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PREFACE 

THIS volume is one of a number of studies by the 
National Industrial Conference Board dealing with par
ticular forms of taxation employed in the United States. 

Of this series, there has already appeared Volume! ofa study, 
"The Shifting and Effects ofthe Federal Corporation Income 
Tax," dealing with the federal income tax on manufacturing 
and mercantile corporations. Volume II of this study, deal
ing with public utilities, building construction, banking and 
the extractive industries, is now in preparation. In addition, 
similar studies of other forms of taxation are now engaging 
the attention of the Conference Board. 

The choice of general sales or turnover taxation as a sub
ject in this series was motivated by two considerations. At 
the present time the legislatures of a number of states have 
under consideration the general sales or turnover tax, seeing 
in it a potential source of rich revenue that will relieve 
them of many of their fiscal worries. Because the tax is 
relatively unknown and untried in this country, there is a 
tendency in some quarters to view it as a sort of fiscal 
panacea. I t is not unlikely that general sales or turnover tax 
laws will be enacted in several states within a few years' 
time. Under the circumstances a study of this form of taxa
tion now has a strong element of ~eliness. 

The second consideration that influenced the Conference 
Board to make this study was the great dearth of informa
tion in this country upon the possibilities and limitations of 
the general sales or turnover tax. Treatises on this tax have 
appeared in several foreign languages, but none of these 
studies has been translated into English. A scanty polem
ical literature on the advantages and disadvantages of a 
federal turnover tax was published from 1918 to 1921, but 
these tJt pm, dissertations can be of litde guidance to legis... 
lators or fiscal students seeking information on state turn
over taxation. The National Industrial Conference Board .. 
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has in this report endeavored to make a genuine contribution 
to tax knowledge by a disinterested, non-partisan inquiry 
into the potentialities of the general sales or turnover tax. 

In the preparation of this study the National Industrial 
Conference Board has greatly benefited by the cooperation 
and suggestions of its Advisory Committee on Taxation and 
Public Finance, composed of men of special knowledge and 
broad experience in this field, to whom the Conference Board 
wishes to express its indebtedness, fliz.: 

Addison L. Green, Chairman, Farr Alpaca Company, Holy
oke, Mass., Committee Chairman. 

Thomas S. Adams, Professor of Political Economy, Yale 
University, New Haven, Conn. 

Paul Armitage, of Douglas, Armitage and McCann, New 
York City. 

Arthur A. Ballantine, of Root, Clark, Howland and BalIan,. 
tine, New York City. 

Charles Cheney, President, Cheney Brothers, South Man,. 
chester, Conn. 

Wilson Compton, Manager, National Lumber Manufac
turers' Association, Washington, D. C. 

James'A. Emery, General Counsel, National Association of 
Manufacturers, Washington, D. C. 

Charles W. Gerstenberg, Chairman of the Board, Prentice
Hall, Inc., New York City. 

A. E. Holcomb, Tax Attorney, American Telephone and 
Telegraph Company, New York City. 

James R. Knapp, Attorney, Union Carbide and Carbon Cor
poration, New York City. 

L. F. Loree, President, Delaware and Hudson Company, 
New York City. 

H. C. McKenzie, Tax Adviser, New York State Farm Bureau 
Federation, Walton, N. Y. 

Fayette R. Plumb, President, Fayette R. Plumb, Inc., Phila
delphia, Pa. 

Herbert H. Rice, Assistant to the President, General Motors 
Corporation, Detroit, Mich. 

Walter A. Staub, of Lybrand, Ross Bros. and Montgomery, 
New York City. 
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J. Frank Zoller, Tax Attorney, General-Electric Company, 
Schenectady, N. Y. 

William J. Shultz, Financial Economist of the National In
dustrial Conference Board, Committee Secretary. 

Members of the Advisory Committee have generously con
tributed to the study of the subject under consideration, and 
have reviewed the manuscript, but their cooperation does 
not riecessarily imply responsibility for all statements and 
conclusions expressed therein. 

In the preparation of its studies, the National Industrial 
Conference Board avails itself of the experience and judg
ment of the business executives who compose its membership, 
and of recognized authorities in special fields, in addition to 
the scientific knowledge and equipment of its Research Staff'. 
The publications thus finally represent the result of scientific 
investigation and broad business experience, and the con
clusions expressed therein are those of the Conference Board 
as a body. 

This study is a result of an investigation conducted by Mr. 
William J. Shultz, and assistants, of the Conference Board's 
Research Staff, under the supervision of the Staff' Economic 
Council. 

New York Ci" 
Jul"I929 

~GNUSW.ALEXANDER 
Presiaml 
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GENERAL SALES OR TURNOVER 
TAXATION 

INTRODUCTION 

I T would be suitable and desirable to introduce a study of 
general sales or turnover taxation with a definition and a 
concise description of this fonn of taxation. Neither 

definition nor brief description, however, is possible; if it 
were, the greater part of this study would be unnecessary. 
The general sales or turnover tax is not a distinct and single 
fonn; it is a classification under which several individ
ual and differentiated taxes have been drawn together and 
grouped on the basis of certain common features and simi
larities. Individual marked dissimilarities may perhaps 
cause the grouping to appear somewhatstrained. This group
ing is justified, none the less, for it permits a practical 
analysis of the possibilities and limitations both of the basic 
elements of general sales or turnover taxation and of the spe
cial and incidental features embodied in the individual taxes. 

The characteristic of a ~eral sales or turnover tax is 
that it attaches, directly or mdirectly, to all commodity and 
property sales in prescribed general class or classes, such as 
sales at retail, sales at wholesale, manufacturers' sales, and 
so forth. Consequently, except for, the special exemptions 
and discriminations, which are considered m the subsequent I 
chapters of this study, it extends uniformly to all commodi
ties and property entering into sales transactions. Taxes 
levied on the sales of particular commodities or properties
gasoline taxes, cigarette taxes or land transfer taxes, for 
example-are excluded from consideration; though they are 
.. sales" taxes, they are not .. general sales" taxes. The 
reasons for distinguishing these two types of taxes are 
several •. Their legal foundations differ widely, their ec0-

nomic and social effects are not the same, and the admini
strative problems presented are distinct. 

2 1 



2 GENERAL SALES OR TURNOVER TAXATION 

PRESENT PERTINENCE OF THE GENERAL SALES OR TURN

OVER TAX 

One of the speakers before the Senate Finance Committee 
in 1921 said of the general sales or turnover tax that it .. con
stitutes the last resort of those countries which find them
selves in such difficulties that they must subordinate aU other 
principles of taxation to the one principle of adequacy."· 
Foreign experience during the eight years since 1921 has 
proved this generalization an exaggeration. The general I 
sales or turnover tax in one form or another has become a 
major element in the tax systems of aU the important 
European powers except Great Britain. It is found in a 
good proportion of the minor European countries. Of 
Asiatic states, Indo-China and the Chinese province of 
Shantung have recently enacted turnover tax laws. The 
general sales tax is a part of the Canadian dominion tax 
system and is found in several of the Latin American coun
tries. A period of intense experimentation has taught the 
limitations of the general sales or turnover tax, but it has 
also indicated the administrative practicability of a inoderate 
tax of this type-one of the chief points at issue. The only 
governments that, in recent times, have adopted a general 
sales or turnover tax and have subsequently discarded it are 
Jugoslavia, Lithuania, Latvia and the City of Danzig. On 
the other hand, the past few years have seen a steady pres
sure for the enactment of such a tax in Bulgaria, HoUand 
and Greece. 

In the United States there was a strong movement from 
1918 to 1921 for a federal turnover tax as a substitute for the 
excess profits tax,and possibly for some portion of the federal 
income taxes. This movement failed, and for the past few 
years the question of a federal turnover tax has been a dead 
issue. Heavy federal expenditures with consequent pressure 
on the revenue system may some time in the future raise 
again the issue of additional sources of federal revenue, and 
at such time the advisability of a federal turnover tax may 
again become a subject of contention. 

I Pro( Ed";" R. A. SeIigJ ...... ..-II ia 67'" c...r-. lot s..iott, Scaace 
v_ Caatmittee, MHcuiop ... the an- Act '" 1921.- po 462. 



CHART 1: GREATEST RELATIVE YIELD OF TURNOVER TAXES 
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Of the states, one, West Virginia, has made the general I 
sales or turnover tax a major element in its tax system. 
Three other states, Connecticut, Delaware and pennsYlva-1 
nia, employ turnover taxes with restricted scope. St. Louis 
and Kansas City have experimented with municipal turn
over taxes. Bills for general sales or turnover taxes were 
introduced at recent sessions of the legislatures in Missouri, 
South Carolina, Tennessee and Washington, but either died 
in committee or failed of vote in one or the other branch of 

, the legislature; a turnover tax bill is now before the Georgia 
legislature. In California, Mississippi and South Carolina, 
special advisory tax commissions of recent appointment 
have given specific attention to the issue of general sales 
taxation; in California the report was unfavorable, but the 
commissions in Mississippi and South Carolina enthusias
tically advocated turnover tax laws. In a number of other 
states, individual members of the state tax commissions, 
and in a few states the tax commissions as bodies, are advo-

. cates of this type of taxation. 
American opinion, among scholars and laymen alike, has 

hitherto been generally uninformed as to the principles and 
possibilities of the general sales or turnover tax, and there 
has been little knowledge of the experience of the European 
countries, of Latin America and of Canada with this tax. 

NOMENCLATURE 

Although this species of taxation is of ancient origin and 
has an important place in the tax system of most foreign 
countries today, it is relatively unfamiliar to American fiscal 
experience. Not only is there ignorance or uncertainty as to 
its possibilities and limitations, there is confusion in the 
terminology applied to it. Two descriptive terms, practi
cally synonymous and interchangeable, have developed
"turnover tax" and "general sales tax." Individual writers 
have sought to lay emphasis on one and exclude use of the 
other, or have endeavored to distinguish the two termS and to 
apply the first to one particular type of tax and the second to 
a different type of tax. Since there is no uniformity in these 
attempts at differentiation, and since both termS are suffi.. 



INTRODUCTION 5 

cien tl y broad to cover all of the special types of taxes in the 
general species, it would seem desirable to accept the two 
expressions .. turnover tax" and "general sales tax" as \ 
synonymous and applying to all taxes based on the sale, 
exchange or transfer of commodities, properties or services. 
The terms are so used in this study. . 

The taxes which have been levied with "general sales".as 
a basis, abroad and in the United States, have in many cases 
differed widely from each other in form, scope and effects. 
For convenience of discussion, it is advisable to classify this 
broad group of general sales or turnover taxes into subtypes. 
A comprehensive nomenclature for these particular forms of 
general sales or turnover taxes is found in most Continental 
European languages; in English, however, such a nomen
clature is lacking. For the purposes of this study, therefore, 
it has been necessary to assign arbitrarily certain terms to 
specific tax forms. Since the usage of a single study can not 
establish a terminology, the terms or names defined below 
may be accepted as earmarks temporarily attached to this 
series of taxes for the purposes of this study. 

The general sales or turnover taxes that have been levied 
in the United States and abroad may be classified as followsJ 

Multipl&-tumover taxes 1 
General turnover tax 
Commodity transfer tax 

Singl&-tumover taxes 
Production tax 
Retail sales tax 

Luxury turnover tax 
The primary basis of classification for turnover taxes is 

according to whether the tax is imposed on several or all 
transfers or stages in the economic progress of a commodity 
or service, or whether it is imposed once, and once only, on 
each individual commodity or service. General sales or 
turnover taxes in the first categot"!f may be called ",u/Jipk
"'"'_ lUIS. • Those in the second category are si"g/I
",",0_ lUIS. 

The class of multipl&-turnover taxes may be subdivided 
according to the scope of the tax. . If the tax is limited to the 
sale or transfer of tangible materials and commodities, the 
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tax is a commodity transfer tax. If commercial or professional 
services, the sale or transfer of immovable properties, or 
other particular categories of transfers or servICes come 
within the scope of the tax, it may be called a general turn
over tax. 

Single-turnover taxes are to be classified according to the 
transaction that gives rise to tax liability. If the tax i. 
imposed primarily on the sales made by producers or manu
facturers, it goes by the name of production tax. If that 
which gives rise to the tax liability is the sale to the ultimate 
consuming purchaser, the tax is called a retail sales tax. 

Finally, a general sales or turnover tax, single or multiple 
in character, may be restricted in its scope to the sales of 
articles and to the perfonnance of services of a "luxury" 
character . Taxes of this sort, known as luxury turnooer 
taxes, are generally levied as supplements to one or another of 
the broader fonns of general sales or turnover taxation 
mentioned above. 

SCOPE OF THE STUDY 

The first seven chapters of this study are analytical, and 
present the possibilities, the limitations and the special 
developments of the general sales or turnover tax considered 
from its economic, social, legal and administrative aspects. 
Chapter I is devoted to consideration of the economic and 
social questions raised by the general sales or turnover tax: 
(1) whether or to what extent the burden of a general sales or 
turnover tax is shifted from the original payers of the tax to 
other elements of the population; and (2) how the burden ot 
a general sales or turnover tax is distributed with regard to 
the tax-bearing ability of the various elements of the popula
tion. The economic and social effects of particular dis
criminations sometimes embodied in general sales or turn
over tax laws are also covered in Chapter I. The constitu
tional and legal limitations on the levying of general sales or 
turnover taxes in the United States are dealt with in Chapter 
II. Chapter III covers the administrative problems raised 
by this form of taxation. Chapter IV is devoted to the 
application of the several forms of turnover taxation, with 
particular attention to their revenue aspect. 
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Chapters V and VI deal with special features of general 
sales or turnover taxation. It is bdieved in many quarters 
that this type of tax injects a discriminatory dement into 
international trade. Countries levying such taxes have fre
quently made special provision to protect their domestic 
markets from the competition of foreign goods bdieved to be 
free of such tax burden, and to enable their own manufac
turers to compete on even terms in foreign markets. These 
special proviSIons with regard to importation and exporta.
tion are considered in Chapter V. Chapter VI deals with 
the issues raised by luxury sales taxes. Chapter VII, the 
final chapter, presents in summary form the pertinent facts 
and principles, developed in the earlier chapters of the 
study, that apply to federal or state use of the general sales 
or turnover tax in the United States. 

Two appendices give a short history of general sales or 
turnover taxation. Appendix I covers the history of foreign 
general sales or turnover taxes. The rudiments of this form 
of taxation found in the ancient medieval and early national 
turnover taxes are briefly indicated. Considerable space is 
given to the devdopment of European general sales or turn
over taxes after the World War, since the experience of these 
countries provides the tests on which judgment as to the 
advisability of this form of taxation must be based. The 
more limited American application of this type of tax is 
described in Appendix II. 



CHAPTER I 
ECONOMIC AND SOCIAL ASPECTS OF GENERAL 

SALES OR TURNOVER TAXATION 

THE political expediency of any tax and its place in a 
tax system depend on the answers to two questions: 
Does the burden of the tax rest ultimately on the in

dividual or business enterprise that initially pays it, or is 
this burden shifted to other elements in the community? 
Also, what relation does the final distribution of its burden 
bear to the distribution of wealth and income in the com
munity? In the case of the general sales or turnover tax, 
inquiry into its economic and social aspects has been be
clouded by partisanship, and in most cases the answers given 
to these two questions have been ex parle and do not offer 
sound legislative guidance. 

THE GENEIlAL EcoNOMIC EFFECTS OF TUIlIfOVEIl TAXES 

Those who opposed the federal turnover taxes advocated 
in 1921, attacked the proposals on the ground that i1 turn
over tax would be shifted by tax-paying merchants and 
manufacturers to the consumers of their articles by incor
poration of the tax in the price of these' articl~ One 
author, writing on the proposed general sales tax, stated 
flatly, "It is a tax on consumption, on expenditure."l 

Nevertheless, a common argument of the advocates of a 
general turnover tax at this time was that it would not be 
shifted to the consumer but that the burden of the tax would 
rest in major part on the taX-paying merchants and manu
facturers. According to one writer: 

uNow, if one bears in mind tbeoe two fimdamcntal (ac1»-the 
elasticity of effective buying pawel' in the typial cue and the preoeace 
of competition among oelIen, it it DOt aImoot obvious that a uIea CIS 

I Ptuf. Edwin R. A. ScIignwo, "The SaIs Tas,· ia "Stadis ia Public Yo. 
_- New York, 1925, p. l36. 
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cannot be exacdy shifted to the ultimate consumer through. precise 
advance in prices all along the line! It may be in 'part 80 .hifted but 
it will be bome in no small degree by producero:'l, 

A later and more sweeping statement of this argument 
is presented in the following excerpt: 

"Under many conditions, in fact under most conditions, this small 
tax will be absorbed in the overhead of bu.in.... The man • • " 
who scU. large quantities of goods at very small gross profit, will 
practically be forced to add· the tax at the bottom of his bill. On the 
other hand, the man who does • more moderate business with very 
large grosa profit, will either voluntarily or by force of competition 
soon ignore the taX, 80 far as hi. scUing is concerned, and con.ider it 
as part of hi. busin ... overhead:" 

The truth must be sought between the two contradictory 
theories, not in any broad eclectic generalization, but in the 
study and understanding of the specific circumstam:es that 
may favor the shifting of a turnover tax and of those that 
may prevent such shifting. 

Effect of tI Proportioned TtI:r on All Sales 10 Consumers 
To discover the effect of such a tax, let us assume a static 

economic society where the supply of commodities and ser
vices and the demand for them have reached a stable equilib
rium, and where there is smooth competition among pro
ducers and sellers and amon~ individual commodities and 
services for consumers' attention. A tax at a uniform rate 
is levie on the sales rice of all ds and servtces sola to 
consumers. e tax IS paid yes ers, and their mlnal 
'tendency is to add the tax to the price of each article or ser
vice they sell. Were the tax thus included in the prices of 
all goods and services. the competitive relations of these 
sellers would remain unchanged. Items originally costing 
the same would still cost the same; the prices of items 
differing in cost would still bear the same relation to each 
other after the inclusion of the tax in prices. From the 
sellers' side of the market equilibrium, there would appear 
to be no bar to this tendency to include the tax in the prices 
of all goods and services. 

'Wdliom A""'- Pa ...... -The Pro ODd CoIl 01. SoIeo Tu,· 4---. 
VoL 11, p. 368. 

I tu.DJ_ B ......... -The SoIeo Tu,· _tit odi ..... Mjn-"-I9'l7,_c. 



10 GENERAL SALES OR TURNOVER TAXATION 

On the demand side of the market equilibrium, the im
position of the tax raises the question whether a proportional 
increase in the prices of all goods and services, caused by 
including the tax in these prices, would in any way change 
the total or the distribution of consumers' demand. If the 
answer is affirmative, then it must be recognized that there 
are factors operative on the demand side of the market equi
librium that might bar the tendency of some sellers to include 
the tax in the prices they charge. 

If the prices of all goods and services were raised by the 
amount of the tax, then the expenditures of each consumer 
would be increased proportionately to the rate of the tax, 
provided of course that he continued to purchase the same 
quantity and character of goods and services. The two 
categories into which an individual budgets his income are ex
penditures for consumption and for savings. If an individual 
continued to purchase the same quantity and character of 
goods and services at prices enhanced by the tax, thereby 
increasing the total of his monetary expenditures for con
sumption, he would necessarily decrease the amount of his 
savings. Whether the individual consumer would purchase 
the same quantity and character of goods and services after, 
as before, the tax, or whether he would maintain the quota 
of his savings and thereby reduce the quantity or change the 
character of his purchases of goods or services, depends upon 
which desire is the stronger-that of maintaining a given 
standard of savings or that of maintaining a given standard 
of consumption purchases. Making allowance for personal 
attitude, this issue depends largely on the income class to 
which the consumer belongs. 

In the case of the poorest poor, who live from hand to 
mouth and whose income permits of no saving or reserves, 
consumption purchases are necessarily the sole items of 
their income budget, and the quantity or character of their 
purchases must vary as price changes affect the purchasing 
power of their income. A tax on sales to consumers would 

I reduce and modify the consumption purchases of this ele
ment of the population, since it would, in effect, divert a 

, portion of their income to the government as tax revenue. 
The next general social class above this group includes the 



ECONOMIC AND SOCIAL ASPECTS 11 

greater part of the wage and salary earners, whose consump
tion purchases are not confined to bare necessities of sub
sistence and who succeed in putting aside savings which are 
small per individual but are very large in the aggregate. The 
savings of this class go into life insurance policy payments, 
payments on homes, building and loan association payments 
and savings bank accounts. With the exception of savings 
bank accounts, these forms of savings tend to have the 
character of fixed obligations. The imposition of a tax on 
the expenditures of this class will ind\:lce them to cut down 
on consumption purchases in order to preserve their savings. 

The middle classes of the population retain somewhat 
of the same a tti tude of the sanctity of the savings account, 
but this tendency to assure a predetermined amount of 
saving at the expense of consumption purchases is not so 
marked as with the poorer classes.' In the case of the smaller 
number of the rich, their savings are the flexible element in 
their budgets, representin~ the margin ,between what they 
choose to spend and their Incomes. A tax on their expendi
tures, therefore, would not affect their consumption pur
chases. Consequently, their monetary expenditures on con
sumption items would increase by the amount of the tax and 
their savings would experience a corresponding decrease. 

For most individual consumers, and consequently for the 
consuming public as a whole, there is a large element of 
flexibility in the total demand for FS and services. I~ 
a tax should tend to increase the pnces of these goods an 
services, instead of the total of expenditures increasing in 
proportion, there would be a decrease in the quantity and. 
changes in the character of the purChases of goods and 5er-' 
vices. Would this reduction of the general demand for goods] 
and services distribute itself as a proportional reduction in 
the demand for each particular commodity or service, or 
would it effect a marked reduction in the demand for some 
items and affect the demand for others little if at all? 

lOn this poirlt lOme ";ters ...... that since • consumption to ckcftues the 
J>W'<hui~ 1'0_ ol ..,........ptioo cxponditwa without a1....u. the purchui,. 
_ olm_anent expendi ........ indiYicl .... in die middle cIuses will _ to 
cieri ... _lU value &om their cxponditwa by devoti,. aa iD<reued poniaD to 
.. ft .... and • cIecreuod ponioD to cxponditure. Under this ~. the e6a:t ol. 
~ uI<s .. __ ..,. in Jeduci,. conswnptioo demand ~ be __ 
_ nad thOD die ...-eat oldie text -.Id indica ... 



12 GENERAL SALES OR TURNOVER TAXATION 

It is a matter of common experience that certain articles 
or services are purchased by individuals in approximately 
constant quantities, irrespective of outside circUmstances. 
The basic necessities of life-non-luxurious food, clothing 
and shelter-have a steady consumption. Ti).e possibility 
of increasing their consumption is at most very mildly opera.
tive; pressure to cJecrease their consumption, unless extreme, 
is not effective. (The reduction of the general demand for 
goods and serviceS which would result from imposing a tax 
on sales to consumers would not effect any marked change 
in the consumption of necessities for which there was a rela
tively inflexible demand. The whole brunt of the reduction 
would fall on the consumption of luxuries, of semi-luxuries, 
and of the improvements and embellishments upon neces
sities, for which demand is relatively flexible; 

On the demand side of the market equilibrium the ten
dency to shift a proportional tax on the sales of commodities 
and services to consumers would thus affect the demand for 
articles and services of the necessity type little, if at all, but 
it would probably cause a decline in the demand for luxuries 
and semi-luxuries.1 The originalsupply-demand equilibrium 
of the market would thus be destroyed. '!he subsequent 

'&or. AIfr<d G. BaehJer, "R«ent Development> 01 the GenenI SaIeo Tas, n 

11J111'111J/ of P.litietl/ u."""'Jl.cv,,,oL XXXVI, p. 92. Prof. BodtIer and othen ap..-h the problem 01 the 01. ReDenI.u.. or _ ....... on demand by 
,.faUk£ to the y.m- elasticitieo of the demand and price ochedalea 01 the in. 
diYidaal gooda and-':';;:"" which the indiyidual COIIS1IJIIa" ~ The tas, if 
ahift<d, they argue, wouJd teDd tmnnIo • piOJM tiollol increue 01 an priaa. A 
proportiooa1 increue in prices wouJd m1""" the demand f« each item in 8ccmdaa<e 
with the elasticity of jIll demand ochedaJe, .. this demand ochedule ..;.t<d prior to 
this .... and continued to ";'t ar .... the taL Theoe cru.- in demand in ......... 
wouJd require J<adj ......... '" of supply, in the __ of which the market wouJd 
move to • DeW' price equilibrium.. 

While the Clllldusiono derived 6um this t do not crur ... widely in their 
'1oa1itatiYe __ ioo 6um the condusiono -.:r::'" ..... of this yolume, _ io • 
lharp ooaSict .......... them o:oncaJed by the .~ of qaantitatiYe __ r. 
The faUa;cr in ~ the elastici of the demand ochedalea of pan!caW ..- and 
....... , .... i_ the ..... for caIcuIa~ cru.- in demand rsdtm,f (rom die impooi. 
lion of the "'" lies in the fact that the elasticity of an indiYidual. demand f« any 
ponicaIar anide io ito<lf cIeu!rmined by hit demand f« another gooda and ........... 
"rbe ...... price increue that io operatillj!_ the indiYiduaI'. demand ochedule f« 
the ponicaIar ..... """'ity io operatillj!lIIDoltanewwly _ hit demand f« another 
gooda and........... ~ ..... dy, If is simolanewwl,. 0I....ms the elasticity and 
cbancoerof the demand ocheduleof theponicalarc:ommodity, and any calculationa 
.... i .. original elasticity and cbancoer .... -ru,. innIid. 

w .... the argommt of the ..... and that ~ ... the demand ochednh of • 
ponicoIar ..... """'ity J<duad to quantitatiYe ........ the ....... wouJd rsdt in • 
macb omallet d<aeaoe in demand f« ____.aitieo than the ..... _. -r. 
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readjustment 9f the supply would extend back from the 
dealers who sell these articles to their original producers. 
If the reduction of supply involved producers operating on a 
constant-cost basis, the reduction of supply would result in 
final prices for these items higher than the original prices by 
exactly the amount of the tax. If the producers invoJved 
operated on a decreasing-cost basis, the increase in price 
would be even greater than the amount of the tax, although 
where several points of equilibrium between supply and de
mand existed, the alteration in demand might well shift th~ 
actual market balance to a different point from the original, 
with a resulting price either higher or lower than the original 
one. If the producers operated on an increasing-cost basis, 
the increases in price would be less than the amount of the 
tax, or there might even be price decreases. These price 
changes resulting from the initial readjustments of supply 
would themselves become a basis for further readjustments 
of demand, until a new supply-demand equilibrium would 
evolve for the general market. 

The general effect of a proportional tax on sales of com- i 
modities and services to consumers would be to establish a, 
new, higher price level. The cases of lowered prices occur- : 
ring through decreased production in an increasing-cost' 
industry would constitute the exception rather than the 
rule. Although the readjustment of supply to altered de. 
mand in affected lines would not be without its reaction on 
business activi ties, a tax of the type so far considered would 
certainly not rest on the profits of particular business enter
prises or of business enterprises in general. Jilt would be es- • 
sentially a consumption tax, resting On consumers and reduc
ing the quantity or character of their purchases of goods and 
services..,. ( 

Exttptio" of St."JIITtl Prj" .Arlie/es 
One broad exception to the general rule, that there is no 

bar from the sellers' side of the market equilibrium to the 
tendency for the tax to be included in prices, 1 should be 
noted. Many articles are sold at retail at standard fixed 
prices; the stock of a five and ten cent store would offer 

I See Po 9 01 dUo ""_ 
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numerous examples. In other cases, although there are no 
fixed retail prices, there is a tendency to peg retail prices at 
even sums-so many cents per pound or an even dollar or a 
dollar-and-a-half per item. In such cases, the producer or 
distributor must himself absorb the amount of the tax, or 
else give smaller quantity or poorer quality for his standard 
price. In many cases, even the latter alternative would be 
missing. :' A general sales tax, then, even of the hypothetical 
type considered so far in this section, would not be shiftable 
in so far as it applied to articles or services with standardized 
prices, but would operate to reduce sellers' profiti 

The lower the rate of a turnover tax, the greater would be 
the difficulty of incorporating the amount of the tax in the 
prices of consumption goods, often sold at low prices per 
item and with a tendency to be priced at standard or round 
amounts. There would be a little difficulty in adjusting 
prices to include a tax of 50%, 25%, 20% or other such 
convenient fraction. To work a 0.1% or lower tax into the 
price of a standardized cake of soap, however, would be 
beyond merchandizing ingenuity. The merchant or pro
ducer would prefer to absorb the tax himself rather than up
set his schedule of price or change his standardized unit of 
prodJIction. It is more or less recognized that "a low rate of 
tax stands in the way of its being shifted, because it is diffi.. 
cult to reckon the small tax on the price of each unit. A 
high rate of the tax, however, favors shifting, because the 
seller must shift it if he is to continue to exist.''1 

Changing Marleet Conditions 
Generalizations true in a static economic Society do not 

always find detailed application in the dynamics of actual 
business movement. For example, the smooth, frictionless 
adaptation of supply to changes in demand, which is a major 
factor in the theory of the shifting and incidence of a tum
over tax presented earlier in this section, finds no counter
part when actual market relations are unsettled by any out
side element. Where pressure to include a turnover tax in 
prices threatened a reduction in the demand for specific 

I Johannes Popitz., .. Kommentar zam Unuatzwteuerwe1rtzt' YOIII 26.. JaJj, 1918," 
BcrtiD, 19111, P. 1 L 
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non-necessities, the supply of these articles would pot 
promptly decline to equilibrium with the diminished de:. 
mand. Instead, the producers and dealers would try to re
tain their market by absorbing the tax themselves at the 
expense of their profits. In such a buyers' market consumers 
might for a while obtain such articles free of any tax burden; 
if the demand for the article was an extremely flexible one, 
they might even for a time get it at less than producers' or 
dealers' cost. The producers of these articles, however, 
would not operate long on reduced profits or at losses. 
Eventually the weaker producers would be driven out of 
business or change their line of production; with a reduced 
supply on the market, the remaining producers would find 
that prices readjusted themselves so as to allow them a 
profit.I(In the long run, the imposition of a general sales or 
turnover tax would affect prices as described in the first pages 
of this section, but for a longer or shorter initial period, 
business enterprise might find itself bearing the burden of 
the tax.,. 
.f It is sometimes argued that in a sellers' market, during a 
period of rising prices, producers and distributors take ad
vantage of a general sales or turnover tax to pass on some-

-thing more than the tax, whereas in a buyers'market, during 
a period of falling prices, they are compelled to absorb the 
tax themselves, thus adding to their losses.}'.I It is difficult 
to comprehend how a long-established turnover tax with a 
steady rate could have such effects. After the initial period 
of adjustments is past, a new market equilibrium is estab
lished, with prices generally higher, though not always by 
the exact amount of the tax. The. tax soon sinks from the 
market's consciousness, and the development of the market 
proceeds as before, only at a higher frice level. Therefore, 
It would be as reasonable to speak 0 the rent paid by pro
ducers or distributors as being an incentive to excessive 
price increases in a sellers' market, or as causing additional 
losses in a buyers' market, as it would be to impute these 
effects to a long-established turnover tax. 

The situation is different, however, if the tax is ;",poml 
during a period of un~ttled _mark~t _c:o~di.rlo~s. Then, if 

• See, BuehIor ... cit.. p. 92. 
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there already exists an upward urge to prices, the imposition 
of the tax provides a convenient excuse for further rocketing. 
If the market is already dropping and producers and dealers 
are cutting prices to induce sales, the imposition of a turnover 
tax will not at first stay the momentum of falling prices. 
For a time, at least, the producers and dealers will have to 
bear the tax in addition to their other losses, and the destruc
tion of weaker competitors will be caused or hastened. This 
consideration was forcibly placed before the Senate Finance 
Committee in 1921 as an argument against the levying of a 
federal turnover tax at that time.1 

Effect on Wages 
Adam Smith argued that a co consumption tax," whether 

a general sales or turnover tax or a series of taxes on specific 
consumption commodities, would necessitate an increase in 
wages by the amount of the tax initially borne by the 
workers. He wrote: 

"As the wages of labour are everywhere regulated, pardy by the 
demand for it. and partly by the average price of the ncc:c.ary aniclea 

J 
of subsistence; whatever raioea this average price must lI«t:UIII'iIy 
raise tbooe wages, 80 that the labourer may still be able to pan:haoe that 
quantity of tbooe ncc:c.ary articles which the stlte of the demand for 
labour, whether inaeuing, stationary, or ch:clining, requires that he 
ohouJd have. • • • 

I "It is thus that. cas upon the nec aries of life operates eucdy m 
the same manner .. • direct cas upon the wages of labour. The 
labourer, though he may pay it out of his hand, caJIlIOt, for any .,.".. 
siderable time, at least, be properly said even to advance it. It must 
always m the Iong-run be advanced to him by his immediate employer 
m the advanced rate of his wages. ... 

The implication behind this argument, still occasionally 
cited by opponents of the general sales or turnover tax is 
that the minimum of human subsistence constitutes the sup
ply price for labor that is dominant in setting the wage level; 
if this minimum of subsistence is reduced by a consumption 

• See, 1'hama S. Ad-, -Neoded Ta Reform ill the Uaiud s.. .... - New 
York. 1920, .,.16; ~ .. Proi. FraiL Fairchild in 67th Conp-, be Sea
..... Seaae F_ C ", -Heariap em the Renaae Act .. 1921,- Po 418. 

• Adam Smitb,-The WeoJth .. N ....... -c.-edi ..... I-, 1909. VoL U. 
p. 355. 
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tax, the workers and their families will die off un til scard ty 
in the labor market forces employers to raise wages suffici
ently to cover the amount of the tax and so recreate a mini
mum of subsistence actual wage. This' classic doctrine of 
the" minimum of subsistence" basis for wage schedules has 
been supplanted in modern times by the doctrine of the 
"standard of living" basis for wages. The "standard of 
living" basis for wages does not have the absolute automatic 
rigidity that was characteristic of the .. minimum of sub
sistence" concept which led Adam Smith to his categorical 
conclusionlfhat a tax on consumption by wage-earners must 
inevitably be covered by an increase of wages. It is, there
fore, quite likely that a turnover tax representing a small 
burden on the consumption of wage earners would be ab
sorbed by them through a restriction of consumption, or, 
less likely, through a decrease in savings, without inevitably 
forcing a wage il)crease~ A tax that absorbed any consider
able fraction of wage-earners' incomes, and that seriously 
threatened their accustomed scale of livin~, however, might 
constitute grounds for agitation for wage Increases to cover 
the tax. 

This latter tendency would be emphasized if the tax were 
levied in a period of already rising prices with its concomi
tants of labor organization and agitation for higher wages. 
~'The levy of the tax would be both a reason and an excuse 
for further agitatiom When the levy of a federal turnover 
tax was discussed in 1920, it was pointed out that the levy 
of the tax at that time "would strengthen the demands of 
wage earners for higher pay, act as an incitement to strikes, 
and in this way be passed along to the employers."l 

THE ECONOMIC EFFECTS 01' GEN£IlAL DISC1UMINATIONS 

In practice, general sales and turnover taxes are not so 
levied that they constitute "a uniform rate on the sales 
prices of all goods and services sold to consumers." Dis
criminations may be embodied in a general sales or turnover 
tax by direct provision of the law or indirectly by the pp-a
miding or administration of the tax. These discriminatlons 

1 Ada-. .,. .... Po 16. 
3 
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may be classified as (1) discriminatory tax burdens imposed 
on the sale of individual commodities and services or on 
classes of commodities and services, (2) discriminations be
tween competing producers or dealers resulting from pyra
miding of a multiple-turnover tax, (3) discriminatory tax 
burdens imposed on, or exemptions allowed to, general classes 
of producers or dealers, and (4) discriminations resulting 
from the levy of general sales or turnover taxes by territori
ally limited jurisdictions like state or city governments. 
Because of these discriminations, the economic effects of 
general sales or turnover taxes as actually levied vary from 
the effects of the hypothetical tax considered in the pre
ceding section of this chapter. 

Discriminations betwem Classes of Commodities or Services 
The differences in the tax burdens imposed by a general 

sales or turnover tax on the sale of individual commodities 
and services or of general classes of commodities and ser
vices arise from two causes. The more important is the 
policy of exempting certain broad classes of commodities 
and services from turnover taxes for legal or social reasons. 
It is subsequently pointed out that the legal bases of many 
turnover taxes exclude the taxation of services, even though 
thesC! services may enter into direct competition with com
modity sales,' e. g., the labor of a tailor on a custom-made 
suit of clothes, when the customer supplies the materials, 
produces an article in direct competition with the sale of 
trade models. As is developed in a subsequent section' of this 
chapter.(social considerations dictate the exemption of food
stuffs and other necessaries, or at least their taxation at 
special low rates, in many turnover taxes) The levy of sup
plementary luxury taxes is an indirect means of accomplish
ing the same end. 

A second cause of horizontal discrimination occurs in the 
case of multiple-turnover taxes and production taus. It is 
shown later in the study' that commodities of different 
classes vary in the number of turnovers they undergo be
tween the raw material stage and their purchase as finished 

J See p. 75 '" this YOIume. • See P. «I'" dUo ~ 
• See P. 117 '" dUo ~ 
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articles by their ultimate consumers. A loaf of bread, for ex
ample, involves three turnovers, a suit of clothes at least six. 
Moreover, in'the case of certain commodities, a large pro
portion of their final retail value may exist during their early 
turnovers, resulting in a much higher total tax than would be 
involved in the case of commodities with relatively low value 
until their final transfer. There is no established relationship 
between these two factors-the number of turnovers and the 
proportion of final v'alue involved in the early transfers. In 
some cases they may offset each other,in other cases they may 
be mutually augmentative. In the final count they neces
sarily result in mar~e!4iffe.!Cnces ill ~he total tax burcienon ,/ 
different commoditIes, both upon general classes of com
modities and upon particular commodities within the general 
classes. 

In a production tax, the number of turnovers does not affect 
final tax burdens, but the proportion of the final retail value 
represented by the production stage of different classes of com
modities does affect them. Commodities whose production 
costs are the major element of their final retail value bear a 
heavier tax burden in proportion to final retail value than com
modities whose distribution costs are the significant element. 

Discriminations as to turnover tax burden.between various 
commodities and services that result from specific provision 
of the law-the non-taxing of services because of limited 
legal subject, the exemption of whole categories of services 
or commodity sales for social reasons, the levy of a luxury 
turnover tax-usually apply to broad categories of services 
or commodity sales. The discriminations that occur through 
the pyramiding of a multiple-turnover tax or through the 
levy of a production tax, on the contrary, affect individual 
items of consumption. The economic effects of these two 
types of discrimmation-the discrimination applying uni
formly to entire categories of goods and services, and that 
operating on individual items-differ, and must be consid
ered separately. 

A discriminatory element of taxation on the sale of a 
particular commodity or service, if included in the price, 
will reduce the demand a greater or less amount according 
to the degree of elasticity of demand for that commodity or 
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service.1 In keying production down to the reduced supply 
required, the price will embody the tax, rise beyond it or faU 
short of it, according to whether the industry operates at 
constant, decreasing or increasing costs. Further adjustment 
of demand and supply to equilibrium may modify slightly but 
wiU not change the character of the price changes resulting 
from the initial adjustment of supply. 

It may sometimes happen that there exists a practically 
identical substitute for the commodity or service discrimI
nated against by the tax. This may be interpreted as giving 
the commodity discriminated against an extremely high 
demand elasticity, so that the slightest increase in price 
would result in a marked falling off in demand, its place 
being taken by the substitute. Another way of viewing the 
situation would be to interpret the two commodities as com
petitors for a single category of demand; the tax ends their 
competitive parity and the commodity discriminated against 
is threatened with the loss of its market. The production 
of the article discriminated against is decreased, that of its 
substitute is increased. If they are both produced at con
stant or diminishing cost, the commodity discriminated 
against will be driven completely off the market and the sub
stitute will take its place at the same price. If both com
modities are produced at increasing cost, however, the pro
duction of the first will decrease and that of the substitute 
will increase, until the lowered cost of the first plus the tax 
will just equal the increased cost of the second, and the two 
will then again compete on equal terms, but at a price higher 
than before. A discrimination in favor of any commodity 
would operate conversely • 
. These long-term effects of a discriminating taX burden

ing or favoring the sale of a particular commodity or ser
• ~ As • matla' of strict ..,..,.,;"g, '" _ the """"""" _ic ~ of M .... 
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vice, of course, do not ordinarily operate immediately upon 
the levy of the tax) A special tax burden upon the sale of 
some commodity service, if not relatively large, will usually 
be temporarily absorbed, in whole or in part, by the pre
ducersQr dealers in an endeavor to maintain their established 
markets. Since a competitive market equilibrium rarely if 
ever exists in fact, it may be that the tax discrimination will 
never operate upon the supply of the commodity but will 
result in a continuing slight reduction of the profits in that 
line of production. The one element of certainty in the 
situation is that producers and dealers will not escape some 
effect or reaction from the tax discrimination. . 

