1dual net incomes or on gen::
. eral sales and gross income. .
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. Cotporations

- -Alcoholic Beverages

PERCENTAGE DISTRIBUTION OF STATE TAX COLLECTIONS—1941

ADAPTED FROM U. S. BUREAU OF CENSUS

~

Tax Source

Net Income & Inhetitance, Etc.
Corporate Net Income
Individual Net Income ...............
Inheritance,” Estate & Gift

Total
Property
General (Real Property)
Selective (Personal & Intangibles)
Delinquent General

Total ..ot i e
Specific Businesses

Public Utilities ............... 0 ..0...
Insurance Companies

TOther i e e
Total
Sales & Gross Income |
General Sales Use & Gross Recexpts ce e
Motor Vehicle . Fuels
Alcoholic Bevetages
Tobacco Producéts
“Other (Amusements,

e its e s e e e
...................

Etc. )

Other

Motor Vehicles (Vehxcles & Operators)

Miscellaneous

"~ Total

LI R L T R T R R I

“STATE FINANCES—I 941”

100.0

Avemge
Average Eight Com- _ \

All (48)  parative New New . .
States States Penna. Mass. York Jersey Obio Mich. Il Ind. Calif.
5.6. 5.1 112 48 119 . . .. 8
6.3 9.3 cee. 17.0 0 237 ... e e e 7
4.0 3.9 64 68 © 57 53 12 24 21 1.5 4
15.9 183 17.6 286 413 53 12 24 21 - 15 193
49 2.5° 13.4 177 00  .... ... 68 ...
2.7 2.9 71 00 ... 93 32 74 ... 20 5.6
.. 0.5 i, .. 05 0.2 N
7.6 5.4 71 134 05 270 32 79 02 88 5
2.2 1.5 10.9 7.9 0.0 2.1 2.0 33 .13 0.1 0.
2.5 3.3 31 4.1 52 ... 44 .... . 56 ... 1.
2.8 3.0 27 42 31 41 31 24 27 25 2.
1.6 2.2 26 04 38 06 . 27 18 06 .35 - 2
2.8 1.9 46 31 32 13 08 09 00 09 2
11.9 11.9 239 197 153 81 130 - 84 102 7.0 8.1
16.2 22.3 .. .... 283 427 487 30.1 385
25.8 20.1 249 174 154 260 258 199 208 315  19.0
61, 6.4 60 78 7.6 96 92 27 . 49 59 39
3.0 2.5 4.7 6.4 49 44 ..
0.5 0.2 00 00 92 00 08 00 05 0.0:
51.6 51.5 35.6 316 281 356 685 653 749 675 6l4
123 119 155 65 115 240 . 141 160 126 142 56
0.7 1.0 03 02 33 ... e .een .. 1.0 .

13.0 12.9 158 67 148 240 141 160 126 152 5
100.0  100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 - 100



‘Lhe proportion Or total taX IEVEIIUES, UCLIVEU LLULLL Laald SIVRCVILS
porate net income and specific business, together with the proportion
of total tax receipts, derived from taxes on individual net income, gen-
eral sales, use, or gross - income, and selected sales, are shown in the
followmg sunmary table:

PERCENT OF TOTAL TAX REVENUES DERIVED FROM
SELECTED BASES—1941

. Specific
. Corporate Businesses & Individual
Net - Corporations Net General Sale.r, Selected :
Staze Income in General Total  Income GrossIncome Sales. Total -
Pennsylvania . = 11.2 239 35.1 S 35.6 35.6
New York .. 119 . - 153 27.2 ’ 3 7 ... 2841 '51.8
Massachusetts. . 4.8 19.7 - 24.5 T 17.0 R 31.6 " 48.6
California ... 80 . = 8.1 16.1 7.1 38.5 22.9 68.5
..Ohio ....... ‘ P 13.0 13.0 .. 28.3 40,2 . -68.5
" Illinois ..... e 10.2 10.2 T 48.7 29.2 - 77.9
Michigan .... 8.4 8.4 T 42.7 . 22.6 65.3 -
New Jersey . 8.1 8.1~ e v 35.6 35.6
Indxana ..... 7.0 7.0 -

30.1 37.4 67.5

Pennsylvania’s heavy tax burden on corporate net income, corpo-
rations in general and -specific businesses is at once apparent from
the above table.. None of the comparative states approaches the Com-
monwealth’s proportlon of 35.1 percent of total tax revenues from
 these sources. For the other states, the proportion of these taxes to

total tax revenues varies from 7.0 percent in Indiana to 27.2 percent
in New York.

On the other hand, Pennsylvania and New Jersey show the small-
est proportionate collections from taxes on individual net income, gen-
eral sales, use, and gross income, and selected sales, amounting to' 35.6
percent. ‘The other seven states received tax revenues from these bases,

. ranging from 48.6 percent in Massachusetts to 77.9 percent in Illinois.

In general those states with a tax on general sales or-gross income,
- but no tax on individual net income, have the smallest propottion of
total tax collections from taxes on specific business, ‘corporations in-

~ general, and corporate net income. In turn the states with an individ-

- ual net income tax, but no general sales or gross income tax have a

smaller proportion of total tax collections from taxes on specific busi-

~ nesses, ‘corporations in gerieral and corporate net income than does

Pennsylvania, which taxes ne1ther general sales or gross 1ncome not

individual net income.

Reference to the detailed t'able on the distribution of tax collec-
tions on page 90 shows why New Jersey and Cahforma are exceptlons,
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W tals general CONCIUSION. INEW JELsey nas eXceptionally neavy coliec-
tions from property taxes and taxes on motor vehicles and operators.
In 1941 these taxes accounted for 51.0 percent of New Jersey's total
tax revenues. California, on the other hand, uses many tax bases, but

“does not receive colleetions proportioﬁate with other states, from its -

taxes on individual net 1ncome selected sales, and other bases.

COMPARATIVE STATE AND LOCAL TAX LOADS
The following table presents a comparison for 1941 of the over-

~all state and local tax collections, related to state income payments,

with the ratio for Pennsylvania converted to an index of 100, and show-

~ ing how the states ranked in relation to state and local tax receipts to

state income. The comparative tax load index for state and local taxes
in all forty-eight states was 139.6 in 1941, while the index for the tax
load of the eight comparative states was 111.5, both subst_ant1ally above
the index for Pennsylvama s state and local tax load.

STATE AND LOCAL TAX COLLECTIONS OF SELECTED
' STATES'—RELATED TO STATE INCOME
PAYMENTS—I 941

Index of Tax Load Pennsylvama—lOO 2

Pennsylvania E ‘ S California
State-local (5) ............ . 100.0 State-local (4) ............. 107.3
State (6) ..... e e 100.0 - State (1) ..., 120.3
Local (5) ...cvvvivnnennnn, 100.0° Local (6) ....... cheieeeses 970
All States _ C . Mickigan- ' N
" State-local .......... weeei.. 1396 State-local (6) ............. 100.8
State .. ... ... 0iiiiienenn., 108.7 - - State (3) ...l 114.6

Local ........iLLt. ceesoe. 1632 Local (8) .......... e . 90.6

Eight selected Siates o Allinois .
State-local .......... e . 1115  State-local (7) ...eeiiiin... 99.2
State—...... ... oo, 1013 State (8) -....... S ' 88.8
_Locgl e eeeeee.. 1151 Loc_a.l 5 I ... 1085

. New York . Indiana -

- State-local (1) ...... eve... 1309 State-local  (8) ......... .. 97.2
State (4) «oueneenennn. 108.0 State (5) «evniiiainn... . 102.0
Local (1) ........... e 150.6 Local! (7) ... .. e 93.4

New Jersey o s Obio ‘ ' )
State-local (2) ............. 115.3 © State-local (9) ... .. 93.5. .
State (9) . ...uner.... S - 744 State (2) vernnen... vev... 1158
Local (2) ...... e, 14620 Local (9) e e .. 768

. Massachusetss ' - o S -
State-local (3) ............. 107.6
State (7) «vnereennenaninns 88.7
Local (3) ..vivuivvnninna.. 1221

1 Adapted frdm ‘State Finances, 1941,” and Fmancmg Federal, State, and Local Gov-
ernment: 1941,” Bureau of Census U. S. Department of Commerce.
2 Number in parentheses gives: 1ank1ng among Pennsylvama and eight selected states
ranked with largest index as (1). .
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“The indices of state tax loads for the eight states and Pennsylvania

“show much less deviation than ‘those for Jocal government. In 1941

“ the state tax load index for all forty- cight states was 108.7 compared
with the base of 100 for Pennsylvama ‘The erght selected states had
an index of 101.3, which indicates a surprrsrng uniformity.in the total
tax burden, levied by the several selected state governments upon therr
various tax sources, when related to state income.