The economic effects of a discrimination, favorable or 
unfavorable, applying to entire categories of commodities and 
services differ from those of a discrimination on a particular 
commodity or service. An approach to the problem may be 
obtained by considering a discrimination applying to broad 
categories of commodities and services to act as a form of 
general sales taxa tipn instead of as a form of particular com-, 
modity taxation. (A tax on a broad category of commodities, 
and services, if shilted, would raise the prices of these items) 
I( demand for them remained unchanged, the consumer's I 

total of consumption expenditures would be raised, and his 
savings reduced. But the consumer's savings resist redu~ 
tion; therefore, purchases of goods and services would have' 
to decline. Thisfed.uction of the consumer's total purchases 
would operate as a reduction of demand for those articles and 
services for which demand was most flexible-that is, non
necessities; However, the fact that the tax discrimination 
tended to raise the prices of a particular category of goods 
and services would operate as an additional repressive factor 
on the demand for the goods and services of this category, 
so that somewhat more than the average reduction or de
mand for goods and services in this class might occur. If 
the flexibility of demand for particular items of broad con
sumption in the category discriminated against were greater 
than that for other goods and services, the pressure of the 
price increase might well reduce demand for these particular 
items so much that opportunity would be allowed for a corn
pensating increase of demand for items in other categories. 
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These long-term shifts in demand in the market would 
result in readjustments of supply, which in turn would in
volve price changes reacting further upon demand and, 
consequently, on supply. In the case of discrimination in 
particular goods or services, however, the short-term effects 
of a discrimination on broad categories of goods and services 
!!'ligbt well be to ,:educe, temporarily at least, the profits of 
t\te producers of the· particular items whose demand was 
reduced by the discriminations, the prices of these affected 
items remaining, perhaps, unchanged. 

A discrimination in favor of a broad category of articles 
or services would have effeeutltereverse of those described 
above. The exemption of foodstuffs, for example, would 
save the prices of foodstuffs in general from being increased 
by the tax. This general saving to consumers might in
directly result in higher demands for non-necessities of all 
kinds than would have existed had foodstuffs been taxed 
together with other commodities and services, since the 
purchasing power preserved to consumers by the exemption 
would be expended generally on such luxury items. Be
cause of the inflexible character of the demand for so many 
food articles, the producers of such articles might well be 
indifferent to whether or not an exemption was accorded to 
foodstuffs; /tbe producers of certain specialty articles in 
clothing or 'the purveyors of entertainment might, however, 
have their profits preserved to them by the exemption of 
foodstu/f~ Of course, consumers who expended a large 
proportion of their income on foodstuffs would unquestion
ably be benefited by the exemption, since just that much 
purchasing power would be preserved to them. Similar 
conclusions would be arrived at regarding the common non
taxation of services. 

In general, any discriminations against or in favor of 
particular commodities or services or classes of such in a 
general sales or turnover tax, whether imposed by specific 
provision of the tax statute or resulting from the pyramiding 
of a multiple-turnover tax or from the operation of a produc
tion tax, modify the economic effects characteristic of a 
proportional tax on all sales and services to consumers. Un
less the discriminations are so heavy and so broad as to 
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destroy the uniformity characteristic of a general sales or 
turnover tax, unless they transform it into a series of excises 
on particular items of consumption, they do not negative 
the general economic effects of the tax. To the extent that 
discriminations apply to particular commodities and ser
vices, they are likely in practice to react on the profits of the 
producers of these commodities and services in addition to 
causing readjustments in the consumer's budgeting of his 
purchases. To the extent that they apply to broad categories 
of goods or services, they tend to have no definite reaction 
upon the producers of the goods or services in these cate
gories, though they may affect the business position of 
producers of non-necessities in general, for which consumers' 
demand is flexible. Of course, inasmuch as consumers in 
different income classes purchase relatively more or less of 
particular commodities and services, discriminations result
Ing in readjustments of demand and price for these particular 
goods and services may alter the effect of the general tax on 
the different income classes, lightening its burden on the poor 
or increasing it on the rich. I 

Competition IHlwten Single-Process tlnd Multiple-Process Con
urns 

In the preceding discussions of the incidence and economic 
effects of general sales or turnover taxes, it was assumed that 
a particular commodity always underwent a given number 
of turnovers during its manufacturing and merchandizing 
process, although different commodities or classes of com
modities might undergo more or fewer turnovers. Actually, 
there is no set number of turnovel'9 for any commodity. A 
portion of the total amount of a commodity put on the 
market may have been produced by a multiple-process con
cern which covers all processes from the raw material stage 
to distribution to retailers or even to consumers, whereas the 
remainder may have been worked over by a series of inde
pendent single-process concerns and have changed hands 
many times before it reaches the consumer. Or, as between 
two commodities which are readily available substitutes 

I For IUrthcr d .. eIopmeft. 01 !he ooc:ial aapectI 01 ~ 00I0o fir 'Ui ... '" 
-lion, _ Po 38 01 dUo 'tOI ........ 
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each for the other, the one may have been the output of a 
multiple-process concern, while the other was produced by 
a series of independent single-process concerns. 
(A single-turnover tax would not discriminate between the 

output of a multiple-process concern and that of a competing 
series of independent single-process concerns.i) In either case 
the commodity would be subject to turnover taxation once 
and once only, though the tax might be levied at the begin
ning of the industrial and merchandizing process, or at the 
end, according to the type of tax levied. ( A multiple-turnover 
tax would apply to the product of a multiple-process concern 
only onc~at the sale of the finished product. The output 
of its single-process competitors, each handling one stage of 
production or distribution, would be taxed at each turnover. 
Of course, unless the single-process concerns themselves 
absorbed the excess of the tax upon their product, it would 
reach the consumer burdened with a heavier tax than the 
product of the multiple-rrocess concern. 

This discrimination 0 multiple-turnover taxes has been 
pointed out again and again by opponents of this type of 
taxation. Its direct effect is to throw the excess of the tax 
on the product of the single-process concerns back upon the 
producers. Qne pyramided tax can not be passed on to con
sum~ through inclusion of the tax in the pric~ Consumers 
will not pay a price including the pyramided tax if the identi
cal article, produced by the multiple-yr0Ces8 concern, can 
be had at a lower price because there IS a smaller tax upon 
it. (Jhe single-process concerns must either absorb the 
difference between the two taxes or lose their market:) 

The indirect effects of this discrimination are twofold. 
Y1rst, the temptation arises to eliminate intermediaries in 
commercial transactions so as to reduce costs by the amount 
of the tax on turnover. Wholesalers and jobbers are the 
principal class to suffer from this tendency, since consumers 
and retailers are under an inducement to purchase directly 
from manufacturers. Of course, the tax discrimination alone 
will not suffice to eliminate all intermediaries. Dealers 
sometimes pose as commission agents of manufacturers and 
so evade the tax.l Moreover, at the present time, a greater 

• n. u-ut, May 25, 1929, P. 1160. 
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inducement~the elimination of the intermediaries' profit~ 
has not succeeded in offsetting the value of the in termedi
aries' services. The effect of the tax discrimination is rather 
to supplement any other factors tending to this end. 

\...The second effect of the discrimination would be to further , 
the elimination of the independent single-process concerns 
competing with the multiple-process concer~ This elimi
nation might come about through failure of the competing 
single-process concerns caused by the erasure of their profit 
margins by the tax theymustabsorb to maintain their market. 
The more probable method of elimination would be the con
solig!ltion of the independent concerns for the purposeof 
e1Iminating"iJieif-tiirnovers:-" Hereagam, the effect of the 
discrimination would not be to inject an entirely new force 
into the current of economic development, but to supple
ment already existing tendencies, such as financial pressure 
to consolidate. 
(I t might conceivably be the direct purpose of a legislature 

to further consolidation and integration in industry and 
merchandizing by laying special burdens on intermediate 
and single-process concerns through multiple-turnover taxes1-
but this has not been the case where legislative bodies have 
levied multiple-turnover taxes. This effect has usually been 
viewed as an unfortunate concomitant of the tax, to be 
avoided if possible. Two methods of avoiding the tax have 
been attempted-the Ie!}" of the turnover tax on separate 
processes carried on withm a multiple-process concern, and 
the" consolidation ,,. of the pyramided turnover tax on in
dividual commodities. The tax in the second case is paid 
in a lump at some particular stage of their industrial or mer
chandizing process, and thus is paid alike on the products 
of single-process and of multiple-process concerns. 
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The levying of a turnover tax on the separate processes 
carried on within a multiple-process concern has often been 
proposed in connection with the European turnover taxes, 
but the only examples of the application of this principle 
~ere given by the German turnover tax of 1918 and by the 
Czechoslovak turnover tax of 1923. The German law taxed 
the transfers between units of a multiple-process concern, 
providing that the turnover of the unit exceeded a given 
value. The Czechoslovak law provided that where the 
activities of a division of an industrial plant constituted a 
technical unit, normally carried on by independent concerns, 
the value of the product was subject to the tax if the annual 
value exceeded 50,000 kronen. . 

Insuperable administrative difficulties oppose this at
tempt to solve the problem. It is impossible to isolate all 
multiple-process concerns in order to subject them to the in
ternal tax, and impossible to segregate the processes of such 
concerns for separate taxation. Fixing the values to be put 
on the separately taxable processes must necessarily be highly 
arbitrary. The ill will and dissatisfaction engendered by the 
attempt to extend a turnover tax to internal processes offsets 
any good effects that may result from the occasional suc
cesses of the procedure. In practice, neither Germany nor 
Czechoslovakia succeeded in carrying out its program for the 
internal taxation of multiple-process concerns. 

The alterna!i,,~ possibility of eliminating the discrimina
tion of ~ multiple-turnover tax against single-process con
cerns is-J:o consolidate the normal cumulative taxes that 
would be paid by a series of single-process concerns, and to 
levy them in a lump sum on some particular industrial or 
merchandizing process, exempting all prior and subsequent 
processeS) The same tax is thereby paid on the product of 
the single-process concerns as on that of the multiple-process 
concerns. Apart from solving a difficult economic problem, 
this procedure has a marked administrative advantage; it 
reduces the number of concerns subject to turnover tax liabil
ity and, consequently, the number of returnS that have to be 
audited. 

There are a few commodities with standardized processes 
of production and distribution for which there would be 
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little if any difficulty in thus consolidating multiple-turnover 
taxes. Sugar, Bour and automobiles are suggested as examples. 
The normal number of turnovers can be ascertained; there 
is no uncertainty at any stage of production as to the ulti
mate character of the finished article. The productive and 
distributive processes of these commodities offer conve
nient points for the imposition of the consolidated tax
refining in the case of sugar, milling in the case of Bour, 
manufacturers' sale in the case of automobiles. Such con
venience of isolation of a line of productive and distributive 
processes, however, is the exception rather than the rule. 
In many if not most cases, it is impossible to determine what 
ultimate character will be given to raw materials and even 
to unfinished industrial articles. 

An exemption of prior stages provided for in connection 
with the consolidation of the tax on one stage of an article 
may inadvertently exempt items entering into other articles; 
if the line is drawn too fine, the contrary result may obtain 
and the consolidation be only partial. To determine the 
total tax burden for each of a long series of articles is an 
arduous and politically dangerous labor; the door is thrown 
wide open to pressure by special interests for favoritism 
towards their particular industries. <J:'he seeds of inextric
able confusion are deeply embedded in the principle of 
general consolidation of multiple-turnover taxesj 

The Austrian turnover tax has put the prinCIple of con
solidation to its broadest application. The consolidated 
rate list of December, 1924 embraced 393 items, belonging 
to such classifications as food-stuffs, coal, coke and oil 
products, cotton products, Bax p~ucts, wool goods, silk 
goods, articles of clothing, paper products and stationery 
items, leather products, wood products, glassware, stone and 
cement, porcelains, iron products, other commercial metal 
products, items of electrical equipment, motors and motor 
equipment, photographic equipment, musical instruments 
and so forth. Many of the 393 items were further sub
divided into individual articles, and the full list took up 128 
pages of the B"ru/~sgtsmMlIIt. On some items the tax was 
collected on, and the rate of the tax was determined by, the 
value at the place of extraction-value at the mine in the 
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case of coal and at the spring in the case of mineral water; 
in the case of meats, the price" on the hoof" was the basis 
of the tax. In a great many instances the tax was based on 
the manufacturer's price; in the case of textiles, furs and 
leather goods the tax was laid on the wholesale price. Books, 
artificial flowers, musical instruments and other articles were 
taxed on the retail sale at the retail price. The consolidated 
rate varied necessarily according to the number of turnovers 
of the commodities taxed, and according to the stage at 
which they were taxed. The average consolidated rate was 
2}{%, with a few items under 2% and a few items over 
5 }{%. The turnover taxes of Czechoslovakia and Hungary 
provided for similar general consolidation though not on such 
an extensive scale. 

That the consolidation of multiple-turnover taxes is not 
categorically impracticable is evidenced by the willingness of 
these countries to retain the system. However, the problem is 
much simpler in these three countries, limited in territory and 
not as yet deeply industrialized, than it would be in lar~er 
countries of a more industrial character. When the Austnan 
method was suggested as a means of rdieving the discrimina
tions of the German turnover tax, the Chancellor admitted 
the partial success, at least, of the Austrian experiment, but 
argued that the system would collapse miserably in more 
industrially advanced Germany.1 

Consolidations of multiple-turnover taxes on a limited 
scale have been applied to the Belgian, French and Italian 
turnover taxes. A Bdgian law of January 2,1926 provided 
for a flat 2% rate on vegetable products, butter, by-product 
animal foods and fertilizers and flax. Bread grains, coal and 
coke products and exported flax were covered by a flat 1 % 
tax. Later royal decrees consolidated the turnover tax on a 
number of specific articles, mostly food stuffs. France con
solidated its turnover tax on meats, coal and coke in 1924 and 
subsequently extended the system to tea and coffee, manures, 
sugar, imported sulphurs, flour and its by-products. The 
Italian turnover tax of 1923 provided consolidated rates on 
meats and wines. 

The consolidated taxes of Belgium, France and Italy are 
I Lather, ., ..... p. 6. 
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to be distinguished from those of Austria, Czechoslovakia 
and Hungary on two grounds. In the first group of countries, 
consolidated rates are provided for a limited group of 
articles that present minimum technical difficulties; no at
tempt is made to expand the method into an all-inclusive 
system. Secondly, whereas the consolidated rates of the 
Austrian, Czechoslovak and Hungarian taxes are adjusted 
80 as to approximate the cumulative burdens of the turn
over taxes on the series of single-process concerns in each 
line of production, the Belgian, and Italian taxes have set 
fiat arbitrary rates bearing slight relation to the actual 
burden of the cumulated turnover tax. The consolidated 
taxes of these three countries are primarily a method of 
achieving horizontal discrimination favoring the segregated 
commodities, and only secondarily a method of eliminating 
the discrimination of the tax against single-process concerns. 

As far as the United States is concerned, consolidation in 
either federal or state turnover taxes on the broad Austrian 
model would be out of the CJ.uestion; the complications 
would so rob the tax of essential simplicity as to make it 
unworkable. There are, however, possibilities in the Belgian 
and French system applied to a limited number of stan
dardized articles; the rate might be fixed so as to approxi
mate the cumulated burden of the turnover tax itself on 
these items, or for social or other reasons special rates might 
be applied as in Belgium, France and Italy. The effects on 
importation and exportation of consolidating a general sales 
or turnover tax are considered in a later chapter.'. 

Disnimirrilliorrs Hlvleerr Gmtrtd qllUul oj ProtiIlCIfl'I or 
Dttlllfl'l 

A classification ofindustrial and business activity into cate
gories such as extractive industry, manufacture, wholesale 
merchandizing,retai1 sales and so forth, and the application of 
differing tax rates to the sales in the various stages of com
modityproduction and distribution does not result directlyin 
a differentiation of tax burdens on commodities as they are 
purchased by the consumer. A limited turnover tax of this 
character gives no one commodity or class of commodities an 

• See pp. 131, 135 ol this ....... 
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advantage over others. To the extent that commodities and 
classes of commodities differ as to the relative contribution of 
their various stages to their final retail values, however, a 
discrimination between general classes of producers or dealers 

.. may result indirectly in a discrimination between commodi
ties. The exemption of manufacture, as in the Pennsylvania 
Mercantile License Tax, discriminates against those classes 
of commodities which have a high cost of distribution. The 
setting of a special low rate on wholesale transfers, generally 
characteristic of American state general sales or turnover 
taxes, modifies the original discrimination of a turnover tax 
in favor of articles sold directly by manufacturers to re
tailers or consumers. Whether the discriminations between 
commodities thus resulting from discriminations between 
general classes of producers or dealers affect the distribution 
of the tax burden as between producers and consumers 
depends on the principles of shifting stated in preceding 
pages. 

Turnover Tax Leuies by Limited Jurisdictions 
From the supply side of the market equilibrium, the 

possibility of shifting a turnover tax by including it in con
sumers' purchase prices depends upon the imposition of 
equal tax burdens upon all units of a commodity and its 

-- substitutes. q,f a turnover tax has sufficient territorial scope 
to reach all goods produced and distributed to the general 
market, then all units of any commodity and of its sub
stitutes will come under the tax and the tax will tend to be 
shift~ allowing for variations in demand, as discussed in 
the preceding pages. If the territorial scope of the tax is so 
limited that the tax reaches only a fraction of the product 
entering into the general consumers' market, then part of the 
supply of a commodity and its substitutes will enter the 
market free of turnover tax, and the possibility of shifting the 
tax is reduced. 

Such writers as have dealt with this issue have written as 
though the problem involved only the levy of a general sales 
or turnover tax in one state and the absence of such a tax in 
other states. Thus, a West Virginia tax commissioner wrote 
of the 1921 Gross Sales Tax of that state: 
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"The West Virginia manufacturer, shipping his goods to competing 
markets, likely finds himself absorbing the tax burden, for the reason 
that his Pennsylvania or Ohio competitor's goods reach the market 
with no sales tax added. Assuming, therefore, that the conditions in 
West Virginia and neighboring Itates are equally favorable for the 
manufacturers of the competitive articles, the W.st Virginia manufac- . 
turerwiU bear thecostof the sales tax. The tax in this case is in effect, 
not a sales tax, in the accepted sens. of the word, as used with refer_ 
.nc. to the proposed f.deral tax-a consumer's tax; but it is a privi
lege tax, pure and simple. '" 

It should be recognized, however, that the problem of 
competition between taxed industrial and business enter
prises located in one state and untaxed concerns located in 
another state is not I?eculiar to general sales or turnover 
taxation, but arises with all taxes (except net profits taxes, 
which in ~neral are not shiftable and do not affect competi
tive relations) paid by business enterprises operating in an 
interstate market. In the absence of any organized exposi
tion in textbooks or other fiscal writings of the economics of 
taxes levied by limited jurisdictions, attention has been 
given here, first, to a formulation of the general doctrine of 
the incidence of taxes levied by limited jurisdictions and, 
second, to the particular application of this doctrine to state 
and local turnover taxes. 

Assume that conditions of industry and business in state A 
and in state B are similar and that the industrial and business 
enterprises of the two states compete in a general interstate 
market. Assume also that state A levies a tax (other than a 
net profits tax) which is paid entirely or in part by industrial 
and business concerns-a general property tax, perhaps, or a 
capital stock tax on incorporated concerns, or a general sales 
or turnover tax-while state B levies no tax whatsoever on 
industrial or business concerns. Each of these taxes would 
differ from the others as to the relative tax burden it would 
impose on particular enterprises or classes of enterprises in 
state A. Their effects would correspond, however. in that 
each would impose a general tax burden on the enterprises of 
state A not borne by the enterprises of state B. 

'WaI .... S. H~ "West VqiDia SaIeo T .... A Y_'. Administrame 
ExpuQ"e, M N.rioaaI Tu "'-ia ...... "p,...w;np 01 the Fafaeoath N.rioaaI 
Coafennce, M 1921, pp. IOI-I~ 
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The taxed concerns of state A may well wish to include the 
tax in the prices of their goods and so main tain their pre
vious standard of profit. Their products, however, must 
compete in the general interstate market with the identical 
or substitute products of the untaxed enterprises of state B. 
These latter, presumably competing among themselves, will 
not be induced to raise their prices because a tax, in no way 
affecting their costs, has been levied in state A. The taxed 
enterprises of state A will therefore have to meet the prices 
set by the untaxed enterprises of state Bj they will have to 
absorb the tax themselves, thereby reducing thcir profits, 
or lose their hold on the common market. 

The taxed enterprises of state A may originally have had 
certain advantages-cheaper power, a better labor market, 
superior distribution facilities-which made their costs 
lower than those of the untaxed enterprises of state B. In 
such case, the reduction of their profits by the imposition of 
the tax may still leave them a standard of profit as high or 
higher than that of the competing concerns of state B. No 
change in the circumstances of their doing business will 
result. But suppose that the enterprises of state A enjoy 
no advantages giving them a higher profit standard than the 
enterprises of state Bj it may well be that for some lines 
the COAcerns of state A are marginal, their gross incomes 
barely covering their costs and leaving little, if any, profit. 
The imposition of the tax by state A may seriously reduce 
their profit, or eliminate it altogether and force losses upon 
them. In some cases the concerns so situated will fail and 
their more fortunately situated rivals in state B will take up 
their output. In other cases, where the enterprises of state 
A are mobile, they will remove to state B and establish them
selves there. 

In practice, industrial and business enterprises are rarely 
subject to a single state and local tax and they never find 
themselves in competition with rivals in other states paying 
no taxes whatsoever. Instead, the tax burden on the indus
trial and business enterprises of any state is likely to be a 
cumulation of several independent or supplementary taxes, 
each of which exercises its own peculiar discriminations 
between types of industrial and business activity and be-
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tween individual concerns.. A general property tax·· (in 
administrative practice largely creal property tax as regards 
industrial and business enterprises) or a real property tax 
imposes a relatively high ratio of tax costs to selling prices 
on those classes of industrial and business enterprise and on 
those individual concerns which have a heavy investment in 
land and buildings in proportion to turnover. Any form of 
corporation tax discriminatingly burdens concerns con
ducted under a corporate form of organization. A capital 
value tax burdens most heavily those corporations which 
have a high ratio of invested capital to turnover or net 
income. A general sales or turnover tax, from the point of 
view of investment or net income, discriminates against 
those enterprises which seek profits on their investment 
through large turnover with small profit per unit sold. 

Every state levies either a general property tax or a real 
property tax which is paid by manufacturers and other 
bUSiness concerns. Most states also levy at least one other 
tax which must be paid by business enterprises, either 
directly or incidentallr. The manner and extent to which 
the competitive positIon of any class of enterprise or of 
any individual business concern is affected by the taxes 
levied in its state depends, first, upon the way the combina
tion of the discriminations of the particular taxes paid 
operates upon it in view of its special circumstances, and 
second, upon the proportions of its total tax burden resulting 
frQm the payment of several individual taxes. 
(The distinctive discrimination of a general sales or turn

over tax is that it bears most heavily upon classes of enter
prise and upon concerns with I[ turnovers relative to their 
capital and to their net profit. A manufacturing or mer
cantile enrerprise with a sm turnover in J?roportion to 
capital and net profit located in a state levymg a general 
sales or turnover tax may find that its tax costs bear no 
greater relation to the prices of its goods than those of its 
competitors located in states deriving their revenues from 
other types of taxes. A firm with a large turnover in p~ 
portion to its capital and net profits located in a state levying 
a general sales or turnover tax, however, will find its tax 
costs higher in relation to the sales prices of its goods than 

• 
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those of its competitors in other states, provided that there 
is some comparability in the rates of the taxes in the several 
states. The excess tax cost resulting from the general sales 
or turnover tax can not be shifted and therefore reduces the 
profits of the taxed concerns. This discrimination of the 
general sales or turnover tax against industrial and business 
enterprises with relatively large turnovers involves two 
groups of concerns-those belonging to categories of indus
trial or business activity which generally operate on large 
turnovers in proportion to investment and net profits, and 
those particular enterprises whose turnovers in proportion 
to their capital and net profits are larger than the average in 
their line. 

The differing ratios of turnover to net profits and to 
capital investment for various categories of industrial and 
business enterprise are indicated in data collected by the 
National Industrial Conference Board. Over a four-year 
period of normal business activity, 1922 through 1925, the 
annual average for the ratios of the profits of a selected group 
of manufacturing corporations to their sales varied between 
7.4% and 9.4%. The annual average ratios of profits to 
sales for a comparable group of wholesale corporations for 
the same period varied between 2.6% and 3.5%. For a 
group of retail corporations during the same year, the ratios 
varied between 6.2% and 6.8%.' 

Differences in the ratios of capital to turnover for this 
selected group of manufacturing, wholesale and retail cor
porations were also marked. For 1922 and 1923, two years 
of normal business activity, the ratio of the average capital 
to the average turnover of the manufacturing corporations 
was around 80%, for the wholesale corporations it was 
slightly above 30%, and for the retail corporations it was 
about 40%." Clearly,Qf a state levied a fiat rate general 
sales or turnover tax, Jts wholesalers would be burdened 
more than its manufacturers, where both groups were com
peting with rivals located in states basing their taxes on 
net profits or some element of capital valli§) According to 

'Natioaol IndustriaJ Cauf~ Board, "The Shira.. and Uecm '" the 
Fcdcral Co.ponuioa 1_ Ta," NOlO yan., 1928, Vol I, p. 189. 

'11M., pp. 216, 222. 
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the rate of the turnover tax of the first state and the rates 
of the capital value taxes of the other states, it might well 
be that the turnover tax placed manufacturers at no com
petitive disadvantage as compared with rivals in other 
states, whereas wholesalers might have an excess tax burden, 
as compared with their rivals in other states, which they 
would be unable to shift. 

Where the industrial and business enterprises burdened 
by a general sales or turnover tax had to compete with con
cerns in other states levying net profits taxes, the entire 
amoun t of the turnover tax paid by all lines of activity 
would constitute an unshiftable excess burden, because the 
net profits taxes of the other states would not enter the 
prices of the goods produced and distributed by the concerns 
of these states; the discrimination would still be greatest 
upon the wholesalers of the state levying the turnover tax, 
because of their proportionately greater turnover. 

A classification of the rate of a turnover tax according to 
types of enterprises reduces this discrimination against 
wholesalers and other high-turnover types of industrial or 
business enterprise operating in an interstate market. A 
scientific classification of rates would need to be based upon 
a statistical calculation of the difference in the ratios of net 
income and capital or realty values to turnover for each 
class of enterpnse, and would eliminate any discriminations 
of the turnover tax as between classes of enterprise. Then. 
whether the industrial and business enterprise of the state 
levying the turnover tax would be forced to bear any of 
the burden of the tax would depend upon the rate of the 
tax as compared with the rates of taxation in other states 
where competitors were located. The issue would not turn 
upon the character of the turnover tax levied in the first 
state, but upon the general business tax burdens of the 
several states. If the classification of rates were unscientific 
-if the rates on the various classes of activity were hap
hazardly or arbitrarily fixed upon-the modification might 
fall short of, or overreach, the goal of equalization, and the 
turnover tax itself would continue to discriminate more or 
less against one or another class of enterprise. 

The rate classifications of the American state and local 
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turnover taxes, with the exception of the West Virginia tax, 
are arbitrary. The West Virginia tax was adjusted in an 
indirect, but satisfactory, manner for differences in the 
ratios of net income to turnover,1 but not for differences in 
the ratios of capital or realty values to turnover. Conse
quently, it does not equalize between classes of industrial or 
business enterprise where they compete with enterprises 
located in states taxing on a capital value or general prop
erty basis. Moreover, it should be noted that the vertical 
discriminations in the American state turnover taxes were 
not enacted with a view to neutralizing special burdens on 
business faced with foreign competition, but were provided 
with a vague intent to equalize the burdens of the turnover 
taxes on business in the state-the view being mistakenly 
held that because from a legal or constitutional point of view 
the turnover taxes were "business" taxes, as a matter of 
economics they therefore constituted a final burden on busi
ness enterprise. Consequently, it is by accident rather than 
,design that the discrimination of state turnover taxes on 
high turnover classes of enterprise competing in interstate 
markets is generally lessened by rate classifications. 

, Not only does a state turnover tax place entire categories 
of enterprise, such as wholesale merchandizing, in a dis
advantageous position compared with rival enterprises in 
other states; it operates similarly against individual enter
prises with turnovers larger in proportion to capital or net 
income than the average for their line. Where such an indi
vidual concern is competing with similarly developing con
cerns in other states which levy their taxes on some other 
basis, it is likely to have to pay a heavier tax than its com
petitors. No type of rate classification will neutralize this 
discrimination. It must not be overlooked that the con
cerns thus penalized by the turnover tax tend to be the more 
active and progressive ones which are seeking to create grow
ing markets for their goods by taking small profits on large 
turnovers and to achieve the economies of large-ecale pr0-
duction. 

Throughout this discussion of the economic effects of gen
eral sales or turnover taxes levied by limited jurisdictions, it 

, See Po 195 <Ii dUo "oIamc. 
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has been assumed that the industrial and business enter
p,rises whose sales are taxed sell their goods in an interstate 
market. In the case of mining, extractive and manufactur
ing enterprise, this assumption is generally valid. Granted 
that there are small producers who serve a local market and 
never sell ou tside local boundaries, nevertheless, these local 
producers must in many cases meet the competition in their 
local markets of large-scale outside producers. The market 
that is local for the resident producer is a part of the inter
state market of outside producers. The discriminations of 
state or local turnover taxes noted above apply in their fullest 
degree to extractive and manufacturing industry. 

Different factors operate in so far as state or local turnover 
taxes rest on merchandizing. The retail dealer's market 
is Ferally local. All his immediate competitors must pay 
a like tax on their turnovers. He does not have to compete 
with rivals who, because they are taxed under different tax 
systems, have a sml\!ler element of tax cost to consider in 
their selling prices. Qn general, all units of each taxed com
modity and Its substitutes pass to consumers with the same 
tax burden:) 

Two exceptions must be noted to this generalization as to 
the effect of a general sales or turnover tax upon local re
tailers. Such dealers must compete, to a certain extent, 
with mail-order houses located in other states that do not 
levy general sales or turnover taxes. The tax raises the 
sales cost of the local dealers' goods by the amount of the 
tax. Mail-order houses have a much larger turnover in pro
portion to capital investment or net income than local retail 
establishments; therefore, it is improbable that the taxes 
they pay in their own states on other bases than sales result 
in a higher tax cost to sales price than the general sales tax 
which the local retail dealer must pay. The mail-order 
house can deliver its goods to customers in the state with a 
smaller tax cost than the local retail dealers. If the hold of 
the mail-order house on the local market were large, local 
dealers might have to absorb all or part of a tax on their 
sales or see the mail-order house capture their market. In 
general, however, the mail-order house has no such hold on 
the local market, and a moderate tax on the sales of local 
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dealers does not have to be absorbed to save their market; 
the mail-order house merely obtains a further, but by no 
means decisive, advantage in its competition with the local 
merchants. 

The second exception occurs where contiguous communi
ties are separated by a state boundary. A certain amount of 
retail shopping then occurs across the boundary. If the 
retail dealers of the onc;. community have to pay a tax 
on their sales and those of the other community are taxed on 
some other basis, a discrimination exists against those 
dealers in the first community who are working with large 
turnovers in proportion to their capital and net profit. 

Wholesalers do not operate in so free an interstate mar
ket as do manufacturers, but they must concern themselves 
with interstate competition more than retailers. The "inter
state commerce limitation," however, prohibits the state 
of their location from taxing their sales to customers in other 
states not levying turnover taxesl ; in fact, this exemption 
. required by the law is a strong competitive factor in their 
favor since no compensating tax is usually laid on them to 
offset the exemption. According to their lines, however, they 
may have to meet competition from turnover-tu-free whole
salers fropJ outside the state who have entered and are selling 
in their own state. To the extent that they must meet such 
competition, their situation is analogous to that of the manu
facturers discussed above; unless there is vertical discrimi
nation, all wholesalers in the state are likely to suffer" from a 
general sales or turnover tax; a special discriminatory tax 
burden rests on the sales of those who seek a large turnover 
in proportion to investment. 

SoCIAL DlSTKIBUTIOH OF TUILHOVEIL TAX BUILDEHS 

A blanket charge is often laid against the general sales or 
turnover tax that it disregards the currendy accepted prin
ciple of" ability," that it burdens the Jl<!Orer classes of the 
population more than the richer classeS) This sweeping 
charge does not take into account the differences in distribu-

I See p. 70 '" this YOIame. Is.... SeT_an, "The SaIto Tu," pp.136-137; Buehler • .,. <iI~ p. 96. 
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tive effect of different types of general "sales or turnover 
taxes, nor the place of these taxes in the general revenue 
system. 

The Gmwal Rul, 
A general sales or turnover tax which imposed a propor

tional burden on all commodities and services purchased by 
consumers would in general raise tIa prices of these goods and 
services, though not always by the exact amount of the tax. 
and would involve a decrease and a redistribution of con
sumption demand. If all individuals had equal incomes 
and, allowing for individual preferences, made consumption 
expenditures similar in amount and distribution, a general 
sales or turnover tax of the type here considered would im
pose the same tax burden on all individuals, a social distribu
tion of the tax burden with which noone could quarrel. Thus, 
a Russian writer, commenting upon the turnover tax and 
other indirect taxes levied in Russia under the soviet regime, 
writes, "It should not be forgotten that the Russian popula- • 
tion has to a large degree been reduced to a common level, 
so that indirect taxation does not bear that anti-democratic 
character which it does in capitalistic countries where sharp 
inequalities of property exist.'" 

Inequality of wealth and income, however, is the rule in 
the countries of Western Europe and in the Americas. It is 
a truisna that the Fportion of an individual's income de
voted to consumption expenditure decreases as his relative 
income increases. The higher-income classes of the popula
tion in general are able to devote a larger proportion of their 
incomes to saving and investment, and they do save and 
invest relatively more than the poorer classes. Where indi
viduals differ in the amounts of their consumption expendi
tures, the burden on each of a ~eral sales or turnover tax 
not embodyin, any discriminations is roughly prqportional 
to the respective consumption expenditures; difl"erences in 
the distribution of the consumption expenditures mar the 
proportionality slightly but do not destroy the general rela
tion. Hence, a proportional tax is laid upon a larger 

• Go $oh>IniblF, ill M'n c..£. S.,,. I, lair " 1922, .. 22S. 
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part of the total income of poorer individuals than of rich indi
viduals. In proportion to the total incomes of individual 
consumers, the burden of a general sales or turnov:er tax rests 
heaviest on those consumers with small incomes and lightest 
on those consumers with large incomes. 

Tlu Effect of Discriminations "e/ween Commoditiel Qnd Ser
pius 

To the extent that differences in the burdens on particular 
commodities and services affect rich and poor dlfferendy, 
they modify the distribution of the burden of turnover taxes 
as described above. The discriminations between commodi
ties and services inherent in all multiple-turnover taxes, re
sulting from differences in the number of turnovers for 
various classes of commodities, operate to burden the poorer 
classes relatively heavier than the richer classes. The 
cheaper, standardized, machine-made products that enter 
largely into the consumption of the poorer classes pass 
through more hands than the spc:cialty and custom-made 
purchases of the rich. A multiple-turnover tax is levied 
upon the former classes of commodities on more occasion. 
than upon the .latter classes; the cumulated. tax on ~e 
former 'necessarily represents a larger proportIOn of their 
retail value. Consequendy, to the extent that this factor 
operates, a multiple-turnover tax does not impoSe a propor
tional burden on consumption expenditures, let alone on 
income; the burden of the tax even in relation to consump
tion expenditures decreases as the amount of an individual', 
consumption expenditure increases. 

Moreover, apart from investlnent payments, a portioD of 
the expenditure of the rich is for services which are not taxed 
by commodity transfer taxes, production taxes or retail 
sales taxes. The following comparison of the distribution 
of expenditures made from a $20,000 income aDd from a 
$2,000 income, as they would be burdened by a 3% retail 
sales tax that embodied no statutory discriminatioDl as be
tween commodities, illustrates this point:' 

J a.....r A. Jordan, -The SaJeo Tu,W B.lId;"" 1M NlliMuI T_ 4,-W;"', 
v ... VII, pp. 18l-1M. 



ECONOMIC AND SOCIAL ASPECTS 41 

I. EXPIRDITUU D'"TI.lBUTlOII or $20,000 INCOMB £liD BUD". or .. 3% RET.w. 
SA .... s To . 

Purpote Amauat T. 
Food ....................................... $2,000 $60 
Manufactured clothinl....................... 1,000 30 
CUllOm clothing-material. • • • • • • • • • • • • • • • • • •• 300 9 
CUitom clothing-labor.. .. .. .. .. .. .. .. .. .... • 300 9 
Habitation coatl... .•••••••••••••••••••••••••• 3,000 90 
s.rvan.... .. . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. • 2,500 DOne 
Automobile upkeep~material. • • • • • • • • • • • • • • •• 500 IS 
Automobile upkeep-labor. • • • • • • • • • • • • • • • •• • • 1,000 Done 
Vacation ....•••••••••••••••••••••••••• 0" ,0. 500 DOne 
Amuoemen.... .. .. .... .. ............ • .. ..... 500 25 
Taxa .•••••••••••••••••• ,. •• •• •• • ••••• ••••• 1,000 Bone 
Chariti ..................................... 2,000 60 
Miocellanooua.. .. .. .. .. .. .. .. .. .. ...... .. ... 2,000 60 
IDYeltmeRt. • • • • • • ••••••• •• ••••••••••••••••• 3,400 DODe 

Total .•••••••••••••••••••••••••••••••••••• $20.000 $358 

2. Ex •• NDlTUaa DlITl.lIUTIOll or $2,000 I.COMI AND BoaD ... or .. 3% RaT.w. 
St. .... TAX .. -Food ..................................... . 

Clowns .................................. . 
Rent, heat and liaht ••••••••••••••••••••••••• 
MilceUaneoua •••••••••••••••••••••••••••••• 

""""'." $720.00 
500.00 
600.00 
180.00 

Total •••••• , .............................. $2.000.00 

T .. 
$21.60 

15.00 
18.00 
5.40 

$60.00 

If the investment expenditure from a $20,000 income is 
counted in, the 3% retail sales tax amounts to only 1.79% 
of the total expenditure of this income, whereas for a $2,000 
income the burden is the full 3% of the tax. When invest
ment payments are excluded, the burden on the consumption 
expenditures from the $20,000 income is 2.160/0. still consid
erably lower than the burden on the expendiJ:W'C of the 
$2,000 income. 

As against these tendencies of. general sales or turnover 
taxes to burden disproportionately the poorer elements of 
the population must be set the almost universal. practice of 
exempting, or at least of taXing at special low rates,l food
stull's and other irems that constitute the major portion of 
the expenditures of the poorer classes but a smaller fraction 
of the expenditures of the richer classes. If the renting of 
dwellings, as a service, is untaxed, and foods are entirely 
exempted, the entire distributive character of a general 
turnover tax is changed. The poorer classes are practically 
entirely relieved of its burden. The richer classes are, of 

• See po ti 01 tIaio ""'-
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course, also relieved of the tax to the extent that they make 
expenditures for food and shelter. These items, however, 
constitute a smaller proportion of the total of their consump
tion expenditures, so that their relative gain from the exemp
tion is much smaller. 