At the local level of government, however, the index of Iocal tax

| load in the forty—erght states soared to 163.2, compared with Pennsyl-
vania’s basic index of 100. The local tax load index for the eight com-
parative states was 115.1, still substantrally above that of Pennsylvania,

In other words, it appears that in comparison with the eight competi-

tive states, Pennsylvania imposes a tax burden; which, when related to
state income, was only slightly lower at the state level, but decidedly.

‘lower at the local level of government The combined tax loads for
state and local governments, related to state incomes: “stands in- favor -

of Pennsylvania with an index of 100, compared with 111.5 for the
eight comparative states and with 139.6 for the forty-eight states.

These data however do not take into consideration the distribu- -

- tion of the tax load among the various taxable resources of the various
- states. As has been pointed out, in the table on page 90 based on the
same data, the distribution of Pennsylvama s tax burden shows striking

drfferences from those of 1ts competitors in that the Commonwealth s

tax tevenues are derived more from taxation of business capital and
- corporate net mcome than in the comparatrve states in the east, which
| utrhze mdrvrdual income taxes and in the mid-western states and Cali-
forma, ‘which emphasize taxes on general sales, use, or gross income

~ as revenue producers. - None of these taxes is employed by the Com-
monwealth at the state level.. The comparative 1941 data on tax loads,
- related to state income, indicate that the over-all tax load of Pennsyl-

~ vania is not excessive in view of the: average of its industrial competi- -
'tors but that vital drfferences exrst in the drstrrbutron of the tax load
over the state s tax resources.

Pennsylvama employs a corporate net income tax, but does ot utrl
ize taxes on elther individual net income or general sales. The com-
petitive states in the East, with the exception- of New Jersey, have
‘utilized: 1r1d1v1dual net mcome taxes, and, in the case of Massachusetts.
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a general tax on real property. “The mid-western states (Ohio, Mich- -
igan, Illinois, and Indiana) have made use of both a general sales or
gross income tax and taxes on selected commodities (with the- excep-

~ tion of tobacco products which are so taxed only in Ohio), but have

avoided the individual net income tax, employed in New York and -
Massachusetts. Cahforma on the-other hand, levies staté taxes on cor-

~ porate and individual net income and general sales. The yields of these

taxes, as well as the rates of taxation of motor vehicles and,ope/rators,
speeiﬁc businesses, and petsonal property, however, appear to be de-
cidedly below those of the other states in the competitive group. Penn-
sylvania, therefore, is the only state, not excepting New Jersey (Which
levies a heavy general property tax and _exceptionally heavy taxes upon
motor vehicles and operators), which extracts 50 large a propornon of
its state tax revenues frotn taxes on cap1tal,and corporate net income.

This fact, in view of the fundamental desirability of encouraging

~ industry to come into the state, as the principal means of producing a

high level of state income and, consequently, employment and con--
sumption, indicates that the tax policy of the Commonwealth should

* be revised, not only to provide the revenue, essential for desirable state

and local governmental functions, but to distribute the tax burden over
its taxable resources in such a manner that private enterprise (in indus-
try and business) will be given positive encouragement to enter and
expand in the state in order to reverse present trends in the state’s
economy. This result can be accomphshed by a reapportionment of the
tax burden, which will permit the Commonwealth to offer to private
enterprise approximate equahty with competitive states in the tax
burden on’ capital and corporate net income.

If the blighted portions of Pennsylvania, which now exist in the
areas depleted by its extractive industries, are to be restored to healthy
community life, success can be assured only through a considered policy
of taxation on the part of the Commonwealth and its political subdi-
visions—a policy which will promote and encourage private entetprise-
to undertake the reconversion of these areas to a more diversified in- -
dustrial economy. Such a tax policy, adopted prior to the post-war
reconversion period, should offer to venture capital assurance for a
reasonable period that at least it will not be handicapped by either state
or local taxation in excess of that found in other ateas of the nation.
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COMPARATIVE STATE AND LOCAL PROPERTY
' TAXATION

The effect of property taxatron within the Cornrnonwealth upon '
the initiative, development, and expan51on of private enterprrse has not.
received, as yet, the consideration which is its due. ‘Comparative data
among the various states, relating to the tax loads imposed by local
taxation of real property, have not yet been collected and developed to *

a_point where definitive conclusions can be drawn |

- Due to the inherent nature of local property taxation, which varies
widely from state to state, as well as within each state, in the relation
of assessed valuation to true valuation of real property (apart from the
complex problems of determining true valuation and the policy of
treatment of improvements as past of the’ assessed valuation of real”
property), interstate comparisons of the tax load, imposed by local tax-
ation of real property, are subject to so many quahﬁcatrons as to make
~ them almost meaningless.

The followrng table is derived from a study of the United States
Bureau of the Census, entitled * Frnancrng Federal, State, and Local
Governments, 1941.” The data are immediately questionable because
of the unwarranted low percentage of total tax revenues, ascribed to-
" the Commonwealth’s taxation of personal propetty, when cornpared
with personal property tax. receipts as shown by the Commonwealth’s
method of classification of revenues.  Furthermore, these data do not
 break down the distribution of tax receipts between real-and personal
~ property at the local levels. In favor of this report, however, is the
* fact that it presents the most recent analysrs of property taxation by
the states and their political subdivisions and, secondly, that, insofar as
~ is possible, subject to the reliability of the reporting sourées, it presents
a uniform treatment of taxation. Accepting these qualiﬁcations of the

| _data, presented in this report, and subordinating this information to

other more recent detailed analyses of taxation of real property in,
- comparative states, the position of Pennsylvania in respeet to the eight
comparative states and the average of the forty—erght states can be
observed in the following table: |
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GENERAL AND SELECTED PROPERTY TAX RECEIPTS
(COMBINED) AS A PERCENTAGE OF TOTAL REVENUE
(INCLUDING FEDERAL AND STATE GRANTS)—1941

Siate o : State Local sz‘e & Locdl 2
Per;mylwmza et e P 2.4 : 69.9 : 37.2
48 States ....... [ 43 59.91 ~ 40.5
Indiana ..........cci i, - 48 61.9 ’ 428"
California ........... e veee 35 55.9 - © 385
. .Michigan .............. ... O - 47 \ 57.6 37.6 .
Ohio ............ e e 2.0 - 478 . 31.3
New.Jersey ..oooovinennns I £ 5 | 68.4 - 54.4
- Massachusetts . ......... P 78 . 621 ' 49.0
- Mlinols .. .vvieeriniin ... e . 0.2 66.4 44.1

New York e .f. ...... e eeaeea 0.3 .. © 61.0 . 46.5

1 Includes the Drstrrct of Columbia.
2Acl;usted to elrmrnate duplication of mter governmental grants

The above table indicates that Pennsylvania was eighth among the’
nine states, ranked according to the proportion (of total revenues), de-
rived from real and personal property taxes of the Commonwealth and .-
its political subdivisions. “The Commonwealth itself taxed property

in a proportron (of its total revenues) which ranked the state sixth

among the nine states. The political subdivisions of the Common- .
wealth, according to this report of the Bureau of the Census, employed
taxation of real and personal property to a greates degree than any of
the eight compara’_c_rve,states and to a greater degree than the average.
of the forty-eight states of the nation.. Despite the fact that this ranking -

- is qualified by the inclusion of reveriues from taxes upon both real and

personal property, this comparison indicates an extraordinary degree of
dependence upon property taxes for revenues by the polrtrcal subdrvr- '

_sions of the Commonwealth

The generalization that the local governments in Pennsylvanra are
more heavily dependent upon property taxes than in comparative states

- emphasizes the problem presented by the tax burden on real propetty

in the Commonwealth. In general and from the available data, if ap-

pears that local taxation of real and personal property in Pennsylvania

~ is decidedly heavier than the average in the eight states; selected for

comparison, ot the average of all 48 states. Reahstrcal,ly, moreover,
experience in Pennsylvania has shown that almost exclusive reliance.

‘upon real property, as the tax souice of local governments, has resulted

in great hardship in the metropolitan, or highly urbanrzed areas of the .
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state, as well as in those sections of the state, cornmonly known as the
“distressed” areas, in Wh1ch the decline of assessed valuanons has been
* most marked in the past decade.

| Available data, analyzed in detail earlier in thlS report in . the
section, Pennsylvama s Economic Problems,” emphasizes that the
Commonwealth is suffering a proportionate decline in relation to the
- nation as a whole in population, wealth, and income, as well as in the
product1v1ty of its manufacturing and extractive industries. Practically
every index shows the Commonwealth to be losing its proportionate
share in the nation’s economic grow_th. This unfavorable development.
" is related to an absolute decline in the production of the Common-
wealth’s extractive industries and a relative decline in the Common-
wealth’s share of the national product from heavy industries and, in'a
lesser. degree, from _processing and finishing industries. The boom,
" which began in 1941 from prosecution of the current war, has actually
accelerated these trends, despite great expansion of productmn and
employment within the Commonwealth.

The great expansion of the state s revenue needs, which occurred
in 1935 and 1936, did not result in a revision of tax policy. Although
tax legislation in 1935 and 1936 uncovered some new soutces of tax
revenue, it added even heavier taxes upon corporations, upon manufac-
turing capital, employed within the state, and upon public Ufilities, '
banks and trust companies. With the exception of the assumption in.
1932 by the state of the costs of public assistance, the General Assem-
bly, in its enactment of emergency measures, gave no recognition to the -
~ problem of local taxation, although more than fifty percent of the taxes
of the Commonwealth and its political subd1v1s1ons are collected by.‘
local govemrnents

{97}






o , 7 VII 7
"TAX STRUCTURE OF THE GENERAL FUND
OF THE COMMONWEALTH |

A hrstorrcal review of the state tax system reveals the Ppresent tax
structure of the General Fund to-be the result of a more or less hap-
hazard retention of miscellaneous tax laws, enacted over .a petiod of -
- more than 100 years. Aside from the general revenue laws of 1879
and 1889, there has been no codification or revision of the whole body
of state tax laws. Even the Code of 1889, which remains the basic act
for much of the present taxation of corporations and specific busrnesses .

was not complete -and taxes on inheritances and mercantrle lrcenses ‘
developed as separate systems -of taxation. '

The fitst real state tax was levied on bank stock drvrdends in 1814,
| 'Collateral inheritances were taxed in 1826, making Pennsylvania the
- first state to levy such a tax. State taxation of pr roperty was first intro- . |
- duced in 1831, although it was not. until 1844 that state taxes were
firmly established on both personal property and real estate, the latter
tax being repealed in 1866. :

During the perrod between 1844 and 1889 various sub]ects of tax-

ation were added, ‘including the net- earnings of private bankers and

brokers, corporate and municipal loans, gross receipts of transportatron
" companies, shares of national banks, and gross premiums of insurance
~companies. During that period, and particularly after 1861, there were
continual changes in the subjects, rates and types of taxes, adopted by

~ the Commonwealth, particularly in regard to those taxes on corpora-
tions and businesses. This period was brought to a close with the A'Ct‘
of 1889, which recodified the Act of 1879 and generally levied the same .
taxes. During the period of development of state taxes in Pennsyl
vania, the Commonwedlth was one of the leaders in the national transi- -
tion from an agricultural to an industrial economy. “The definitive
- form, given to the tax structure by the Revenue Act of 1889 and other
taxes exrstrng at that time; indicates that a tax structure had developed
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~ which was shaped by and suited to the industrial expansion of the state.
The factors, which contributed to the stability of this early structure
were the tax uniformity clause of the Constitution of 1873, the division -
of tax sources between the state and its political subdivisions, the rapid
growth of taxable resources, while revenue needs were small, and the
advantages, secured to' many dlfferent groups by specific tax legislation
ot tax exemptions.

In 1913 the. leadmg revenue taxes of the General Fund, ranked in
order of the magnitude of revenue produced, were those on capital
stock of corporations, mercantile license, collateral inheritances, shares
of banks and of title insurance and trust companieé, gross premiums of
~ insurance companies, and gross receipts of public utilities. Minor rev-
enue sources included the corporation bonus and taxes on the income
of incorporated savings institutions, the stock of building and loan asso-
_ ciations, the gross receipts of private bankers and notasies public, and
legal documents. In 1913 a state personal property tax had been aban-
doned with the exception of taxes on public and corporate loans. A tax
on anthraate enacted as a major revenue measure in that year was
declared unconstitutional.

-

Followmg 1913, efforts were again made to tax anthracite in 1915
and in 1921. The law of the latter year was upheld and a tax was
levied on the value of anthracite, prepaled for market, from 1921
to 1931.- A more lasting change in the tax structure resulted from the
imposition of a tax on direct inheritances in 1917. In 1919 the Gen-
eral Assembly consolidated the direct and collateral inheritance taxes
in an inheritance transfer tax at rates of 2 and 5 percent, respectively,
and in 1921 the tax rate on collateral inheritances was increased to
10 percent. Taxation of inheritances was later rounded out by an addi-
tional transfer tax, later entitled an estate tax, which was imposed to
take up the difference between the normal Pennsylvania tax on inherit-
ance transfers and the federal credlt allowed for such state taxes
against the federal estate tax.

_ In 1921 the Commonwealth enacted a tax on gasoline, the first
~ tax on consumption items, introduced by the state. The receipts from -
‘this tax, however, were paid into the General Fund only until 1925,
when they were dedicated to the Motor License Fund for highway

purposes. ‘
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In 1923 an emergency tax on corporate net income, known as the’
- emergency proﬁts tax, was enacted at the rate of one-half of 1 percent
of the net income of corporatrons for the two years, 1923 and 1924.
_ This Act, which was the state’s first modern corporate net income tax,
allowed deduction for taxes, paid-to the federal government. In 1932
another emergency tax was enacted, which levied a general retail sales
tax at a rate of 1 percent for a 6 months’ period. This tax provides
* the Commonwealth’s only experience with a general sales tax.