Another possibility of offsetting the tendency of a general 
sales or turnover tax to burden the poorer classes· more 
heavily than the rich lies in the l~vy of a supplementary 
luxury turnover tax. To the extent that expenditure on 
luxuries is greater, in relation to income, by the rich than by 
the poor, a luxury turnover tax may lay a compensating tax 
burden on the rich classes. Offsetting disadvantages of the 
luxury turnover tax are considered elsewhere in this study" 

The Effect of Failure to Shift Turnover Ta~ Burt/ens 
When a turnover tax is not shifted in individual instances, 

these considerations of the distribution of tax burdens be
tween classes of consumers do not apply. A turnover tax 
that is not shifted directly or indirectly reduces business 

. profits for a shorter or longer time according to the circum
stances of the industry or business, possibly in individual 
cases to the extent Df destroying it. A tax that reduces the 
profits of business enterprises is a burden on the income of 
the owners of these enterprises, whether their ownership is 
that of individual proprietorship, partnership or corporate 
shareholder. Individual and partnership ownership of busi
ness enterprises and ownership of corporate shares are found 
to a greater extent among the higher-income classes than 
among the lower-income classes. Therefore, an unshifted 
turnover tax reducing business profits bears almost exclu
sively on well-to-do individuals, though there is no smooth. 
ness or regularity in the heavier burdens it places on the 
higher-income classes. 

The Place of" TurnotJer Tu in " Genmzl T,,~ System 
Any form of general sales or turnover tax not embodying 

specific discriminations levied by a national or federal gov
ernment will be shifted to the consuming public, allowance 

I See Chap. VI <Ii dUo YIIIame. 
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being made for the effects of _the unequal pyramiding of 
multiple-turnover taxes, for the discrimination of multiple
turnover taxes in favor of multiple-process concerns and 
against single-process concerns, for standard-price articles, 
and for friction in the readjustment of supply to reduced de
mand in certain lines. A retail sales tax levied by a state or 
local government will also be generally shifted to consumers, 
allowance being made for the competition of mail-order houses 
and of retailers in adjacent states. The social effect of such 
taxes will be to impose a heavier tax burden on the poorer 
classes of the population than on the rich. This Circum
stance direcdy contradicts the currendy accepted doctrine 
that, where special benefit from specific governmental func
tions can not be proved, taxes should be levied according to 
the principle of" ability to pay." That a shiftable general 
sales or turnover tax embodying no remedying statutory 
discriminations, standing by itself, fails to qualify under 
the currendy accepted principle of "ability," does not, how
ever, forthwith condemn it as an element of a federal or 
state tax system. 

If the other parts of a general tax system tend to bear 
heaviest on the rich classes-if it is otherwise composed of 
personal income taxes with graduated rates, inheritance 
taxes or estate duties with graduated schedules, or unshift
able business taxes-these elements may counterbalance the 
contrary tendency of the turnover tax. On this argument, 
the European countries justified their imposition of turnover 
taxes during the post-war J.>eriod, since they were already 
levying heavy progressive direct taxes dating from the war 
era. If the United States Federal Government were to need 
more revenue than that provided by its present tax system, 
the progressive character of the present system might be 
conSidered a justification for the levy of a turnover tax. 
The present state tax systems, however, for the most part 
already to: heavily the poorer elements of the population.
Few, if any, states could argue as justification for a retail sales 
tax, the only certainly shiftable form of state turnover to:, 
that its heavy burden on the poorer classes was offset by 

1 See, N.tianallnd....n.t c:o..r......c.. IIooId, -Caa. of~. ill the UnillOd 
Sta-.19lS-1!n6,- 1'1 .. Ted, 1927, pp.1l16-l3l. 
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exceptional burdens on the rich from other parts of their tax 
systems. 

The issue that usually faces legislators is that of choosing 
between a turnover tax and some other form of tax to raise 
a required revenue. The proposition may be to substitute a 
general sales or turnover tax for some other tax already in 
existence, or to raise an additional quota of revenue by a 

I turnover tax or by some other tax. If the alternative tax 
I is one that levies, or would levy, a burden relatively heavier 
on the richer classes than on the poorer classes, then under 
modern fiscal theory the expediency of substituting a general 
sales or turnover tax for it is open to serious question. If,how
ever, the alternative tax also would in the long run burden 
the poorer classes of the population more than the rich, and 
if the choice of the legislature is restricted to this tax and a 
turnover tax, then the heavy burden placed by the latter on 
the poorer classes might be ignored and the decision be based 
on other factors. A state retail sales tax as a means to re
lieve a portion of the general property tax burden might be 
justified where, if the tax were considered per It, it could 
have little support. 

To the extent that the tendency of a shiftable turnover 
tax to overburden the poorer classes is modified by the ex
emption of foodstuffs and other necessities or by the imposi
tion of a supplementary luxury turnover tax, the social 
arguments against it are correspondingly weakened. 

If a state or local government levies any other form of a 
general sales or turnover tax than a retail sales tax, there is 
a strong probability that it will not be entirely shifted. 
Types of industrial or business enterprise, such as wholesale 
merchandizing, which have large turnovers in proportion to 
invested capital, will find themselves in competition with 
lower-taxed rivals in other states and will have to absorb 
the tax themselves. Classification of the rates of the tax, 
however, may go far toward curing this defect. No manner 
of rate classification or modification, however, will neu
tralize the competi tive discrimination of a state or local 
general sales or turnover tax against individual concerns 
with turnovers relatively larger than the average for their 
lines. 
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SPECIAL DISCRIMINATIONS· 

None of the general sales or turnover taxes actually levied 
has been a pure example of a retail sales tax, a production 
tax, a commodity transfer tax or a general turnover tax. 
In all cases, special discriminations incorporated into the 
tax laws have modified their general character and effects. 
These special discriminations may be classified into six cate
gories: (1) Social discriminations, intended to alter the nor
mal tendency of turnover taxes to burden the poorer classes 
more heavily than the rich; (2) rate classifications, intended 
to modify the injustices of non-shifted turnover taxes as 
between tY\'es of industrial or business activity; (3) ec0-

nomic discnminations, intended to relieve or favor certain 
classes or types of industrial or business activity; (4) cul
tural and charitable discriminations; (5) discriminations in 
favor of governmental or public activities; and (6) adminis
trative discriminations. The last named type of special 
discrimination is treated separately in Chapter IIV Dis
cussion of the first five types follows. 

Socitd Dismmi"aJio"s 
The normal tendency of general sales or turnover taxes to 

burden the poorer classes more heavily than the rich has 
been modified in many instances by taxing sales of food
stuffs and other necessities at lower rates than other sales, 
or by exempting such sales altogether. Of the modern 
European turnover taxes, those of Belgium and Italy exempt 
the necessities of life generally, the .Roumanian tax exempts 
sales of breadstuffs and meat, and the French tax exempts 
breadstuffs, milk and bread grains. The Polish tax levies 
the special low rate of 1% on foodstuffs; the Czechoslovak 
tax also has a special low rate for foodstuffs and meat. The 
Canadian turnover taxes, though they have changed their 
character radically during their eight years' history, have 
consistently accorded liberal exemptions to all items that 
might be considered "necessaries of life." The Latin-Amer
iean turnover taxes and those of Porto Rico and the Philip
pine Islands do not tax sales of foodstuffs. 

• Soo pp. 92 IF. 01 dIis wi ..... 
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If a turnover tax is of such character that it will probably 
be shifted wholly or in large part to consumers, the desir. 
ability of effecting a better social distribution of its burden 
by exempting necessities or by taxing them at a s~allow 
rate must be balanced against the fiscal and administrative 
disadvantages of such discrimination. The yield of any 
turnover tax will be sharply cut by the exemption of food
stuffs and other necessities. Moreover, this discrimination 
lays additional burdens of reporting on producers and dealers, 
it adds to the labor of the administration of the tax, and it 
offers considerable possibilities for evasion. Retailers, in 
particular, must keep a double set of accounts, the one for 
taxable sales, the other for exempt sales. There is an ever 
present temptation for them to color their accounts, while 
keeping the figure for their total turnover correct, by report
ing a portion of their taxable sales as exempt. This decep
tion would be difficult for the administrative authorities to 
uncover. 

Since it is the social character of the tax system as a whole, 
and not of any given tax, that constitutes the major problem 
of the distribution of tax burdens, the German approach to 
the issue of distributive discrimination would appear to be 
the most practical The German turnover tax makes no 
discrimination in favor of foodstuffs or necessities, but de
pends upon the progressive character of other elements of 
the German tax system to offset the burden of the German 
turnover tax on the poorer classes. 

Rme CllZSsifollIion 6y Types oj Business Enterprise 
The exemption or special taxation of broad types of ec0-

nomic activity is an inherent element of the turnover taxes 
levied by the American states and localities. The West 
VlJ'ginia Business Occupation Tax discriminates between 
extractive production and man~facture. Different rates are 
applied to manufacture and to merchandizing in the tum
over taxes of West VlJ'ginia, Connecticut, Delaware (which 
taxes retail merchandizing at the same rate as manufacture, 
but has a special rate for wholesale merchandizing), Penn.
sylvania (which exempts manufacture but taxes wholesale 
and retail merchandizing) and the city of St. Louis. A 
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discrimination in the rates on wholesale and retail sales is 
effected in all of these state ana local turnover taxes. The 
only examples of vertical discrimination offered by European 
turnover taxes are those of Italy and Luxembourg, which 
exempt all retail sales. The Brazilian turnover tax is, in 
general, lighter on wholesale transactions than on retail 
sales. 

The advantageous effects of rate classification in neutral
izing the competitive discrimination of a state or local turn
over tax against wholesalers and other high turnover enter
prises has been indicated earlier in this chapter.1 In addi
tion, a good case for the exemption of retail sales could be 
made out on administrative grounds. Such an exemption 
would eliminate a multitude of insignificant tax accounts 
whose checking and supervision must be excessively expen
sive compared with the revenue derived, if widespread eva.. 
sion is to be avoided. A slight advantage might be given 
to those commodities whose proportionate retail merchandiz
ing cost is above the avera~, with a corresponding disad
vantage to commodities With retail merchandizing costs 
below the average. but the discrimination so worked would 
not be serious. 

Econo",;c Di.u:ri",;nations 
The attempts to eliminate the discrimination of multiple

turnover taxes against single-process industries by consoli
dating the tax or by internal taxation of multiple-process con
cerns has been described.- Other major forms of economic 
discrimination found in modern turnover taxes are (1) the 
exemption or favorin, of agricultUral production, (2) the 
favonng of the basic mdustries. (3) the favoring of special 
businesses or types of business activities. and (4) the favoring 
of cooperative associations. 

All the European countries except Germany, Belgium. 
Austria and Czechoslovakia exempt sales of farm products 
by their raisers as do also the turnover taxes of Canada 
and of the Latin American countries. The turnover taxes 
of the American states are stricdy limited to industrial and 
commercial activities. The reasons for favoring agriculture 

I See ... 3S ollIoio ""'........ • See pp. 26 •• ollIoio '""-
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in turnover taxation are often political, but such favoritism 
can be sustained on economic grounds. The dominance of 
demand factors in setting the prices of farm produce, because 
of the inability of the agriculturalists to control and deter
mine their annual output, the competition of grains and even 
meats in an international market, and the relative inflexi
bility of agricultural capital, place the farmers in an unfavor
able position to shift any taxes levied upon them. Even 
where a general sales or turnover tax is relatively shiftable, 
such part of it as is paid by farmers on their sales is likely to 
rest on them. Where the effort and aim of many modern 
governments is to aid agriculture, it would be illogical to bur
den the farmer with a new, additional tax. 

The case for special favorable treatment of the basic in
dustries is different and not so strong as that for favoring 
agriculture. It can not be argued that the basic industries 
occupy an economically disadvantageous position. More
over, there is litde likelihood that they would be unable to 
shift freely and easily their share of a turnover tax. The 
argument for exempting semi-raw materials and crude indus-

. trial products is to encourage industrialization by eliminating 
the tax element from the prices of the materials consumed 
by industry. At best this is a weak and administratively 
unsound expedient. The only turnover tax law embodying 
it is the Polish. 

Many countries provide for the exemption of independent 
small-scale and handicraft activities. Russia allows a 
blanket exemption to all industrial and handicraft activities 
carried on by individuals without assistants. France and 
Czechoslovakia exempt the output of household industries. 
France, the Latin American countries, the Philippine Islands 
and Porto Rico exempt peddlers. The use of the tax power 
to further particular economic or social ends of this type is 
dangerous, since it is an open invitation to special interests 
to exercise political influence upon legislatures to shape tax 
laws to the advantage of particular groups. Moreover, the 
favoring of individual and handicraft activities as against 
organized business co~s has the flavor of an attempt to 
block the course of economic progress in order to curry politi
cal favor. Administrative considerations may warrant the 
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exemption of small producers and dealers, ~ut exemption for 
administrative reasons should be based on a figure for annual 
turnover and not on methods of conducting industrial or 
business en terprises. 

In those European countries which levy turnover taxes and 
in which development of cooperative purchasing or selling 
associations has made headway, these associations have 
exerted considerable pressure, vigorously opposed by the 
business in terests of the coun tries, to have their sales ex
empted from turnover taxation. The only country which 
at present allows a blanket exemption to the sales of coopera
tive associations is Belgium. Soviet Russia taxes the sales 
of cooperative associations at one half the regular rates. 
In France the issue came before the courts and was long de
layed there; since 1926, however, all cooperative associa
tions except agricultural syndicates have been taxable on the 
sum total of their sales. One argument made for exempting 
the sales of cooperatives is that their existence involves an 
extra transfer of the commodities they deal in, so that to 
make their sales subject to a turnover tax would be to dis
criminate IIgllinst them. The very purpose of these associa
tions, however, is to eliminate middlemen and their profits, 
so that the existence of a cooperative association does not 
add to the chain of taxable transfers, but merely effects a 
substitution. The only valid argument for exempting their 
sales would be to encourage them for social reasons, and there 
are better and more effective means of accomplishing this 
end than by tax discrimination. -

Finally, a s~al short-lived discrimination of the German 
turnover tax IS of interest. The German tax law of 1919 al
lowed a rebate to those merchants paying turnover taxes on 
their sales who had dependent children under the age of 
sixteen. The rebate was graduated directly according to the 
number of such dependent children and inversely to the net 
income of the merchant. It is not evident whether this 
provision sought to give a special tax relief to providers 
for large families or whether it was intended to stimulate 
the German birthrate. For whichever purpose, it was ill
advised, leading to administrative complications. It was 
abolished one year after it was enacted. 

5 
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Charitable ana Cultural EJremptions 
Institutions of charity perform services; their dealings in 

commodities are, at most, incidental. Therefore they would 
be subject to a general sales or turnover tax only if it were of 
the general turnover type. In Germany, Austria and Czecho
slovakia, whose general turnover taxes extend to professional 
and other services, all services of a charitable character, if 
not performed for a profit, are exempted. 

An alternative or supplementary method of relieving 
charitable institutions of turnover tax burden would be to 
provide that sales by dealers and merchants to such insti
tutions should be exempted from turnover taxation. Thus 
they could obtain goods and materials at a price lower than 
the market level by the amount of the tax. The disadvan
tage of such a provision would be administrative. The fewer 
special exceptions that a dealer has to take account of in II~ 
porting his taxable turnover, the lighter is his accountin 
labor, the easier is the checking problem of the administrativ 
authorities, and the smaller is the likelihood of evasio 
These considerations have deterred all governments from 
incorporating such an exemption in their turnover taxes to 
date. 

The taxation of services under a turnover tax embodies a 
special. threat to the arts, since the tax that an artist, a 
writer, Or a tutor would pay on the sale of his services prob
ably could not be conveniendy shifted. Even where it 
might be possible to shift the tax on such services, their 
value to the cultural development of the country would 
warrant their encouragement by exemption. So in Germany, 
Austria, Czechoslovakia and Russia, where such services 
would otherwise be taxable, they are specially exempted. 
While the sale of concert tickets is generally exempted in 
these countries, the sale of theater tickets is taxable. In 
France and in Germany this favorable treatment is extended 
to the sale of newspapers. 

Discriminations Fauoring GOfJt'17Imentai or Public Actiuities 
Most countries exempt outright all sales by governmental 

bodies and public utilities. A few follow the lead of Germany 
and limit the exemption on governmental activities to a 

" -. 
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narrow group of services, not including t/le public utilities. 
In the United States, the Federal Government mi~ht extend 
a turnover tax to its own services, and the states to theirs, 

~ including state and local public utilities, but implied consti
tutional limitations forbid either to extend any tax to the 
services or activities of the other.' 

There is a balance of argument against levying a turnover 
tax upon the activities or services of governmental depart
ments. Two departments-the department performing the 
service and the tax departmen~e involved in collecting 
a charge for the service performed by one. The duplication 
of activity is wasteful and unnecessary. However, additional 
considerations apply in the case of public utilities. If not 
actually in competition with private concerns, they may at 
least be considered as substitutes for such. Exemptions and 
special privileges in the case of government operated utilities 
becloud the issue between such utilities and privately operated 
concerns. If the latter are taxed by a turnover tax, the gov
ernment operated utilities should operate under the same 
burden. 

Because of the implied constitutional limitation in the 
United States that the state governments can not tax the 
instrumentalities of the Federal Government, and vice versa, 
there is the possibility that sales to the state and local gov
ernments and their agencies might be exempt from a federal 
turnover tax, and that sales to the Federal Government 
might be exempt from state turnover taxation. In a recent 
case bearing upon the latter situation, the United States 
Supreme Court in a divided opinion held a state tax on 
gasoline sold to an agency of the Federal Government in
valid under the implied constitutionailimitation.1 The five 
to four division of the judges on the issue, however, would 
indicate that it is not entirely closed. 

CONCLUSIONS 

This chapter has sought to answer two major questions 
regarding the general sales or turnover tax: (I) Does its 

I See, further, Po 72 of this ""'-
I p~ Oil c.. .. lIiuWi";. 48 Sup. C .. Rep. 451. 
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burden rest ultimately on the individual or business enterprise 
thatinitiallypays it,or is this burden shifted to other elements 
in the community? and (2) What relation does the final distri
bution ofits burden bear to the distribution of wealth and in
come in the community? Since the economic and social factors 
involved are many and complicated, a brief decisive answer to 
either of these questions is not possible. The considerations 
involved in the issue may be summarized under the two 
headings of economic and social effects. 

Economic Considerations 
The conditions governing the supply of and the demand 

for manufactured commodities and their price point to the 
conclusion that a general sales or turnover tax exactly pro
portioned to the retail prices of taxed commodities and ser
vices would raise the prices paid by consumers, though not 
necessarily by the exact amount of the tax. The uneven 
effect of the tax on prices would result, not from any peculiar 
circumstance of the general sales or turnover tax, but because 
the resulting reduction of consumers' purchasing power 

. would lead to a diminished demand for luxuries and non
essentials. The shrinkage of supply that would follow would 
affect the prices at which these articles and services could be 
placed on the market, according to the circumstances of their 
production-that is, whether they were produced at constant, 
increasing, or decreasing cost. 

In practice, however, general sales or turnover taxes do 
not burden commodities and services exactly proportional 
to their retail prices, except in the case of retail sales taxes. 
A multiple-turnover tax-one that is levied on articles more 
than once in their progress from initial producers to con
sumers-would, because of its pyramiding, burden some 
articles heavier than others. Consumers would tend to pur
chase fewer of the more heavily burdened articles and more 
of those lightly burdened. Temporarily, the producers and 
distributors of the first group of articles would find their prof
its reduced, and producers and distributors of the second 
group would find their profits increased. After a time the 
supply of each group of articles would adjust itself to the 
modified demand. Price changes would follow, according 
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to the circumstances of the productio!l of the affected 
articles. 

A multiple-turnover tax would also tend to discriminate 
among producers and distributors. A multiple-process con
cern, combining many productive and distributive processes, 
would be taxed only on its finished output. A series orinde
pendent-process concerns in the same business, each concern 
handling one productive or distributive process, would have 
to pay the tax on each process. The Independent-process 
concerns would thus bear a special unshiftable tax burden, 
their profits would be reduced, and a further inducement 
would be given to business consolidation. Austria eliminates 
this discrimination against independent-process concerns by 
consolidatin$ the pyramided tax on each article to a single 
rate, which IS paid alike on the output of multiple-process 
concerns and of the series of single-process concerns. This 
system would seem to be inapplicable in the United States 
because of its administrative complexity. 

Three temporary effects of the levy of a general sales or 
turnover tax should be noted. First, the reduction of con~ 
sumers' demand for luxuries and non-essentials which would 
result from the levy of a general sales or turnover tax might 
be met by a price reduction on the part of the producers and 
distributors, in the hope of retaining their markets. Until 
the supply of the affected articles readjusted itself to the 
changed demand, these producers and distributors would 
suffer reduced profits and possibly outright losses. Second, 
a general sales or turnover tax levied during .. period of gene
ral depression, with demand dull and prices perhaps de
clining, could not be added by producers and dealers to their 
prices without further reducing their sales; temporarily, 
therefore, the tax would fall on the producers and dealers. 
Conversely, a turnover tax levied during a boom period 
might cause producers and dealers for a time to add some
what more than the tax to their prices. Third, the prices of 
articles marketed at low standard prices might not be affected 
by a general sales 01' turnover tax if its rate was low, since a 
small fractional tax could not be conveniently added to the 
price, and since any change in the price would sacrifice mar
ket good-will. If the tax continued long, it might be possible 
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for the producers and distributors of such articles to effect a 
shifting of the tax by readjustments in the quantity or qual
ity sold at the standard price. 

The levy of a general sales or turnover tax by a state or 
local government would in many cases impose a particularly 
discriminatory tax burden on wholesalers, as compared with 
their competitors located in other jurisdictions not levying 
such a tax. Since wholesalers could not shift this discrimina
tory tax burden, they would have to absorb it as a reduction 
of their profits. This discrimination might be eliminated br 
taxing wholesalers at a lower rate than other types of bUSI
ness enterprise. Furthermore, a state or local turnover tax 
would place individual industrial and wholesale concerns 
with large turnovers in proportion to their capital values at 
a competitive disadvantage with their rivals m other juris
dictions not levying turnover taxes. Retailers would not be 
so affected by state or local turnover taxes, except as they 
competed with mail-Order houses, or with retailers in neigh
boring jurisdictions levying no turnover taxes. 

. Social Considerations 
A general sales or turnover tax would be essentially a con

sumption tax. It would tend to increase the prices of goods 
purchased for consumption more or less by the amount of the 
tax. Consequendy, in proportion to their incomes, it would 
tend to burden the poorer classes more heavily than the 
richer classes, because the consumption expenditures of the 

~
ormer absorb a relatively larger proportion of their incomes, 

and because a considerable pr~tion of the expenditures 
f the latter are for services whIch are not subject to many 
rms of turnover taxation. 
Because of this circumstance. the social and political 0p

position to the general sales or turnover tax is strong. This 
opposition might be modified if it were plOposed to combine 
a general sales or turnover tax with some other tax which 
imposed heavy burdens on the rich classes and a light burden 
or no burden at all on the poor classes, such as a graduated 

~personal income tax with large exemptions. The nvo taxes 
would thus supplement each other to form a balanced system. 
Opposition to the general sales or turnover tax might also be 
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less if it were proposed to substitute it for another tax which, 
for social or administrative rea~ons, was less satisfactory than 
the general sales or turnover tax itself. 

Were a luxury turnover tax administratively practicable, 
such a tax would offset the burden of a general sales or turn
over tax on the poorer classes. As is subsequently indicated, 
however, the luxury turnover tax has not been found to be 
a workable supplement to the general sales or turnover tax. 
The only expedient manner of reducing the burden of a gene
ral sales or turnover tax on the poorer classes seems to be to 
exempt foodstuffs and other necessities from the tax, or else 
to tax them at a special low rate. A larger proportion of the 
expenditures of the poorer classes than of the richer classes 
are for these necessities. Consequently, the poorer classes 
would gain a major benefit from such an exemption, whereas 
its effect upon the rich classes would be minor. Such an 
exemption, however, would entail certain administrative dis
advantages; these are considered in a subsequent chapter. 



CHAPTER II 

CONSTITUTIONAL ASPECTS OF GENERAL SALES 
OR TURNOVER TAXATION 

GENERAL sales Of turnover taxes, abroad as well as 
in the United States, are levied under the taxing 
power of the State. Although this power is broad 

enough to cover all forms and aspects of such taxation, the 
federal and state constitutions in the United States impose 
restrictions and limitations on the possibilities of turnover 
taxation which are not encountered abroad. Three sets of 
constitutional limitations must be taken into account-the 
limitations of the Federal Constitution on the possibilities of 
federal turnover taxation, the limitations of the Federal 
Constitution on the possibilities of state and local turnover 
taxation, and the limitations of the constitutions of the 

,individual states on their own powers of turnover taxation. 
A preliminary exposition of the legal theory of .. subject" 

and" measure" in taxation is essential to comprehension of 
the American doctrine of constitutional limitations. Sub
sequently, a section is devoted to each of the sets of con
stitutionallimitations noted above as they apply to federal, 
state and local general sales or turnover taxes. A final section 
of this chapter deals with the time and place of turnover 
tax liability. 

THE DOCTII.INE OF "SUBJEcr" AND "MEASUIlE" IN 

TAX LAw 
At first glance, little uniformity can be found in the ap

plication of constitutional limitations to federal, state or 
local tax laws by the American courts. One tax is upheld. 
Another, apparently identical in its character and effects, 
is held to contravene some limitation. 

The language of the cases does not always alford a clue 
to the yardsticks employed by the courts in determining 

56 
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whether or not the tax before them is subject to some con
stitutional restriction. Analysis of the legal character of the 
taxes which have been upheld or rejected by the courts, 
however, brings to light a distinction which the courts have 
specifically or tacitly held in mind when passing on tax 
cases, and which endows the modern decisions on the con
stitutionality of tax laws with a strong element of con
sistency and uniformity. The distinction in question is 
between the "subject" and the "measure" of a tax.1 

The "subject" of a tax is the category of persons, prop
erty rights, privileges or acts upon which the tax is levied or 
the existence of which gives rise to tax liability. The 
"measure" of a tax is the standard or scale by which the 
amount of the liability is determined.S Thus a state per
sonal income tax on residents may have persons as its "sub
ject," and the income of the individual twq>ayer as its 
"measure"; a state capital stock tax on foreign corpora.
tions may have the privilege of doing business within the 
state as a "subject," and use as a "measure" the capital 
stock of such corporations employed within the state; an 

1 See. Eleanon I .. aea. U BlUiness and Property TUCSa." Y.II lAw 70",.,,111, 
Vol. XXXVILPp. 195-206; "The Subject and Measure of Tax.tion," Cola .. i. 
lAw Rnilfl}. Vol. XXVI._pp.. 939-953- "Conatitutional As~tI of Taxation:' 
.11-; .. 8 B.,. 1I" .. Wi08 70""'.1, Vol. 'xiII, PI'- 12S-129. q., Lewis H. Porter, .t State Exci. Tua u Limited by the Federal Collltitution,'· National Tu Asso.
ci.tion, "Ptuceedi ... of the Sisteenth N.tional CouJ"e=c:e," 1923, pp. \16-124. 

• A further distinction is n~ between the 1<1 measure" of • to and ita I 
"determinant" or ",tandard of aUocation"-the ltandud used to restrict a 
"meuure" of. tax in pracricaiapplication. broader than ill ·'.ubject ll 

I'D withill 
the ICOpe or the "subject. It Thus, In • ltate net income tax on foreign corporations, 
the .taubject J

' of the tu. iii the pnvilege of doiDf buainea in. the ltate u. corpora.. 
bon. and the "measure" of the tu it the net Income dcriftd from businaa cloae 
within the ltate- The methods of buainea accou.nunl may not permit of diftct 
ucertainment of the amount of net income derived from business done within the 
ltate. To obYiate thil difficulty, the tax la. may provide that net iDc:ome deri'ft'ld 
from bUllin_ done within the ...... ohalI be de......unecl by the propoo bon of the 
buaineaa Uleta of • corporation within the state to in total business useD.. Thia 
~ponion 01' ratio it the "standard of allocation .. ar the •. determinet" of the taX. 

The consututionallimitarions which may apply to the "lUbject" and. -measure" 
of a tax never a.rply to ita "determinant." Failure torer:ognize misd.tinction. benreea. 
the u meuure and the "dererminant" of a to. ca\lled Mr~ lsaaca, in the anideI 
DOted abon_ to deny consistency to the courta in lOIbe of their tax decisicma 011 aD 
iooue .here they h .... displa"", particular am ........ of-risioo>. 

The ~ of u.tandard. 01 allocation" ar ··determinants- does not an. ill 
the ... of aenen\ w.. or ........... _tion beca .... w.. val_ can be din:ctly 
.ttributed to ~ ....... without the in ........ tion of opecW ... _ of 
allocation." 'fbe iooue io _boned here for the _ of _ple_ in the dis. 
c:ussion of the aenenl backpouncI of ...... titutioaal1imi .. tioaa OIl ..... and load --. 
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inheritance tax may have as its" subject" the transfer of 
property from the decedent to his beneficiaries (an act), and 
employ the value of the property so transferred as a "measure." 
The elements of the "subject" and the "measure" of a tax 
may differ from each other, as in the illustrations given 
above, or they may coincide, as in the case of the federal 
personal income tax which, under the Sixteenth Amendment, 
is levied on income as a "subject" and is measured by the 
amount of such income. 

In passing on the constitutionality of state and local taxes 
under the limitations of state constitutions, the state courts 
will sometimes approve a tax with a "measure" whose ele
ments exceed the limitations of the state constitution, if the 
"subject" of the tax is satisfactory.' By this means the 
courts have softened the harshness of extreme restrictions on 
taxation in the constitutions of several states. The federal 
courts, passing on the limitations of the Federal Constitu
tion as applied to federal taxes, may similarly uphold taxes 
whose "measures" contravene a limitation (except that 
requiring uniformity) if the "subjects" are satisfactory.-

. When the question arises of applying limitations in the 
Federal Constitution to state and local taxes, however, the 
federal courts resort to a different rule. The recent trend of 
decisions indicates that the federal courts will hold invalid 
any state or local tax which transcends a limitation of the 
Federal Constitution in either its "subject" or .. measure ... • 
Several exceptions exist to this well-established general rule. 
Among these may be noted here the proposition that in rail
road and public utility cases, a state tax whose "subject" 
is property and whose "measure" extends to untouchable 

1 See, Thom .. M. Cooley, "The La .. aI Tas.uioa, H f'oarth cWtion, cru.:..." 
1924, Vol. I, p. 299 • 

• FIi",.. S,_ TrIl<7 C.~ 220 U. S. 107, may be cited II an illuotrarion. This ate 
.... uiDcd the (cdmd escioeal 190901lcorporationa. Theopinionlta ... the"",bj«t'· 
of the tal: to be ··busiDe!ll doDeinac:orporatec:apac;iry." ThiI "subject" contraVenei 
~ ",?,,"DtutionallimitaDon 011 the (<d<ral_cr aI """,rion. The opinion proceedo, 
"It IS • • • weU cotablish<d bY' the decioiono aI this court that ....... the 
"'Udgu authoritY' Iw .....a...t the right ... [as • legitimate oubj«t aI tasaDon 
.. .. ... ,it iloo objcctioa that the meuun; of cuabon ilfound in the income pro.. 
cIac<d m part &om pi ...... t) ..tUcb, COlIIidcr.d aI iudl', it DOII-tasable. H 

"~ tbe .... cited in Ioaaa,"The Subject and _ aI Tnarion.H In 
particular, <IOIDJ'Oft M6uU." C •• •• M .. _IrIlHlt.,U. s.Sup. C~ May 'IT, 1929, 
with F/i", .. Slime T'-:1 c..~ cited aboYe. . 
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property or to activities in interstate commerce will be 
upheld.1 

These principles of II subject" and II measure" determine 
the constitutional background of turnover taxation in the 
United States. A federal general sales or turnover tax would 
have to satisfy the limitations of the Federal Constitution 
.as to its "subject," but except for the uniformity require
ment these restrictions might not be applied as to its" meas
ure." State and local general sales or turnover taxes must be 
within the limitations of the Federal Constitution both as to 
"subject" and "measure." Their "subjects" would also 
have to satisfy the restrictions of the constitutions of their 
respective states; in some jurisdictions their "measures" 
might safely ignore these restrictions. 

Aside from constitutional and statutory limitations, the 
possible "subjects" for federal, state and local turnover 
taxation are many.· A turnover tax may have for its "sub.. 
ject" property or some category of property, the privilege of 
doing business generally or under some particular form of 
business organization, the act of doing business, the rrivilege 
or act of production and manufacture, the act 0 sale or 
transfer generally or some aspect of this transaction. The 
choice of "subject" raises a double issue-on the one hand, 
the "subject" of a general sales or turnover tax is a factor 
in its scope; on the other hand, the choice of "subject" 
determines the validity of the tax under constitutional 
limitations. 

Upon the "measure" of a tax depends its economic 
character. Therefore, for a tax to come within the category 
of general sales or turnover tax, its" measure" must be some 
aspect of sales value or value in sales transactions. As indi
cated above, the choice or wording of the "measure" of a 
particular turnover tax may not affect its constitutionality 

I See, St.lMtus,,-_ bilw, c.. .. """"-.235 U. 5.367. andcueoci\!:d 
iathltopinioD. 

• This .tatement io made ad".;".ny, ia _tndiction '" the ofm.-quo\!:d dictum 
of the feden!Supreme Court i. &_ T"" .. F..np HoM s..Js. IS Wail 319. that 
the only possible oubjec ...... -. property and busi...... While..-_ 
cificall, n(uti .. this dictum, the __ iacludins the feden! S-Court, haft 
aubaeq ..... d,. _tedly nfernd '" other lubjec .. of ..... tion, ouda .. w the ~ 
of doina ~ u a cupontion P ia cupontion franchise or ~ .... <us 
and '" the .. act of tnnofu It d .. th .. ia the Frick and other iDheri_ .... _ 
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if the particular tax is a federal tax being judged under 
, limitations of the Federal Constitution, or, in some jurisdic

tions, if it is a state or local tax being judged under state 
constitutional limitations; where, however, ,a state or local 
turnover tax is being judged under limitations of the Federal 
Constitution, the choice and exact description of the" meas
ure" of the tax is of highest importance. 

CONSTITUTIONAL ASPECTS or FEDEUL TUIlNOVEIl 

TAXATION 

The Federal Constitution places five express or implied 
limitations on the power of the Federal Government to levy 
taxes. FlI"st, the Federal Government may not levy duties 
upon exports. Second, direct taxes must be apportioned 
among the states according to population and indirect taxes 
must be geographically uniform. Third, duties, imports and 
excises must be uniform throughout the United States. 
Fourth, the vague provision of the Fifth Amendment, that 
no person" shall be deprived of life, liberty or property with
'out due process of law," is occasionally held to limit some 
exercises of the federal tax power. Fifth, there is the implied 

, limitation that the Federal Government may not tax the 
, property, agencies or instrumentalities of the state govern
ments. 

As indicated above, it is the "subjects," not the "meas
ures," of federal taxes that are particularly subject to these 
limitations, except in the case of the uniformity requirement. 

Properly QS lhe If Subject" of II Federal Turnover Tu 
The Federal Government might levy a general sales or 

turnover tax on property or some aspect of property, 
the "measure" of the tax being the value of the sales 
made through the use of such property. The use of prop
erty, however, is severely restricted as the "subject" of a 
federal general sales or turnover tax by the second of the 
limitations stated above. To come within the limitation, 
the revenue to be derived from such a tax would have to be 
apportioned to each state according to its population, and 
an independent rate would have to be set for each state, 
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so adjusted to the taxable turnover of the state that the 
actual yield would coincide with the state's revenue quota 
on the basis of its population. Since the Federal Govern
ment has the power to levy a general sales or turnover tax 
on other" subJects," it would have no reason for resorting to 
this cumbersome system. 

Production IU th, .. Subject" of a F,dlt'a/ Turnovlt' Tim 
The act of production is a permissible "subject" for 

American federal turnover taxes, and no constitutional 
limitations restrict its usc. As the sole" subject" of a turn
over tax, it is, of course, available only when the turnover 
tax is of the type of a production tax. The federal Civil 
War general excise of 1862 was levied on the production of 
the taxed commodities rather than on business enterprise as 
such.' In this it was similar to the tobacco products excise 
which has remained an clement of the federal internal 
revenue system to the present day. Similarly, the 3% tax 
on repairs and the S% tax on subsidiary processes levied by 
the 1864 revenue law had as their "subjects" the acts of 
repair and the processes of polishing, painting and so forth, 
rather than the businesses of repairing or painting and 
polishing.' The second and third Smoot proposals in 1921, 
both providing a manufacturers' and producers' excise, 
would have levied a tax neither on the act of transfer at 
sale, nor on business enterprise as such.' Though ~pularly 
called .. manufacturers' and producers' sales taxes,' the pro
posed taxes would have been excises on the act of production, 
whether extractive or by manufacture. 

It might be argued that a federal tax on the production 
of articles is a tax on the articles themselves, and hence 
is a direct tax under the first of the constitutional limitations 
stated in the introduction to this section. The contrary has 
been stated by the federal Supreme Court.' 

BIlsintss U 1M .. SIlJject" of. FtJtr.J TIInIODtr Tim 
The privilege of doing business, or the act of doing busi

ness, or any aspect of business, such as selling at retail, are 
l See Po 189 ollhia ""'_ I See pp. 192-193 ollhia ""'_ 

• p_ "lh9. 1M u. s. (QI. 
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all available as "subjects" of a federal general sales or turn
over tax. The first two of these .. subjects" would result in 
federal commodity transfer or general turnover taxes. The 
third would produce a federal retail sales tax. 

It might be argued that the constitutional limitation for
bidding the Federal Government to tax exports would 
affect the use of these .. subjects," since a federal turnover 
tax based on the privilege or the act of doing business would 
apply to export houses, among other types of business enter
prise. This limitation, however, has been held not to apply 
to federal taxes unless they rest directly on articles in the 
course of export transport or unless they are discriminatory.' 
A federal turnover tax with the privilege or the activity of 
business for a "subject" would not appear to breach either 
of these condi tions. 

The Act of Transfer at Sale as the "Subject" of a Federal 
Turnoaer Tax 

The sales transaction may be viewed as a single and com
plete act, or it may be viewed as a series of related inde

, pendent acts-the closing of the contract of sale, the transfer 
from seller to buyer of the title in the goods sold, the 
physical delivery by the seller to the buyer of the goods 

, purchased, the making of payment by the buyer and the 
receipt Of payment by the seller. A federal turnover tax 
might levy the tax upon the collective act of the sales 
transaction, as the first Smoot proposal in 1921 for a federal 
turnover tax would have done,. or it might take as its "sub
ject" anyone of the steps in the transaction. The choice 
would not be a matter of indifference, since certain con
stitutional limitations apply to some of these "subjects" 
and not to others. 

If a federal turnover tax were based on the sales transac
tion in general, it might be necessary to exclude export sales 
from the operation of the tax, since a tax on this "subject" 
might be construed to be upon articles in the course of export 
transportation,' and such a tax, as indicated above,· con
travenes the prohibition against federal taxation of exports. 

I Cooley, .p. <iI~ Vol. I, p. 112. • See p. 192 0/' dUo YOIame. 
• See, S~ftK & Bnu ... EJ.J.Ih,262 U. S. 66. • See p. 60 0/' dUo ooIamc. 
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If the subject were the physical delivery of the goods sold 
by the seller to the buyer, the limitation would certainly 
apply. Were any of the other aspects of the sales transac
tion made the" subject" of a federal turnover tax, it might 
well be construed not to be such taxation of the actual 
exportation of goods as JO bring it within the constitutional 
limitation. In view of the general tendency of countries 
levying national or federal turnover taxes to exempt export 
sales altogether,l this point is not of major importance. 

A different constitutional question would arise if the 
tQlnsfer of title by the seller to the buyer or if the receipt of 
payment by the seller were made the "subject" of a federal 
turnover tax. In the case of imports into the United States, 
the situs of the transfer of title would generally be in the 
exporting country and payment would be received by sellers 
located abroad. The Federal Government would have no 
machinery to collect the tax from these sellers. If the Federal 
Government sought to collect the tax through domestic im. 
porters, this might be held to be such" deprivation of property 
without due process of law" as comes under the limitation of 
the Fifth Amendment. Most national and federal govern. 
ments levying turnover taxes are anxious to extend these 
taxes to cover importation,' so that the disability of a federal 
turnover tax based on receipt of payments would be a seri. 
ous restriction on its use. The disadvantageous effects of 
these discriminations, however, could be offset without dif. 
ficulty by a special compensating import duty. 

STATE AND LOCAL TURNOVER TAXES UNDER FEDERAL 

CONSTITUTIONAL LIMITATIONS 

Within the limitations of their state constitutions, the 
taxing power of the state governments extends to the levy of 
general sales or turnover taxes. Also, their constitutions 
pennitting, state legislatures can delegate the power to levy 
such taxes to municipalities, and one state, Missouri, has 
specifically done so. All such state or local turnover taxes, 
in addition to measuring up to the standards of constitu
tionality of the state constitutions under which they are 

I See Po 135 01 this .... WIl... I See pp. 130 ft. 01 this .... ume. 
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levied, must also confonn with the limitations which the 
Federal Constitution places on the taxing powers of the 
states. The three federal constitutional limitations that 
bear upon the levy of state and local turnover taxes are: first, 
the limitation against extending the tax beyond the juris
diction of the taxing state, derived from the "due process of 
law" clause of the Fourteenth Amendment; second, the 
limitation against taxing interstate commerce; and third, 
the limitation against taxing federal instrumentalities. 

The" Suhjects" of State and Local Turnover Ta;ration under 
Federal Constitutional limitations 

Property, the act of production, the act or privilege of 
doing business, and the sales transaction as a whole or some 
aspect of it, suggest themselves as possible "subjects" of 
state or local turnover taxes. The second and the third of 
this list of possible turnover tax "subjects" are embodied 
in the state and lOCal turnover taxes now in force. The 
first and the fourth elements have not as yet had their con
stitutional possibilities tested by actual application. 

Where railroads and public utilities are concerned, the 
'federal courts have shown themselves very favorably in
clined towards state or local taxes levied "in lieu of" prop
erty taxes. They have chosen to view such taxes as levied 
on property as a "subject" but "measured" by other yard
sticks than the capital value of the plOpe! ty and, so con
sidered, they have accorded such taxes all the freedom from 
federal constitutional restrictions enjoyed by ordinary 
property taxes, even to upholding them in cases where the 
"measures" of the taxes exceeded the restrictions of the 
Federal Constitution.1 

The courts have never been called upon to consider taxes 
levied "in lieu of" property taxes on any fonn of enterprise 
other than public utilities. It might appear logical that 
this principle could be freely extended to the taxation of 
business enterprises, that a state or local turnover tax could 
be levied with the property-the entire property or possibly 
only the personal property-of business concerns for a "sub
ject" and with some element of sales value for its "measure:' 

'See, baaa,.~ ad P_ Tasa.-
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However, in taxing public utilities under this principle, fixed 
ratios of gross receipts to investment value have been estab
lished which permit a convenient equation of the burdens 
of the two measures of taxation. It is doubtful whether any 
such ratios could be fixed in the case of general business con
cerns that would meet the approval of the courts. Whether 
the courts would accept equation of the total yields of the 
two forms of taxation as satisfactory evidence that the 
general sales or turnover tax was levied "in lieu of" a prop
erty tax must remain an open question. If a state or local 
turnover tax levied in this manner should receive judicial 
approval, it might be freely used by the states as a substitute 
for their unenforceable personal property taxes. 

The act of manufacturing or extractive production has 
never been definitely set forth in any state or local turn
over tax statute as the "subject" of the tax. The Federal 
Supreme Court, however, has construed the St. Louis turn
over tax as having "production" for its "subject" in so far 
as it applies to manufacturers, in order to save the tax from 
the interstate commerce limitation. In American Manufac
turing CO. II. St. Louis (250 U. S. 464-465), the Court said 
of the St. Louis tax: 

''The operation and elI'ect of the taxing ordinance are to impose. 
legitimate burden upon the business of carrying on the manufactun: of 
goods in the city; It produces no direct burden on commerce in the 
goods manufactured, whether domestic or interstate, and only the 
same kind of incidental and indirect elFect as that which results from 
the payment of property taxes or any other and geoeral toIItribution 
to the cost of government. Therefote, it does Dot· amount to • 
regulation of interstate commen:e. And, for like reasons, it has not 
the elI'ect of imposing • tall: upon property as business transactions 
• • • outside of the state • • • ,and hence does not deprive 
• • • of property without due process of Ia ..... 

The same position with regard to a drilling and distribut
ing company under the \Vest Vuginia Business Occupation 
Tax was recently taken in Hop, Natural Gas Company II. 

H.JJ (47 Sup. Ct. Rep. 639). These two cases link up with 
similar validation of taxation of sales to non-resident pur
chasers when the "subject" is construed as "production" 
under the Pennsylvania anthracite coal tax (Bm/n- II. 

6 
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Thomas Colliery Co., 260 U. S. 245), under the Minnesota 
mining tax (Oliuer Iron Co. u. Lord, 262 U. S. 172) and under 
the Louisiana severance tax (Lacosle fl. Department of Con
SlrUaiion, 263 U. S. 545). 

A state or local turnover tax based exclusively on produc
tion would necessarily limit the tax to manufacturers' sales. 
This would be contrary to the intent of the state and local 
turnover tax statutes as enacted. The effect of the Ameri
can Manufacturing Company and Hope Natural Gas Com
pany cases, therefore, has been to give state and local turn
over taxes a double "subject." In 80 far as they relate to 
manufacturing and extractive production, the "subject" of 
the taxes is the' act of production, and with a suitable 
"measure" the taxes can be extended to all sales, whether 
made to purchasers within or without the state. To the 
extent that these taxes apply to mercantile concerns, their 
"su bject" is the act or privilege of doing business. 

The more common "subject" of state or local general 
sales or turnover taxation is "business activity." This 
concept is often stated by American courts as a valid "sub
ject" of taxation, but its definitions are loose and vague. 
The idea behind it is the old quid pro quo doctrine of taxa
tion-the carrying on of business under the protection of the 
state is a privilege for which the state may demand a pay
ment under the form of a tax. The American courts have 
never attempted to define the limits of "business activity," 
or to give the term a specific meaning. If a tax is laid upon 
or collected from business concerns of any broad category, 
and if it satisfies other constitutional requirements, it is held 
valid as a tax upon the "privilege" or the act of doing busi
ness. To satisfy federal constitutional limitations, however, 
"doing business" must be restricted to doing intraslale 
business within the stale. If a business enterprise inherently 
or exclusively interstate in character is brought under the 
tax, then the tax contravenes the federal constitutional 
limitation against regulating interstate commerce. If busi
ness activities beyond the borders of the state are brought 
under the tax, then the state government is seeking to tax 
beyond its jurisdiction, without" due process of law," which 
is also contrary to the limitations of the Federal Constitu-
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tion. It is an open question whether, if a manufacturing or 
merchandizing concern maintained its warehouses in a state 
other than that levying the -turnover tax, closed its sales 
contracts in this other state and made its deliveries there
from, the state levying a turnover tax on .. business activity" 
could extend its tax to cover these sales. The state of West 
Virginia does so extend its turnover tax, but there has never 
been judicial determination whether or not this action is 
constitutional. 

Of the American state turnover taxes, only the 1921 Gross 
Sales Tax of West Virginia made "sales transactions" the 
.. subject" of the tax, but this occurred rather by the in
advertent wording of the law than by the deliberate intent 
of the legislators. With this exception, .. sales transactions" 
has never been utilized as the" subject" of a state or local 
turnover tax, but there are no inherent obstacles to such 
use. Probably, in the case of the turnover taxes of the 
American states, tradition has been the most important 
factor in excluding the use of the sales transaction as the 
"subject" of state or local taxation. Until very recent 
years, the state governments were chary about levying 
excises on transfers or acts, there being an undefined feeling 
that this subject of taxation was the exclusive province of 
the Federal Government. 

A state or local turnover tax levied with sales transac:
tions as the" subject" would have to be limited to sales 
made within the taxing state or locality; otherwise, the 
state or local government would be attempting to extend its 
tax "without due process of law" beyond its jurisdiction. 
This limitation would afford a broad loophole to manufac:
turers and producers. They could locate their warehouses 
and sales branches in neighboring states, and so escape the 
tax, while carrying on other operations in the taxing juris
diction. It is difficult to see how a state or local government 
could prevent this type of avoidance if the turnover tax 
levied on manufacturers and producers had "sales transac:
tions" as its .. subject." If it proved advisable to base a 
turnover tax on merchants and occupations other than 
manufacturing and extractive production with "sales trans
actions" as a .. subject," it would be imperative to split the 
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tax and levy a separate turnover tax on manufacturers and 
extractive producers with "production" as the .. subject." 

A turnover tax levied on merchants, wi th the Of sales trans
action" as an entire act for a "subject," would probably 
contravene the interstate commerce limitation to the extent 
that it was applied to the sales of resident merchants to non
resident purchasers. These sales would be clearly transac
tions in interstate commerce. However, if the tax statutes 
were carefully worded so that one particular aspect or step 
of the sales transaction-the transfer of title from seller to 
purchaser-were specifically made the" subject" of the tax, 
it is possible that the interstate commerce limitation would 
not apply to the levy of the tax on this category of sales. 
The transfer of property title, by the law of sales in practi
cally all states, including those which have modeled their 
sales laws on the Uniform SalesAct,is a matter of intent, but 
is usually presumed to occur on delivery of the goods by 
the seller directly to a buyer, or, when shipped by a corn
mon carrier, on delivery to the common carrier, which is 
considered the agent or bailee of the purchaser.' In a'few 

.instances transfer of property title occurs before delivery, 
and under certain special forms of F. O. B. sales con
tracts it occurs 'on delivery of the goods by the common 

. carrier to the purchaser. Transfer of title is a specific legal 
act, and; except where expressed intent is clearly to the con
trary and in the special F. O. B. sales noted above, it is inter
preted to occur within, and is subject to the authority of, the 
state in which the seller is located. A state or local turnover 
tax levied on delivery of title might induce sellers to provide 
specifically in their sales contract for transfer of title outside 
the taxing jurisdiction, with a view to avoiding the tax. 
Transfer of title is determinable by state laws, however, 
and the taxing state could provide in its tax statute that 
transfer of title for purposes of the tax should occur within 
its jurisdiction when the seller is located or operates there. 
No present state turnover taxes have embodied this Of sub
ject" and the courts have not passed on it. If accepted by 
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the courts, it might be valid for. a turnover tax on the sales 
of illl merchants located gr operating within the state .. 

Use of "transfer of title"u the "subject" of a state or 
local turnover tax would permit of no safeguard against 
avoidance of the tax by merchants and manufacturers who 
located warehouses in neighboring states, closed their sales 
contracts in these other states and made deliveries from 
these warehouses. For the state levying the turnover tax 
based on "transfer of title" to extend its tax to these trans
actions would appear clearly to bring the tax under the 
federal constitutional limitation against levying taxes be
yond the taxing jurisdiction. 

Th, "Mlasuru" of Statl anti Local Turnolllr Taxation untllr 
F,tllraf Constitutional Limitations 

It may be taken as established that generally the "meas
ures" of state and local turnover taxes must conform to the 
limitations of the Federal Constitution as strictly as the 
"subjects" of such taxes.1 Considerable care must there
fore be taken to so define the "measure" of a state or local 
turnover tax that it will not run afoul of the federal con
stitutional limitations against taxing interstate commerce 
and against taxing "without due process of law"; otherwise 
the tax will be crippled in its apphcation. The" measures" 
of state and local turnover taxation to be considered are: 
(1) sales value of goods produced, (2) sales value of goods 
entering into a sales transaction, (3) sales value of goods 
held in stock for sale, and (4) sales value of goods at transfer 
~ti. . 

The" measure" of" sales value of ~s produced" would 
have logical application only if the subject" of a state or 
local turnover tax were the act of production itself. The 
United States Supreme Court indicated in .tImmcll" 
Manufacturing CO. II. St. Louis (250 U. S. 459) and related 
cases, I that it did not consider extractive or manufacturing 
production used as either the "subject" or the "measure" 
of a state or local turnover tax to be an element ofinterstate 
commerce. Moreover, so definite is the concept of situs in 

I See Po 59 of dUo """'-
• See " ......... ODd ci .. tioao 011 Po 65 of dUo """'-
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the case of such activity that there is no question of a state's 
jurisdiction in taxing production and in employing produc
tion as an element of the "measure" of the tax. 

The second "measure" for state or local turnover taxes
the sales value of goods entering into a sales transaction-is 
not free from constitutional difficulties. In Crew Levick Co. II. 

Commonwealth of Pennsylvania (245 U. S.292), the United 
States Supreme Court held that if the sales transaction as an 
entire act enters as an element of the "measure" of a tax, it 
contravenes the interstate commerce limitation. The Crew 
Levick Company case dealt with the taxation of the sales of 
resident merchants to non-resident purchasers under the 
Pennsylvania Mercantile License Tax. The Court held: 

''The tax • • • bears no semblance of a property tax, or • 
franchise tall: in the proper sense; nor is it an occupation tall: except 
as it is imposed upon the very carrying on of the business of exporting 
merchandise. It operates to lay a direct burden upon every transac
tion in commerce, by withholding, for the use of the State, a part of 
every dollar received in such transactions. That it applies to internal 
as well as foreign commerce cannot save it." 

By subsequently refusing to review a case (State ex rei. Inter-
. national Shoe Co. II. Chopman, 300 S. W. 1076), appealed 

from the Missouri Supreme Court, the United States Su
preme Court in Chopman II. International Shoe Co. (276 U. S. 
635) impliedly reaffirmed its position in the Crew Levick 
Company case, since the state court had relied upon that 
case in its decision. Use of this second" measure" of a state 
or local turnover tax, therefore, would negative the attempt 
to extend the tax to the sales of resident producers or mer
chants to non-resident purchasers. If the tax were divided, 
as in the case of the St. Louis tax, and the tax on extractive 
and manufacturing producers were levied on the act of 
production and "measured" by the sale value of the goods 
produced, it would be permissible to tax the sales of resident 
producers to non-resident purchasers, but taxation of the 
sales of resident merchants to non-resident purchasers would 
still be banned. 

It would appear that the third "measure" of a state or 
local turnover tax-the sales value of goods held in stock for 
sale-does not contravene the federal constitutionallimita-
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tions against taxing interstafe commerce, if it is combined 
with a valid "subject" such as business activity or some 
valid aspect of the sales transaction itself. The federal 
courts have never passed on such a "measure" for a state or 
local turnover tax, but in Doscher 11. ~uery (21F [2nd) 521) 
a district court in 1927 dealt, among other issues, with the 
taxation of the interstate sales of merchants under a South 
Carolina occupation tax on tobacco merchants, where the tax 
was collected by attaching stamps to tobacco commodities 
as soon as they came into the stock of the tobacco mer
chants. The Court held: 

"Just as the commerce clause will not protect property from taxa
tion after its interstate journey has ended and it has come to ..... t and 
become a part of the general mua of property within the state, neither 
wiD that clause protect from taxation property that is stiD at ..... t and 
a part of such general mua of property, even though it be intended for 
export or ahipment in interstate commerce, if the movement in foreign 
or interstate commerce be not actually commenced. And this is true, 
notwithstanding that the goods have been transported in interstate 
commerce to the place where they are sought to be taxed, and are 
intended for ahipment into other states, if they have reached the 
destination of their first journey and are being held by the owner for 
disposition in the ordina'1 course of business, and the stoppage be not 
a mere temporary delay m transportation." 

What position the Supreme Court would take on the issue as 
presented in Doscher 11. ~uery can not be predetermined. In 
the absence of decision by the Supreme Court, the opinion 
of the district court may be held to indicate a possible state
ment of the law on the issue as presented. 

One shortcoming of this "measure" may be noted. As 
indicated in the preceding section,' a possible method of 
avoiding a state or local turnover tax with "transfer of 
title" as subject would be to close the contract of sale in, 
and make deliveries from, warehouses located in other juris
dictions than that levying the turnover tIlL Use of "sales 
value of ROOds held in stock. for sale" as a "measure" would 
permit 01 no check to this method of avoidance, since the 
stock of goods held in the warehouse would clearly be out
side the jurisdiction of the taxing government. 

The "measure" of "sales value of goods at transfer of 
lSee p. Q of .... ""'-
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title" has never been subjected to judicial determination, so . 
that its constitutionality is a matter of conjecture. The 
same arguments that sustain "transfer of title" as a valid 
"subject" of state or local turnover taxation' are in favor of 
this element as the "measure" of the tax. As a "measure," 
it would likewise open a way to avoidance of the tax through 
arranging for transfer of title in jurisdictions other than that 
levying the turnover tax. 

Status of the Federal Instrumentalitiu Limitation 
No case has arisen on a state turnover tax in its applica

tion to sales made to the Federal Government. A recent 
decision of the United States Supreme Court on the validity 
of the Mississippi gasoline tax, levied as a privilege tax on 
gasoline dealers and "measured" by their sales, when such 
sales were made to the Federal Government, would indicate 
chat such sales can not be included in the "measure" of a 
state occupation or privilege tax. In Panlzllndle Oil CO. II. 

Mississippi (48 Sup. Ct. Rep: 451), the Court held that a 
state "may not levy any tax upon transactions by which 
the United States secures the things desired for its govern- . 
mental purposes." The decision was five to four, however, 
and the·.issue may not be considered finally closed. 

STATE AND LoCAL TUIlNOVER. TAXES UNDEIl STATE 

CoNSTITUTIONAL l.IMITATIONS 

State courts tend to validate state and local taxes under 
the limitations of their state constitutions 80 long as the 
"subjects" of the taxes conform to these limitations. In 
their provisions relating to taxation, the state constitutions 
range between the absolute freedom of the New York con
stitution to the detailed specification of the Louisiana con
stitution. Apart from special constitutional provisions that 
might hinder the levy of state turnover taxes in particular 
states, two limitations common to most of the state constitu
tions may be considered with respect to their bearing on the 
levy of state turnover taxes. These two state constitutional 
limitations are the requirement of uniformity and equality in 

• Sec Po 61 .. dUo waI-.. 
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state and local taxation, and~the requirement of taxation 
according to value. The levy of a general sales or turnover 
tax by a local government would depend, of course, on the 
existence of a state enabling statute. 

Th, Equality and Uniformity Limitation 
The state constitutional limitation that state or local 

taxes must be .. equal" or .. uniform" applies only to prop
erty taxation. If the II subject" of a state or local turnover 
tax were the act of production, the act or privilege of doing 
business, or some aspect of the sales transaction itself, the 
limitation would not apply. It would arise as a pertinent 
factor only if the "subJect" of the tax were some category 
of property. 

This limitation does not exist in all states. The constitu
tions of New York, Connecticut and South Dakota, for 
example, do not impose this restriction. In Rhode Island 
and Iowa the proviSion is so broad that it has litde binding 
effect. In most of the states, however, this limitation must 
be taken into consideration. According to Judge Cooley, 
"The requirement of equality and uniformity of taxation 
relates to the rate of taxation, the valuation for taxation, 
territorial equality. • • • The rate of taxation must 
be the same, at least as to the same class. • • • The 
valuation must be based on the same percentage, at least 
as to the same class of property. • • • On the other 
hand, the requirement does not apply to the method of 
levying, assessing and collecting taxes. '" 

This limitation has received "differing constructions in 
different jurisdictions. Where a liberal view has been taken, 
state taxes on particular kinds of property II measured" by 
net income, by capitalization of corporation dividends and 
by gross receipts have been upheld. In these jurisdictions, 
a tax on the personal property of business concerns" meas
ured" by sales or turnover might be upheld" by the state 
courts. Where state courts take a stricter view of this 
limitation, there is a strong probability that a state or local 
turnover tax with some category of property for a "sub
ject" would not be upheld. The attitude taken by the state 

I Coole, • .,. cit., VaLl, Po 26Q. 
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courts towards a state or local turnover tax levied as a prop
erty tax with respect to state constitutional limitations would 
not, of course, have any bearing upon the constitutionality 
of such a tax under the limitations of the Federal Constitu
tion. 

The Limitation of Taxation According 10 Palul 
A few state constitutions provide that when property is 

taxed, the "measure" of the tax must be the value of the 
property. This limitation expressly forbids the levy of a 
state or local turnover tax in the form of a property tax, 
suggested in this chapter as a possibility. An example of 
this application is found in Nebraska, where a tax on cor
poration franchises as property, "measured" by the gross 
receipts of the corporations, was declared invalid.' 

THE LEGAL "SUBJECTS" AND THE SCOPE or TURNOVER 

TAXATION 

The legislative choice of "subject" for a turnover tax 
statute, or its judicial construction, is a major factor in de
termining the scope of the tax. 

Scope oj Turnover Taxes on Sales Transactions 
If the act of sale and purchase in general, or if some feature 

of this act, such as the closing of the sales contract, or de
livery of the items sold, or payment by the purchaser, be 
made the "subject" of a turnover tax, it may be given the 
broadest possible scope. Unless such transactions are 
specifically excluded, the tax extends to incidental sales by 
individuals or firms (sales not made in the regular course of 
business), to sales of immovable property, and, if the concept 
of "sales transaction" be broadly construed, to all business 
and professional services. It makes no difference in the 
scope of a turnover tax, though it may be of great constitu
tional importance, whether its "subject" be sales transac
tions in general or some particular feature or stage of the 
transaction. 

A turnover tax based on sales transactions in general, or on 
'lI'e __ U"itm Tekv.pA CD • .. Ci17 'II o-M. 73 Ncb. 577. 
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some particular step in the sales transaction, or even on such 
a category of sales transactions as business sales, is neces
sarily a multiple-turnover tax, since a single commodity or 
article may enter such a transaction several times in the 
course of its progress from raw material to the purchase by 
its consumer. If the "subject" of a turnover tax is limited 
to such a category of sales transactions that no article or 
commodity can be subjected to the tax more than once
for example, the first manufacturer's sale or the final manu
facturer's sale, or the retail sale-the tax becomes a single
turnover tax, with markedly different economic and ad
ministrative effects from a multiple-turnover tax. 

Scope of Turnooer Ta#Is on Business Actioity 
Many sales transactions occur outside the scope of business 

activity. Consequently, if the privilege of engaging in 
business activity, or the act of making a business sale, be 
established as the "subject" of a general sales or turnover 
tax, the scope of such a tax must necessarily be narrower 
than that of a tax based on general sales transactions. All 
incidental sales not made by individuals or concerns in the 
regular course of their business activity must be excluded. 
If" business activi ty" be strictly construed to cover onlyactiv
ity conducted with a view to profit making, then the sales of 
cooperative associations and of charitable associations might 
also be ou tside the scope of the tax, whereas these transac
tions, unless s~fically exempted, would come under a 
turnover tax Wlth sales transactions for its "subject." The 
performance of professional services might also be construed 
to be outside the scope of" business activity." 

Of course, any limitation of the "subject" as to the form 
of business activity brought under the tax, would still 
further narrow its scope. Thus the "subject" of the Con
necticut Merchants' and Manufacturers' Tax is "business 
activity of unincorporated concerns." Sales made by cor
porations in Connecticut, by no means an inconsiderable 
proportion of Connecticut sales, do not come under the tax. 
It is questionable whether a sales or transfer tax with its 
scope limited in this sharp fashion properly comes under the 
heading of a general sales or turnover taL 



76 GENERAL SALES OR TIJRNOVER TAXATION 

If the limitation of the "subject" is upon the category 
rather than the form of business activity, as, for example, 
a privilege tax on manufacturing or, as in Pennsylvania, a 
privilege tax on merchandizing, the universal and uniform 
application of the tax, essential to the concept of a general 
sales or turnover tax, is retained, since the tax JlPplies to aU 
commodities or articles alike. Such limitations upon the 
taxable categories of business enterprise necessarily narrow 
the scope of the tax. If the limitation is on a category of 
business enterprise constituting a single link in the chain of 
industrial and commercial activity, such as production of 
raw materials or manufacture and completion of articles, or 
their retail sale, the resulting tax will be a single-turnover 
instead of the usual multiple-turnover tax. 

Scope of Turnooer Toxes on Property 
A state general sales or turnover tax might possibly be 

levied with property, or some aspect of property, as its 
"subject." The scope of such a turnover tax would be 
practically identical with that of a turnover tax based on 
the privilege or act of doing business; both taxes would 
exclude incidental sales by individuals. 

THE OccUIUlENCE OF TAX WBILITY 

The choice of the "subject" and "measure" of a turnover 
tax determines the time when such liability accrues and the 
situs of the tax-the place where such liability occurs. The 
first issue, that of the time when the taxpayer'. liability 
accrues, is of practical importance since on it depends 
whether his tax payments are due in advance, coincidental 
with, or subsequent to, his receipts from the sale. On the 
second issue, that of situs of the taX, depend the possibility 
of double taxation and the validity of the tax under the 
federal constitutional limitation against the levy of taxes be
yond the jurisdiction of the taxing government. 

WhnI Does Tox LiaOility Accrue' 
The "measure" that produces the earliest accrual of tax 

liability is the "sales value of goods in the act of produc-
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tion." At the latest, the tax is due on the eompletion of the 
industrial process engaged in by the taxed concern, though 
the individual articles produced may not be sold until long 
after, or may even be destroyed before sale. Were the tax 
to be collected when due, a radical modification would be 
imposed on the accounting systems of the taxed concerns 
and they would be compelled to pay taxes before they had 
received the income from which to pay such taxes. There
fore, in setting up the fiction of an excise on manufacture 
and production "measured" by the sales value of such 
manufacture, in American Manufacturing Company II. SI. 
Louis (250 U. S. 459) and Hope Natural Gas Company II. 

Hall (47 Sup. Ct. Rep. 639) in order to validate the taxation 
of interstate sales by manufacturers, the federal courts have 
also set up the allied fiction of deferrment of payment until 
sales are made. 

The "measure "set up in Doscher II. !tuery (21 F. [2nd]521), 
that of "value of goods held in stock for sale," would cause 
a turnover tax to accrue one stage later in the industrial 
process, but still considerably in advance of receipt of the 
Income from which to pay the tax. Here, also, it might be 
desirable to defer the payment of the tax to a time later 
than when it accrues. 

The common "measure" of "value of goods entering 
into a sales transaction" and the suggested "measure" of 
.. value of goods at transfer of property title" both result 
in an accrual of the tax coincidental with the setting up of 
the sales in the account books of the seller. Since these 
accounts are the practical means of calculating the tax 
liability of the taxpayer, the sense of the tax law, if not its 
wording or its "measure," is that the tax is determined by 
these accounts. In accounting procedure the value of goods 
sold is usually set up in the books as "accrued" at the time 
of transfer, though payment may not be made until later. 
If a tax were collected by stamps attached to invoices and 
bills of sale, as in the Belgian and Italian turnover taxes, 
the tax would actually be paid in advan~ of the receipt of 
cash for the sale. Where the tax is assessed periodically on 
the gross receipts from sales as sbown in the accounts of the 
seller, which is the customary procedure, this lag between 
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accrual of tax liability and payment for the sale is of little 
account, since during the period between tax payments the 
taxpayer has enjoyed the proceeds from sales on which he has 
not yet made tax payments. 

Installment or "deferred payment" sales present a special 
case. The seller may not receive full payment on such sales 
for months or years after the sale has been made. To compel 
full tax payments on such sales would work a real hardship 
on many concerns. The federal income tax recognizes the 
reporting of such sales on a cash instead of an accrual basis. 
A turnover tax should make a similar exception. 

Double Taxation 
Double turnover taxation-the repeated taxation of 

transactions or articles identical from an economic point of 
view-could occur if states levying turnover taxes based 
their taxes on different "subjects" and, also, if they used 
different" measures." If one state used the "act of produc
tion" for the "subject" of a tax on manufacturers and 
producers, and a second state used "sales transactions" as 
the" subject" for a tax on all sales made within the state, a 
manufacturing concern operating in the first state and main
taining. a sales branch and warehouses in the second state 
would have to pay two taxes on what was, from an ec0-

nomic point of view, a single transaction. Another case of 
double taxation might arise if one state levied a turnover 
tax based on production, business activity or sales tran
sactions "measured" by value of goods in stock for sale or 
by value of goods at transfer of title, and a second state 
levied a retail sales tax based on value of purchased goods 
in stock, thereby reaching purchases from non-resident 
sellers-provided, of course, this latter type of tax received 
judicial sanction. 

The limited use of general sales or turnover taxes by 
the states at present does not give rise to any problems 
of double taxation. Enactment of turnover tax statutes 
by further states might do so. A solution would have to 
be sought in reciprocity, as in the case of the state inheritance 
taxes, or in some other form of compromise. 
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CONCLUBIONS 

Since the general sales tax is one that may be levied by 
either the Federal Government or the state governments, 
it is necessary to consider its constitutionality under two 
headings. 

Federal Turnover Taxation 
The constitutional restrictions placed on the Federal Gov

ernment's powers of taxation are not such as would prevent 
its levying a general sales or turnover tax. It could make 
such a levy as a tax on the privilege or act of doing business, 
or more narrowly as a tax on the act of manufacturing and 
extractive production, or finally, as a tax, in the nature of an 
excise, on sales transactions in general or on some particular 
aspect of the sales transaction. There is also the possibility 
that it might be able to levy a general sales or turnover tax 
as a direct tax on the property of business concerns, .. mea
sured" by the value of their sales. The constitutionality of 
this last mentioned exercise of the federal tax power would 
be doubtful, and the administrative difficulties it would in
volve would make it inadvisable, particularly when other 
simpler methods are possible. 

Since taxing the act of exportation under a federal general 
sales or turnover tax would be inexpedient for economic rea
sons, the constitutional obstacles to extending a federal turn
over tax to the act of exportation are not of practical im
portance. There would also be constitutional difficulties in 
the way of bringing the act of importation under a federal 
general sales or turnover tax, but these could be avoided by 
taxing imports under a separate, supplementary import turn
over duty collected on the occasion of the entry of the goods 
into the country. 

Statt or Local Turnofltf" T Nation 
The constitutions of most of the states present no bar to 

the levy of state turnover taxes, or to the levy of local turn
over taxes where authorized by the state legislature. State 
and local turnover taxes must of course be consistent with 
the express or implied limitations of the Federal Constitu-
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tion; these restrict somewhat the possibilities of state and 
local turnover taxation. . 

A state or local government may levy a turnover tax based 
on the privilege or act of production without conflicting with 
any federal constitutional limitation. Such a tax may be 
extended to all goods produced within the taxing jurisdiction, 
irrespective of whether they are subsequently sold to cus
tomers within or outside the state. If a state or local turn
over tax is levied upon "the privilege or act of doing busi
ness," it may not be extended to sales made to customers 
located in other states; otherwise it is unconstitutional as 
interfering with interstate commerce. The states and cities 
at present levying turnover taxes on business enterprise 
avoid this difficulty by levying their taxes on manufacturers 
and extractive enterprises as taxes on the act of production, 
and by limiting their taxes on merchants to intrastate sales. 

It is possible that the sales of merchants to customers 
located outside the state might be brought under a turnover 
tax based on "the act or privilege of doing business" if, 
instead of .. measuring" the tax by the value of the sales 
themselves, it were .. measured" by the value of the goods 
held in stock. It is also possible that if a state or local turn
over tax statute were so worded that the tax was levied on 
the "transfer of title" of the goods sold, and the amount of 
the tax was .. measured" by the value of the goods at this 
transfer of title, it might be held constitutional. No state 
or local government has yet levied a general sales or turn
over tax in either of these forms, and their constitutionality 
has not undergone the test of the courts. 



CHAPTER III 
ADMINISTRATIVE ASPECTS OF GENERAL SALES 

OR TURNOVER TAXATION 

AMAJOR argument, frequently proposed, in favor of 
eneral sales or turnover taxes is that they are easy 

~or the taxpayer to understand and to comply with, and 
hence are relatively simple and inexpensive to administer. 
The tax is based on gross receipts from sales, a measure that 
involves the simplest and most elementary of accounts for a 
manufacturer or dealer, which even the smallest dealer is likely 
to keep, if only as a basis for obtaining insurance. Returns 
on the tax and its payment may be made at convenient short 
intervals, so that the tax on the taxpayers' books takes on 
the character of a running expense and does not possess the 
irksomeness of a heavy tax paid at annual periods. 

This reasoning is sound for certain forms of general sales 
or turnover taxes. It does not apply to others. A discrimi
nation introduced for social or legal reasons may completely 
change the administrative character of the tax. In Chapter 
I it was shown that there were no general economic principles 
applicable to all turnover taxes; the circumstances and de
tails of the individual tax determine its economic and social 
character. Similarly, the administrative possibilities of gen
eral sales or turnover taxation must be studied with regard 
to the special forms and discriminations of the tax rather 
than as generalizations upon this type of taxation as a whole. 

TAXES COLLECTED ON THE INDIVIDUAL SALES TRANSACTION 

The basic manner of collecting the commodity transfer 
taxes of Italy and Belgium is by revenue stamps attached to 
invoices or bills of sale, or by remittances accompanying 
duplicates of each invoice or bill of sale sent immediately 
to the revenue collector. Marked administrative advantages 
attach to this method of collecting the tax upon each indi-

7 II 
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vidual sales transaction. There are, however, counterbal
ancing disadvantages. 

Advantages 
The collection of taxes on articles or on the sales of articles 

by the affixation of stamps either to the articles themselves 
or to the evidences of their title or transfer, with suitable 
penalties for failure to affix such stamps, is perhaps the 
simplest and most effective method of tax collection. When 
the stamp is attached to the article itself, the evidence of 
payment or non-payment of the tax is visible throughout 
the commercial life of the article. If the purchase as well as 
the sale of the unstamped article is penalized, conspiracy to 
evade the tax is minimized. The risk of detection is too 
great to be compensated by the small gain represented by 
the amount of the tax. 

When the stamp is to be attached, not to the article itself, 
but to the paper evidence of its title or transfer, the risk of 
evasion is somewhat increased. It is usually provided in 
such cases, in the United States at least, that a non-stamped 
invoice or bill of sale can not be sued on orentered as evidence 
in court. In this case, also, the risk of loss maybe considered 
too great to balance the gain from evasion of the tax. 

Wherever the attachment and cancellation of a stamp is 
possible, a stamp tax is practically self-enforcing. No super
vision of the accounts of individual taxpayers is necessary. 
The government receives its revenue through the sale of 
stamps, and the expenses of tax collection are reduced to 
negligible proportions. Such simplicity of tax collection and 
administration is not to be found in the Italian system of 
stamping or attaching remittances to duplicates of the origi
nal invoices or bills of sale. The taxpayer must keep the full 
set of duplicates as cancelled by the tax collection office. 
These provide a check against his books if his accounts are 
investigated at any time, but the system is not self-enforcing. 
It does eliminate, however, the necessity of special account
ing, either by the taxpayer or by the tax administration. 

Disadvantages 
The major disadvantage of basing the collection of a gen-
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eral sales or turnover tax on the individual sales transaction 
is that it is not applicable to an types of sales transactions. 
I t collapses miserably in retail sales of articles of small value.' 
The local grocer or dry goods dealer does not make out a bill 
of sale for each sale nor can he conveniently affix stamps to 
all the items he sells. Moreover, there is little probability 
or possibility of uncovering evasions actually effected. The 
Italian commodity transfer tax is not weakened by this 
difficulty since retail sales to consumers are not subject to 
the tax. The exclusion of retail sales from the tax, however, 
sharply reduces its revenue possibilities. The Belgian turn
over tax includes retail sales in its scope but exempts small 
sales. It is generally believed that evasion of the Belgium 
tax by retailers is widespread. 

Another disadvantage of a general sales or turnover tax 
collected on the individual sales transaction, from the sellers' 
point of view, is the necessity of paying the tax in advance 
of payment for the sale. If the tax is paid quarterly or 
monthly, the seller is enabled to collect a part, at least, of his 
payments and to hold or use the money so received before 
he pays the tax on these sales. If the tax is collected through 
stamps or remittances on the occasion of each sales trans
action, the seller must advance the tax before touching any 
of the sales money out of which the tax is paid. Moreover, 
when goods are subsequently returned to the seller and all 
or part of the sales price is refunded, or when the buyer de
faults on his payments, the seller is put to a bothersome pro
cedure to obtain refunds, whereas when the tax is based on 
periodic accountings, such returned goods or defaulted pay
ments can usually be set off against the taxable turnover of 
the period. 

ADMINISTIlATIVE ASPECTS OF GENEIlAL TUlUfonR. AND 

COMMODITY TIlANSFER. TAXES 

Uniformity is a valuable administrative asset for any tax. 
Exemptions, limitations and disaiminations complicate the 
drafting of a return by the taxpayer, and open up channels 

J Edaud AlWo ODd M ..... Lec...c:If. -La __ Ie c:Iaift're d·.au.., • Puit, 1927. 
pp. 1-9. 
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of evasion. The tax administration has the added labor of 
checking more complicated returns and of circumventing 
broader possibilities of evasion. 

In their pure forms, the general turnover tax and the com
modity transfer tax embody the desirable attribute of uni. 
formity more fully than do other forms of turnover taxation. 
All producers and dealers must report their sales and be 
taxed thereon; no producer or dealer can escape the tax by 
claiming that he belongs to an exempt class. Under a com. 
modity transfer tax, it is true, there is some overlapping be
tween the producers or dealers in taxable commodities and 
the creators of non-taxable services, but the dividing line 
here is less confused than in most other spheres of economic 
endeavor. 

Three general forms of discrimination may be incorporated 
into a general turnover or a commodity transfer tax. The 
first type of discrimination, the exemption of small producers 
and dealers, or provision for their taxation on simple arbitrary 
bases, is of administrative character. The second type of 
discrimination, rate classification between classes of pr~ 
ducers and dealers, and the third, discriminations between 
commodities and services either directly or through rate con
solidation on the Austrian plan, are economic in character. 
Consideration of the first form of discrimination is reserved 
for a later part of this chapter. Analysis of the administra
tive aspects of the second and third types of discrimination 
follows. 

Rale Classification !Jy Types of Business Enterprise 
Classification of producers or dealers and the application 

of special rates to different classes does not add to, or reduce, 
the number of returns to be made out by taxpayers or 
handled by the administration, unless, of course, the tax 
law goes to the length of exempting outright some class or 
classes of producers or dealers, as does the Pennsylvania Mer
cantile License Tax. It does not add any complexity to the 
returns to be made out by taxpayers, nor does it add to the 
laborof checking thesereturns by the administration. Thead
ministrative disadvantages of rate classifications are that they 
require the tax administration and the courts to draw hairline 
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boundaries between such overlapping activities as manufac
turing and merchandizing and between wholesale merchan
dizing and retail merchandizing. Taxpayers on the border
lines are. induced to classify themselves in the lower-taxed 
group, a tendency that requires additional alertness and in
vestigation on the part of the administration. Out of the con
flicts of judgment so arising between taxpayers and the ad
ministration grows litigation expensive to both taxpayers and 
to the government. 

The most fertile field for dispute exists in cases where a 
concern purchases raw material or semi-finished produce, 
advances it an economic stage by some process of manufac
ture or technique, and resells it. In Pennsylvania, where 
manufacture is not taxed on its turnover, whereas merchan
dizing, wholesale and retail, comes under the Mercantile 
License Tax, this problem is particularly acute. Innumerable 
cases have been referred to the courts. Caught on debatable 
ground, the courts have failed to be consistent. A tanner 
has been held to be a manufacturer, and not subject to the 
Mercantile License Tax; a leather cutter has been held a 
merchant, and subject to the tax. A plumber is a manu
facturer and his turnover is not taxable; a paperhanger is a 
dealer and taxable. A butcher is a manufacturer if he 
slaughters the animals whose meat he sells; otherwise he is 
a dealer. The failure of the courts to lay down consistent 
distinctions has maintained and even augmented the original 
uncertainty of the law. 

Wholesale and retail merchandizing also overlap. Whole
sale dealers often conduct retail departments or at least make 
occasional retail sales. Since retail sales are taxed more 
heavily than wholesale sales where there is a difference in the 
rates on the two types of merchandizing, to permit whole
salers to be taxed at wholesale rates on their retail sales would 
discriminate unfairly against the retailers who must compete 
with them. To tax the total turnover of wholesalers making 
incidental retail sales at the higher retail rate, however, would 
lay an excessive tax burden on such wholesalers and place them 
at a competitive disadvantage with other wholesalers who 
make no retail sales. The solution is to require wholesalers 
to report any retail sales separately and to tax only the latter 
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at the higher retail rate. Since wholesalers who conduct an 
incidental or a regular retail business habitually keep separate 
records for the two sets of sales as a matter of busmess prac
tice, the requirement of separate returns for the two classes of 
sales imposes no special burden of accounting. 