In 1933 the repeal of the 18th A.mend‘m'ent of the federal Con-
 stitution enabled the Commonwealth to obtain very substantial revenues
from the taxation of beverages and liquors. Inasmuch as the state
established a liquor monopoly through its Liquor‘Control Board, the
only tax revenues of importance were those on malt beverages. This
tax constituted the first tax on consumption items in the General Fund,
” followrng the dedication of the liquid fuels tax to the Motor License
Fund in 1925. Profits, accruing to the Liquor Control Board, in lieu
of state taxes on the sale of alcoholic beverages also were in the nature
- of a consumption tax. , , |

- Tax leglslatron between 1913 and 1935 dealmg with the corporate
and business tax laws of the General Fund, were concerned principally
with the revision and refinement of existing tax laws to eliminate dis-
ctiminatory tax treatment. On the whole, until 1931 there was some
liberalization of the specific provisions and exemptions granted manu-
facturrng corporatrons and businesses in the determmatron of their tax
liabilities. ' |

Durmg 1913-1935 the greatest number of amendments, effecting
the greatest changes in the taxation of a particular type of business,
were enacted in respect to the gross receipts taxes on public utilities.
These measures were necessitated, however, by adverse court decisions,
which threatened to invalidate the ‘Act of 1889, forming the basic law
of utility taxation. One of the measures enacted was the highway use
tax of 1931. This measure was designed to impose a tax upon the gross
receipts of companies, engaged in the business of motor transportation
on the state’s public highways. Intra-state motor carriers had been ex-
empted from the gross receipts tax in 1929 and the gross receipts of
,compames engaged exclusively in interstate motor transport business,
o had never been taxed. To avoid levying this tax as one upon gross x
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féceipts the Act of 1931 enacted a highway-use tax, at the same rate -
as the gross receipts tax on other public utilities. Such portion of the
receipts, as were derived from intefstate motor transport companies,
“were dedicated to the Motor License Fund for highway purposes, while
the remainder was deposited in the General Fund. e

During the period, 1913- 1935, with the exceptmn of the materlal
“changes in the tax structure, already noted, the major reason for the
greatly increased tax revenues of the General Fund can be attributed to
- expanding economic bases. The ‘changes in the tax structure and the
reaction of the various taxes to economic influences resulted in 2 re-
~ arrangement of the revenue importance of the ma;or taxes. The major
‘taxes in 1933-1935, in order of their revenue importance, are presented
in the followmg table:-

MAJ OR REVENUE TAXES OF THE GENERAL FUND

£ 1933-1935 R
1933-1935 © Percent -
o - o - _ (in thousands) B
Capital Stock Tax .... l ..... e e $33,529 . © 259
- Inheritance Tax . =~ _ T - . '
R Trarlsfer and Estate Taxf ............... .. . .. ........ ‘- 92 194 o - 249 -
Corporate ‘and Municipal Loans Tax ............... 16,325 12.6
.Alcoholic Beverages Tax ...........cceueiiiienn.. : 15,258 11.8
Gross Premiums Tax—Insurance Cos. «............. . 11,681 v 9.0
~ Gross Receipts Tax—Public Ut111t1es A N . 6,184 . ) 4.8-
Mercantile License Tax ................. Shieaie.. . 5,703 : 44
Tax on Shares—Banks and Trust CoS. v iviiiniinen 5,276 ‘ 4.1
CAll other ............... e, SR 3,292 2.5
Total ....... . e ... $120442 1000

The increasing costs of government,’ particulaﬂyr for unemploy-

‘ment relief, in the depression years following 1930 were not reflected . -

by changes in the General Fund tax structure until 1935. At the end
of the 1929-1931 biennium the General Fund had an accumulated sus-
plus estimated at $38.8 million, but by the end of the 1933-1935 bien- -
‘nium, this had been changed to an estimated deficit of $58.4 million.

. In the two depression biennia, 1931-1935, the yields of the General
Fund tax structure were remarkably constant, but the additional reve-
nue needs of the General Fund had outgrown the productlve ability of

1 See Report No. 9 of the Joint State Government Commission, -entitled * F1scal Analy51s
of the Operatmg Funds of the’ Commonwealth of Pennsylvama 1923 1943 August 17,

1944,
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the General Fund tax structure. As a consequence the Sessions of 1935 -
--and the Special Session of 1936 were faced with the Problem of raising
‘revenues .in an amount without precedent in the history of the Com-
monwealth. The urgency of the revenue needs and the opinion that -
“ such measures were truly of an emergency character worked against the.
integration of the new tax measures into the regular tax structure. As /
a result, two General Fund tax systems came into being, the first, com-
posed of the taxes in effect before 1935, and the second, consisting of _
a number of emergency taxes, many of which were re-enacted in the
“succeeding biennia. This division gave rise to a classification of the
first as normal taxes, and of the last as emergency taxes.
The tax legrslatron of 1935 and 1936 had a profound effect on the
normal tax structure. The major revenue tax, the caprtal stock tax, was
amended in 1935 to revise the taxation of foreign corporations.  Such
‘a change had long been advocated in the Commonwealth, where it was

- widely held-that foreign corporations were escaping an equrtable share

~of the tax burden Furthermore, the amendments suspended for a
‘period of two years the exemptron from taxation, granted for capital
investments in manufacturing, meat packing; and laundermg entetprises
" within the state. In the following biennium this exemption, which had
- been embodied in petmanent form in the Act of 1889, was repealed

" In addition to these far reachrng changes in the normal tax struc-
‘ture, emetgency rates, for two year periods, were superimposed upon -
the rates of normal taxes on corporate loans, gross receipts of pubhc
utilities, and shares of bank and trust compames The tax rate on the -
gross receipts of public utilities was increased from 8 mills to 14 mills
" and, in 1936, from 14 to 20 mills, the equivalent of a normal rate of
8.mills and an emergency rate of 12 mills. The normal tax rate of 4 -
mills on corporate loans was raised first in 1935 by an additional tax

- of 1 mill, then changed in 1936 to an additional tax of 4 mills, which

was in effect from 1936 thr rough -1943. In 1936 the tax rate on the

bank shares was doubled by an amendment, raising the rate to 8 mills ’
in place of the prevrous 4 mill rate. The tax rate on the shares of title

insurance and trust companres was also raised from 5 mills to 8 mnls -
~but ‘normal rates were restored for these taxes begmnmg in 1943,

~The new taxes, enacted in 1935 as emergency measutes for lim-
ited petiods, were placed on five subjects, Vrrtually untaxed by the
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| normal tax structure These were amusement adrmssrons documents,
cigarettes, personal property, and corporate net income. A sixth emer-
gency measure raised the liquid fuels tax by one cent per gallon for
General Fund purposes. '

 In 1936 the- Specral Session added emergency taxes of 10 percent-
on the sales of liquot by the Pennsylvania Liquor Control Board and
a 4 percent excise tax on distillers’ deliveries to- the quuor Control
* Board. - The 4 percent tax was in effect for a period of 91/ months,
and, like the taxes on amusement admissions and documents, was not
extended beyond the original period of its enactment.

The emergency taxes, which became fixed in the General Fund
tax structure by re-enactment in succeeding biennia, added three addi-
~ tional consumers’ taxes on liquor sales, liquid fuels, and cigarettes to
the General Fund’s ‘previous single major consumption tax on malt
beverages. A tax on net income became of major revenue importance
for the first time with the enactment in 1935 of a flat rate tax on cot-
porate net income and, in the same year the state re-entered the field
of personal property taxation with the revival of a state personal prop-
erty tax.

- It is important to note that in the search for new tax revenues, the
General Assembly enacted a graduated tax on individual net income
. in 1935 and a graduated license tax upon chain stores and theaters in

" 1937. Taxes of these types had been widely adopted by other states
in their search for additional revenues, but both were invalidated in “
Pennsylvania, the first in 1935 and the latter in 1939, by the courts®
on the grounds that the graduated feature was a violation of the unr-
formrty clause of the Commonwealth s Constitution.

Tax Sources and Bases of the General Fund

The predominate source of General Fund revenues has been busi-
ness enterprise. The following table presents the major source of
General Fund tax revenues for the periods 1913-1935 and 1935-1943,
as represented by their proportion of total tax revenues of the General
- Fund. In the period 1913-1935 taxes on business produced 58.7 per-

1 The individual net income tax, Act of July 1912, 1935 (P. L. 970), was mvahdated
in the case of Kelley v. Kolodnar (320 Pa. 180), and the tax on chain stores and
theatres, Act of June 5, 1937 (P. L. 1656), in the case of American Stores Ca v. Board-
man (356 Pa. 3()
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cent of the total tax revenues of the General Fund; taxes on inherit-
ance transfers and estates accounted for 24.4 percent; taxes on personal'
property represented 10.4 percent and taxes on sales and unclassrﬁed. :
soutces; 6.5 percent. S '

s

‘ DISTRIBUTION OF GENERAL FUND TAX REVENUES BY
'MAJOR TAX SOURCES—1913-1935 AND 1935-1943 -

General Fund Tax Receipts  Percentage Distribution

) _ -1913-1935 1935-1943 1913-1935 1935-1943
Tax Sonrce (in thousands of dollars) : _ .
Business . , ‘ ' , . :
Capital: Stock e 357,427 250,293 - 293 18.8
Gross Premiums ...... e 95,296 55,102 7.8 4.1
" Mercantile Licenses ......... 81,189 29,279 . 6.6 2.2
Gross Receipts ............ 71,939 , 61,000 5.9 4.6
Shares ..iv.oviiivannnninn.. 58,639 47195 4.8 . 3.6
Anthracite . .. .. .. e P 52, 687 ‘ R 43 e
Corporate Net Income -...... e ' 231, 341 caes 17.4
: o 717,177 674,210 58.7 50.7
Inheritance ......... Ceeee 297,678 143,314 . = 244 © 10.8
Property L : o ' . :
"~ Loans ......... e . 126,767 72,479 104 C 555
- Personal Property ....... e 506 - 84,142 PR .63
- o 127,273 156,621 104 - 118
Consumption - o ' , : -
Alcoholic Beverages ........ 15,703 63,549 - 1.3 . 4.8
Liquid Fuels .............. ....... 109,110 - el : 8.2
Cigarettes .......coviviein.  vuienn.. 93,868" . 7.1
Liquor Sales ............ e e . 62,456 e 4.7
\ 15,703 328,983 13 24.8
Total Major Tax Sources. 1,157,831 1,303,128 948 981
"~ All other Taxes ............. 63,5821 25,2012 C .52 1.9
' Total i......... S 1221415 1,328,329 100.0 100.0

! Includes emergency profits tax (1925) yreldmg $6,116 th0usar1d and relief sales tax
(1932), $9,804 thousand.
2 Includes amusements tax (1955) yielding $7, 751 thousand.

The emergency taxes of 1935 and 1936 greatly changed the rela-
tive importance of the General Fund’s tax sources. Taxes on. business,
between 1935 and 1943, yielded 50.7 percent of the total tax revenue,
* while taxes on sales increased from 1.3 percent in 1913-1935 to 24.8°
percent in 1935-1943. Tax revenues from inheritance transfers and
estates dropped from 24.4 percent to 10.8 percent and were surpassed
by taxes on personal property, which increased slightly, to 11.8 percent.
Only 1.9 percent of the total tax revenues came from minor. sources m
~ this period. |
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“The most important tax base of the normal tax structure between«;__'f
11913 and 1935 was property (real and personal), which provrded 44.5
percent of total tax revenues, as may be observed in the following table |

'DISTRIBUTION OF GENERAL FUND TAX REVENUES,BY
' TAX BASES—1913-1935 AND 1935-1943

General Fund Tax Receipts Percenmge Distribution

- 1913-1935  1935- -1943 . 1913-1935 1935-1943
"Tax Base . - - (in thousands of dollars)

- Property . A ) ' ' ﬁ
_Capital Stock ...... e 357,427 - 250,293 .29.3 -18.8
Loans ........c.ce..... ceao o 126,767 72,479 10.4 5.5
Shares ..... e 58,639 ‘ 47,195 4.8 3.6
Personal. Property ........ - 506 »84,142 S e 6.3

o 543,339 454,100 - 445 342
Business Volume o ) : : ‘
-Gross Premjums ........... 95,296 55,102 - 7.8 - 4.1
Mercantile Licenses ......: - 81,189 S 29,279 - . 6.6 2.2
Gross Recerpts i, 71,939 . 61,000 5.9 4.6
: Anthracrte e, 52,687 e 4.3 e
| _ 301,111 - 145381 = 246 10.9

Sales - : - et : :

- Alcoholic- Beverages cieeeie. - 15,703 63,549 1.3 . . 48
Liquid Fuels .............. . eeea. 109,110 - . .... , 8.2
Cigarettes . .....cv.vvnn.nn, e ' - 93,868 ... 74
Liquor Sales .............. . e 62,456 ciee - 4.7

: : 15,703 328,983 1.3 24.8
Inheritance ........:..... ... 297,678 - 143,314 - 244 . 10.8.
Corporate Net Income ............... - 231,341 cenn 17.4
Total Major Tax Bases . . 1,157,831 1,303,128 - & 948 - 98.1
All Other Taxes ............. 63,5821 25,2012 . 5.2 1.9 -
~ Total B 1,221,413.\ 1,328,329 E 100.0 - 100.0

1 See page 105.
2 See page 105.

Great changes are also- evident after 1935 in the prOportionate produc— ,
tion of total revenue by major tax bases. In 1935-1943 taxes on a
 property base, dropped from 44.5 percent to 34. 2 percent, while taxes
" on a sales base increased from 1.3 percent to 24.8 percent. Taxes on
the business volume and inheritance bases declined greatly from 24.6
percent to 10.9 percent and from 24.4 percent to 10:8 percent, respec-
tively. A new tax base, net income (corporare) provided 17.4 petrcent
of total tax revenues. '

It is apparent from the preceding pardg'raphs that the tax lecris-f
latron of 1935 and 1936 setved to moderate the proportronate tax load
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on busmess sources and to decrease greatly the relatrve 1mportance of
1nher1tance transfers as a tax source. o

‘In the same manner the relative importance of the three rna]or'-
~ tax bases of property, business volume and inheritance transfers in the
1913-1935 period was greatly diminished in 1935- 1943 by the establish-
- ment of selected sales and-corporate net income as tax bases. In 193 S-
1943 these two new bases, in the ordér named, were second and third
o the Property base as r_na]o.r tax revenue bases of the General Fund.

E “The Normal Tax Structure

. The yrelds from the normal taxes rose steadily from $56 6 million -
" in 1913-1915 to $174. 2 million in 1929-1931 and fell to $128.8 million

.+ in 1933-1935. The inheritance transfer and estate tax laws were by far

the greatest single tax factor in the increase in tax revenue up to 1935,
‘although n_lore than 40_percent of the total increa‘se in the average bi-
“ennial receipts for 1931-1935 compared with 1913-1917 can be attrib-
‘uted to the reaction of taxes on business and personal propetty to
favorable economic conditions. Although all of the normal taxes were
~ retained through 1941-1943, their yields, at their normal raes, have not
again reached the high of $174.2 million in 1929-1931. After 1935
the peak of $171.2 million in revenues from normal taxes occurred in
1937-1939 and, doubtlessly, was influenced by changes in the tax calen- |
. dar during that biennium, which resulted in almost three years’ collec-
tions from the capital stock tax and other ‘itnportant taxes in a period
- of two years In 1941-1943 the collections. from normal taxes, at their
* regular rates, amounted to $168.2 million, desprte additional tax reve-
nues, estimated at approxrmately $18 million, resulting from amend-
}ments to the capital stock tax in 1935 and 1937. One of the main
- reasons for the decreased collections from the normal tax structure since
* 1935 has been an irregular decrease in the revenue from inherrtance and
- -estate taxes frorn a peak of $65.5 mrlhon in 1929 1931 to $27 million

in 1941-1943. -

- Oneof the most notable features of the major taxes of the normal
tax structure, excepting only the inheritance transfer tax, has been the -
consistency of their yields. The average biennial receipts from the taxes ‘

‘at their regular rates on capital stock, gross receipts, gross premiums,
loans, shares, and mercantile licenses amounted to $86:8 million in -
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1923-1931 and dropped only to $83.3 million in 1931-1935. In the . |
following period, 1935-1941, (after deducting $18 ‘million as the esti-
mated revenue effect of the capital stock tax amendments of 1935 and
1937) average biennial collections of these six taxes amounted to $89.2
million. ‘

The Emergency Tax Structure—1935-1943

Considering only - those emergency taxes which were in effect
throughout the period 1935-1943, the major emergency taxes were. dis-
tributed over the Commonwealth’s tax soutces in the following propos-
tion: consump‘aon 45.9 percent; busmess 39.7 percent; pexsonal
property, 14.4 percent. The tax bases used were sales, 45.9 percent;
net income, 39.7 percent and property, 14.4 percent.