Discriminations between Commodities and Services 
The most important discriminations between commodi

ties embodied in general turnover or in commodity transfer 
taxes is the exemption of foodstuffs with a view to diminish
ing the burden of these taxes on the poorer classes. This 
horizontal discrimination does not present any problem of 
classifying taxpayers, as do rate classifications by types of 
business enterprise. Many taxpayers, however, find that 
their turnovers must be classified, one part taxable and the 
other non-taxable. In general this imposes no heavy ac
counting labor upon them. It does, however, open an avenue 
of evasion. The dealer who would hesitate to conceal any 
part of his turnover if it were entirely taxable, might not 
hesitate to report some of the taxable items among the non
taxable, knowing that such evasion would be more difficult 
to detect than outright concealment. 

If, instead of an outright exemption or a single low rate 
for the selected commodity or service, a general turnover 
tax or 'a commodity transfer tax embodies several special 
rates, as occurs in the Polish turnover tax, the possibilities 
of evasion are multiplied and the administrative labor of 
preventing such evasion is correspondingly increased. 

&de Consolidation 
The principle of consolidating a general turnover tax or a 

commodity transfer tax, as applied in Austria, Czecho
slovakia and Belgium, has already been described.' Such 
consolidation, particularly when carried to the extreme 
lengths of the Austrian law, results in horizontal discrimina
tion of the most complex kind. On the one hand, most com. 
modities can be sold free of any turnover tax at one or an
other stage of their economic progress, since the tax on them 
has been consolidated and attached to one particular stage 

• Soc pp. 26-28 of dUo ...lame. 
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or process. On the other hand, there exists a complicated 
schedule of consolidated rates,_ in the Austrian tax running 
into hundreds of items, applying to minute classes of com
modities and paid by one or another producer or dealer as in
dicated in the schedule. A producer or dealer handling sev
erallines of commodities must classify his sales accounts into 
as many independent systems. Some commodities are ex
empt, while on the others he must calculate turnover taxes 
at minutely fractioned rates. 

At first glance, a schedule of hundreds of independent 
rates would appear to impose an impossible accounting bur
den on producers and dealers. As a matter of practice, 
each producer need keep track of only the rates applying to 
the items he handles. Moreover, to the extent that producers 
and dealers specialize in different lines of commodities, the 
administration need check them only on their special lines. 
Even so, for many individual producers and dealers the con
solidated tax must produce an unwonted accounting com
plexity. Moreover, with numerous groups of tax-free com
moditIes on his list, a producer must constantly face a strong 
temptation to include some of his taxable sales under the 
tax-free total. Borderline cases constantly arise which the 
taxpayer decides in his own favor. It is beyond administra
tive possibility to remedy all the semi-innocent mistakes 
thus arising, let alone to check outright fraudulent evasion. 

Rate consolidation places still a further responsibility on 
the administrators of a turnover tax. The determination of 
the consolidated rates is generally made the task of adminis.
trative officials, not of the legislature. In Austria, the ideal 
is to determine a consolidated rate for each commodity 
equivalent to the total rate of a pyramided turnover tax, 
taking into consideration the normal number of turnovers 
at the average price on each turnover for each commodity. 
If the circumstances of the rroduction of any commodity 
alter in the course of years, i the number of economic steps 
in its production and distribution increase or decrease, a 
change should be made in the consolidated rate. The officials 
charged with rate determination are under constant pressure 
to revise downward the consolidated rate on this or that 
article. In sacrificing rate uniformity in turnover tantion, 
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. the Austrian legislators have made the consolidated rate 
schedule of the tax a battleground for special interests. 

ADMINISTRATIVE ASPECTS OF THE Pa.ODUCTION TAX 

The production tax is a type of single-turnover tax-that 
is, each commodity is to be taxed once, and once only, in the 
course of its production. If a tax is laid generally on produc
tion and manufacture measured by gross sales or turnover, 
so that all manufacturers and producers pay it on the totals 
of their output, irrespective of the fact that several of them 
may be engaged upon successive stages of the manufacture 
of the same commodities, such a tax is not a production tax 
in the strict sense of the term but a species of commodity 
transfer tax embodying a discrimination between manufac
ture and merchandizing. 

Reduced Administrative Scope 
The administrative advantage claimed for the production 

tax is that tax liability is restricted to a narrow group of pro
ducers, most of whom have well devel0red systems of ac
counting. Thousands upon thousands 0 dealers, retail and 
wholesale, would not be called upon to make returns or pay 
any part of the tax. Many manufacturers, moreover, would 
be excluded from the tax if they produced articles taxed at 
earlier or later stages of their manufacturing progress. This 
restriction on the number of taxpayers under a production 
tax would save extensive labor of accounting and reporting 
by thousands of business men. It would reduce the checking 
activities of the tax administration to a fraction of what 
would be necessary for a general turnover tax or for a com
modity transfer tax.' 

The broad reduction of administrative scope accomplished 
by the production tax does not altogether eliminate the small 
concern having only ill-kept accounts. Many articles are the 
resultofhandicraft manufacture. To require tax reports from 
such producers imposes on some of them a new problem and 
labor of accounting; the review of these reports covering 

, JoIwmes Popi'!,. • AIIganeiDe Vcrbnac:ho_,- in "Hmdbada tier Y_ 
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small amounts of taxes is a relatively expensive procedure 
for the administration. 

Preptntion of Multiple Taxation of Commodities 
To tax each commodity once, and once only, in the 

course of its process of manufacture, may be accomplished 
in two ways: by pinning the tax for each individual com
modity on some particular stage in the manufacture of that 
commodity, or by provision for rebates where items already 
taxed are subject to further stages of manufacture. 

The first method, that of pinning the tax to some particular 
stage of manufacture for each commodity, raises numerous 
difficulties. The consolidation of a general turnover tax or of 
a commodity transfer tax, as is done in the Austrian turnover 
tax, raises the same problem. The Germans, after a study 
of the Austrian system, decided that although the isolation 
of particular processes as foci of tax liability had proved 
practicable in Austria, where industrial development was 
still somewhat backward, it could not work in more indus
trialized Germany.l Under the Austrian system, however, 
tax liability in many cases centers on distributive instead of 
industrial processes; this solution would be contrary to the 
intent and principle of a production tax. The Austrians, 
moreover, discovered many articles on which the turnover 
tax could not be consolidated because of the complelPty of 
their manufacturing and distributive history, and in these 
cases they permitted the turnover tax to be levied at its 
basic rate on each turnover. Such pyramiding or repeated 
taxation would also be contrary to the intent of the produ~ 
tiontax. 

The possibility oflevying a prOduction tax by pinning the 
tax for individual commodities to specific manufacturers 
must be excluded from consideration. The alternative is to 
levy the tax on all manufacturers, but to allow rebates in 
cases where a tax has already been paid or will subsequendy 
be paid on any commodity. This was the method suggested 
for the United States federal production tax proposed in 
1921, and is the method followed in the administration of the 
Canadian Manufacturers' Excise. 

I La ....... Denbdvih, • Po 6.. 
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. The administrative procedure that would have been neces
sitated had the federal production taxes proposed for the 
United States in 1921 become law, was never developed be
yond the outline stage. It was suggested that Treasury 
regulations would provide for exemption in the case of partly 
manufactured goods which would not be suitable for con
sumption purposes. In the case of goods suitable either for 
immediate consumption or for further manufacture, the 
manufacturer would be freed of the tax if, at the time of 
sale; he obtained a statement from the purchaser that the 
goods sold were intended for further manufacture. 

The advocates of these taxes ignored their glaring admin
istrative weaknesses. For one thing, the system of affidavits 
of proposed further manufacture would break down corn
pletelyin cases where manufacturers sold goods suitable either 
for direct consumption or for further manufacture to dealers 
who might sell either directly to consumers or to other manu
facturers. In such cases there would be double taxation; 
the first manufacturer would be taxed on his output, and 
the manufacturer who bought the semi-finished goods from 

. a dealer and reworked them would be taxed on his output 
also. l 

Moreover, the Treasury would have had an initial heavy 
task of isolating those manufactured articles which were in
capable -of consumption without further reworking, in order 
to provide for their exemption. Subsequently, it would be 
faced with the impossible problem of checking the affidavits 
of re-manufacture, in order to prevent sellers and purchasers 
from entering into collusion to evade the tax. Evasion 
under this system would probably have been widespread 
and it would have been difficult, if not impossible, to have 
prevented it with any degree of success. 

The Canadian Government, which put a production tax 
into practice, found it necessary to develop a more complex 
system of administrative procedure. All manufacturers and 
all dealers who make more than half of their sales to manu
facturers are licensed and listed by the Ministry of Finance, 
with appropriate penalties for failure to take out a license. 
The production tax applies to both manufacturers and 

I See, CmvellUtuJ Reartl. 67ch C<>ng., bt s...., p. 7l46. 
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licensed dealers. No tax is paid by members of these two 
groups on their sales to other manufacturers or licensed 
dealers. In general, this system avoids-multiple taxation 
of commodities. The only possibility of such multiple 
taxation occurs in the case of dealers who make some sales, 
but less than half, to manufacturers, and who consequently 
do not take out licenses. A manufacturer who sells partly 
finished goods to such a dealer must pay a tax on their sale, 
since the dealer is not licensed. The dealer resells them 
to another manufacturer, paying no tax. The second manu
facturer, after completing the manufacture of the articles, 
must pay a second tax on them. Such cases of double taxa.
tion, however, constitute a small fraction of the total taxable 
turnover. 

A production tax on the Canadian model is administra.
tively practicable, but at the cost of uniformity and sim
plicity. In the case of the Canadian tax, the resulting ac
counting complexity is augmented by a broad list of com
modity exemptions and by the requirement of monthly re
turns. One Canadian taxpayer complains: 

"Only those thoroughly conversant with approved commercial 
bookkeeping practice, can appreciate the additional functions nec
essary in any organization to carry innumerabl. sal .. tax items from 
cost or billing clerk', entries, through the various accounting stages of 
properly recorded tax-included or tax-additional invoices, to the 
visible and segregated monthly ~tes acceptable to departmental 
inspeetion.. Supplementary legislabon and continued departmental 
bull.tins have extended &al .. tax exemptions-vertically. from Ii
cenS<'d wholesaler through to consumers by means of Government 
funds-horizontally. from manufacturen for reprocesSing to man .... 
facturen of shipe and farming implements, and to the milling industry 
-F.portionally. from labor in repairs and installed contracts to 
fre'8ht in laid down cost, and in consequence, non-taxed &al.. in
voices must be daily extracted from &al .. compilations, rebate claims 
must be prepared, suspense accounts established a.,aiting judicial 
decisions or settlement of issues between Dominion and Provincial 
Governments, all of which must certainly be reIIected in the cost of 
commodity F.""uction. Sales _ being payable monthly in respect 
to commocbties invoiced, wh.ther or not the manufacturer h ....... 
ceived payment, create manufacturen unwilling bankers for the 
Government during the period between remittance to it and receipt 
from the pureh ..... and in the event of llOII-COIIection of attounts, 
they become penaliJed sureties. Evea the ""Iuited monthly dcclara-
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tions upon oath, of the correctneu of filed returns, adde itl element of 
expellee, eepecially when Income To regulatione are eatie6ed with the 
WIe of a simple certificate,'" 

Complication of accounting procedure for the taxpayer 
means complication of checking procedure 'for the adminis
tration. To avoid evasion by taxpaying manufacturers and 
dealers who report tax-exempt sales to other licensed manu
facturers or dealers when in fact the sales were made to con
sumers or unlicensed dealers and were therefore taxable, the 
administration must compare the reports of tax-exempt sales 
by each taxpayer with the reports of purchases by other 
licensed manufacturers and dealers. 

Another possibility of eliminating double taxation of com
modities under a production tax would be to call upon all 
manufacturers to pay a tax on their gross sales, but to allow 
them a rebate of all taxes paid in the earlier turnovers of the 
articles they produced. This would necessitate billing the 
tax separately from the sales price in all instruments of 
transfer. Moreover, not only the tax paid by the immediate 
manufacturer but all taxes paid by his predecessors in the 
production of the article sold would have to be listed, thus 
adding considerably to each manufacturer's accounting pro
cedure . .Moreover, dealers who bought partly finished goods 
from one manufacturer and resold them to another would 
also have to bill such taxes through both purchase and sale. 
To prevent evasion by listing in rebate claims taxes that were 
never actually paid by predecessors, the administration would 
have to compare purchases and sales and would have to call 
upon dealers for reports of their sales to manufacturers, 
even though the dealers paid no taxes on any of their sales. 
The labor of administering a production tax of this type 
would be just as heavy as in the case of the Canadian tax. 

Ai>MlII'ISTIlATIVE ASPECTS OF THE RETAIL SALES TAX 

Like the production tax, the retail sales tax seeks to tax 
all commodities once, and once only. It has the advantage in 
that the transaction which gives rise to tax liability, the re

'Canadjan Tu c...r_ "J'nwo!jnp of dae s.a...I AnmaaI CanYeatioa, • 
J924, Po 12. 
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tail sale to the ultimate consumer, is easieN>f perception than 
the broader process of manufacture, which is the basis for 
the production tax. It nevertheless presents serious admin
istrative problems. Chief among these are the problems of 
determining who should be retail sales taxpayers, the num
ber of returns involved, and the question of retail sales made 
to business concerns. 

Reloi/ Soles Toxpoyers 
Under a retail sales tax, all retail dealers would pay a tax 

on their turnovers. Wholesalers and manufacturers, how
ever, also make sales at retail, in some cases as an established 
branch of their business, in other cases only incidentally. 
To leave these retail sales outside the scope of a retail sales 
tax would, as has already been pointed out, work a discrimi
nation against retail dealers, since the retail sales of manufac
turers and wholesalers oftentimes compete directly with the 
sales of retail dealers. All wholesalers and manufacturers 
making retail sales, or at least those who sell at retail as an 
established rractice in their business, must be brought within 
the scope 0 tax liability. 

To require wholesalers and manufacturers who sell at re
tail to make returns on their retail sales would not impose an 
irksome burden upon them. As a matter of business practice, 
such firms usually keep separate accounts for their wholesale 
and retail sales. Their retail turnovers would be taken di
rectly from their books as they stand. The tax administra
tion would, of course, have an additional number of returns 
to supervise, but this checking and supervision would not 
be arduous, since the reporting wholesalers and manufac
turers, as a class, keep w~rdered accounts-much better 
than those kept by the mass of retailers who would comprise 
the bulk of the taxpayers. 

If a retail sales tax extended to the performance of ser
vices as well as to the sale of commodities, there would be no 
problem of arbitrarily delimiting the class of taxpayers. A 
retail sales tax confined to commodity sales, however, would 
create a troublesome group of borderline cases. Does a drug
gist compounding a prescription, or a restaurant saving 
cooked and prepared foods, or a printer working on indi-
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vidual orders, sell a commodi ty or a service? If all such 
borderline cases were excluded outright from the scope of a 
retail sales tax, they would enjoy a beneficial discrimination 
as against commodities with which they were in direct com
petition. If it were sought to include all cases where doubt 
might arise, no line could be readily drawn short of the in
clusion of all services. Probably as practicable a compromise 
as any would be to include all cases involving the sale of a 
tangible commodity whose original ingredients or materials 
were supplied by the seller. Such a compromise would not 
eliminate all discrimination between competitors-the cus
tom tailor making a suit from materials supplied by his cus
tomer would be favored as against the custom tailor making 
a suit from material chosen by the customer from the tailor'. 
stock. Such discrimination would be inconsiderable, how
ever, and the basis of the tax itself would have the important 
advantage of definiteness. 

The Number of &Iurns 
The most serious administrative disadvantage of a retail 

sales tax is the large number of returns and the small amount 
of tax collections involved in many of the returns. A general 
turnover tax or a commodity transfer tax would result in 
even m~e returns, since they would cover manufacturers and 
dealers not included in the scope of a retail sales tax, but the 
average tax per return would be higher for these taxes be
cause of the larger turnovers of manufacturers and whole
sale dealers who would also come under it. A production tax 
would show still better results, since it would be limited to 
manufacturers and some wholesalers, with a high average 
individual turnover. A census survey of nine American 
citiesl in 1925 and 1926 showed 17,404 manufacturers l0-
cated in these cities as against 92,385 retail dealers" The 
average annual turnover per manufacturer in this group was 
$317,347; the average annual turnover per retailer was 
U5,018. 

• Adanl2, Ga.; Baltimore, Md.; Chic:aF. In.; nm. .... Colo.; Itmsu Cirr. 
Mo.; l'Io.iduxe, R. L; Soa Fr:mcioco, CaL; Scanle, WaIo.; s,na-. N. Y. 

·U. S. BIIIQU '" the ee-, "Ceasoo '" Maaafactans, 1925'j. Own ..... '" eo........u '" the u.ula! Sta .... ~RetaiJ _WhoIaaIeTndc'" 1:.100'''' Cilia,
W~I928. 
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Moreover, the class of retail dealers contains a large pro
portion of individuals who are unaccustomed to keeping 
accounts, even for their own (,usiness purposes. Reporting 
for a retail sales tax would impose an unfamiliar and un
welcome labor upon such dealers, though the requirement 
of adequate records, from a business point of view, would not 
be an unmixed evil. However, too much should not be made 
of this difficulty. Though such dealers may keep only rudi
mentaryaccounts, they usually have some record of turnover, 
since this figure is generally asked for as a basis for extending 
credit or granting insurance. 

The difficulty of handling a large number of returns and 
that of checking ill-kept accounts would be greatly reduced 
by provision for the exemption of small turnover or by fixing 
a flat tax for all turnover under a given minimum. These 
possibilities are considered independently below.1 

Retail Sales to Busintss Conctrns 
It would not be contrary to the principles of retail sales 

taxation to view business concerns as ultimate consumers 
of equipment and office supplies, and to tax their purchases 
of such items. Larger firms, however, buy their supplies and 
equipment at wholesale, and the attempt to bring such sales 
under a retail sales tax would lead to endless confusion and 
open paths to evasion. As a practical matter, then, such 
wholesale purchases by business concerns can not be sub
jected to a retail sales tax; as a matter of justice, the retail 
purchases of smaller firms should not be taxed. 

One method of exempting retail sales to business concerns 
would be to permit the seller to 1i~t such sales independently, 
and to report them free of taxation. This would involve multi
plicity of accounts and destroy the essential attribute of 
uniformity. Moreover, it would open paths to evasion. It 
would be an impossible task to check a retailer's report of 
sales to business concerns, and he would be encouraged to 
list taxable sales to individual consumers under the head of 
non-taxable sales to business concerns. The alternative is 
to tax all sales made at retail, whether the purchasers are 
individuals or business concerns. The business concerns, 

I See PI'> 99, 101 01 daio ""'-
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however, should be permitted to deduct the amount of retail 
sales tax charged in prices to them from taxes payable by 
them to the same taxing jurisdiction. The suggestion that 
a tax paid out under one tax law should be allowed as a 
credit to the tax payable under another tax law is not al
together novel. The personal propCU'ty tax credit under the 
present income taxes of California, Washington and Oregon is 
an example. The record of retail sales taxes so deductible 
would exist in the file of the business concern's bills from 
retailers. 

THE PROBLEM or THE SMALL TAXPAYER 

The cost of checking, tabulating and filing a return that 
covers only a couple of dollars of taxes is out of all proportion 
to the revenue obtained. Many such small returns increase 
the relative cost of the collection of the tax. All forms of 
general sales or turnover tax except the production tax in
volve a high proportion of small returns. Good practice 
requires some method of eliminating these. 

Distribution of TaxpaytrS by Amount of Turnou" Tax PaiJ 
Statistics on the distribution of turnover taxpayers by the 

amounts of their turnov~r, what is equivalent, by the 
amounts of turnover tax paid--are available only for Germany 
and for·France. For Germany the figures cover 1924, and 
for France they cover 1922 and 1923. The figures on German 
taxpayers are presented in Table 1 and those on French 
taxpayers in Table 2. 

Of the 4,929,243 taxpayers who filed returns for the Ger
man general turnover tax in 1924,83.6% reported less than 
R. M. 10,000 turnover and 72.7% reported less than R. M. 
5,000 turnover. The tax paid by those reporting under 
R. M. 10,000 turnover was 11.3% of the total tax paid. 
Only 6.7% of the total tax was paid by those reporting 
turnovers of R. M. 5,000 or less. Elimination of returns for 
taxpayers reporting turnovers of R. M. 5,000 or less would 
have reduced the number of returns by nearly three-quarters 
and would have reduced the yield of the tax little more 
than one-sixteenth. 

The plOpm tions involved varied considerably for the dif-



TABLE 1: PEIlCEIfTAOE DISTIlIBUnOIl' OF TAXPAYEIlS AND TUIlNOVEIlS UNDEIl THE GEIlMANTUIlNOVEIl 

TAX, BY AMOUNT OF TUIlNOVEIl, 1924 
(Soun:e, SratiJtik cia DeuIOcheD Reicho, Vol. 353, pp.30-31) 

AD TanW. 
Skilled Prof'e.no.., 

101 ... .,.. ..... ",.;.me .....- LooI-.. C .. Public EmploJea. -..., tbe Mili a.ut _btum-
_"'T ...... the~ 
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Under R.M.I,ooo 33.1 1.0 +U 7.1 11.3 0.3 21.8 0.5 47.9 2.3 17.7 2.9 
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20,001 to 50,000 5.% 9.6 1.0 9.5 8.7 7.0 9.9 13.4 4.8 16.6 3.0' 17.9 
50,00110 100,000 1.9 7.9 0.3 6.8 3.4 6.0 3.7 11.1 1.6 12.6 0.6· 8.3 

100,001 10 100,000 1.0 8.6 0.1 6.6 1.9 6.9 1.9 11.6 0.8 11.7 0.2 5.0 
100,001 10 500,000 0.7 12.0 0.1 6.3 1.4 11.1 1.1 _ 15.1 0.4 13.8 0.1 3.9 
500,00110 1,000,000 0.1 8.8 I 2.4 0.5 9.5 0.3 9.5 0.1 9.0 I 2.1 

1,000,00110 5,000,000 0.1 17.7 I 2.6 0.4 21.5 0.1 14.6 0.1 9.9 I 1.4 
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Total .•.•.•.•.•.•.. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

• lao than 0.05'7 .. 
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however. should be permitted to deduct the amount of retail 
Sales tax charged in prices to them &om taxes payable by 
them to the same taxing jurisdiction. The suggestion that 
a tax paid out under one tax law should be allowed as a 
credit to the tax payable under another tax law is not al
together novel. The personal plopcu t, tax credit under the 
present income taxes of California. Washington and Oregon is 
an example. The n:cord of retail sales taxes so deductible 
would exist in the file of the business concern's bills from 
retailers. 

THE PIlOBLEK OF THE SMALL TAXPAYER 

The oost of checking. tabulating and filing a return that 
coeos only a couple of dollars of taxes is oot of all proportion 
to the revenue obtained. Many such small returns increase 
the relative oost of the collection of the taL All forms of 
general sales or turnover tax acept the production tax in
volve a high plOpouion of small returns. Good practice 
requires some method of eliminating these. 

DistribtdUm oj TIIZJNI::m-s ~ AtIUNDd oj T_ Tu P.uI 
Statistics on the distribution of tw_eo taxpayers by the 

amounts of their tumoeo ___ • what is equivalent. by the 
amountsof tlJI'JlOvertaxpaid---ve available only forGermany 
and for France.. For Germany the figures cover 1924. and 
for France they cover 1922 and 1923. The figures on German 
taxpayers are pesented in Table 1 and those on FroKh 
taxpayers in Table 2. 

Of the 4,929,,2.0 taxpayers who fikd returns for the Ger
man gencn.I oo_.u tax in 192t. 83.6% lepoated less than 
R. l-L 10J0) turnover and 72.7% repoated less than R.l\L 
5,(0) tumoiU. The tax paid by those iepoa ring under 
R. l-L 10,(0) tWOOIeu was 11.3% of the total tax paid. 
Only 6.~ of the total tax was paid by those iepoi ring 
tumoYel'S of R. II S,(XX) or Icss. Elimination of returnS for 
tupayers iepxting tumoeus of R.l\L S,(XX) or less W'CKlId 
haft reduced the number of ietW os by nearly tfuec.quarters 
and -.rouId haft reduced the yield of the tax little iDDI'C 

thu -.sixteenth. 
The pto('OItioas inYOhed YUied considerably lew the dif. 



TABU 11 PlaCllfTAOI DIITalBuTlolI or TAXPAYlIII AND TuaNOVlI1II UNDU TNB GUMANTuJl.NOVU 
TAX, BV AMOUNT or TuJl.Nov&Jl., 19U 

(!iouru, S .. ,urlk .. Dov ... h •• R.I ..... Vol. 3S3. pp.30-3I) 

~1I00t [:01_ ...... 
M.d11' ,:nd '"', ....... All.T~ ...... At ...... , ... I ... ...., 0.._ bhr ,mplo, ... , 

I'''it, ... f:!j~,,, ... eI lM'IJUIIO", ..... .,,.. ...... , h ... 

T ... T .... T ... Tu ... T ... Tu ... T_ Tu .... T ... Tu_ T ... T .... 
pa, ... .... pa, ... .... pa .... .... .. , .... . . ., p,,'" . ... ,I,..", QWII' 

Unci .. R.M. 1.000 33.1 1.0 44.' 7.2 21.3 0.3 21.1 0.5 47.9 2.3 27.7 2.9 
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TABLB 2: DISTRIBUTION OF TAXPAYERS AND TAXES PAID UNDER THE FRENCH TURNOVER TAX, BY 
AMOUNT OF TURNOVER, 1922 AND 1923 

(Source. Fran. Scholl, "Grundrisz des franz.,ischen Steuerrechts," pp. 176, 177) 
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109,200 to 145,500 

} 
32,404 2.8 46.416 3.9 

145,500 to 181,800 176,233 10.2 604,849 28.S 22,826 1.9 56,454 4.8 
181,800 to 363,500 31,939 2.7 96,824 8.2 
31>3,500 to 1,092,000 24,622 2.1 172,367 14.6 

1,092,000 to 13,650,000 27,741 1.6 655,678 30.9 10,624 0.9 351,071 30.0 
13,650,000 and over 1,650 0.1 504,251 23.7 419 1 198,052 16.8 

Tora!. ............... 1700 739 100.0 fr.2 125217 100.0 1209122 100.0 fro I 176801 100.0 

1 Lw th.n O.05%, 
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ferent economic classes of taxpayers. Of agriculturalists fil
ing returns in 1924, 88.8% had turnovers under R. M. 5,000, 
but this group paid 38.1% of the R. M. 7,320.8 millions 
collected from the class. This sum collected from German 
agriculturalists, however, represented only 8.9% of the total 
German turnover tax collections for 1924. Of the manu
facturers and producers reporting, 59.2% reported turnovers 
under R. M. 5,000 and accounted for 2.7% of the tax on 
their group. Merchants and dealers with turnovers under 
R. M. 5,000 represented 54.8% of the total number and 
paid 4.1 % of the total tax of the group. 

There is no correspondence between the figures for the 
distribution of French taxpayers and their turnover, shown 
in Table 2, IUId the figures for German taxpayers in Table 1. 
For one thing, the amounts by which the French turnovers 
are distributed have no relation to the amounts determining 
classifications for the German tax; moreover, the value of the 
franc varied considerably during 1922 and 1923. Still, the 
French figures show a situation closely analogous to the 
German. In both 1922 and 1923 there was a heavy con
centration of taxpayers in the lower turnover classes, with 
a very small proportion of the total tax collected from these 
small taxpayers. In both years, slightly less than half of the 
French taxpayers had turnovers under fro 10,920 (between 
S650 and S800 at the exchange rates of those years) and this 
group paid between 2% and 3% of the total turnover tax. 

The relative concentration of small-turnover taxpayers 
differs according to the type of turnover tax employed. A 
production tax involves only slight concentration of small
turnover taxpayers because the many small-turnover re
tailers do not come under the tax. The proportion is 
higher for a general turnover tax than for a commodity 
transfer tax, since a larger proportion of services than 
of commodities is produced by small-turnover concerns. A 
retail sales tax would show the heaviest concentration of 
small-turnover taxpayers, because the large-turnover manu
facturers and wholesalers would not come under the tax. 

&nrrptioll of SrMI/ T_owrs 
The simplest method of eliminating the many returns from 
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small-turnover taxpayers is to incorporate a minimum ex
emption into the tax. If the German and French statistics 
provide any guidance, a $2,000 exemption would eliminate 
a good half of the returns without seriously affecting the 
yield of the tax. An exemption as high as $5,000 might be 
justified for administrative reasons in the United States, but 
such a high exemption would make serious inroads on both 
the basis and the yield of the tax. There can be no jus
tification or excuse for a $10,000 exemption, such as is 
embodied in the West Virginia Business Occupation Tax. 

Exemptions in turnover taxation should be of the condi
tional type-that is, exemption of the entire turnover should 
be allowed up to the exempted amount, but turnovers ex
ceeding this exemption amount should be taxable in total. 
A conditional exemption of this character works highly in
equitably in the case of a non-shifted tax where the ability 
of the taxpayer is a consideration, but general sales or turn
over taxes are usually shifted. The one administrative 
disadvantage of a conditional exemption is that concerns 
with turnovers slightly in excess of the prescribed exemption 
are tempted to report themselves as within the exempted 
group, a method of evasion not easily checked. Against 
this disadvantage of the conditional exemption system, 
however, must be set the considerable loss of revenue in
volved in a continuing exemption allowed irrespective of the 
amount of the total turnover. The $10,000 exemption in 
the West Virginia tax is of the continuing type, and is to be 
condemned for its character as well as its amount. 

Minimum exemptions may succeed in eliminating the flood 
of returns from small-turnover taxpayers, but they result in 
discrimination between taxpayers. A dealer or a manufac
turer with a large turnover may sell the same article as a 
competitor with a turnover under the exemption minimum. 
The large-turnover dealer or manufacturer must pay a tas 
which is not levied on his small competitor. If he includes 
the tax in his prices, he runs the risk of losing some of his 
market to his competitor; if he does not charge the tax in 
his prices, it reduces his profits. If the exemption limit is 
sufficiently low, the lar~turnover taspayer can alford to 
ignore the competition of exempted dealers and manufac-
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turers. !fit is high, however, as in the West Virginia Busi
ness Occupation Tax, the business done by exempted dealers 
and manufacturers may be sufficiently large to be a con
trolling element on the market, and their tax-free competi
tion may be a serious concern to the taxed concerns. 

Minimum Taxes 
In place of exempting all concerns with turnovers under 

the prescribed minimum, such concerns might be taxed a flat 
amount. The amount of this minimum tax would depend 
upon the rate of the general sales or turnover tax and upon 
the prescribed minimum. In the case of a 1% tax rate and a 
prescribed annual minimum of S2,OOO, a flat tax of from SIO 
to SIS would be indicated for those with annual turnovers 
under the S2,OOO minimum. Such a flat tax would dis
criminate somewhat against manufacturers or dealers with 
turnovers under SI,OOO or SI,SOO and it would discriminate 
in favor of those concerns with turnovers between these 
amounts and S2,OOO. The individual advantage or disad
vantage, however, would never be very great nor would a 
serious disturbing factor be introduced into the competi
tive market, as in the case of an outright exemption of a 
large competitively-important business class. 

A flat minimum tax of this type has certain positive ad
ministrative advantages. All concerns are called upon to 
pay the tax, so that all must report to the tax administration, 
thus reducing the opportunity for evasion through non-report
ing on a claim of ~emption, ~hich is always a more diffi~t 
fraud to check thanlsmlsreportmg. Thereturn accompanymg 
the flat tax may be in the form of.an affidavit to the effect 
that the firm's turnover is less than the prescribed mini
mum. Such an affidavit, if fraudulent, raises the possibility 
oflegal penalties for perjury as well as administrative pen
alties for misstatement, and the probabilities of evasion 
along these lines are considerably reduced. 

TAt Co"'polIMed Tax 
Another method of administering a tumovertaxapplyingto 

producers or dealers with small turnovers, manyof whom keep 
unperfect accounts, would be to permit them to make rough 



102 GENERAL SALES OR TURNOVER TAXATION 

estimates of their turnovers as being within prescribed limits, 
and to set fixed tax amounts for these limits. For example, 
turnovers under $10,000 may be grouped into ten classes 
graduated by $1,000 amounts. With a 1% rate for the tax, 
an annual turnover estimated as under $1,000 would pay 
$10, an annual turnover estimated as between $1,000 and 
$2,000 would be taxed $20, and so forth up to a $100 tax on 
annual turnovers estimated between $9,000 and $10,000. 
Taxpayers keeping accurate books would be permitted to 
report their turnovers as shown by their books to obtain 
any benefit in the tax that would result therefrom. 

Taxpayers estimating their turnovers for the compounded 
tax would be required to report such items as rent paid, 
amount of insurance carried and number of full-time and 
part-time; assistants employed, as a check on their estimates 
of turnover. These items would require a minimum of ac
counting on the part of the taxpayer, and would be suscep
tible of easy check by the administration. 

Most of the European turnover tax laws make such or 
similar allowance for small-turnover taxpayers. It is usually 
provided that the taxpayer and the administration shall 
come to an agreement as to the average annual turnover of 
a small concern, on which the taxpayer pays his tal[ without 
further necessity of accounting. In France, a system of com
promise payments has been in force since 1924. Since Jan
uary I, 1928, producers and dealers in commodities with 
annual turnovers under fro JOO,OOO and creators of consump
tion services with annual turnovers under fro 40,000 have 
been permitted to compromise their turnover taxes on the 
basis of the turnovers of preceding years, and pay lump 
sums quarterly instead of repol ting on their exact monthly 
turnovers. In Poland, this method of estimating the turn
overs of small enterprises on presumptive bases is practiced 
to such an extent that the tax paid under this system is 
more than double the tax paid on reports of specific turn
overs. 

PER.IOD OF PAYM'EIrT 

From the government's point of view, it is a decided ad,. 
vantage to have tax receipts flow into the treasury smoothly 
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and evenly throughout the year. Periodic collections of taxes 
result in an awkward rhythm of activity for the tax collec
tion departments. Since govet:nmental expenditures tend to 
spread themselves through the fiscal year, periodic receipts 
of taxes put the government to the necessity of adjusting 
receipts to expenditures, either by building up balances 
during periods of tax inflow or by borrowing during the 
interims. The shorter the periodicity of tax collections, the 
less the government is called upon to" even out" tax receipts. 

It is within the power of a taxing government to set col
lection dates of any periodicity for any tax. For many taxes, 
however, frequent payment would involve installment pay
ment of a tax accruing at longer intervals. Capital value 
taxes must be assessed as of a given date, and annual in
tervals are the only practicable ones. Net income taxes 
must be based on an accounting balance, and for many types 
of business enterprise thi~ is practicable only once a year. 
Turnover, or gross sales, however, requires no extensive ac
counting for determination. It is possible for a general sales 
or turnover tax to be assessed as well as collected for any 
period convenient to the' taxing government. In the case of 
Income taxes and capital value taxes, assessed once a year, 
it is customary to spread the payment of the tax in install
ments over the rear following the assessment. This practice 
is not followed In general sales or turnover taxation because 
of the convenience of adjusting periods of payment to periods 
of assessment. 

TaxiS 011 tA, Illdioid"al Sal,S TrtJlISlICtiOIl 
Italy and Belgium, as has been indicated,· base their turn

over taxes on the individual sales transaction. Through the 
purchase of stamps or by remittances, the turnover taxes of 
these countries are assessed day by day and the revenue 
from these taxes flows steadily into their treasuries. The only 
irregularity in the receipt of income from a turnover tax of 
this form is that resulting from seasonal or incidental fluctua
tions in business activity. Table 3, showing receipts from the 
Italian turnover tax tabulated at monthly intervals, indicates 
the even spreading of the receipts from this tax over the year. 

l See p. II 01 dUo .tadr. 
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TABLE 3: MONTHLY RECEIPTS FROM THE ITALIAN TURN

OVER TAX, 1923 TO 1928 
(Source. Conti Riuountivi del Teooro) 

MOD'" 192' 1921 I 1925 I 1926 I 1927 1928 

A_unl (i" IluJul.n,lt) 

lanuary .. We 16,717 lire 47,319 lire 67,179 lire 66,456 lire 58,343 lire 48,003 
ebruary . 15,339 44,192 62,131 69,170 59,011 54,753 

March .••• 12,019 53,157 70,145 83,841 67,341 57,366 tr.: ..... 37,162 55,S08 71,892 84,821 69,651 55,373 
ay ..•.. 40,503 56,105 71,090 74,077 58,439 57,736 

June ••••• 44,616 57,904 68,108 71,857 51,757 55,037 
July ..••• 42,971 SO,427 71,187 73,837 49,906 56,875 
August .•• 43,392 51,268 62,990 67,337 48,728 51,802 
Septmlber 42,781 58,306 76,745 71,809 52,470 58,286 
October .. 51,~~ 75,~H 92,672 76,201 61,(194 68,963 
November 46,80 58,621 69,233 64,645 49,914 57,592 
December 40,421 57,576 66,360 64,853 52,313 57,045 

Total ••. lire 433,936 lire 665,817 lire 849,732 lire 868,904 Ii ... 678,967 lire 678,831 

lanuary .. 3.8 7.1 7.9 7.6 8.6 7.1 
ebruary . 3.5 6.6 7.3 8.0 8.7 8.1 

March .••• 2.8 8.0 8.3 9.6 9.9 8.4 tr.: ..... 8.6 8.3 8.5 9.8 10.3 8.1 
y ••••• 9.3 8.4 8.4 8.5 8.6 8.5 

June .... . 10.3 8.7 8.0 8.3 7.6 8.1 
uly ••••. 9.9 7.6 8.4 8.5 7.3 8.4 

A_~~ 10.0 7.7 7.4 7.7 7.2 7.6 
Sep..." 9.9 8.S 9.0 8.3 7.7 8.6 
October •• II.8 II.3 10.9 8.8 9.0 10.2 
November 10.S 8.S 8.1 7.4 7.4 8.5 
Decembar 9.3 8.7 7.8 7.5 7.7 8.4 

Total .. 100.0 100.0 100.0 100.0 100.0 100.0 

Monthly Returns 
The most frequent practicable period for demanding turn

over tax returns is monthly. This is the period for payment 
of turnover taxes in France, Germany (from 1923 to 1927), 
Austria and Canada. 

The necessity of reporting monthly returns works a par
ticular hardship on small manufacturers and dealers who may 
be able to make a fair estimate of their annual turnovers but 
find it impossible to determine their gross sales on a monthly 
basis. Moreover, monthly payments from such small-turn
over taxpayers would be individually minute, yet they would 
involve as much labor of collection and checking as large 
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returns. As described previously,1 the problem of the small 
turnover t~ayer is frequently solved by permitting him 
to estimate his annual turnover in round numbers. In those 
countries which provide for monthly collections of their turn
over taxes, the small turnover taxpayer is allowed to pay 
his annual tax over longer intervals, usually quarterly. In 
France, the tax payments made on this quarterly basis have 
constituted only a small fraction of the total; as shown in 
Table 4, they effect only a slight modification of the monthly 
distribution of payments. In Germany, the privilege of 
quarterly payments is accorded to all business concerns to 
whom monthly calculations of turnover would prove an in
convenience; as shown in Table S, over one-half of the Ger
man turnover tax in 1927 and 1928 was collected in the four 
quarterly-payment months. 

!GuM'I"ly Returns 
Quarterly returns possess the advantage of being more 

convenient for many business concerns. They also involve 
only one-third as much labor of collection and supervision 
as do monthly returns. Most of the countries levying general 
sales or turnover taxes collect them on a quarterly basis. 
Of the American state turnover taxes, that of West Vrrginia 
is collected quarterly. 

Quarterly returns of turnover taxes do not yield the even 
flow of collections that characterizes monthly returns; this 
disadvantage is offset, however, by the greater adminis~ 
tive convenience to taxpayers and to the tax collection 
agencies. Seasonal variations in business activity impart a 
noticeable but not a serious rhythm to quarterly collections. 
This rhythm is indicated in Table 6, which shows the col
lection for the West Virginia turnover tax swelling in the 
first quarter of each calendar year and receding in the third. 