The revenues from the emergency taxes on corporate net income,
personal property, and cigarettes; liquid fuels and liquor sales have
been extremely large, amounting in total to 43.7 percent of the total
“tax revenues of the General Fund from 1935 to 1943. The distribution
of the aggregate emergency tax revenue raised by these five taxes was:
corporate net income tax, 39.7. percent; personal property tax, 144
percent; liquid fuels, 19.0 percent;” cigarettes, 16.1 percent; and liquor
- sales, 10.8 percent. In the aggregate the taxes on consumption items
amounted to 45.9 percent of the total tax revenues secured from the
five major emergency taxes of the General Fund. |

The stability of the emergency tax structure (now- without the state
personal property tax, which was not re-enacted by the 1943 General
Assembly), has yet to be adcquately tested. Since the inception of the
tax on corporate net income and the consumption taxes on liquor and
cigarettes, the experience of the state has been too limited to evaluate
these taxes. As a general observation, however, it may be noted that
all these taxes tend to react directly to economic conditions, with net -
'~ income taxes showing more immediate and wider swings in response to
’, econorhic fluctuations than consumption taxes in general. '

Tax Structure of General Fund—1941-1945 v
In 1941-1943 the tax structure of the General Fund ralsed a total
of $381.6 million divided between normal taxes at their regular rates,
and emergency taxes and emetgency rates on normal taxes in the
amounts of $168.2 million and $213 4 million, or 44.1 pelcent and '
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7 . 55.9 percent, respectively. ‘The distribution of the total tax load over
the General Fund’s sources was as follows- taxes on-business, 57.4
- percent; taxes on selected sales, 25.5 percent taxes on personal prop--
erty, 8.9 percent; taxes on inheritance transfers, 7.0 percent; and all
other, 1.2 percent. The following table presents the detail of General

Fund tax revenues in the 1941 1943 biennium, in order of therr revenue -

nnpor tance

GENERAL FUND TAX REVENUES——1941 1943

(in thousands of dollars)

Percent of

Total
) : : o General Fund
- ' RO Regular  Emergency Total Tax Revenne
Rank - General Fund Taxes C . : Co
" 1.- Corporate Net Income ....... . ..... _ 90,621 90,621 ° 23.7
2. Capital Stock . ’ ' a S, _—
: Domestic ................. 49,436 T 49,436 13.0
" Foreign Franchise ......... 21,352 e 21,352 5.5
“Totals—Capital Stock.. 70,788 - ..... 70,788 - 18.5
3. Liquid Fuels .,.............. ..., 28,137 - 28,137 7.4
4. Cigarettes ................. N e 27,516 - 27,516 7.2
5. Inherrtance Transfer and Estate ( o : L
Inhentance Transfer and Estate 26,415 ..... 26,415 6.9
Direct Inherrtance ..... e s , 28 -
Collateral Inheritance ....... 220 RN 220 1
Total—Inheritance, , o o
' Transfer and Estate .. 26,663 e 26,663 © 7.0
6. . . Liquor Sales ...... e e 24,293 24,293 64
7. Gross Receipts of Utilities .... 7,758 . 11,541 19,299 5.1
- 8. - Personal Property (State) ..... ..... 19,151 19,151 5.0
" o. Alcoholic Beverages ........ L. 17,312 - L.l - 17,312 4.5
‘10. Gross Premiums - ' . T
' Domestic Insurance ........ 569 - ... \ - 569 1
Forergn Insurance ...... .. 15472 - - .00 15,472 41
' : Total—Gross Premiums. 16,041 C e 16,041 4.2
11. Loans o T : L
o Cotporate .............. .. 5,469 5,397 10,866. 2.8
~Municipal ....... e 4,059 Ll . 4,059 1.1
. ' Total—Loans ........ 9,528 - 5,397 14,925 ~ 3.9
12. Shares . _ - o
~Banks ....... e 4,233 R | 4,233 1.1
" Trust Companies ........... - 3,321 ceeee o 3,321 9
' : 67742  6,7742 1.8
Total—Shares ........ 7,554 - 6,774 14,328 3.8
- 13, Mercantile License ....... ... 7,976 cevee 7,976 2.1
o All Other Taxes ........ cee... 4552 : 11 4,563 1.2
Total «....... e 168, 172 213,441 . 381,613 100.0 .

1 Does not include proﬁts of State Liquor Stores transferred frorn State Stores Fund to
General Fund.

-2 Emergency tax recerpts from both banks and trust companies.
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At the convening of the General Assembly in 1943, the Common- -
wealth possessed two tax structules one of normal and the other of

“emergency taxes, each producing about equal amounts of revenue. For -
~ the first time since the introduction of the maJor ernergency taxes, the
‘financial circumstances of the Commonwealth and prospects of further -

tecovery under the stimulus of war production provided a favorable
opportunity to survey the General Fund tax structure and to consider
a redistribution of the tax burden, which had -been greatly altered by
the emergency measures of 1935 and 1936. In some tespects the tax -
legislation in 1943 looked toward a restoration of the pre—depression

~normal tax structure. The emergency taxes on bank and trust com-
‘panies shares and corporate loans were discontinued. The emergency

rate on the gross receipts of public utilities was reduced from 20 mills
to 14 mills for the year 1944, with provision for a return to the normal

- rate of 8 mills, effective the beginning of 1945.

- Legislation in 1943 further provided for the restoration of the

“manufacturer’s exemption at the end of the present hostilities and the
" state personal property tax was abandoned. These indications, how-
- ever, were overshadowed by the significance of the General. Assembly’s -

action in repealing the mercantile license tax of the normal structure,
while re-enacting the emergency taxes on corporate net income, cigat-

ettes, and liquor and the one cent General Fund liquid fuels tax. This
- was the first direct evidence that the nominal segregation of taxes. as

“notmal” or “emergency” was giving way to a new constructive, over-

all approach. The probablhty that some of the emergency taxes would
be retained in preference to, or in addition to, the normal taxes was -
now made clear. The retention -of the most productive emergency taxes

also. made clear that the revenue needs of the Commonwealth were

 greater than the productive capacity of the normal tax structure. Gen-
erally, however, the tax legislation of 1943 General Assembly did more
1o ernpha51ze the problems of the General Fund s tax structure than it -

did to solve them. .

Estlmated General Fund Tax Revenues——1943 1945
‘Tax revenues of the General Fund for the 1943-1945° blennlum
are estimated* at $392. 3 m1lhon an increase of less than 3 percent

! Revised estimate (May 31, 1944) of Budget Office.
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over actual tax revenues of $581 6 million in 1941- 1943 Thrs small_

‘increase. is due largely to the discontinuance during 1943- 1945 of the
. taxes om mercantile licenses and petrsonal property and the’ emergency :

rates superrmposed upon the normal taxes on shares of banks and trust

on gross receipts of public utilities.
these discontinued taxes-and emetgency rates accounted for $50.8 mil-

: companres and corporate loans, and the reductron in the emergency rate |

In 1941 1943 collections from

_ 'lron compared wrth an estrmated $24 0 mrlhon in 1943 1945

ESTIMATED GENERAL FUND TAX REVENUES—
’ 1943-1945

- 1943-1945 -
- Collections

1.
2.

WRN AN

" 10.

T

12,
~13.