A",,1I4I &1"",1 

All the American state and local turnover taxes, except 
those of West Virginia, are assessed and collected annually. 
There is no significant advantage either to the government 
or to the taxpayer in annual returns and collections-in fact. 

I See Po 102 ollhio ""'_ 



TABLE 4: MONTHLY RECEIPTS FROM THE FRENCH TURNOVER TAXES, 1921 TO 1928 
(Source: BM/klin tI, $/IIIistifjlU ,t d, Legis/t!llion Comparl,) 

M_'" 1921 1922 , 1923 , 192< 1925 1926 1927 3928 

AmDUnl (jn thousands) 
January ... ......... fr.184,739 fr.193,027 fr.232,107 fr.304,283 fr.43O,615 fr.499,330 fr.855,961 fr.82O,771 
February . .......... 153,289 165,903 203,299 290,172 340,938 452,673 708,698 7301,218 
March .•...•..•..•. 148,684 171,485 219,555 304,532 334,874 397,391 605,112 64'8,914 :r.ril ............... 159,017 183,975 249,919 347,521' 397,058 537,697' 768,518 808,327 

.y . .•...••••.•... 147,960 182,445 241,014 345,385 392,393 513,407 774,167 789,157 
June ............... 147,899 191,556 243,385 326,464 356,222 551,107 645,146 707,974 
]uly ...•..••••••••. 148,523 199,034 259,197 381,016 376,417 692,148 794,428 859,906 
August •.•.••••••••. 147,420 188,585 257,750 334,409 369,485 726,404 696,999 780,921 
September .••.•••••. 157,944 187,564 259,400 323,102 349,721 704,047 619,529 682,175 
October ............ 168,599 209,330 294,171 429,836 377,141 857,557 777,426 885,599 
November .......... 172,759 211,953 291,325 370,869 426,634 824,707 712,823 801,044 
l>ecen>ber •.••••••••• 173,738 215,847 279,632 352,378 403,550 732,062 670,848 759,223 

TotaL ......... . fro 1,910,571 fro 2,300,704 fr.3,03O,754 fr.4,109,967 fr.4,555,048 fr.7,488,53O fro 8,629,655 fro 9,285,273 

ianuary , .......... . 9.7 8.4 7.7 7.4 9.4 6.7 9.9 8.9 
ebruary •......... . 8.0 7.2 6.7 7.1 7.5 6.0 8.2 7.9 

March .............. 7.8 7.5 7.2 7.4 7.3 5.3 7.0 7.0 
~ril ............... 8.3 8.0 8.2 8.4 B.7 7.2 8.9 8.7 

.y ............... 7.8 7.9 8.0 8.4 8.6 6.9 9.0 8.5 June ............... 7.7 8.3 8.0 7.9 7.8 7.4 7.5 7.6 
uly ................ 7.8 8.6 8.6 9.3 8.3 9.2 9.2 9.3 

August ............. 7.7 8.2 8.5 8.1 8.1 9.7 8.1 8.4 
September .....•.... B.3 8.2 8.6 7.9 7.7 9.4 7.2 7.4 
October ............ 8.B 9.1 9.7 10.5 B.3 11.4 9.0 9.5 
November ..••...... 9.0 9.2 9.6 9.0 9.4 11.0 8.2 8.6 
IleceDlber ••••••••••. 9.1 9.4 9.2 8.6 8.9 9.8 7.8 8.2 

Total. .•••.••••. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
a Rate Increase eJf'ectave. 



TABLE 5: MONTHLY RECEIPTS FIlOM THE GEllMAN TUIlNOVEIl TAXES, 1921 TO 1928 
(s-.., "WIn"" .. Stofinii) 

_ Inl 1922 1923 I 1m 1925 1926 I In7 1928 

f;na.ry ............ I "', r!'.'!' u· .. ·ll~ •• 1p!~.2' ... M.21·1' M. f!,JU G.lI. 12.7 G.M.I09.:P G.M. 215.61 I ".Id. UB.o G.M.IOU G.M.199.9 
.. bra...,. ••••••••••• J,l94.' 8'J . 1_' lU 83,192 If.o 109.7 136.5 7!.6 6!.! 3'.1 

March ••••••••••••• I.~~ 76. l.m.3 19.1 fIr' 8 .• 126.6 m.5 73.5 ,:~ 24.6 
~ .............. 63.' 2.m ... 372) 2 107 39.6 165.' 146.5 102.9 .\. 177.7 

~:::::::::::::::: 
I,/IIU 7'~ '.170.0 6U 3110.203 II.' 141.1 125.1 63.3 32.7 36.6 
m.o 47. 2.417.0 1l.5 Jl1,3:JO f.' 134.6 126.6 5'.3 22.5 22.' 

ulro •••••••••••••• 708.6 38.1 ~:rzu 31.1 1.ozn.slJ 12.' 169." Uf.5 8t.9 168.3 IB!.5 
~ ............. 646.5 32.! la7 1,500,JB5 5.0 1-41.1 124.8 62.7 3\.. 36.1 

.. ptembtr •••••••••• ... .. 20.1 3,027 .. 8.' 42' 33.5 1S).7 121.7 6O.B 25.4 26." 
Ckrobl:r •••••••••••• 7UJ.1 20.2 7.34U • .2 ZJ911 62.5 208.21 162.41 88.2 1110.' 192.B N ___ •••••••••• 870.0 14.2 17.11l.2 7.' 1,221,J1IJO 22.1 164.8 101.6 67.0 36.f 41.0 
0..-.............. 911.9 2D.! 9,911.1 U Z4,2SZ,l,.. SO.o 151.4 87.7 64.3 2 •. 8 23.1 

Tout .......... .. G.M. SfS.9 .. G.M.107,4 .. G.M.291.' G.M. ~7B'" G.M. 1.625.5 G.M.91S.2 G.M,"S19.2 G.M. 1.003.7 

~;"u...,. ............ .. ~'l .. 7.6 .. •. , 6.1 13.3 12.' 12.0 I •.• 
.bru...,. ••••••••••• .. 16.3 .. 6.B .. '.7 6.1 8.' B.O 7.5 3.' 

Mardi ••••••••••••• .. IU .. '.5 .. 3.0 7.1 7.5 8.0 7.1 2.5 S·· .. · ...... · .. .. 11.7 .. 12.1 . . Il.l .., •. 0 11.2 10.8 17.7 .,. ............... .. Il.I .. 20.' . . IU 8.1 7.7 6.' 3., '.6 
"tie ••••••••••••••• .. 8.8 .. 10.6 . . 7.5 7.B 6.5 2. 2.1 
ul, ••••••••••••••• .. 7.1 . . w .• .. f.! '.5 •. 5 '.0 20.1 18.1 

.i\.uIUd •••••••••••• .. 5.' .. 1l.6 .. 1.7 8.l 7.7 6.9 1.8 3.6 
lept.mw •••••••••• .. '.7 .. 2.' .. 11.2 8.6 7.5 6.7 3.0 2.6 a....... ............ .. '.7 .. 1.0 .. 2t.o 11.7 10.0 9.6 21.6 1'.2 
NO\'8m.., •••••••••• .. l.6 .. U . . 7.' '.2 6.2 7.1 4.! '1.1. 
0..-.............. .. '.7 .. U .. 16.8 8.5 5.4 7.0 3.0 2.S 

Total .••••••••• .. 100.0 .. 100.0 .. 100.0 100.0 100.0 100.0 100.0 100.0 
• R.,. u.c:r... alflCtlfto I Rate decreue dec:b'fCo 

t Amou.nll lD iWiai ue "TeD hi uUliou ....... or the depreciatioa. of die mark duria, mil period. 



TABLE 6: RECEIPTS FROM THE WEST ViRGINIA TURNOVER TAX, BY QUARTERS, FISCAL YEARS 
1922 TO 1928 

~u.rter ende<! ~epternber 30 •••.••.•.•.. $487.0 $730.2 
Quarter ended December 31 ••••.•••••.•. $392.5 564.4 655.6 
Quarter ended March 31. ............... 630.4 997.7 1,035.8 
Quarter ended June 30 .••••.••••••••••• 439.5 659.3 634.4 

Ye.r ended June 30 .....•.......•..•. $1,462.4 $2,708.4 $3,056.0 

l{uartor ended Septe,,!ber 30 ••••••••••. .. 18.0 23.9 
Quarter ended December 31 ••••••••••••• " 20.8 21.4 
Quarter ended March 31 •••••••••••••••. .. 36.8 33.9 
Quarter ended June 30 •••••••••••••••••. .. 24.4 20.8 

Year ended June 30 ...•••..••...•.•.. .. 100.0 100.0 

$524.8 $531.7 
518.4 727.2 
934.0 1,179.7 
573.9 720.6 

$2,551.1 $3,159.2 

20.6 16.8 
20.3 23.0 
36.6 37.4 
22.S 22.8 

100.0 100.0 

$698.3 
758.9 

1,286.9 
1,332.0 

$4,076.1 

17.1 
18.6 
31.6 
32.7 

100.0 

July. 1927 ... 
Ju-.l9l8 

$987.1 
810.5 

1,174.6 
832.9 

$3,805.1 

25.9 
21.3 
30.9 
21.9 

100.0 
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payments spread over a year would be more convenient to 
most concerns than a lumped annual payment. The treasury 
of the taxing government receives its revenue in mass, and 
must forego the advantage of receipts spread throughout the 
fiscal year. The reduction of the number of returns to be 
handled is, of course, an administrative saving. 

ADMINISTRATIVE SUPEIlVISION 

Where a tax involves many thousands of returns it would 
be manifestly impossible to make a detailed check on each 
return. In this respect a general sales or turnover tax shares 
its problems with the income tax and with all other taxes 
which are assessed on many individual taxpayers. The 
weaker points in the levy and collection of the tax must be 
ascertained and administrative supervision must be concen
trated on those points. 

Innocent errors of interpretation of the law, misjudgments 
in accounting, and honest differences of opinion between tax
payer and administration that require judicial determination 
would occur rarely in a general sales or turnover tax with a 
uniform base, in which no special discriminations or exemp
tions were involved. The administration could focus its 
attention on fraudulent failure to report and on fraudulent 
misstatements of turnover. Supervision of the returns of 
large manufacturers and dealers could be largely nominal in 
many cases. The well-established firm that would tamper 
with its books to evade taxation would be the exception, not 
the rule. The weak points in the administration of a uniform 
general sales or turnover tax of allY type would be the fail
ure of small producers and dealers to file returns for the 
tax, and the wilful understatement of their turnovers by such 
producers and dealers. 

CmtrtJ or lAcJ AtI",i"islrGlio" 
The dilemma of central versus local administration is par

ticularly pertinent in general sales or turnover taxation, bo. 
cause unlike an income tax, a turnover tax can be adminis
tered by local resident agents with individual responsibility, 
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and also by a central administrative authority. The turn
over of a manufacturer or dealer would be a factor easier 
for local agents to assess than are property values under a 
general property tax. 

The major advantage of local administration is the famil.. 
iarity of the local official with individuals and business con
ditions in his neighborhood. A local resident agent, after 
several years' experience,can acquire a more personal knowl
edge of taxpayers in his district and of their circumstances 
than is possible for the most conscientious field agent of a 
central authority. The resident agentalsoacquires a personal 
knowledge of the possibility or probability of fraudulent 
returns from individual taxpayers. 

This advantage of a system of local resident assessors and 
eollectors is outweighed by serious disadvantages. The very 
personal familiarity of the resident agent with local condi
tions makes him more amenable to local influences and more 
likely to enter into collusion with taxpayers to approve 
fraudulent returns. Not being direcdy subject to central 
supervision, the resident agent may not build up the tech
nique of assessment and checking which is possible under 
centralized administration. The resident agent's job may 
not be a full-time one, in which case he is likely to have 
competing outside interests. The fee system of payment 
employed to stimulate the activity of resident agents is often 
unfair in practice and leads to political abuse. The Penn
sylvania Mercantile License Tax is administered by local 
resident agents known as "mercantile appraisers," and much 
of the administrative weakness of this tax can be traced to 
this element in the administration. 

Failure to File Returns 
The most difficult type of evasion to uncover is the failure 

to file a return, since the administration starts without know
ledge or clues of the possible evasion. Pennsylvania has 
attempted to check such nonlisting by requiring the "mer
cantile appraisers." through whom the tax is administered, 
to advertise annually in local papers the list of taxpayers un
der the Mercantile License Tax, in the hope that business 
rivals will report unlisted names. Such advertisement is 
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expensive, amounting to between one-fifth and one-sixth of 
the total cost of administration of the tax in Pennsylvania.1 

A less expensive but equally_effective means to the same 
end is to make the payment of a general sales or turnover 
tax the occasion of obtaining a license to do business of the 
class involved, and to require that the license so obtained 
be kept prominently displayed. This method, embodied in 
the Philippine Islands' turnover tax, allows business rivals, 
or other interested parties,as good an opportunity of learning 
whether an individual concern's tax has been paid as does 
the Pennsylvania system of advertising. If no return is filed, 
of course, no license to do business is obtained, and competi
tors or the taxing government itself can take steps to close 
down an unlicensed establishment. 

Understatement of TurnoDer 
Any system of administration, centralized or local, would 

be powerless to review and investigate all returns under a 
general or sales turnover tax. Large dependence must be 
placed on the honesty of the reporting taxpayers. Experience 
has shown that all but a minute fraction of the returns of 
large taxpayers are honest within the scope of the law; a 
large taxpayer will take every legal advantage of the phrasing 
of the law and will decide all doubtful points in his own favor, 
but he will not wilfully state incorrect figures. In the case 
of a turnover tax with a uniform base, where the possibility 
of misinterpretation, wilful or innocent, would be at a mini
mum, these large taxpayers would present no serious prob
lem. The more doubtful honesty of small taxpayers can be 
stimulated by two methods-the fiscal oath and the occa.
sional unannounced check. 

Nearly all tax laws require the taxpayer to sign on the re
turn and swear to an affidavit that the return is true. Long 
experience has shown that such an affidavit is a real safeguard 
against fraud. Whether it is that the taxpayer attributes 
a greater moral solemnity to the sworn statement than to 
the unsworn one, or because he fears the legal penalties of 
perjury in the case of false sworn statements, the fiscal oath 

, Leon.rd P. F .... "TuaboD for Stete ~ in l'eImsytnm... IJarrisboq, 
1925, P. 110. 
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markedly reduces evasion. This circumstance is widely 
known to administrators, and it might be thought that the 
fiscal oath would be made inseparable from all tax returns. 
As a matter of practice, this important detail is often omitted, 
and tax returns are accepted without a signed and sworn 
affidavit. For example, in Allegheny County, Pennsylvania, 
the mercantile appraisers under the Mercantile License Tax 
in 1923 accepted over 2,000 returns without sworn affidavits.' 
Strict adherence to this detail is a long step towards preven
tion of evasion. 

The occasional unannounced check serves as an incentive 
towards honesty in making out tax returns by holding the 
threat of discovery and punishment over the heads of pos
sible evaders. A flying squad makes the rounds of communi
ties in the taxing jurisdiction. It can not, nor is it expected 
to, cover all returns for the year. If it covers only a few com
munities in the course of the year, it serves its purpose. In 
each community, it goes thoroughly into the returns of the 
taxpayers of that district, checking their returns against their 
business books and accounts. Where frauds are uncovered, 
the penalties of the law are laid on the oIfenders, care being 
taken that full publicity is given to such cases. The federal 
tax administration and the more active state administrations 
have found this system effective for taxes of various types. 
There :would be no bar to its application to a general sales 
or turnover tax. 

CoNCLUSIONS 

Uniformity and universality in a general sales or turnover 
tax-uniformity of its rate, universality in its application to 
all business activity, and universality in its apphcation to all 
sales of commodities and the performance of all business ser
vices-would reduce its administrative difficulties to a mini.
mum. If every type of business activity were taxed, there 
would be no problem of hairline exemptions or exceptions. 
If all commodities and services were brought under the tax, 
there would be no inducement to taxpayers to list taxable 
sales as non-taxable. Keeping a record of total sales would 
not constitute a special accounting burden for most tas-

'Imi., p. 108. 
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payers, and would be the easiest type of record for the ad
ministration to check. 

Divergences from this unifor!Jlity and universality would 
open avenues of avoidance and evasion and would increase 
the burden of administration. In the case of a commodity 
transfer tax which does not cover the performance of ser
vices, issues would be sure to arise between taxpayers and 
the administration as to whether certain classes of sales in
volved commodities or the performance of business services. 
A production tax applying to all commodities once, and 
once only, in the course of their production and distribution 
would necessitate a complicated system of licensing pro
ducers and dealers and would demand an intricate system of 
accounting from the taxpayers. Under a ret\\il sales tax 
there would be the possibility of evasion by manufacturers 
and wholesalers making retail as well as wholesale sales. 

Serious administrative difficulties would also result from 
exceptions or exemptions as to commodities subject to the 
tax. The exemption of necessities or other categories of 
articles would compel producers and dealers to keep double 
sets of accounts, one for taxable sales and the other for non
taxable sales. It would be difficult for the administration to 
discover wrong classification of sales as between taxable and 
non-taxable ~ups, whether this wrong classification were 
deliberate or mnocent. 

State and local governments levying multiple-turnover 
taxes have provided certain discriminations, for economic or 
constitutional reasons, which have complicated the adminis
tration of these taxes. They have set lower rates on the 
sales of wholesalers than on the sales of manufacturers or 
retailers, and have exempted entirely the sales made by 
wholesalers and other merchants to customers located out
side the state. The distinction between these classes of 
enterprise is often very fine, and taxpayers belonging to the 
higher-taxed classes, ever alert to give themselves the benefit 
of any shadow of doubt, seek to list themselves in the lower
taxed classes. This often involves litigation, as well as the 
initial trouble to the administration to discover the wrong 
classification. The exemption of interstate sales compels 
merchants to classify their sales into two categories, taxable 

9 





CHAPTER IV 

APPLICATION OF GENERAL SALES OR TURN
OVER TAXES 

GRANTING that a turnover tax must apply to all sales 
(allowing for exemption of specific sub-classes), there 
yet remain wide possi bili ties of variation. The tax 

maybe confined to one class, as in the case of the retail sales 
tax or the production tax, or it may be extended to several 
categories of sales, as is the general turnover tax. The speci
fied exempted sub-classesof sales within the taxable category, 
or categories, may be broadened or narrowed. 

The scope of a general sales or turnover tax hinges upon 
two elements: first, whether the tax is a multiple or single
turnover tax, i. If., whether tax liability accrues each time an 
article or property is sold and bought in its progress from 
original producer to ultimate consumer, or once only in the 
course of this industrial and mercantile progress; and second, 
the categories of commodities, property rights and services 
whose sale or performance gives rise to tax liability. 

MULTIPLE-TUIlNOVEIl TAXES COM PAllED WITH SINGLE

TUIlNOVEIl TAXES 

Although general sales or turnover taxes are usually 
viewed IlS "consumption" taxes, that is, taxes embodied in 
the long run in the prices of articles bought to be consumed, 
and whose burden is therefore bom~ by the general consum
ing public, it is not essential to the concept that only prop
erties, commodities or services purchased by individuals for 
their personal consumption should be reached by such taxes. 
Properties, articles and services which contribute indirectly 
to personal consumption by entering into the productive pro
cesses of consumption commodities, or which yield consum
able services, are in practice, and properly so, covered by 
general sales or turnover taxes. Normally, from three to a 
half dozen industrial and commercial processes, each of 

liS 
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them involving change of ownership through a sales trans
action, intervene between the production of the raw mate
rials that enter into a commodity and its final purchase by 
a consumer. A general sales or turnover tax may be so 
levied as to rest on a single stage of the industrial and com
mercial progress of each article or service, or it may apply 
at every stage. 

The legislator's choice between the single-turnover tax 
and the multiple-turnover tax must be guided by economic, 
by legal, by administrative and by fiscal considerations. The 
first three aspects have been dealt with in the preceding 
chapters. The revenue aspect of the issue and its relation to 
the classes and services made taxable are examined in the 
pages that follow • 

. Fiscal Considerations 
Given a multiple-turnover tax and a single-turnover tax, 

both extending to the same classes of commodities or articles, 
tax liability under the multiple-turnover tax would occur on 
all occasions covered by the single-turnover tax, and also on 
many other occasions. In contrast with a retail sales tax, a 
commodity transfer tax would apply to all retail sales, and 
in addition, to all transactions leading up to the retail sales. 
Similarly, in contrast with a production tax, a commodity 
tra!lsfer tax would apply to sales by. manufacturers of the 
artlcleS they produced, and moreover, It would extend to the 
prior sales of raw materials and unfinished articles and to the 
subsequent sales of the finished articles by wholesalers and 
retailers. Were a multiple-turnover tax and a single-turn
over tax, covering the sales of the same commodities, levied 
at the same rate, it is evident that the former would produce 
more revenue than the latter. If we assume identical rates for 
the two taxes, the ratio of the revenue yield of a multiple
turnover tax to the yield of an otherwise collesponding 
single-turnover tax would depend on two factors: first, the 
average Dumber of turnovers that commodities experience 
in their progress from raw material to finished product in the 
hands of the final consumer; and second, the average value 
per turnover as compared with the value of the turnover on 
which the single-turnover tax is based. 
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When the French fiscal administration proposed the sub
stitution of a multiple-turnover tax for the existing single
turnover tax in 1920,1 it estimated five turnovers per com
modity as the general average: This estimate proved too 
high, particularly for France, where specialization of indus
trial and commercial processes has not proceeded as far as in 
the United States .. A calculation made in the United States 
in1920· of the average number of turnovers for a series of 
standard commodities showed the following results: granu
la ted sugar, four turnovers; bread, three turnovers; beef, 
three turnovers; pork, three turnovers; a $~ suit of cloth
ing, six turnovers; an $8 pair of overalls and jacket, five 
turnovers; a $2.25 pair of service gloves, six turnovers; 
taffeta silk at $2.25 per yard, four turnovers; a $35.10 rubber 
tire, five turnovers. 

Moreover, in estimating the possible yields of a commodity. 
transfer tax and of a retail sales tax, it can not be assumed 
that the yield of the former will equal the yield of the latter 
multiplied by the average number of turnovers per com
modity. The French fiscal administration made this assump
tion in 1920, with disastrous results to the budget.- In 
the early stages of its industrial and commercial progress, 
the value of an article is but a small fraction of its final 
value. In fact, so high are the distribution costs of many 
commodities that the greater part of their value is derived 
from the last one or two stages of their distributive progress. 
Consequently, the tax on an early turnover of an article's 
industrial progress would be only a fraction of the tax on 
the final retail sale. In general, each additional turnover 
involved in the industrial and distributive progresS of a c0m

modity results in a less than proportional increase in the 
pyramided tax upon it.· 

The ratio of the yield of a retail sales tax on the final 
purchase of any given article to the yield of a pyramided 
commodity transfer tax imposed on all transactions of that 
article would depend upon the number of turnovers usually 

'See Po 171 of dUo ~ 
• Me,.. D. Rothschild, -The G""" Soles or T~ Tax,· National Ta: 

Asooci.tion, aPtoceodiDp of the Tlti..-da Natioaol CGaf--.· 1920, pp. 
19'1-lOl. 

• See Po 171 of thia ......... • Popi.., .1:_ ...... pp. 12-13 
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experienced by the selected article in the processes of its 
manufacture and distribution, and also upon the value of 
the selected article at its various turnovers. Since there is 
wide variation between commodities and articles as to these 
factors, it must be anticipated that there would be marked 
differences in the yield ratios of the two types of taxes for 
individual articles. Thus, the average ratios of the yield of 
a retail sales tax to that of a pyramided commodity transfer 
tax for the series of articles whose turnovers were noted 
above would be: sugar,29.1%; bread, 52.1%; beef,20.8%; 
pork, 59.9%; a S60 suit of clothing, 38.3%; an ~8 pair of 
overalls and jacket, 40.5%; a ~2.25 pair of service gloves, 
35.7%; taffeta silk retailing at ~2.25 per yard, 50.0%; a 
~35.1O rubber tire, 30.7%.1 A similar calculation, based on 
data derived from the German turnover tax, shows an 
analogous situation in Germany: the ratio of the yield of a 
retail sales tax to that of a pyramided commodity transfer 
tax for bread in 1924 was 51.0%; the ratio for beef was 
49.0%; that for agricultural machinery varied from 32.7% 
to 80.6%, according to the number of turnovers involved; 
the ratio for a boiler involving four turnovers was 62.3%; 
and the ratio for textiles varied between 32.9% and 50.0%, 
according to the number of turnovers.' All in all, a commod
ity transfer tax otherwise comparable with a retail sales tax 
yields from two and a half to three times as much revenue 
as a retail sales tax. 

The contrast between the yields of a commodity transfer 
tax and of a production tax. levied on the same classes of 
articles and at the same rate, would be even greater than 
the disproportion between the yields of a commodity transfer 
tax and of a retail sales tax. Unless sold directly by the 
producer to the consumer, the production cost of an article 
is often considerably smaller than its retail sales price. Con
sequendy, the yield of a production tax at a given rate on 
the same classes of commodities would be less than the yield 
of a retail sales tax at the same rate. The difference between 
the yields of the two taxes would be determined by the dif
ference between the average retail price of articles and their 
average manufacturers' price. The yield of a commodity 

IlIDthochiIcI, .p. dI. • I.adxr u DaWchril'r,. PI'- IS-I&. 
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transfer tax at the same rate, of course, would far exceed 
that of a production tax. 

Legislatures are not limited to a given rate at which a 
general sales or turnover taX, whether it be a multiple
turnover or a single-turnover tax, must be levied. Rather, 
they seek to raise a certain revenue from a turnover tax, 
and adjust the rate according to the character of the tax, so 
as to produce the needed revenue. Therefore, other consid
erations aside, a legislature has the choice of a multiple-turn
over tax at a given low rate or a single-turnover tax with a 
rate several times higher. It is axiomatic that there is 
less popular dissatisfaction with a low-rate tax, and fewer 
attempts to evade or avoid it, than with a high-rate tax. 
This axiom holds true even though the low-rate tax, because 
of its pyramiding, produces equal or more revenue in the 
end than the high-rate tax. The advantage, of course, is 
somewhat offset by the fact that a multiple-turnover tax 
usually applies to more taxpayers than does a single-turn
over tax. 

From a purely fiscal point of view, then, on the basis of 
revenue yidd, a multiple-turnover tax has advantages over 
a single-turnover tax. 

Relatio" to 1M Sc0p' of Ih, Tax 
The choice between a multiple-turnover tax and a single

turnover tax determines to some extent the character and 
types of transactions included in the scope of the tax. Single
turnover taxes have a narrower scope than multiple-turnover 
taxes. Retail sales taxes can logically apply only to sales of 
commodities for personal consumption and to personal ser
vices; in practice, personal services are omitted from the 
scope of retail sales taxes. Production taxes are levied on 
the creation of producers' articles-machinery and equip.. 
ment-as well as on commodities intended for personal con
sumption. The taxation of the sale of real property, of cap.. 
ital property, of intangibles and of ~al rights does not 
properly come under the scope of a smgle-turnover tax, since 
these pro~ties do not have a defined life or term of exis
tence, dunng which they may be taxed once, but only once, 
as is the intent of a single-turnover tax. 
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There are no logical limitations to the scope of a multiple
turnover tax except those dictated by the choice of legal 
"subject."1 In practice, however, most multiple-turnover 
taxes take the form of commodity transfer taxes and are 
confined to the sales of commodities by their producers and 
dealers. The taxation of incidental personal sales of landed 
and capital properties, of intangibles and of services under 
general turnover or gross sales taxes raises special economic 
and administrative problems, which are considered in the 
next section of this chapter. 

SPECIAL CLASSES 01' TAXABLE SALES TIlAIfSACTIOIfI 

The single-turnover taxes and the more common form of 
multiple-turnover taxation-the commodity transfer tax
are limited in their scope to business transactions in articles 
or commodities. The scope of the broader general turnover 
tax is not so clearly defined, and questions arise whether it 
can or should extend to such categories of transactions as 
sales of commodi ties and tangi ble properties, to transfers of 
real and capital property, to sales of intangibles and to the 
performance of services. Each of these special classes of 
transfer or sales transactions raises issues of an economic, 
legal or administrative character, and deserves individual 
consi4.,eration. 

Tax4lion oj Incidmtal Sales oj Commodities 
An incidental sale of a commodity or a tangible property 

(such as a used piece of machinery or office equipment) mar 
be loosely defined as one made outside the course of an indI
vidual's or firm's conduct of business, particularly where no 
element of seeking to make a profit over costs enters the 
transaction. The taxation of such incidental1JerSOl1al and 
business sales is not contemplated by most turnOver tax 
statutes. The determining element in the case would ap
pear to be the legal "subject" of the tax; incidental sales are 
taxed only by those countries which base their turnover 
taxes in whole, or in part, on "sales transactions." Within 
the limited scope of its tax {covering only non-retail sales by 

I See pp. 74 If. cI dUo YGlame. 
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manufacturers and merchant~, Italy taxes all incidental 
sales made by business concerns. The Roumanian turnover 
tax extends to all incidental sales. Belgium and Czechoslo
vakia (and formerly Jugoslavia) tax incidental sales over 
stated amounts. The French turnover tax, which is based on 
"business activity" and not "sales transactions," permits 
the taxation of incidental sales by a business concern when 
they are of such character that, were they made habitually 
and regularly for profit, they would subject the concern 
making them to the allied Industrial and Business Profits 
Tax. West Vll'ginia taxed incidental sales of commodities 
or tangible properties in excess of $10,000 under its Gross 
Sales Tax, based on "sales transactions," but when the sub
ject of the tax was changed in 1925 to "business activity," 
and the tax was named the Business Occupation Tax, the 
taxation of incidental sales was dropped. 

The limitation on taxing incidental sales of commodities 
or tanr,ble properties when the legal "subject" of a turnover 
tax is 'busmess activity" or "production" does not result 
in a significant restriction of revenue from the turnover tax. 
When such individual sales are brought under a turnover tax, 
it is difficult and expensive for the administrative author
ities to obtain record of them. Moreover, the volume of 
such incidental sales is relatively low and the revenue from 
them is too small to warrant any thoroughgoing attempt to 
prevent evasion of the tax on such sales. .. 

Tutllioll oj I..1Id Tra"sjtrl 
Land transfers or sales are not. a routine element of the 

business activity of manufacturing or mercantile conc:erns. 
Therefore, a turnover tax based on "business activity" 
would exclude them, except in the case of real estate firms, 
although they might well come within the scope of a turnover 
tax based on "sales transactions." 

The foreign turnover taxes do not cover directly the sales 
of landed property, but in practically all of the European 
countries there are special transfer or "mutation" taxes ap
plying to the sale of real property. These mutation taxes 
must not be considered purely supplemental to the turnover 
taxes of these countries; in most cases the land transfer or 



122 GENERAL SALES OR TURNOVER TAXATION 

mutation taxes antedated the turnover taxes, and their 
rate schedules are usually unrelated. Land transfer taxes 
have never been a part of the American state tax systems 
(though the fees upon the legal documents essential to land 
transfers have in many cases taken on the character of rev
enue taxes). West Virginia taxed all land transfers of over 
$10,000 value under its earlier Gross Sales Tax, but the 
present BusinessOccupation Tax reaches such sales only when 
they constitute the regular business of an individual or firm. 

From an economic point of view, there is a strong argument 
against covering the sale of realty by a general turnover tax 
that is intended to be either a consumption tax distributed 
to, and resting upon, the general population, or a tax on busi
ness activity. Land is not a commodity that follows a more 
or less prescribed course of manufacture and distribution, 
with a determinable number.of turnovers between the stage 
of raw material and purchase by the consumer, so that each 
unit reaches a consumer burdened by approximately the 
same amount of tax. Land transfers constitute an element 
that does not fit into the rationale of general sales or turn
over taxation. There may be independent justification for 
a land transfer tax as a deterrent to specu1ation and for other 
reasons, but the justification does not extend to it as an 
element in a turnover tax. 

Taxation of Capital IT alue Transfers 
The case against a general sales or turnover tax on sales of 

capital property other than realty-sales of entire business 
enterprises, including plants and good-will, as distinguished 
from incidental sales of tangible properties-is even stronger 
on economic grounds than is that against the taxation of 
land transfers. The inequity of the distribution of the 
burden of such a tax would be greater than that of a land 
transfer tax, because there is even less uniformity in such 
sales than in land transfers; it would fail as a consumption 
tax, and it would be highly inequitable if its object and 
result were to burden business enterprise directly. The 
administrative difficulties of such a tax would be great; 
keeping accurate track of all such transactions would be 
difficult, if not impossible, in practice. The yield of the tax 
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might be considerable in a period of corporate consolidations 
and mergers, but at the risk of penalizing advantageous 
regroupings of business capital. These considerations per
suaded Germany to forego a proposed tax on capital trans
fers which was suggested in 1921.1 Capital value transfers, 
however, were brought under the turnover taxes of Austria, 
Hungary and Jugoslavia; there is no account of the effec
tiveness of this feature of the turnover taxes of these 
countries. 

Taxa/ion of Transfers of InlangiIJlts 
Intangible properties-including ownership rights in capi

tal property, as represented by stocks negotiable or assign
able chases in action, and capital righ~ such as patents and 
royalties-are like real and capital properties, and unlike 
commodities, in that thef have no set economic career of 
production and distribution. Any tax on the transfer of 
such intangible properties would lack an element essential 
to the economic character of a general sales or turnover tax; 
it would not constitute a uniform burden within the classes 
of objects to which it ap'plied. Consequently, a transfer tax 
on intangibles must fat! of being fairly distributed by any 
standard, either directly on business enterprise, or by shifting 
on the general consuming public. It may reach certain ele
ments of taxpaying ability not tapped by other parts of a tax 
system; it may have the desirable indirect effect of curbing 
certain types of transactions; and it may be especially practi
cable administratively. These considerations may justify it 
as a tax per St, but will not establish it as an element of gen
eral sales or turnover taxation. 

The transfer of corporate stocks and negotiable bonds pr0-
vides a convenient base for an indirect tax, because of the 
large values involved and their wide-spread ownership, and 
because the greater part of these transactions is negotiated 
through the hands of a limited and easily ascertainable num
ber of investment houses and brokers. Such transfers, how
ever, enter neither directly nor indirectly into individual 
personal consumption, nor are such sales made by the owners 

'Rolf Grat..-. "Die GeKhichte oM U __ ...... ihae ...... winiBe 
Geotal ..... ia IDIaad ...... ia A...&ood, • IIcrIia, 19l5, p.. 210. 
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of the securities as a regular business activity, except in the 
case of a limited group of speculators. A stock transfer tax of 
the type levied in New York State or a general security trans
fer tax of the type commonly levied in European countries, 
while justified on various grounds, has no lOgical connection 
with a general sales or turnover tax intended as a consump
tion tax or levied as a tax on general business activity. 
Consequently, although stock and security transfer taxes 
are not unfamiliar in this country and abroad, they are 
levied independently of any General sales or turnover taxes 
thai: may be in force. 

Assignable choses in action constitute another category of 
intangibles which it would be unwise to bring within the 
scope of a general sales or turnover tax. Assignable claims 
bear no direct or indirect relation to general consumption, 
nor can they be assumed to enter as an aspect of any regular 
business activity. It would be inequitable to levy, and diffi
cult to administer, a tax on such transfers. The same disad
vantages that apply to the taxation of other forms of capital 
property would also be operative were a turnover tax ex
tended to intangible capital rights-patents, copyrights, 
royalties and the like. Only Germany, by implication, and 
Czechoslovakia, by specific mention, at present tax intan
gible capital rights under their turnover taxes. 

A final class of intangibles deserves special consideration. 
Checks and other negotiable instruments are sometimes 
treated as means of payment, sometimes as properties 
bought and sold. A general turnover tax extended to in
tangibles might theoretically cover negotiable instruments 
intended not as mere means of payment but entering into 
transactions as properties. It would be administratively 
impossible to separate the two uses of negotiable instruments, 
however, as the law draws hair-line distinctions in this 
issue which would not make a clear basis for tax liability. 
Many countries levying turnover taxes also tax checks and 
other negotiable instruments. These special taxes on credit 
instruments, however, are independent of the turnover tax 
systems of these countries. Such taxes may have a place and 
a justification as independent levies, but not as elements of 
a turnover tax. 
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Taxation of Servi(ls _ 
The value of commodities and properties to the purchaser 

lies in the services they render to him. The services rendered 
by commodities arise out of their consumption and conse
quent destruction; the services derived from capital prop
erties develop directly or indirectly over a period of time. 
There is a third category of services which may be rendered 
directly by the seller to the purchaser without the interven
tion of commodi ties or properties. This group includes 
transportation and construction, industrial services such as 
those of the artisan, commercial services such as those of 
the commission broker or the insurance company, and the 
services of the professions. Should these be brought within 
the scope of a turnover tad 

SpeCial problems arise when a turnover tax is extended 
to the ServiCes of transportation and transmission companies. 
In the European countries, where the instrumentalities of 
transportation and transmission are government utilities, 
their services are exempted from turnover taxation on this 
ground, even when the scope of the tax is so broadened 
as to include services generally.l In the United States there 
would be a different reason for excluding transportation and 
transmission services from state general sales or turnover 
taxes. The federal constitutional limitation on the power of 
the states to tax interstate commerce would prevent taxation 
of the services of transportation or transmission companies 
as a part of the turnover tax system of any parti.cular state. 
This limitation, of course, would not apply to the Federal 
Government, which would be free to extend a general turn
over tax levied by it to such services. 

In its economic aspects, the taxation of services does not 
contradict the aims of general sales or turnover taxation. 
The taxable categories of services may enter ultimate indi
vidual consumption only in small part. However, they are 
sufficiently broad and uniform in their entry into industry 
and business to ensure smooth and even distribution in the 
event that taxes upon them are included as business costs in 
prices and are shifted. Such instances of pyramided taxation 
as might occur through taxing the services performed by 

lSee pp. so-n 01 .... ""'-
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subcontractors would not be more serious than the pyra.
miding which occurs in the taxation of commodity transfers. 

The taxation of sales agents and commission brokers under 
a general turnover tax also offers some difficulty. In the 
first place, if a law makes" sales transactions" the legal sub... 
ject of a general sales or turnover tax, a strained construc
tion of the concept of" sales transactions" would be required 
to extend it to cover the services of sales agents or commis
sion brokers. The act of transporting goods by a railroad 
company, the act of transmitting a message by a telegraph 
company, the building of a house by a construction company, 
the attendance of a doctor-all of these services are acts 
which can be thought of as being "sold" for given prices 
quite as readily as commodities or properties. The sales 
agent or commission broker performs a service just as defi
nite as these others-that of purchasing or selling for his 
principal; his commission is as much a "price" for his ser
vice as is the fare of a transportation company or the fee of 
a doctor. This difficulty is thus more apparent than real. 
Italy, which taxes such services, makes their inclusion doubly 
sure by specifically declaring them to be taxable sales trans
actions. Another solution of the difficulty would be to en
large the statement of the legal subject to" sales transactions 
and seivices." No such problem arises, of course, when 
"business activity" is made the legal subject of the tax, as 
the services of agents and brokers are dearly forms of busi
ness activity. 

A second problem with respect to the application of gen
eral sales or turnover taxes to selling and purchasing agents 
and commission brokers is whether the tax on them should 
be measured by the gross value of sales made by them or only 
by the commissions they receive for negotiating such sales. 
If their activity be viewed purdy as a service which they 
perform for their principa!s, then the amount of their com
missions is the only valid measure of the tax upon them, ir
respective of whether the legal subject of the tax is .. sales 
transactions and services" or "business activity." This has 
been the position taken by the French and German turnover 
taxes and by the West Virginia Business Occupation Tax. 
Several European countries, however, choose to treat the 
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transfer between principal and !lgent or broker as one inde
pendent sales transaction, and the sale by the agent or broker 
as a second independent sales transactiQn. Under this view 
of the sales agent's or commission broker's activities, he is 
taxed on the gross value of the turnovers negotiated by him. 

The application of a turnover tax to professional services 
raises its own issues. The payment for the services of the 
doctor, the minister, the lawyer and the artist is not de
termined in an open market, and there is a strong possibility 
that a tax on such services is not shifted to the purchaser 
but is borne bi the practitioner of the profession. The 
gross income 0 a professional man more closely approxi
mates his net income than in the case of industrial or 
commercial concerns. Consequently, an unshifted tax on 
professional services does not result in the same inequali
ties within the group that an unshifted turnover tax on 
manufacturing or mercantile establishments does,' but even 
if it were regarded as a special income tax on the profession, 
this would be contrary to the general intent of a turnover 
tax levied as a consumption tax. It would be doubly regret
table in view of the cultural aspect of the professions. The 
foreign turnover taxes, with the exception of those of Ger
many, Austria and Czechoslovakia, exempt the skilled pro
fessions-some because of the character of the turnover taxes 
as taxes on "business enterprise" (under which heading the 
professions are not included), others because of the economic 
and cultural considerations noted above.,/ 

CONCLUSIONS 

If it were desired to raise a given revenue from some form 
of general sales or turnover taxation, a multiple-turnover tax 
could be levied at a much lower rate than a single-turnover 
tax to yield that revenue. A multiple-turnover tax at a low 
rate would probably provoke less dissatisfaction and fewer 
attempts at evasion than a single-turnover tax with a high 
rate. This advantage of a multiple-turnover tax must be 
considered together with its administrative advantages and 
its economic disadvantages noted in previous chapters. 

'Seep. SIlo/dUo ........... 
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General sales or turnover taxes, in particular multiple
turnover taxes, need not logically be confined to business 
sales of commodities. According to their legal "subjects," 
they might be extended to the performance of industrial, com
mercia! and professional services, to sales of land, to sales of 
capital properties, to sales of intangible values, and to in
cidental sales of commodities and properties. Administra
tive or economic considerations exclude from the score of a 
general sales or turnover tax all of these categories 0 trans
actions except industrial and commercial services. 



CHAPTER V 
PROBLEMS OF IMPORT AND EXPORT 

I N MOST couritries where general sales or turnover taxes 
have been levied, it has been assumed that such taxes 
introduce a discriminatory element into the prices of 

articles of domestic production and manufacture as com
pared with the prices of article~ of foreign production and 
manufacture. Efforts have been made to compensate for 
this presumed discrimination by the levy of special taxes on 
the importation of competing foreign goods, and by relieving 
exported goods of a part of the burden, at least, of the do
mestic turnover tax. 

The economic effects of a turnover tax levied by one coun
try on the sale of domestic goods, when these goods compete 
in either domestic or foreign markets with goods produced in 
coun tries levying lighter turnover taxes, or none, are de
termined by the same considerations that were discussed in 
a preceding chapter which dealt with ~neral sales or turn
over taxes levied by states or other limited jurisdictions.' When comparing the relative tax costs that tend to be em
bodied in the prices of goods from two taxing localities, states 
or countries, a turnover tax levied by one and not by the 
other can not be considered independently. It must be 
viewed as an alternative for some other form of tax that 
would have raised an equivalent revenue, and which, unless 
it were a net income or net profits tax, would also have 
tended to enter the prices of the goods produced in that 
locality, state or country. The distinguishing element of the 
turnover tax is its discriminatory effect upon goods produced 
or sold under particular circumstances-large turnover as 
compared with capitalization or net profit. These particular 
discriminations are not compensated for in any of the im
port turnover duties or export turnover allowances. No 
workable system of duties or allowances could take them 
exactly, or even roughly, into account. 

• See \>Po 30 If. of dUo ..,/..-
10 1~ 
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Also, it should be noted,a retail sales tax could never possi
bly involve a discrimination against domestic manufacture 
and production and in favor of foreign goods. Foreign goods, 
when they eventually entered retail sale in the importing 
country, would be subject to a retail sales tax on exactly 
the same terms as domestic goods. In the case of exported 
domestic goods, a retail sales tax would not have been ap
plied to them before they were exported, so that they would 
enter foreign markets unhampered by any domestic turnover 
tax burden. 

The whole system of special import turnover duties or 
export turnover allowances arranged to offset the competi
tion of foreign producers, presumably free of any turnover 
tax burden, is based, it is clear, on questionable economic 
reasoning. Nevertheless, such special import and export 
provisions are the general rule in the countries levying 
general sales or turnover taxes. Special discriminations in 
national turnover tax systems intended to protect domestic 
importers and exporters are also common. 

IMpOIlT DISClUMllfATIOIfS 

The importation of goods by a country levying a general 
sales or turnover tax from a country levying no such tax 
or a lighter turnover tax has been viewed by foreign legisla
tors as raising two independent problems. The first is the 
problem of protecting taxed domestic production from the 
competition of foreign production presumably free of any 
turnover tax burden. The second problem is how to pro
tect taxed domestic importers from the competition of foreign 
exporters presumably not burdened by any general sales or 
turnover tax. 

Neutralizing Foreign Turnouer Tu.Free Competition 
All of the countries levying turnover taxes, except Ger

many, Czechoslovakia and Poland, tax the act of importa
tion with a view to compensating for the import premium 
which, it is assumed, a turnover tax on domestic production 
and manufacture gives to foreign production and manu-
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facture.1 It is generally recognized that, assuming a· dis
crimination to exist, the taxatiOn of the act of importation 
at the uniform rate of the domestic turnover tax does not 
exactly compensate for such assumed discrimination. Manu
factured arttcles in the form in which they are imported may 
be the result of a series of turnovers; the price of domestic 
articles at the same stage may embody a pyramided tax 
considerably heavier than the statutory rate of the tax. The 
levy of a turnover tax at the statutory rate on the import 
value of imported articles would not put them on a com
r.etitive equality from the point of view of the turnover tax 
If this tax actually did result in discrimination, unless the 
domestic turnover tax were levied as in Canada in the form of 
a production tax. Only Austria, which consolidates its in
ternal general sales or turnover tax, logically estimates for 
each imported article the consolidated rate which would 
have been levied upon the same domestic article at the same 
stage of manufacture, and levies this consolidated rate on 
the imported article, thus placing imported articles on an 
exact parity with domestic goods as regards turnover taxa
tion.' This parity, however, is achieved only by long and 
complicated rate schedules rivaling protective customs 
schedules in their hair-splitting detail. 

Certain classes of imports are generally excepted from the 
special turnover taxes levied at importatton. Raw materials 
necessary for domestic industry, and in general not domes
tically produced, are usually exempted from import turnover 
taxes, though their subsequent transfers may be subject to 
the internal turnover tax. Foodstuffs and other necessaries, 
when exempted from domestic tuniover taxation, are gener
ally excepted from the import turnover tax, since the domes
tic producer in such cases is not placed at any competitive 
disadvantage by the turnover tax. Imports bonded (or 
subsequent ~port after storage or &her further lll'OceSS 
of manufacture are either exempted initially from the Import 
turnover tax or are allowed a rebate of the tax on re.export. 
The Belgian tax law also allows exemption of the import 

'See. Rolf Grat..-. ftn;" _b6che Jlehandl .... cleo A..-nhandelo ill 
DeullCltland unci in AuaIaDcI." S- """ tr_ .... Vol UI, pp. 1199-1216-

I See. League of Notions, In_tioaal F_ic ConCa '" Doc. nt N .... 34. 
1917. pp. 15-26. 
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turnover tax in the rare case where exported goods are re
imported by the original exporter without a transfer of title 
having occurred. 

Protection of DomeSlie Imporlers 
If no turnover tax is laid on the act of importation, a 

domestic manufacturer or dealer who purchases goods from 
abroad through a foreign export house, which in turn has 
purchased the goods from a foreign manufacturer, pays no 
domestic turnover tax on the transaction. The domestic 
manufacturer or dealer who purchases his foreign goods 
through a domestic importer who has dealt directly with the 
foreign manufacturer, pays on the transaction between the 
importer and himself. If a turnover tax is levied on the act 
of importation, then only one tax is involved in the purchase 
of foreign goods through a foreign export house, whereas 
two taxes must be paid if the purchase is made through a 
domestic importer. Assuming that the exporting country 
does not tax the transaction between the manufacturer who 
produces the exported goods and the exporter who directly 
negotiates the sale to the manufacturer or dealer in the im
porting country, importation through a domestic importer 
bears ,a heavier turnover tax burden than importation 
through a foreign exporter. Some of the European countries 
levying turnover taxes have sought to eliminate this assumed 
discrimination against domestic importers by a modification 
in the uniform application of the turnover tax. 

This modification may take one of two forms. It may be 
accomplished by relieving the domestic importer of the tax 
on his resale, or it may be accomplished by letying a surtax 
on sales not made through domestic importers. The waver
ings of the French tax law on this issue provide examples of 
both forms of modification and illustrate the problems to 
which they give rise.' 

The French turnover tax law of 1920, which levied a turn
over tax on the act of importation, also levied a surtax, 
doubling the rate of the turnover tax on goods imported from 
abroad without the mediation of a domestic importet or of 
the domestic branch of a foreign exporter. Apart from this 

I A1Iiz IIDIi LeardE, "La rue _ Ie chi8ft .r.srma," pp. 223-231. 
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special provision, goods imported through a domestic im
porter or the domestic branch of a foreign export concern paid 
a turnover tax at two points-once on the occasion of their 
importation and a second time on their sale by the importer or 
the branch of the foreign house to the domestic purchaser. The 
surtax caused goods purchased directly from abroad to sllstain a 
double tax, thus placing them, as far as the turnover tax was 
concerned, upon an equality with goodS imported through a 
domestic importer, and safeguarding the latter from dis
crimination. This provision, however, caused French manu
facturers to pay a double tax on all imported raw materials 
essential to their production. This was felt to be a halter 
on French industry. It would appear that the most rea
sonable solution of this difficulty would have been to 
have exempted foreign raw materials essential to French 
industry from all turnover taxes on importation-from 
the importation turnover tax itself, from the surtax on 
direct importation from abroad, and from the turnover tax 
on resale by domestic importers. Instead, the French legis
lature, in this same turnover tax law of 1920, merely abol
ished the surtax on direct importation through foreign ex
porters when these exporters shipped goods originating in 
their own countries. 

The exemption practically nullified the protection given 
to domestic importers by the surtax. Foreign export houses 
were free to ship goods produced in their own countries, 
whether manufactured articles or raw materials, .to French 
purchasers without paying the surtax; they paid a turnover 
tax on the transactlon once only, 'While a French importer 
handling-the same transaction had to pay twO taxes, one on 
importation and one on resale to the French purchaser. 
Moreover, fraud was widespread. Foreign exr?rters found 
that they could concoct false evidences of ongin and thus 
ship into France goods from other countries than their own 
without paying the surtax. 

In 1925 the law was radically changed. The importation 
surtax was abolished entirely for a specified list of raw ma
terials. To protect the domestic importer, it was provided 
that his resale of such articles to domestic purchasers was 
exempted from the internal turnover taL Thus, whether a 
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French purchaser obtained foreign raw materials directly 
from a foreign exporter or through a domestic impor:ter, the 
imported goods reached him burdened by only a Single turn.. 
over tax. 

In the case of foreign manufactured articles obtained 
through a French importer, no exemption was allowed on 
the importer's resale, so that the goods reached the purchaser 
burdened by two turnover taxes. To protect the importer, 
however, a special surtax in addition to the turnover tax on 
importation was levied on the purchase of foreign manu
factured goods directly from abroad when these goods were 
to be consumed or used by the purchaser. This "purchase 
tax," as it was called, was equal in rate to the turnover tax. 
If the goods were to be resold in their original state, the 
"purchase tax" was not levied. In 1926 the exemption from 
the "purchase tax" was extended to articles resold after 
further process of manufacture. The" purchase tax" 
resulted in administrative complications and, in view of the 
broad character of the exemptions under the 1926 amend
ment, it accorded French importers little protection. It 
was abolished in 1927. 

A general turnover tax or a commodity transfer tax neces
sarily, works slightly to the disadvantage of the domestic 
importer, to the extent that he must compete with foreign 
export houses shipping directly to domestic purchasers, if 
the exporting country does not levy a turnover tax or some 
other tax constituting an equivalent burden on the purchases 
of the foreign exporting house. As a matter of practice, 
many of the countries levying turnover taxes exempt the 
purchases of export houses, and no country levies any special 
tax on exporters that would counterbalance their exemption 
from turnover taxation. Since the discrimination exists, it 
is not unreasonable for the countries levying turnover taxes 
to guard their domestic importers against it. French ex
perience shows that counterbalancing importation surtaxes 
or "purchase taxes" on transactions with foreign exporters 
fails of its purpose. The simplest and most effective solution 
of the problem is the exemption of resales by domestic im
porters. This exemption can be allowed whether or not the 
act of importation itself is subject to turnover taxation. 
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The exemption of the "first inland sale ,; after importation 
is a common feature of the European turnover tax laws. 

EXPORT DISCRIMINATIONS 

The export problem in turnover taxation is the reverse of 
the import problem. It also has two aspects-the protection 
of domestic manufacture and production taxed under the 
turnover tax in its competitive struggle in foreign markets 
with foreign manufacture and production presumably free 
of any turnover tax burden, and the protection of domestic 
export concerns from a discriminatory tax burden as com
pared with foreign import concerns. The same illusions as 
to differences in tax burdens on production and manufacture 
caused by turnover taxation, the same impossibility of com
plete logical solution on the basis of the assumed difference 
10 tax burdens, characterizes both problems. 

If it were true that a turnover tax laid a differential tax 
burden on domestic production and manufacture that would 
operate against it in foreign markets, logic would require 
that goods intended for export should be exempted from 
turnover taxation on all occasions when it would apply, or 
else that the full amount of the tax paid on each article 
should be reimbursed at the time of its export. The first 
proposal would be impossible in practice because goods in
tended for export can not be distinguished from goods in
tended for domestic consumption in most stages of their 
production. The second solutIon would likewise be generally 
Impractical because of the impossibility of determining the 
amount of pyramided turnover tax embodied in the prices 
of ROOds at the time of their export, unless the tax is a gen
eral excise or is consolidated, and because any such reim
bursement would operate in many cases as a bonus to ex
porters and would not always reduce the prices of the goods 
placed on foreign markets.1 

With the exception of Canada, Austria and Hungary, 
which allow reimbursement of the tax on export in certain 
cases, the countries levying turnover taxes content them
selves with exempting the export sale itself from taxation. 

• ........... ·Dee ....... rift,,· pp. 12-11 
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With the -same end in view, and also with the idea of pro
tecting 9Qqtestic exporters, the sales to such exporters are 
also usually exempted. This exemption of export sales and 
sales to exporters, of course, relieves the goods placed on 
foreign markets of a tax burden which might have otherwise 
interfered with their position in these foreign markets, but 
this relief has little, if any, relation to any differential turn.. 
over tax burden actually incorporated in the prices of ~ 
ported goods. For a time, Germany and Czechoslovakia 
reversed this normal procedure by taxing the sale to the 
exporter and reimbursing him on proof of export. 

CONCLUSIONS 

There is little evidence that a general sales or turnover tax 
discriminates against domestic producers as compared with 
foreign producers. Under the circumstances, import turn.. 
over taxes and export turnover tax rebates are based on 
questionable economic theory. The operation of an import 
turnover tax is simply that of a special import duty with the 
normal revenue and protective aspects of such a duty; the 
export turnover tax rebate is, in its effect, purely an export 
bounty. 

Whether or not an import turnover tax is levied, a general 
sales or turnover tax tends to discriminate against domestic 
import houses which are in competition with tax-free foreign 
exporters. This discrimination against domestic importers 
can be relieved by exempting the sales of such concerns from 
the domestic turnover tax. 



CHAPTER VI 

LUXURY TURNOVER TAXES 

)\S WAS established in Chapter 1,1 a general sales or 
Il. turnover tax tends to absorb a larger proportion of 

the income of the lower-income classes of the popu~ 
lation than of the higher-income classes. This generally 
recognized characteristic of a general sales or turnover tax 
proves a political stumbling block in the way of the enactment 
of such taxes. This tendency may be offset by elements in 
other parts of a national or state tax system bearing more 
heavily on the richer classes, or it may be reduced, if not 
eliminated, by the exemption of the necessities of life from 
the operation of the tax; these circumstances were consid
ered in detail in Chapter 1.1 The third possibility of soften
ing or eliminating the undesirable social effects of a general 
sales or turnover tax is the levy of a supplementary luxury 
tax. All foreign countries having turnover taxes,except Can
ada, Cuba, Italy' and Poland, have at one time or another 
combined supplementary luxury turnover. taxes with their 
other turnover taxes. 

ECONOMIC AND SOCIAL CONSIDERATIONS 

The efficacy of a luxury turnover tax offsetting or counter
balancing the tendency of a general sales or turnover tax to 
burden the poorer classes more heavily depends primarily on 
(1) thescopeofsuchaluxury turnover tax, (2) its rate schedule, 
and (3) its incidence. These three factors are considered in 
this section. The conditioning effects of the administration 
of the tax and the efficiency of its collection are reserved 
for subsequent discussion. 
Scopt qf LMxury T __ TU~I 

The scope of a luxury turnover tax would depend upon the 
definition which legislators placed upon the term "luxury." 

• See p. 39 01 mio ""'........ • See PI'- 40, 42-44 01 ohio ....a-
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""' elkcted th ....... rate diocriminotiona iD th •• country • __ ...... _ 
..... ODd _ ~ • auppIoaMatory 1"""'7 "" .... a tIlL 

137 



138 GENERAL SALES OR TURNOVER TAXATION 

This definition necessarily must be arbitrary, for the concept 
of "luxury" is too confused with moral elements to be re
liable as an economic or fiscal standard. The dictionary 
definitions of "luxury" draw in such attributes as "extrava
gance," "indulgence," "wantonness," "excess." Econo
mists, when they deal with the subject, veer into the ethical 
issues involved in the distribution of income. As one writer 
on the subject ofluxury taxation complains in despair, "The 
concept of luxury is an irrational one and clashes with the 
sober word tax."l 

Suppose that the concept of "luxury" is so broadened 
that it covers all "non-necessities," and a tax is levied on 
the basis of this concept. Then it must largely fail of its 
initial purpose of counterbalancing the tendency of the gen
eral sales or turnover tax to overburden the poorer classes, 
since it will extend to many of the articles purchased by the 
lower-income classes, particularly if they have achieved, 
as in the United States, a standard of living including 
a moderate margin of comfort. If the "poorest poor," living 
at the minimum of existence, be excluded from consideration, 
it may safely be said that the purchase of automobiles, radio 
sets and silk stockings takes relatively more of the income 
of the lower-income classes than of the higher-income classes. 
A luxury tax levied on the sale of automobiles, of silk stock
ings and of radio sets, instead of compensating for the excess 
burden which a general sales or turnover tax lays on the 
poorer classes, might itself augment this tendency. 

If the concept of luxury be restricted to "obviously 
luxury" articles, such as jewelry and works of art, the actual 
burden of the tax bearing on the well-to-do classes would be 
so slight as to constitute no serious counterbalance to the 
basic general sales or turnover tax. Moreover, a luxury 
turnover tax of such restricted scope would rest on the lUll
uries of culture and omit the luxuries of fashion," an unde
sired and undesirable result. 

Those countries· that have taken their luxury turnover 
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taxes seriously have determinc;d the scope of.such taxes by 
an empirical, not a logical, compromise of political, social 
and administrative factors. The German lawmakers frankly 
approached their problem by defining the scope of their lux
ury turnover tax (first levied in 1918 and abolished because 
of administrative collapse in 1926) as including those articles 
purchased by the well-ta-do classes and not purchased by 
the poor.' Most of the other countries that have levied 
luxury turnover taxes supplementary to commodity transfer 
taxes or general turnover taxes have tacitly embodied this 
concept of "luxury" in the scope of their taxes. 

Tb.e scope of a luxury turnover tax may be determined by 
two standards-by a list of articles specifically indicated as 
luxury articles, and by setting price limits for various articles 
and applying the luxury tax to those that cost above the set 
prices. The first standard was applied in Germany until 
1926. The second standard is applied in part in the French 
and Belgian turnover taxes. 

Sp"ijic Listing oj Tuu/, Luxury Artie/,s 
The German tax authorities and legislators gave thought 

to the possibility of basing a part, at least, of their luxury 
turnover tax on the prices charged for articles, the higher
priced articles to be taxable luxuries and the lower-priced 
articles to be deemed non-luxuries, but the rapid changes of 
price levels at the time the tax was under consideration 
persuaded them to forego this possible basis. Instead, they 
prepared two lists of articles to be taxed as luxUries. The 
first included "obviously luxury '.' articles, such as feather 
boas, jewelry, fans and so forth; fifteen classes of such 
"obviously luxury" articles were listed under the "produc
ers' luxury tax" and a corresJ?Onding list under the "retail 
luxury tax." The second list Included items of general con
sumption which embodied special qualities, such as ma
hogany furniture distinguished from furniture made of 
inferior woods; thirty-two classes of articles in this second 
category were listed for the "producers' luxury tax." 

It might be thought that the first category of taxable 
luxuries, "obviously luxury" articles, would present few 

" . .q, .,. cit., Po 20. 
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difficulties. Nevertheless, the German tax authorities found 
themselves immediately faced with the problem of cheap 
imitations of expensive articles. Should the luxury tax be 
applied to the cheap imitation jewelry with which the servant 
girl adorned herself? If not, where along the scale of jewelry 
values should the dividing line be drawn? The adminis
trators of the tax law sought to allay this difficulty by the 
application of rule-of-thumb criteria, but no broad satis
factory solution had been evolved by the time the tax was 
abolished in 1926. 

The attempt to draw a valid dividing line between the 
articles in the second list and corresponding non-taxable 
non-luxury items proved a source of endless confusion and 
conflict. Five major criteria were applied: (1) the substance 
or material of the object (in some cases the determining ele
ment was whether the substance of the article was the result 
of a mechanical or of a chemical process); (2) the character 
of the work upon it; (3) the size of the article; (4) the 
artistic effort spent upon it; and (5) the use to which the 
article was put} The application of some of these criteria 
produced absurdities; a doll under sixty-five centimeterS in 
length was not deemed a luxury, for example, while a doll a few 
millimeters larger was taxable. The application of the fifth 
criterion left broad loopholes for evasion; automobiles used 
for business purposes were not subject to the tax, with the 
result that all purchasers of automobiles chimed that these 
were being bought for business use, and practically no 
revenue was obtained in Germany from the taxation of 
automobiles as luxuries. 

The list of articles taxable as luxuries was honeycombed 
with exceptions and with exceptions to exceptions. Perfect 
consistency was impossible, and the hit-Or-miss character 
of many parts of the list resulted in heavy taxation of certain 
articles while almost identical ones, or very close substitutes, 
went untaxed. Many producers and retailers were faced 
with the necessity of determining which of their sales 
products overstepped the hair-line distinctions of the law, 
thereby becoming taxable luxuries, and which were in the 
nOD-taxable categories. They were compelled to set up 

IIWl., p. :u. 
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artificial systems of accounts to cover the distinction. The 
administrative authorities had the unpleasant and burden
some responsibility of creating tax liabilities on the basis of 
arbitrary classifications. 

Reduction of the rate of the German luxury turnover tax 
in 1925 lessened the burden of its discriminations, but did 
not simplify them. Dissatisfaction was widespread, and the 
talC authonties saw no way out of the maze. The tax was 
abolished in 1926. The thorough experimental test of the 
system of the specific listing of luxury articles, which is 
offered by German experience with the tax from 1918 to 
1926, may be taken to establish conclusively the impractica
bility of this method of setting the scope of a luxury turnover 
tax. 

Th, Price Standard 
France and Belgium, like Germany, made a group of 

.. obviously luxury" articles the nucleus of their lists of 
taxable luxuries. Instead of proceeding to enumerate a 
second list of articles of special quality taxable as luxuries, 
the French and Belgian tax authorities drew up a list of 
general classes of consumption items, with prices set against 
each class. If an article wi thin the class was under the set 
price, it paid no luxury tax. If it exceeded the set price, it 
was a taxable luxury. Thus the Belgian 1927 law, under 
the category of dine-pieces, provided that watches costing 
less than fro 200 would not be subject to any luxury tax, 
while those costing between fro 200 and fro 1,(XXlwould pay 
the 6% luxury tax and those cos,ting over fro 1,000 would 
pay the 10% tax; that clocks would be subject to the 10% 
tax if their I?rice exceeded fro 400, and that alarm clocks 
would be subject to the 6% tax if their price exceeded fro 75. 

While the price standll{d for determining luxuries avoided 
many of the arbitrary features of the German system of 
specific listing, it involved capricious elements of its own. 
The price limits set for indiVidual articles could never be 
other than arbitrary. One ch~ against the German s~ 
tem of specific listing was that It caused manufacturers to 
revise their standards of production so as to escape the 
specifications of the luxury tax law, without regard for the 
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inferior quality that might result. Against this must be set 
the charge that the French and Belgian producers in many 
cases revised downward the quality of their production so 
that they could charge prices under those set by the luxury 
tax laws and so escape the tax. Moreover, the practice 
developed of making and selling luxury articles in parts, 
each part of which would cost less than the set price, and thus 
avoiding the tax entirely, although the value of the whole 
article, when assembled, might be considerably in excess of 
the set price. 

The major difficulty of the system of set prices, the diffi
culty that persuaded the German legislators to forego the 
system in 1918 and attempt the method of specific listing, 
is the changing of price levels. This problem was; of course, 
much more vital during the first half of the decade following 
the war than at present. As the general price level rises, 
or as the price rises for any group or class of articles for which 
price limits have been set under a luxury turnover tax, the 
tax is extended to articles of lower and lower quality. If 
frequent revisions of the price limits are not made, the tax 
in a short time becomes a burden on the purchases of the 
poorer classes. In a period of relatively stabilized prices, 
this objection loses its force. 

Article; Utilized in Business 
It sometimes occurs that articles which would be luxuries 

if purchased by individuals are necessities when utilized in 
business enterprise. A bicycle purchased for the amusement 
and exercise of a boy may be fairly classified as a luxury; it 
is a necessity to a telegraph messenger. Also, items which 
purchased individuaUy are luxuries may lose part or all of 
their luxury character when they are amalgamated with a 
greater whole. To place a parquet flooring in a house already 
constructed may be deemed a luxury expenditure; such 
flooring included in th~ construction of a new dwelling house 
may well be viewed as a minor item in the creation of an 
article-a dwelling house-of a non-luxury character. 

The German and the Austrian tax laws, among others. 
sought to draw these distinctions. The results were not 
happy. Purchasers of luxury articles convinced themselves 
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and sought to convince the tax officials that their purchases 
were for business use.1 The German tax law endeavored to 
draw a more strict line; it provided that the incidental busi
ness use of aluxurycommonlypurchased by individuals would 
not serve to place it in the exempt class. Even so, broad 
loopholes were allowed for evasion. The German luxury 
tax on the sale of automobiles, as was pointed out, collapsed 
completely because all purchasers asserted that their cars 
were to be used for business purposes, and there was no prac
ticable method of disproving their claims. 

Granting that a luxury turnover tax fails ofits purpose and 
perpetrates a definite injustice when it burdens business or 
Industry, the attempt to remedy this abuse by a series of 
exemptions- weakens the administrative structure of the tax. 
This dilemma constitutes one of the inherent weaknesses of 
the luxury turnover tax. 

Gu,st 8m;" TlIXts 

With the exception of Austria, the European countries at 
present levying luxury taxes include guest service in hotels r 
and restaurants within the scope of these taxes. The 
German luxury turnover tax, levied from 1918 to 1926, 
was unaccompanied by a special guest service tax. All of 
these ~uest service taxes cover restaurant service and, 
except In Russia, Hungary and Luxemburg, they cover the 
renting of hotel rooms and lodgings. In all cases these guest 
service taxes are levied independently of, and complemen
tary to, the more general luxury turnover taxes. . 

In a few instances the guest service tax is levied at a 
single flat rate, as in Hungary. More commonly, the restau
rants and dining-places covered by the tax are classified, 
either on the basis of the prices charged or on some other 
arbitrary basis, and graduated rates are levied. Thus, in 
France three rates are levied; establishments of the highest 
class pay 13% on their turnover, establishments of the 
second class pay 4%, and all others are taxed at the 2% 
rate of the general turnover tax. The classification of 
hotel and rooming establishments may be made either upon 
the basis of the prices charged, as in France, or, more com-

'/w.. pp. 22-23. 
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monly, by the character of the establishments' furnishings 
and the service rendered. 

THE RATE SCHEDULES 01' LUXURY TURNOVER TAXES 

At its broadest, the scope of a luxury rurnover tax is far 
narrower than the scope of any general sales or rurnover tax 
it might supplement. If it is to be at all effective in counter
balancing the regression of such general sales or turnover 
tax, its rates must be heavy. Moreover, the total burden of 
a multiple-rurnover tax on any article represents a pyramid
ing of the rate of the tax (unless there has been a consolida
tion of the pyramided tax), so that the final burden of the 
tax may be considerably higher than its rate alone would 
indicate.l , The luxury rurnover tax, however, is always 
levied as a single-rumover tax (except in Russia). This pro
vides a second reason for high rates in luxury rumover taxa
tion. Furthermore, the fiscal factor can not be overlooked; 
the higher the rate, the greater the revenue from the tax. 
Social and political arguments likewise favor high rates. 

From 1920 to 1924 the German luxury rumover tax was 
levied at a 15% rate. The rate of the French luxury rum
over tax, originally 10%, was raised in 1924 to 12%. The 
rate of the Austrian tax has always been 10%. The Czecho
slovakian luxury tax is at a 10% rate when collected from 
producers and at a 12% rate when collected from retailers or 
when charged on an incidental sale by an individual. Under 
the Roumanian tax, luxuries are given a threefold classifica
tion and taxed at 20%, 15% and 10%. 

THE INCIDENCE 01' LUXURY TURNOVER TAXES 

Let it be assumed that the scope of a luxury rurnover tax 
has been so adjusted that it includes all articles purchased 
by the well-to-do clasSes and not purchased by the poor. 
Let it also be assumed that the rate or rates are high enough 
so that, if the tax is fully shifted, it will constirute sufficient 
of a burden on the well-to-do classes to offset the regressive 
character of the general sales or rumover taxes which it 

I See p. 118 af dUo .oIumc. 



LUXURY TURNOVER TAXES 145 

supplements, provided that it is shifted to them and actually 
constitutes a burden on them. The question arises, is this 
tax burden shifted to the purChasers of the taxed luxury 
articles, or does it remain a burden on the sellers? 

As was pointed out in Chapter 1,1 the possibility of shifting 
from seller to purchaser a tax placing discriminating burdens 
on particular commodities or services depends on the rela
tive elasticities of the demand for the taxed articles and of 
their supply. To the extent that the demand for the taxed 
articles is melastic and the supply is elastic, the tax tends 
to be shifted. To the extent that the demand is elastic and 
the supply inelastic, the tax tends to remain a burden on the 
seller. 

The demand for articles subject to luxury turnover taxa
tion comes from two classes-the middle classes and the rich 
classes. Where the price and character of an article are such 
that it is purchased by both of these classes, the consumption 
demand of the middle classes is likely to be highly elastic, 
while the consumption demand on the part of the rich classes 
is much less elastic because of the possibility of satiation.· 
Because the volume of the purchasing demand of the middle 
classes tends to outweigh the purchasing demand of the 
numericall y fewer richer classes, the character of the de
mand by the middle classes is likely to impress itself upon 
the demand for the commodity or article as a whole. 

There is a strong probability of elasticity in the consump
tion demand of commodities purchased by both the middle 
and rich classes. Even in the case of articles whose purchase 
is confined exclusively to the rich classes because of their 
extreme prices, there may be SO/lll: element of elasticity, 
though the element of" conspicuous" expenditure as a means 
of obtaining or retaining social distinction is very strong in 
this tyPC of consumption demand and tends towards in
e1astiClty.1 If we take all classes of luxury consumption into 
consideration, however, • strong stniin of elastiCity in the 
consumption demand for luxury articles must be granted. 

• See p. 20 of tIoio ""'-
• AlFr.d 1IIanhaII, U PriDcipIoo of Ex :rnico,· _do ali ..... Loadoa, 1916. 

pp. 105-106. 
111M., P. 106. 

11 
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On the production side of such articles, an element of 
inelasticity asserts itself. The production of luxury articles 
is likely to be specialized, to involve artistic skill or technique 
not readily transferable to other, lower-taxed, lines of pro
duction. Producers of luxury articles are not organized 
to reduce their production so as to diminish the supply and 
thus maintain their prices irrespective of any tax Imposed. 

The element of elasticity in the consumption demand of 
luxury articles, coupled with inelasticity in the production 
and supply of such articles, raises the possibility that luxury 
turnover taxes may not always be shifted to, and be borne 
by, the purchasers of luxury articles-the well-to-do classes, 
which such taxes are intended to burden. It is possible, 
even probable, that in many instances a luxury turnover tax 
rests either on the producer of luxury articles, or on the 
vendor, or is spread between them. Such a situation doubly 
contravenes the purpose of a luxury turnover tax. It places 
an excessive, almost annihilative burden on certain produc
ing and merchandizing groups. It imposes no special burden 
on the well-to-do classes to offset the contrary tendency of a 
general sales or turnover tax. The very elements of broad 
scope and high rates, essential to the social purpose of a 
luxury turnover tax if it is shifted in its entirety, become the 
instruments of special injustice and discrimination in cases 
where it fails of being shifted. 

ADMINlSTIlATIVE CoNSIDEIlATIONS 

One of the major arguments in favor of a general sales or 
turnover tax is the relative simplicity of accounts which it 
entails, and the consequent ease of burden it imposes on the 
administrative authorities. No such simplicity of accounts 
or administration is present for the luxury turnover tax. 
In fact, the difficulty of its administration is one of the 
most serious objections to it. 

Dealers' Luxu,., Turnouer TIZJt 
When a luxury turnover tax is imposed on the retail sales 

of the selected articles by dealers, the broader the scope of 
the tax, the more dealers will be involved in its collection. 
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If its scope is of sufficient breadth to make it an effective 
counterbalance to a regressive .general sales or turnover tax, 
the number of dealers called upon to make returns will be 
almost as great as would be involved in the collection of a 
general retail sales tax. The cost of collection for a luxury 
tax would be much greater, however, because the revenue 
per return would be less than in the case of a general retail 
sales tax. 

A second factor augmenting the administrative difficulty 
of a luxury turnover tax is the complexity of accounting 
imposed upon dealers who must charge the tax in their prices 
and pay it to the government. Each dealer must determine 
which articles sold by him are subject to the luxury turnover 
tax and which are not-by no means a simple problem under 
the German system of specific listing or even under the 
French system of set prices. Each dealer must keep track 
of changes in the listing or set prices, or he may find that, 
after having sold an article without inclusion of the tax in 
his price, he is liable to the government for a tax on it. 
Sales may not be set up generally in account books; they 
must be divided into two main categories, taxable and non
taxable, and so posted. If the tax is levied at several rates, 
the dealers' labor of including the tax in their prices and of 
accounting for it to the government is correspondingly in
creased. In all countries where luxury turnover taxes have 
been levied, the dealers chargeable with the tax have pro
tested against the additional, heavy, uncompensated labor 
imposed upon them. . 

Finally, the large number of dealers who must report 
under a luxury turnover tax and the complexity of account
ing imposed upon them, create a difficult task for the tax 
administration. This task is enhanced by the opportunity 
for evasion of such a tax. How is it possible to determine for 
thousands of dealers whether each one has reported all of his 
taxable luxury sales? Suppose that the dealer and the 
customer are in collusion, and the till[ is not charged. The 
dealer can camouflage his books and successfully cover up 
the deal. Unless the cost of administering the tax is to be 
made so heavy as to consume the greater part of the revenue 
from it, enforcement must be largely hit-or-miss and must 



148 GENERAL SALES OR TURNOVER TAXATION 

depend upon heavy punishments for chance discoveries of 
fraud. 

Producers' Luxury Turnover Tax 
If the producer of luxury articles could be made respon

sible for charging and collecting the luxury turnover tax, the 
problem of administration would be gready simplified. The 
producers of luxury articles are fewer in number than the 
dealers in them, and the number of returns to be handled 
would be considerably reduced. Moreover, each producer 
is likely to specialize in a few lines or articles. He need keep 
track of specifications and price limits only with regard to 
these articles. Moreover, the producer is more likely than 
the retail dealer to keep his accounts in a form adaptable to 
the tax levy. 

Not all luxury articles, however, can be pinned to specific 
producers. A watch of expensive make, for example, after 
leaving the manufacturers apparendy a finished product, 
may have valuable jewels set in the case or may have its 
case engraved before final sale. If the luxury tax were levied 
exclusively on the manufacturer, the subsequent processes 
increasing the watch's value would escape taxation. There 
is less standardization in luxury articles than in commodities 
of common consumption. Consequendy, there is litde 
possibility of successfully fixing on particular producers' 
processes to cover full tax liability. 

The compromise solution arrived at by most countries 
that have enacted luxury turnover taxes is to levy as much 
of the tax as is practicable in the form of a producers' luxury 
tax, covering the remainder by a retailers' luxury tax (ex
empting the articles taxed to the producers from the re
tailers' tax). This compromise, while it eases the general 
problem of administration, creates special difficulties of its 
own. Unless extreme care is taken to make the two taxes 
fully complementary, there is the possibility that particular 
items may escape taxation altogether. In guarding against 
this possibility of escape there is danger that some articles 
may be caught under both taxes. 

Steering a middle course between these two dangers may 
involve the introduction of further minute complexities into 
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the tax schedule. For example, under the German producers' 
luxury tax, watches were taxted to the producer. If a<band 
of tooled leather or of precious metal were subsequently 
attached to the watch and it were sold as a wrist-watch, a 
large element of luxury value would escape taxation. There
fore wrist-watches, watch and band, were made specially 
taxable to the retailer. Now double taxation of the value 
of the watch was involved. Therefore, the law provided that 
small watches (intended to be used as wrist-watches) should 
be exempted from the producers' tax when they were not 
provided with clasps for receiving a band (since they could 
not then be sold separately from the band and so were sure 
to come under the retailers' tax). Thus retailers paid no 
taxes on watches other than wrist-watches sold by them; 
if the wrist-watches in their stock had clasps to receive bands, 
so that the customer might attach watch and band, they 
sold watch and band separately, charging the luxury tax on 
the sale of the band only; if there were no clasps to receive a 
band, so that the retailer himself had to attach the band by 
soldering, or otherwise, before selling the wrist-watch, the 
combined watch and band were both taxable. By such pro
visions, escape from taxation was checked without involving 
double taxation, but only at the cost of circuitousness and 
confusion. 

CONCLUSIONS 

By whatever method levied, a luxury tax is cumbersome 
and expensive to administer, and is often provocative of a 
multitude of incidental, individual injustices. At best, what 
with problems of scope and widespread evasion, its yield is 
small. At the period of its greatest relative yield, in the 
fiscal year ended March, 1925, the German luxury turnover 
tax produced only 6.2% of the total yield of the combined 
German turnover taxes. The French luxury tax has an 
annual yield of approximately fr. 20 millions, while the French 
commodity transfer tax produced fr. 9,262 millions in 1928. 

In view of its administrative difficulties, its high cost of 
collection, the uncertainty of its being uniformly shifted to 
purchasers and its low revenue yield, the luxury turnover tax 
has proved to be a social makeshih rather than a valid 
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revenue tax. It has political value because olits appearance 
of sharp progressivity; from the fiscal point of View, it is 
more often productive of trouble than of revenue. An 
English parliamentary commission studied the possibilities 
of a luxury turnover tax for England to be levied inde
pendently of any other form of general sales or turnover tax, 
and reported that the tax was incapable of successful levy.' 
The German luxury turnover tax, after eight years of at
tempted enforcement, was abolished in 1926. 

I Auerbach, 01. dI .. p. 136. 



CHAPTER VII 

SUMMARY 
. 

THE advisability of levying a general sales or turnover 
tax has been debated in several state legislatures during 
recent sessions. It is possible, even probable, that the 

next few years will see some states enact this form of tax. 
The history of the general sales or turnover tax extends 

through the Middle Ages and to antiquity. Only within the 
past decade, however, has it been given a general place in 
tax systems. Within the space of a few years it has developed 
from a subject of classroom discussion to a major source of 
tax revenue for many countries. Only England and the 
United States, of the greater national states, have been re
luctant to employ it. 

In the United States, neither the Federal Government nor 
most of the state governments make present use of the gen
eral sales or turnover tax in their tax systems. Whether or 
not the Federal Government or the state and local govern
ments should levy such a tax in the future depends upon the 
constitutional, the economic, the administrative and the rev
enue characteristics of the tax. 