(m thousands of dollars)

Perient of

: Totd -
o ' General Fund -
General Fund Taxes ‘Regular  Emergency - Total Tax Revénues
Corporate . Net Income e e 129,217 129,217 32.9
Capital Stock: } , S
Domestic .............. 47,919 ceenn 47,919 12.2
Foreign Franchise ........ 19,022 ..... 19,022 4.8 -
Total—Capital Stock .. 66,941  ...... 66941 170
Inheritance, Transfer and Es- = R o
R R 31,222 0 ...l. 31,222 7.9
. Cigarettes . ....... ... ... ... 29,665 29,665 © 7.6
" Liquid Fuels .............. ..... 22,595 22,595 - 5.9
_ Liquor Salesl ............ ..... 21,602 21,602 5.5
- Alcoholic Beverage ......... 21,142 ..., 21,142 5.4
Gross, Receipts of Utilities .. 8 357 9,3362 17,693 45
Gross Premiums _ co L
Domestic- Insurance ...... 367 . N 367 1
Fmergn Insurance ....... 16,051 ..... © 16,051 4.1
Total—Gross Premrums 16,418 ..... . 16,"4'18 42
I.oans _ : .
-Corporate .............. 5,323 5,2843 10,607 2.7
"~ ‘Municipal ..o 3,777 ..... 3,777 1.0
» Total—Loans ......... 9,100 5,284 14,384 - 37
Shares : L
- Banks ........... e 40750 Ll 4,075 1.0
Trust Companies. ........ 3,190 5,9653 5,965 - 15
Total—Shares ........ 7,265 5,965 13,230 3.3
Mercantile License® ....... 2,759 e 2,759 . 7
Personal Property (State) ... ..... 6634 663 - 2
All other Taxes ......... 4,760 ..... 4,760 12
Total «......c.oo..... 167,964 224,327 352'291 100.0

1 Does not include proﬁts of State quuor Stores transferred from State Stores Fund to .

~ General Fund.

2 Emergency rate reduced from 12 to 6 mrlls for calendar year 1944 and no ernergency

rate provided for thereafter.

8 Delinquent collections from - drsconrrnued emergency rates.
4Delmquent collection of discontinued taxes.
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11qu1d fuels, liquor sales, capital stock, and the normal taxes on bank
shares and corporate and mun1c1pa1 loans. In the aggregate these taxes
are expected to fall $12.8 million below 1941-1943 collect1ons while.
taxes on inheritances, cigatettes, alcoholic beverages, and gross pre-
miums, and the normal tax on gross rece1pts are expected to rise only
$11.6 m11hon

The estimated revenue from the corporate net income tax in 1943-~
1945 shows a tremendous increase, rising 40.6 percent from $90.6 mil-
* lion in 1941-1943, when there was a 7 percent rate on taxable income
“after the deduction of federal taxes, to an estimated $129.2 million .
in 1943-1945, when a 4 percent rate applies before deduction of federal
taxes paid. ‘This huge increase is marked by the proportlonate rise of
corporate .nmet income taxes from 23.7 pelcent of total General Fund
- tax revenues in 1941-1943 to an estimated 32.9 petcent of the total in

1943-1945. In the period 1935-1941 corporate net 1ncome taxes had
‘accounted for only 14.9 percent of General Fund tax revenues.

The following table presents the proportionate shares of each of
the major taxes of the General Fund of total tax revenues for 1941-
1943 and 1943-1945 (as estnnated) by major tax sources. These per-
centages include revenues from emergency tax rates, where applicable.

 Percentage of General Fund Tax Revenune

Tax Source - ‘ L 1941-1943 © 1943-19451
Business ' C S
Corporate Net Income ................. PRI 23.7 32.9
Capital Stock ......cciviiinn. J 18.5 17.0
Gross Receipts—Public Ut1l1t1es B .5a 4.5
Gross Premiums—Insurance Companies ...... . 4.2 4.2
- Shares—Banks and Trust Companies .......... 3.8 3.3
Mercantile Llcense ........... e e 2.1 7
’ 57 4 T 62 8
Consumption . :
Cigatettes ... 7.2 7.6
JLiquid Fuels ...l 74 5.9
‘Liquor Sales ................. e . 6.4 ‘ 5.5 .
Alcoholic Beverages ........... e 45.° ‘ . 5.4
: 1255 244
Property : : : oL
Loans .... P i 39 - 3.7
Personal Property .........ccvvviniiian.. . 5.0 ‘ 2
8.9 3.9
Inheritance ..............co. ... Che e 7.0 7.9
. Other ............. e e ~ 1.2 C 1.2
Total ... 100.0 100.0

1Rev1sed estlmate (May 31, 1944) of Budget Office.
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The above table shows a proportionate decrease in revenue for

“taxes on property from 8.9 percent of the 1941-1943 total to an esti-

mated 3.9 percent of the 1943-1945 General Fund tax revenues. “This .
is due chiefly to the abandonment of the state personal property tax.’
Consumption taxes are expected to decrease slightly from 25.5 percent
to.24.4 percent while inheritance taxes increase from 7.0 percent to

7.9 percent of General Fund tax revenues in 1941-1943 and 1943 1945,

respectively. -

The aggregate revenues from taxes on busmess are ant1c1pated to
rise sharply from 57.4 percent in 1941-1943 to 62.6 percent in 1943-

1945, despite the repeal of the mercantile license taxes. This is due

entitely to the corporate net income tax which is the only tax on busi- .
ness to show a prop0rtionate increase over 1941-1943. Revenues from
taxes on corporate net income and capital stock, in the aggregate, are
expected to increase from 42.2 pe1cent of the 1941-1943 total to 49.9

percent in 1943-1945, so that in the latter biennium one-half of the -

entire tax revenue of the General Fund will be forthcoming from gen-
eral taxes on the corporate form of busmess w1th1n the Commonwealth

_ The former balance of the tax structure and its equltable chstnbu-,
tion of the tax load has been too seriously distutbed by the addition

“and retention of the emergency taxes on corporate net income and vari-

ous consumption items to be solved by simply abolishing the emergency
rates, superimposed on the normal taxes, and by repealing those taxes
whose undesirable features are the most evident. Despite the many
weaknesses of the mercantile hcense taxes, which were repealed in 1943,

they were practlcally the only state tax, which distributed a patt of the
cost of state government to businesses or enterprises (other than cer- .
tain businesses specifically taxed under state laws), organized in other
than a corpofate form.. Moreover, the re-enactment of the corporate
net income tax brought to the fore a great many questions as to the -
relative equity of the taxation of corporate businesses and other busi-_

nesses, taxed under specific laws, as well as the relative shares of the
tax burden borne by business and by other elements of the Common-

~ wealth. The temoval of the emergency - taxes from corpotate loans,
“shares of banks and trust companies, and gross receipts of public utili-

ties benefited only a small portion of the state’s business enterprise. The
lapsing of the state ‘personal property tax, while achieving a dlStlIlCt

[115]



gain for the Commonwealth, as a whole, by again removing the state
from the field of general property taxation, possessed the disadvantage
of doing away with one of the few -state taxes on persons. The ex-
panded revenue needs of the General Fund now require, and will con- -
tinue to require, more revenues from tax sources and tax bases which
were not utilized by the state until after 1935. These sources, or new -
broadly based taxes on new sources, must be integrated into a tax

structure, testing upon a definite and constructive policy which will -
effect a more equitable distribution of the state’s tax burden and the
total tax load of the Commonwealth and its political subdrvrsrons
among all potential revenue sources.

One of the most important considerations in the development of -
a new tax structure must be its stability in terms of the reaction of its
major taxes to economic changes.* The group of General Fund taxes,
evidencing such a direct relation, now includes the taxes based on cor-
porate net income, selected sales, and gross volume of business. A sec:
ond group of taxes, having a base indirectly related to economic
changes, are those on property. The inheritance transfer tax can only
be classified as a tax, indefinitely related to short-term economic
changes. From 1913 to 1917 taxes on bases, indirectly related to eco- -

‘nomic changes, provided 64.2 percent of all major tax revenues. The

taxes, directly related to economic changes, which at that time consisted
entirely of the taxes on gross receipts, gross premiums, and mercantile
licenses contributed 26.8 percent, and the inheritance tax, which has an’
indefinite relation to economic changes, provided 9.0 percent of major
tax revenues of the General Fund. Between 1917 and 1935, the growth
6f revenue from the inheritance transfer and estate taxes‘ resulted in a

drrectly related to economic changes, and the 1nher1tance taxes, whrch‘

~ are indefinitely related, in contrast with the distribution of 1913-1917.

The major tax revenues of 1931-1935, in contrast to 1913-1917, noted
above, were distributed as follows: from taxes on bases, directly. re-
lated to economic changes, 24.9 percent; from those, indirectly related,
44.1 percent, and from the inheritance taxes (1ndeﬁn1tely related) .
31.0 percent. '

1 For a detailed analysis of the reaction of the Commonwealth’s taxes to econorr'uc‘.‘ .

changes, see Report No. 8, of the Joint State Government Commission, entitled ““Tax = -

Structure and Revenues of the General Fund of the Commonwealth of Pennsylvania,”
dated June 23, 1944. . }
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After the emergency tax measures of 1935 and 1936 another ma-
" jor shift occurred, which raised the proportron of major tax revenues
. from taxes on bases, directly related to economic changes, to 51.2 per- -
cent of major tax revenues of the General Fund for the period 1935- .
1941 and to 61.3 percent for 1941-1943. Consequently, the revenues -

“from taxes on bases, indirectly and indefinitely selated to economic -

changes, dropped to 48.8 percent in the first period and 38.7 percent in
the latter period. The 1943-1945 estimated tax revenues show the pro-
postion of General Fund tax revenues, derived from taxes on bases di--
* rectly related to economic conditions, to be 66.0 percent.

’ The present predommance of ‘General Fund revenue from taxes
~ on bases, directly related to short-term changes in the national or
~ state’ economy, makes the future performance of these taxes and their
_ part in the tax structure of the General Fund.a major concern of the .
: Commonwealth The former balance among the different tax bases
-~ in the tax structure, which insured a relatively stable and consistent
 level of tax revenues, no longer exists. ‘The overwhelming dependence
of the Commonwealth on taxes, directly related to economic changes,
which now preyails, gives no assurance of future stability, unless flex-- -
- ibility is given to the new tax structure of the General Fund by the
~ employment of more flexible, broadly-based taxes than now prevail.
If the tax structure of the General Fund remains unchanged; the
proportronately heavier burden upon business and enterprise, as exem-
phﬁed by the 1943-1945 distribution of estitated - General Fund tax
- revenues,. can be expected to continue into the post-war perrod when
" both national and state 1ncome should be stimulated to assure continua-
" “tion of relatively hlgh levels. . This factor would drscourage the devel-
opment and expansion of business and make mote difficult a reversal
in the unfavorable economic trends which have prevailed in the Com-
_monwealth since 19109.

Furthermore a continuation of the present tax structure would
nerther alleviate ‘the existing inequities of the state. tax burden ‘nor -
lessen the dependence of the state upon the. emergency taxes, which
are, the most sensitive among the state taxes to economic fhictuations.

. Also, the tax structure would confinue to be without broadly-based -
taxes, which could be easily adjusted in perrods of adverse of exttemely

favorable economic conditions, and. When combined- with the proven :
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, stability of many of the General Fund’s present normal taxes, Would |
permit the Commonwealth to maintain balanced fiscal operatrons |

A Desirable Post-war Pat_tern of Taxation for the Com_monwealth f

" The present tax structure* of Penrisylvanfia is a double one,
composed of a “normal” tax system, dating from and suitable to the
nineteenth century, and based largely upon the taxation of capital
and property -On this normal system was impacted in 1935 and 1936
an “emergency” tax structure, imposed on coiporate net income and
selected consumption items, which was enacted under the exigencies
of the depression years. - | ' ’

The prior stability of the tax revenues of the Commonwealth
which had obtained prior to 1935 under the taxes on capital and prop-
erty, and the accepted distribution of ‘the tax burden, developed in -
light of expanding economic forces, which had prevailed over the
previous half century, were seriously disrupted by this imposition
of emergency tax rates on normal taxes, the suspensi-on of the manu-
facturers’ exemption from the capital. stock tax, by the levy of emer-
gency taxes on corporate net income and consumption items, such as
~ cigarette and liquor sales, and by placing an additional tax on liquid
fuels for general rather than highway purposes.

Since the recovery of state and national income from ‘depression
levels, this dual tax system of the Commonwealth has riot been sys-
tematically appraised in terms of the adequacy of the tax structure, the
equity of its incidence, the economic soundness of the- structure, its
inherent stability and flexibility of revenues, the simplicity, certainty,
and economy in its administration; with emphasis upon encouragement
of maximum production, consumption, and employment, as well as
a more equitable balance among these last three factors.

‘The Commonwealth now is in a most favorable position to take
advantage of its strong fiscal condition, resulting from war-time tax
yields and restrictions on expenditures, to effect the elimination of
obsolete and obstructive taxes, adjust the prevailing rates of desirable
existing taxes, and, at the same time, by the introduction of new
taxes, establish a rnod_.ern state tax structure, ’which' will treat mo‘re

1 For a complete analysis of the Commonwealth s present tax structure, see Report No & :
of the Joint State Government Commission, dated June 23, 1944 ) .
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' equitably with all its various tax sources and give full recognition to-

the essential relationship among federal, state, and local tax resources. .
‘The post—war income of the Commonwealth, based upon the estimated -
minimum average annual national income of $120-$125- blllrons will .

- be ample to permit the accornphshment of all these ob]ectrves

~ Favorable action by the General Assembly in 1945, or as soon

 thereafter as possible, in developing such a constructive and equitable

tax structure for the Commonwealth before the close of the current
war will give the necessary positive encouragement to prompt recon-
version of mdustry and to the highly desirable expansion of private
enterprise in all fields of activity. . This step is the most obvious and
most effective measure, possible on the Commonwealth’s part, to assure
full employment and the highest possible levels of income in the post-

 war-years.

Furthermore, a more reahstrc and a motre equrtable reconstructron o

‘of the tax system of the Commonwealth must necessarily include within

its scope a revision of the state-local tax relatronshrps This involves
not only an over-all review of all present tax sources and butdens, but |
also a considered re-determination of the allocation of governmental

: functrons and their respective costs among the Commonwealth and its

various levels of political subdrvrsrons The present distribution of )
those functions and their costs, like the tax structure, dates back: to
the nineteenth century and in many respects is antiquated, as well as
inefficient, im light of modern communrcatron transportatron and
other technological developments.

*The reconstruction of the tax structure of the Commonwealth also
mvolves the question of the desrrabrlrty of reallocation of the incidence
of taxation. It will require that such reallocation be made in realistic
terms so that a narrow application of the “ability to pay” principle

- will not become a destructive factor in the post-wat economy of the

Commonwealth. “With this objective in mind, the pattern of taxation -

~should include more broadly-based taxés, to extend the principle of

“ability to pay” to embrace tax sources, which do not now bear their.
equrtable quotient of the total tax burden. "This-extension of taxation

“becomes essential in a nation, whose national debt closely approxrmates

its entire national wealth, -and where the principle-of “abilty to pay”.
has been applied primarily on propetty and on personal, as well as
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corporate,-incomes of the higher brackets to-the point. where produc- -
tion and employment are substantially restricted, and especially in a
nation whose total tax burden is already so heavy on certain groups as
to discourage, if not destroy, all incentive towards saving and the
assumption of investment risks in both corporate and individual
enterprise. . |
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