POSSIBILITIES OF FEDERAL TUR.NOVER. TAXATION 

Under the United States federal system of government, 
many taxes may be levied by eith~ the Federal Government 
or by the state and local governments, or by both concur
ren tly. The general sales or turnover tax is one of these 
taxes. Different considerations govern,however, according to 
whether such a tax is levied by the Federal Government or 
by the state or local governments. It is, therefore, advisable 
to consider the two cases separately. 

COlUtituJiO"a1 Co"sidmlliolU 
Few constitutional restrictions are placed on the federal 

powers of taxation, and these few would not prevent the 
lSI 
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levying of a general sales or turnover tax. The Federal Gov
ernment could make such a levy as a tax on the privilege 
or act of doing business; or, more narrowly, as a tax on the 
act of manufacturing and extractive production; or finally, as 
a tax in the nature of an excise on sales transactions in gen
eral or on some particular aspect of the sales transaction. 

Constitutional obstacles might arise if it were desired to 
extend a turnover tax collected from the seller to the export 
or import of goods and commodities. The taxation or the 
act of exportation is specifically forbidden by the Federal 
Constitution. Importation may be freely taxed, but the 
seller of the commodities, who would be liable under a 
federal turnover tax, could not be reached by the tax law 
because of his foreign residence. For economic reasons, how
ever, it would be inexpedient to tax the act of exportation 
under a gener~ sales or turnover tax, so that the constitu
tional difficulty here is not important. The act of importa
tion could always be reached by a separate, supplementary 
import turnover duty collected on the occasion of the entry 
of the goods into the country. 

Economic Considerations 
The tendency of a general sales or turnover tax levied by 

the Federal Government would be to raise by the amount of 
the tax the prices of most articles purchased by consumers. 
By reducing consumers' purchasing power, a general sales 
or turnover tax would redistribute consumers' demand, in 
general decreasing the demand for various luxuries and non
essentials. In the long run, this decrease in the demand of 
these luxuries would lead to a corresponding contraction of 
their supply. To what extent this change would result in in
creased prices for these luxuries would depend upon the cir
cumstances of their production. This general rule must be 
qualified by several particular exceptions. 

For a period after the imposition of a general sales or 
turnover tax, while consumers' demand in affected luxury 
lines was decreasing. the producers of these articles might seek 
to maintain their markets by retaining their original prices, 
despite the tax, or even by cutting the price. During this 
period of adjustment, until supply and demand in the af-
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fected lines had found a new price equilibrium, the producers 
and dealers of these articles would pro!>ably suffer reduced 
profits or outright losses. -

If a general sales or turnover tax were levied during a 
period of economic depression, when demand was dull and 
prices were perhaps declining, producers and dealers might 
find it impossible to add the tax to their prices without 
further checking purchases, and the tax would fall upon. 
them, possibly adding to their losses. Conversely, during 
a boom period when producers and dealers were grasping at 
all excuses to increase their prices, the impositiolJ of a gen
eral sales or turnover tax might result In price increases 
larger than the tax paid by the producers and dealers. Both 
of these phenomena, it should be realized, would be tem
porary in their nature. 

Many articles are marketed at standard. prices, so rigid 
that they will withstand even broad fluctuations in the 
general price level. A tax levied on their production and 
sale, particularly if the amount of the tax were small in 
proportion to their prices, could not conveniently be added 
to these prices, but for a time, at least, would be absorbed by 
the producers and dealers as a reduction of their profits. In 
the long run, it is probable that adjustments in the quantity 
or quality sold at the fixed price would take the tax into 
account. 

A multiple-turnover tax-one that is levied on an article 
more than once in its progress from initial producer to con
sumer-would tend to discriminate between articles as to 
the proportion of the pyramided tax to the retail selling price. 
These discriminations would tend to reduce consumers' 
demand for those articles burdened more than the average 
and to increase it for those burdened less than the average. 
Over a short period of time the differences in tax burdens on 
various commodities would be likely to result either in 
losses or special profits to producers and dealers. In the 
long run, a new market equilibrium would be set up, but 
whether the new prices were higher or lower by the exact 
amount of the tax discrimination, or whether they exceeded 
or fell short of this figure. would depend on the relative 
elasticities of the demand and of the supply of each com-
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modity involved in the discrimination. This problem would 
not arise with the retail sales tax, by which all articles bear a 
tax burden proportional to their retail sales price. 

As to producers, a multiple-turnover tax would naturally 
tend to place a discriminatory tax burden on series of inde
pendent-process concerns which compete with multiple-proc
ess concerns combining many productive and distributive 
processes. The latter would pay only a single tax on their 
output. The output of the former would be taxed a number 
of times, since a sale would mark each process. The Austrian 
system of consolidating the pyramided tax on each article to 
a single rate, to be paid alike by the multiple-process concern 
and by the series of independent-process concerns, would 
probably be inapplicable to a turnover tax in the United 
States because of the administrative complexity it would 
introduce, though there are possibilities in its employment 
for a limited list of standardized articles. The effect of 
this discrimination would be to throw a special unshiftable 
tax burden on independent-process concerns, reducing their 
profits, and adding a further inducement to industrial and 
distributive consolidations. This problem would not arise 
in the case of single-turnover taxes, such as the production 
tax or the retail sales tax. 

Social Considerations 
Since'the general tendency of a general sales or turnover 

tax would be to increase the prices of all goods purchased by 
consumers by approximately the amount of the tax, it might 
be viewed as a tax on, or proportioned to, consumption. The 
consumption expenditures of the poorer classes absorb a 
larger part of their income than do the consumption expendi
tures of the richer classes. Moreover, a larger proportion of 
the expenditures of the richer classes are for services, which 
are not taxed under many forms of the general sales or turn
over tax. Therefore, in proportion to income, a general 
sales or turnover tax would bear more heavily on the poorer 
classes than on the richer classes. 

This tendency of a general sales or turnover tax runs 
counter to currently accepted political and social beliefs. 
From a political point of view, this circumstance limits the 
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application of the tax. A federal. general sales or ,turnover 
tax, standing by itself, would probably fail to obtainlegis
lative support because of its social effects. Combined with 
some other tax, such as a graduated personal income tax 
with large exemptions, which imposes heavy burdens on the 
rich classes, and light burdens, or noburdenatall,on the poor 
classes, it might find support. The social expediency of a 
federal turnover tax would depend on the complexion of the 
rest of the federal tax system. 

The burden of a general sales or turnover tax upon the 
poorer classes might be lessened in two ways. A luxury 
turnover tax might be levied on the production or retail 
sale of articles purchased exclusively by the rich. If the 
scope of such a supplementary luxury tax were broad enough, 
if its rates were heavy enough, and if it were certain to be 
shifted in its entirety to wealthy consumers, such a sup.. 
plementary tax might radically alter the social character of a 
general sales or turnover tax. The luxury turnover tax, 
however, has in several cases proved administratively im
practicable, and, in addition, there are serious doubts that 
Its burden actually falls in any large part on the wealthy 
consumers it is intended to reach. 

An alternative method of lightening the burden of a gen
eral sales or turnover tax on the poorer . classes would be 
to exempt the sale of foodstuffs and other necessities of life 
from the operation of the tax, or at least to tax them at a 
special low rate. Purchases of these necessities represent a 
larger proportion of the consumption expenditures of the 
poor classes than of the rich. Consequently, the exemption 
would be a major benefit to the poor classes, but would have 
only a minor effect ul'Dn the rich •. Against the social benefit 
of such an exemptlon, however. must be weighed the 
administrative disadvantages which it would entail • 

.tItI",j"jsInliDl ConsitlmuiOllS 
A federal general turnover tax with a uniform rate applied 

to all sales made and all services performed in regular lines 
of business would be the least difficult of all forms of federal 
turnover taxes to administer. except for the problem of a 
multiplicity of small returDS. Since every type of business 
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activity would come under it, there would be no problem of 
hairline exemptions or exceptions. Since all commodities and 
services would be subject to the tax, taxpayers would not be 
induced to juggle their accounts so that taxable sales would 
appear in the non-taxable list. Keeping a record of total 
sales would not impose a special accounting burden on most 
taxpayers, and it would be an item easy for the administr~ 
tion to check in most cases. 

Any and every divergence from this uniform type of tax 
would add to the burden of administration and would open 
possibilities of avoidance and evasion. A commodity trans
fer tax, not extended to the performance of services, would 
raise the question of when a sale involved a commodity or 
article and when it covered the performance of a business 
service. Where doubt existed, taxpayers might claim that 
they sold services, not articles, and the administration would 
have to be ever on the alert to prevent such escape. A pro
duction tax, intended to be levied on all commodities once 
and once only in the course of their production, would involve 
a complicated system of licensing producers and dealers, and 
would impose upon them a heavy burden of accounting. A 
retail sales tax would necessitate a constant check to reach 
wholesalers and manufacturers who made retail as well as 
wholesale sales. 

Exceptions or exemptions as to commodities subject to the 
tax would produce administrative difficulties of a different 
order, but no less serious. If necessities,or any other category 
of articles, were exempted, each producer and dealer would 
have to keep a double set of accounts, one for taxable sales, 
the other for non-taxable transactions. Deliberate or unin
tentional misclassification of sales as between the taxable 
and non-taxable groups would be very difficult for the ad.
ministration to detect or to prove. An open invitation would 
thus be given to fraud. 

A general sales or turnover tax, like any other tax with 
a broad base, would raise the question of a multiplicity of 
returns from small manufacturers and dealers, covering tax 
payments of such small amounts that filing and checking 
them would cost more than the revenue received. A small 
minimum exemption, from Sl,OOO to SS,ooo, according to the 
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rate of the tax, would eliminate a large proportion of these 
returns. Such an exemption, however, would offer an oppor
tunity for evasion, since many producers and dealers would 
fail to make returns, and, with no record of their existence, it 
would be difficult, if not impossible, to bring their evasion 
to light. If, instead of being allowed an outright exemption, 
they were required to report their existence and accompany 
the report with a minimum flat tax, $10 or $25, according 
to the rate of the tax and the minimum turnover to be re
ported, the administrative problem, would be simplified. 

Revenue Considerations 
At the present time (1929) the Federal Government is not 

seeking new sources of tax revenue. Instead, there is still 
talk of further reductions of the rates of the existing federal 
taxes. There is little probability of adding a general sales or 
turnover tax to the present federal tax system. Political 
considerations and the administrative inadvisability of sub
stituting a new untried tax for one already established and 
accepted, oppose the levying of a general sales or turnover 
tax in place of one of the present federal taxes. 

It is not inconceivable, however, that in the future the 
Federal Government may find that it requires more tax 
revenue than the existing tax system can raise. In such 
case, a federal general sales or turnover tax would not be 
beyond consideration. 

The yield of a federal general sales or turnover tax would 
depend on the economic circumstances of the country, 
on the scope of the tax, and on its rate. In 1921, estimates of 
the yield of a 1% federal commodity transfer tax ranged be
tween $1,700 millions and $6,720 millions, the lower esti
mates probably being the more accurate. It was calculated 
at the time that a federal production tax would give $759 
millions. 

POSSIBILITIES 01' STATE AND LocAL TURNOVER. TAXATION 

Many of the factors considered in connection with the 
levy of a general sales or turnover tax by the Federal Govern
ment apply with equal force to the levy of such taxes by the 
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state and local governments. Certain issues, peculiar to 
state and local turnover taxation, however, deserve special 
notice. 

Constitutional Considerations 
Specific or implied limitations of the Federal Constitution 

restrict the powers of the state and local governments to 
levy general sales or turnover taxes. The federal courts are 
strict in their application of these limitations. 

A production tax can be levied by a state or city with.. 
out conflicting with any federal constitutional limitations, 
the taxable value of the goods being determined by their 
sales price, irrespective of whether the goods are subse
quently sold to customers within or outside the taxing state. 
If a state or local turnover tax is levied as a tax on the 
privilege or act of doing business, and if the attempt is made 
to collect the tax on sales made to customers located outside 
the taxing state, the tax is unconstitutional as interfering 
with interstate commerce. The states and cities ,at present 
levying turnover taxes on business enterprise avoid this 
difficulty by levying the tax on manufacturers and extractive 
enterprise as a tax on the act of production, and by limiting 
the tax on merchants to their intrastate sales. It is possible 
that the sales of merchants to customers located outside the 
state might be brought under the tax if, instead of collecting 
it on their sales, the tax were collected on the value of the 
goods held in stock for sale. 

No state or city has yet deliberately levied a general sales 
or turnover tax upon the actof sale as such. A turnover tax 
of this type might be held to be interference with interstate 
commerce and hence unconstitutional. If the tax statute 
were so worded, however, that the tax was levied on the 
transfer of title of the goods sold, and the amount of the tax 
was measured by the value of the goods at this transfer of 
title, there is a possibility that the tax might be upheld by 
thecourts. 

Of course, any state or local turnover tax would have to 
conform with the provisions of the state constitution under 
which it was levied, but most state constitutions would not 
present any bar to the levy of such a tax. 
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Economic Considerations 
If a state or city levied an}' other form of general sales or 

turnover tax than a retail sales tax, there is a strong prob
ability that it would not be entirely shifted. Types of indus
trial or business enterprise such as wholesale merchandizing, 
which have large turnovers in proportion to invested capital, 
would find themselves in competition with lower-taxed rivals 
in other states and would have to absorb the tax themselves. 
The setting oflower tax rates for such types of enterprise, as 
is done in the West Virginia tax, would relieve this discrimi
nation. 

Moreover, individual concerns in all lines with turnovers 
relatively larger than the average would also find that they 
bore a heavier tax burden than their competitors in states or 
cities which do not levy turnover taxes. Such concerns would 
have to bear the difference in tax burdens as a reduction of 
their profits. There appears to be no practicable means by 
which this discrimination of a state or city turnover tax can 
be avoided. 

Social Considerations 
That a state or city turnover tax is not shifted as consis

tentlyas is a federal turnover tax does not seriously modify its 
social aspect. A state or city turnover tax also bears more 
heavily on the poorer classes than on the rich. It is frequently 
held that the state and local tax systems as a whole have a 
marked tendency in this direction already. The superimposi
tion of state or local turnover taxes without any modifying 
adjustments would probably exaggerate this tendency. For 
this reason the levy of a state or local turnover tax should 
probably be coupled with the levy of other taxes, such as a 
personal income tax with graduated rates, whose effect would 
be to offset the discrimination of a general sales or turnover 
tax against the poorer classes. Another application of the 
turnover tax which might find popular support would be the 
use of it as a substitute, wholly or in part, for other state or 
local taxes whose social effectsare similar to thoseof the turn
over tax but which suffer from greater administrative dis
advantages. 
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ddminislrativeConsiderations 
Except in the cases of production taxes or retail sales taxes, 

s.tate or city turnover taxes involve certain discriminations, 
introduced for economic or legal reasons, which magnify their 
administrative problems. Because there is a strong probabil
itythat state or city turnover taxes bearing on wholesale mer
chandizing will not be completely shifted, it is common to fix 
a lower rate on such enterprise than on manufacturing or 
retail merchandizing. In many cases the distinction between 
manufacturing and wholesale merchandizing, or between 
wholesale and retail trade, is very fine. The taxpayers, of 
course; are alert to give themselves the benefit of any doubt. 
The administration is caUed upon for additional activity to 
keep this avenue of evasion closed. 

Because of the limitations of the Federal Constitution, cer
tain kinds of state or city turnover taxes can not be extended 
to sales made by merchants to customers residing outside of 
the state or taxing jurisdiction. Such merchants must classify 
their sales in the two categories of taxable intrastate sales and 
non-taxable interstate sales. They report and are taxed on 
the former only. The opportunity given for concealing tax
able sales among the non-taxable sales necessitates an ad
ditional amount of administrative supervision. 

Revenue· Considerations 
The revenue possibilities of the tax are indif=ated by the 

yield of the West Virginia Business Occupation Tax, which, 
despite an excessively large exemption, produced more than 
four million doUars of revenue in the fiscal year 1926-1927, 
or nearly one-fourth of the total tax revenue of the state. 
The pressure of expenditures and outlays on existing state 
and local revenue systems is a serious problem in many states. 
It is possible that, its practicability assured and due aUow
ance being made for the social distribution of its general bur
den, the states, and possibly city governments, will turn in 
growing numbers to the general sales tax as a fresh source 
of revenue. 
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APPENDIX I 
... FOREIGN GENERAL SALES OR TURNOVER TAXES 

"'The pressure of financing during the World War and the post-war years 
compelled the European countries, particularly the belligerent powers, to 
strain their revenue resources to the uttermost. The general sales or turn
over tax was hailed by the hard pressed treasuries of these countries as an 
avenue of salvation. Germany-and France levied turnover taxes during 
the war years. All the major European countries except England, and 
a luge proportion of the smaller atatea, have resorted to general sal .. 
or turnover taxes in the succeeding years; some of these turnover 
taxes were repealed after short trial, but most have continued in foree 
down to the present time. General or partial turnover taxes have been 
continued or recently enacted in several of the Latin American countries 
and in Canada. W,th few exceptions the foreign general sales or turn
over taxes in force today are I ... than a decade old. 

Although the present practice of general sales or turnover taxation is 
relatively novel, the principle has a long history behind it. This early 
experience was heavily drawn upon in the arguments for and against the 
modem taxes, and it was not without inlluence upon their forms and 
characteristics. ...-. ~. 

TuRIIOVIi:t. TAX"S puo" TO THB WORLD WAR 

Among their many and interesting &seal experiments, the ancient Greek 
and Roman civiliutions tried rudimentary forms of turnover taxation. 
Feudal exactions comparable in form and effect with general sales or turn
over taxes were prevalent throughout the Middle Ages. Turnover taxes 
became a major element in the early Spanish and Freneh national states. 
Sporadic examples appeared in the Ninel;eenth Century. 

An,it", Gt.....J Silks ... 7'wrt._ T...,s -
-' Market transfer tax~ with ratea dift'erentiated according to the c0m

modities sold, existed in many of the Greek city-states; since practically 
all retail sales were transacted at these city msrltets, these taxes had the 
elFect of retail sales tans. To provide funds for the protection of c0m

merce, an iml"'!tallt function of the Greek city-states, heavy transfer 
taxes were leVIed on the sales of wholesale merchants.. It is not probable 
that these two itto of taxes were considered as forming a system of peral 
sales taxation.' Their elfec:t, however, was in this direction. With the 
political and commercial collapse of the Greek city-states, these tumDftr 

taxes disappeared; at least, there is no record of their later collection. 
'Gnbo_, -Gcvbich ... cIcr U __ ,· pp. 17-33. 

163 



164 GENERAL SALES OR TURNOVER TAXATION 

The Emperor Augustus instituted a 1% Roman turnover taX in 9 A.D., 
under the name eent"ima rlt'Um Pm,,/ium, to cover hi. heavy military ex
penditures.' The tax probably applied only to goods sold at auction, but 
this was the customary Roman method of marketing all commodities ex
cept articles of domestic consumption, 10 that the tax was broad in ita 
application. In the year 17 A.D. the Emperor Tiberiua reduced the rate 
one-half. The 1% rate was later restored and atiD later doubled. 

Records of the continuation of the tax are fragmentary. It was still 
levied during the reign of Nero. The same or a aimilar tax was collected 
under the Emperor Constantine and pasaed into the tax system of the 
Byzantine Empire, where it was employed by the Emperor Justinian. By 
thi. period, however, many exemptiona had been allowed, there was 
pressure for more, and the effectiveness of the tax was weakening. 

TAl M,tli_/ TurnDtJer T """ 
From the Eighth to the Twelfth Centuries, the commerce of Europe was 

transacted almost exclusively at fain held under the protection of feudal 
lords. The sales made at these fairs were taxed. There is evidence that 
certain types of sales and certain individuals were exempted. These ta_ 
were sometimes paid in coin, but more often in kind. 

Mter the Twelfth Century, turnover taut dev~ in the Italian, 
French, German, Flemish and Spanish commercial c,ti ... The revenue 
from these taxes was divided between the city treasuries and the feudal 
overlords of the cities. These turnover taxes were in the form of specific 
levies on the sales of individual commodities • 

• 
~ Early FrmcA Natiotl4l Tumo,," T"" 

As the French kings acquited power on a national scope during the later 
Middle Ages, they sought to build up a national revenue. The local turn
over taut existing in the commercial towns suggested the possibility of • 
turnover tax of national application. In 1292, King Philip the Fair levied 
• tax of t\ % on aU sales and purchases except small sales and those of 
foodstuff... In 1314 the rate was raised to 25%. There .. as strong opposi
tion to this tax and some of the French commercial towns, by lump sum 
payments, bought themselves free of it. 

Mter Philip's death the rate of the turnover tax .. as lowered. Increasing 
exemptions were allowed. By the middle of the Fourteenth Century the 
tax had lost its national character and was levied independendy and at 
varying rates in the different provinces. In Paris, in 1386, it reached • 
height of 7.50/... By the Fifteenth Century many of these provincial turn
over taxes had disappeared. 

Once again, from J640 to 1643, a national turnover tax was levied in 
France. The rate was 50/... Popular opposition was great, and the tax 
was discarded after three yean' trial.. 

I1W1 .. pp. 70-106; Selig......, "Stadia ill Pablic Y .......... W pp. 124-125. 
• See, CamiDe RooMr, "Traiti ~ae .. pratiqae de IEgislarioa fiKaJe," Patio, 

1926, Vol I, Po 45; Allis ODd ~ La tue .... Ie chiHre d'oJFaira," pp.I-2. 
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TM Sp""i," II/e"""/,, 
The Spanish kings similarly adapted the municipal turnovet taxes of the 

Spanish cities to their national ends. In 1342 the council (eorll.) of 
Burgos granted the revenue from a 5% turnovet tax ("Ie"",,/,,) to the king 
of Castile for his military opetations. Othet cities followed suit. There
aftet, these city turnovet taxes Wete a basic element of the Castilian royal 
revenues, and with the establishment of the Spanish kingdom they took 
on the charactet of a national tax.' As the royal treasury declined in 
the Sixteenth Century, the rate of iIIe t~ was increased, until from 1576 
to 1584 it was 20%. Theteaftet it was held to about 10%. During the 
Seventeenth Century an innovation wa. introduced by the levy of an 
additional tax on retail .ales. 

In principle, all goods, irrespective of what social class produced them, 
Wete to be taxed. In practice, the sales of goods produced on the estates 
of the King and of the Church Wete exempted. So, also, Wete the .a1es of 
foodstuffs and of cettain hun ting accessones. 

Artet a long investigation by a royal commission, the Spanish turnovet 
tax was reformed in 1785. The administration, previously very lax, was 
strengthened. It was now provided, moreoVet, that the tax should apply 
only at the initial transfet of goods. The rate for most articles was fixed 
at 2%; catde sales Wete taxed 4%; the tax on imported luxuries was fixed 
at 10%. 

The weakness of the Spanish powet during the succeeding decades re
sulted in the collapse of this well-mtentioned system. In some parts of the 
kingdom the tumoVet tax disappeared entirely or was replaced by lump 
8um payments. Elsewhete, the rates were increased. The Spanish turn
oVet tax was finally abolished in 1819. 

\...TM llle"oJ. i. Sp.",i,,, lI..me" 
Throughout the Sixteenth Century the Spanish crown urged the intro

duction of the MelioMli into the Spanish colonies, but the opposition of the 
colonists delayed this step until the end of the century.' The tax was 
established in New Spain In 1574, in Guatemala in 1576, is.PotU in 1591, 
and later in Quito. The rate was 2% (after 1637,4% in the northern 
provin=). It was often compounded by.the towns.. 

Planters and rancheta reported their aales to the collectors three times a 
year. Itinetant metchants and those making incidental aales had to 
report their sales within twenty..four houn. 

tMB_T_ ....... Tu 
In 1863 the free city of Bremen levied a,\% tax on aales." A specified 

list of articles .... exempted, as well as aales l,IDounting to I ... than 50 
I Geron de Uz • "The 'I'h«wy and Prac~ oIO>mmerce and Maritime 

Alfain,. ~ onnsl'"':lo... Londo., 1751, Vol I, p. 'Itt Louis BaudiD. "Ulle 
andtte cle .. ..,.. sur Ie chilJre cI'aI£aires: 1 alcabala _pol •• _ Polilitw • 
P .... _. Vol 112, pp. t29-439. 

'e. H. Bon • "The Earl SpoIIisb Coloma! EsdIai-.-"'_ H,-"", 
IInUw, Vol ~1l. pp. 71l6-~7. 

I G ... t.oww. "GcocIaichte cIer U_ ... _.- pp. 188-191. 
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thalers in the course of a day. The merc:hantl of Bremen complained that 
this tax placed them at a competitive disadvantage with the merc:hantl of 
other patti of Germany, and the tas w .. abolished in 1884. 

THX MODERIf GERHAIf TURlfOVEIl TAXES 

Germany w .. the first of the European powers to experiment with, and 
apply, the principles of general sales or turnover taxation in the Twentieth 
Century. 

;J'1Ie Commodity Transfer Stamp T"" of 1916 
...- In 1916 the Imperial Administration gave thought to the poasibility of a 

general payments tax-a universal tas on transfers of money, checks and 
all other means of monetary or credit payment.' Thi. proposal w .. early 
abandoned in favor of a turnover tax based on commodity transfers. The 
tax law of June 26, 1916 provided for a c:ommodity transfer .tamp tax 
(lI'armumsfllzstunpelsteuer) with a rate of 0.1%. This tax w ... ".tamp 
tax" in name only. In the case ofbutin ... concerns, the tax w .. based on 
an annual return of saIeo, with an exemption of M. 3,000 allowed. In , 
the case of individuals, only transfers with a value in excess of M. 100 ~ 
were taxed. In these cases the tax w .. collected through a revenue .tamp 
attached to the instrument of sale. Only the transfers of commodities 
were taxable under this 1916 law; transfers of landed property, separately 
taxable, did not come under the commodity transfer .tamp tax, nor did 
servic:.ea.1 

n.. GnMtIl Turn ..... T"" of 1918 
The further development of the 1916 tax was borne in mind from thevery 

beginning. In Reichstag diecuttions and in private publications there 
were proposals for tpeciaI taxes on the first transfer of commodities, on the 
&ale of raw materials, and on final retail saIeo to the ultimate c:onsumer. A 
propoaal for • special sales tax on the final purchase of luxury' articles came 
up in the Reichstag in 1917, but failed of passage. After tenOI1I c0nsidera
tion, the administration determined upon a general turnover tax CUms_ 
steuer) at a 0,5% rate, covering services .. well at the transfb- of eom
modities, coopled with special taxes on the retail aale of luxuries, with ratel 
between 111% and 20%,- These proposals were put before the Reichstag in 
April, 1918, together with proposals for eleven other specific levies-a beer 
excise, a wine excise, and 10 forth. The opposition of the tociaJ radiealt 
.... fruitless. The only important deviation from the original administra-

I R. van da- Borght, "Die d<aachen KJ' s ..... ' __ 1916," Fi_ 
4rc1tio, 1916, pp. 7~756. 

• JCJlwuaPopin, "GcKtzibereineo w ................ """P<i_26.J...,;, 1916,
'""""' Ms 8"","""", 1920, pp. 325-J3l. 

'R. van da- Borght,"Die d<abCben ~ .... _ 0'011 1918,· Fi_ 
Ardtio, 1919, pp. 267-285; A-"och,"Die Las_...-," ZriIl<hriJt!",/iI 
~ 8_tsnu</wft, 1921, pp. 123-133; Alzada c-...k, "T __ ill die 

_ Sa ..... N_ r ..... 1929, pp. 124-130. 
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'tion proposal was that a single rate of 10% on the retail sales of lumries 
was agre.d upon, instead of the graduated rates of the original proposal. 
The law as p .... d was to be eWective August I, 1918, and it was provid. 
ed that the tax should continue in operation for five years. 

This German turnover tax of 1918 deserves special consideration, for it 

\ 

is the earliest and most clearly thought-out example of a general turnover 
tax in modern tax history. The basis of this turnover tax was .. business 
activity," irres~tive of whether it resulted in commodities in a finished 
atate, commodIties in an unfinished state, or services. The elements of 
this concept of" taxable business activity were (1) • continuing, legal 
business or industrial activity (thus excluding incidental sales by individ. 
uals), (2) conducted for profit (thus excluding the distribution of commodi. 
ties or the performance of services at cost or less than cost by charitable 
organizations and the activity of cooperative associations), (3) of an inde
pendent character (thus excluding the services of employees working for 
wages or salaries), and (4) not appertaining to the liberal professions.' 
Consumption by producers or tradesmen of their own stock was made a 
taxable transfer by law, but a special exemption of M. 2,000 was allowed 
on such personal consumption. 

For special reasons, certain types of transfer were not made subject to 
the turnover tax. Exports were exempted, in order to reduce the tal< handi. 
cap on German goods in foreign markets. Mainly because of the special 
circumstances of Germany's economic situation during .the /irst years of 
the post.war period, the importation of commodities was exempted from 
the turnover tax. The /irst transfer of such commodities after importation 
was also exempted, unless this was a retail sal .. with a view to protecting 
domestic importen from the indirect discrimination of the turnover tal< 
against them and in favor of foreign exporters. For general economic con. 
siderations, transfers of the precious metals were exempted from the tax. 
The transfer of securities and credit instruments, transfers of land and 
leases (except of furnished rooms and movables), transportation, lotteries 
and insurance were excluded from the taL These excluded transfers and 
services, however, were already taxed by independent transfer taxes; 
their exclusion from the general turnover tax was only to avoid double 
taxation. Finally, a general minimum annual exemption of M. 3,000 
.... allowed. 

The basis of the 10% lumry tax .... ~d. On the one hand a speci
lied list of obviously lumry articles, such as jewelry, furs, antique furni
ture, and so forth, was subjected to this taL In addition, commodities 
that in general would be classified as necessities and .....w.ecessities, but 
which were of special quality, were held to be luxuries and subjected to 
the taL There was also a ~d division in the administratioa of this 
luxury taL On a specified list of luxury articles the tax .... c:oI\ected as 
an excise from the producer (H",*IkrsInur), and all later ..... of such 
commodities were subject only to the rate of the general _ tax. 

'101wmeo Popits, -1: ___ U_ ... _ ,. _ 26- Ja&. 1911,-
Ber\1n, 1918, P\>o.50 IF.; aIoo, Popits, .. Du (ah.) lJ ....... te=s a ... 26-
J.w, 1918, .. 7-.' s-.... 19lO, PI>-~ 
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In all cases not covered by this specified lilt. the tax .... coDected .. a 
retail sales tax (KkinlumtkISielUr). 

Modijicali01U oj 1M 1918 T"" 
Before the fuD eft'ects of the 1918 turnover tax could be determined, an 

upward revision .... made by the finance la .. of December 24, 1919,' of 
.. hich the left wing parties, now controUing the Reichstag and desperately 
striving to avert national bankruptcy, .. ere the proponents. The rate of 
the general turnover tax .... raised from 0.5% to 1.5%, and that of the 
luxury tax from 10% to 15%. The exemption of the liberal profession. 
was abandoned with the exception of doctors paid out of govern.. 
mental funds. The minimum exemptions of the 19181a .. were abolished. 
In their place an anomalous rebate w .. aUowed to those merchants paying 
the tax who had dependent children under the age of sixteen. This rebate 
was graduated direcdy according to the number of the merchant's children, 
and inversely according to his annual net earnings. The general scheme of 
this tax .. as further rounded out by the imposition of a .pecial tax on pub. 
Iished advertisements, with rates graduated from 10% to 19,?,,,, and by the 
imposition of a tax on the renting of lodgings and furnished rooms. 

Minor modifications of the German turnover tax were made in 1920, the 
most important being the abolition of the special rebate bued on depen
dent children. By a revision of April I, 1922, the rate of the general turn
over tax .... increased to 2%, the increase beginning retroactively January 
1,1922. Later amendments in 1922 and 1923 raised the rate of the tax to 
2.5%, beginning with January, 1924, taxed and aubtequendy untaxed elOo 

port sales, brought auxiliary import business uoder the tax, and exteoded 
the scope of the luxury and advertisement taxes. Provision .... also made, 
in vi ... of the Auctuating value of the mark, for the calculation of the tax 
in gold marks.s 

ReJ1I£Iion oj lhe GnuraJ T_ T"" 
By the later months of 1924, Germany'. fiscal crisis .... paaaing, and a 

thought could be given to queationa of tax reduction. It .... widely felt 
that a 2.5% general turnover tax placed a heavy burden both on German 
industry and on German living conditions; in particular, the inchsaion of 
the tax on export values .... believed to injure Germany'. position in 
international trade.S Execntive decrees in the cIuaing months of 1924 and 
the opening months of 192!i reduced the rate of the general turnover t:'x, 
first to 2,?,,,, operative from October I, 1924, and then to 1.5,?,,,, operaave 
from January I, 1m. At the aame time, the rate of the lumry tax 
.... lowered to 10%. 

• 1""""- Popitz, "Dao <neue) U ...... aa"'_.-........ :u. Dezember, 1919,w 
7Mmtd. tie, SfIfIerr«"'" 1920, pp. ~J69; R. y .. der 1lorPr, M Die R.icJIa. 
...... 8 __ 1919/20, n Fm- .t,.1riI, 1920, pp. _7. 
sRoIf~, "Dao Umoata ...... tdar,· 7"""'"" tie, 8_,,,,,, 1m. 

pp. 209-295. 
• Lather, "DeabduiI'r, n p. 2. 



APPENDIX I 169 

Incre .. ing pressure w .. now being Drought in favor of a further lowering 
of the rate of the turnover tax, if not for its complete abolition;' The organ
izations of whol .. ale merchants were particularly active in this movement. 
I t is not surprising, therefore, that the great fiscal reform of the summer 
of 1925 included a further reduction of the turnover tax.' The rate of the 
general turnover tax w .. cut, first to 1.25% and later to 1%; the rate of 
the luxury tax w .. reduced to 7.5%. Allain, in 1926, the rate of the turn
over tax w .. reduced.' It w" the d .. ,re of the administration to bring 
the rate of the general turnover tax down to 0.5%, but the Reichstag set 
the rate of the general turnover tax at 0.75%, and the luxury turnover tax 
.... aboliahed outright. At the same time; the servic .. and productions of 
&Cholara, artists and authors were exempted from the tax when the annual 
turnover total for the individual w .. under M. 6,000. Farm produce 
consumed by the agriculturist and his family w .. exempted. No further 
change in the rat .. or general character of the till[ h .. been made 
since 1926. 

¥i,14 of 1M C-"" Tllm ..... T"",. 
During its early years, the yield of the turnover tax proved a severe 

disappointment to the German tre .. ury authoriti ... • When the proP"""! 
for the 1916 turnover stamp tax .... before the Reichstag, it .... prediCted 
that the annual yield .. ould be M. 225 millions. During the twenty-twn 
months of its operation, the tax produced only M. 221 miUions. The 1918 
tax .... expected to yield M. 1,200 miUions annually for the national 
treasury, exclusive of the 15% of the total yield earmarked to the states 
and the local governments. It .... soon seen that this expectation would 
not be realized, and in the 1919 national budget only M. 960 miUions .. ere 
attributed to the turnover tax. The total receipts for the fiscal year ended 
March 31,1920were M.803.7 millions, of .. hich 15% paasec!. to the states 
and localities. However, with improving administration of the tax, with 
increasing rates, and with the progressive economic rec:overy of German 
industry and busin .... the yield of the turnover tax, both absolutely and 
relative to the total national revenue of .Germany, mounted, .. ahown in 
Table 7. The year of greatest relative yield .... from April, 1924 through 
March, 1925, .. hen the general turnover tax plus the luxury taxes pr0-
duced R.M. 1,913.6 miUions, 27.5% of the federal internal revenue and 
26.2% of the federal government's total tax revenue. The reductions of 
the rates of the tax after 1924 and the abolition of the luxury turnover tax 
reduced the annual yield, and since 1926 it has been under R. M. 1,000 
millions. 

• See Rolf Grabower, "Die DurohfUhruns d .. Umsa ... _ ia";" Nachbu. 
lindem Deutachlands,· s..-1IJIIl1I'ittsc"-/t, VoL IV, po 1772. 

'Rolf Grabower, "Dot U ........ _.tcht," "J1IIriw4" SA_, ,,",192S, 
PI'- .15-4S8. 

• 101.,. VehIow. "Die U ......... _.· ill G-. S ....... "Handbuch des Rcic:ho
Itwe,rcd" .. • Bali ... 1927. PI'- 576-6.58. 

• Robert Kunyaski, "En Reichsfina_ Rir 1920, ·Recht aad Staat ia 
Gochichte aad Gt:aa>orart, Vol. 17, Tii",-" 1920, po t9. 



TABLE 7: RECEIPTS FROM THE GEllMAN TURNOVER TAXES, FISCAL YEARS 1921 TO 1929 

T .. 

AlIK,mtine UOl.l.ta .. 
lteuer .....•.... . .. .. 

ErhOhte Umlltuteuer .. .. 
Total turnovor till" M.4,200.1 M.11,195.2 

Total federal internal 
revenut ...••..• . 41,715.0 81,437.9 

Totel federal to 
revenue . ........ 46 102.1 .. 

"roportlon or tutll 
turnover tax. ftU 

Total fed.tel internal 
revenue ....• .... 10.1 13.7 

Total federal t ... 
revenue . ........ 9.1 .. 

(Source. 1I'irl"Aojl Noll SllJIillik) 

.. .. R.M.I,794.5 

.. .. 119.1 

M.228,537 G.M. 601.0 R.M.I,913.6 

1,262,924 1,496.1 6,955.3 

I 545328 1,626.1 7,311.7 

P,.C,o' 

18.1 40.6 27.S 

14.' 37.4 26.2 

UI.I,338.3 R.M. 864.7 
77.7 10.8 

R.M.I,416.0 R.M. 875.5 

6,265.1 6,233.3 

6,156.1 7,173.7 

22.6 14.0 

20.7 12.2 

R.M. In.6 

R.M. 177.6 

7,239.4 

8,490.4 

12.1 

10.4 

April. 1928 
to 

M.Kb,I92:9 

~.M. 999.8 

R.M. 999.1 

7,911.2 

9,022.7 

12.6 

11.1 
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~aE"CH TUlUIDVER TAXES 

In the spring of 1914 a special funited retail sales tax was enacted in 
France. With the idea of checking the encroachments of large merchan
dizing establishments upon small enterprises, the tax law of March 29,1914 
established a special progressive tax upon the sales of retailers with an 
annual turnover in excess of a million franca. The rate was 1.2% on the 
first million franca, or fraction of a million francs, over an annual turnover of 
a million franca, and increased with each million franca to 6% on the excess 
over fr. 200 millions. These rates were reduced in 1917 when the retail 
aales tu was levied. 

This tax, though always subject to severe eriticism, has persisted down 
to the present. In 1923, the year of ita greatest yield, thIS tax produced 
&. 27.5 millions of revenue, coUected from 1,819 firms. It is of consider
able importance in the history of French turn .... taxation, however, since 
it was often referred to in the debates on the 1917 turnover tax, and un
doubtedly influenced the form eventually given to this tax. 

T..w IUI.if Silk, T ..... of /91'1 
The first suggestions for a broad turnover tax appeared in 1915,' when 

the French ",vernmentwasenteringupon a course of heavy borrowing. The 
administratIon considered the project until 1917 and then laid a proposal 
before the Chambre for a 1% commodity transfer tax coupled with a 5% 
retailsalea tax and a 10% luxury tax. Before this measure could be acted 
upon, there was a change in ministries, and the new finance minister, 
M. Klotz, placed a milder proposal for a retail sales tax before the Cham
bre. The measure passed almost as proposed. It provided for a 0.2% 
tax on retail sales exceeding &. ISO, the tax to be coUected by stamps sold 
to purchasers; coupled with this general retail aales tax was a 10% tax 
on the retail aale of specified 1uxuries." 

T..w C ..... "' Ttatj". T ..... of 19M 
By 1919 it was realized that broader SOIII<:e8of tax revenue would have to 

be tapped. The proposal of acommodityt'ransfer taxwas again brought for_ 
wanI.. The administration suggested a I % commodity transfer to, which 
it estimated would yield fr.4.2 billions annually; in arriving at this esti
mate, the administration usumed five turnovera per commodity, in itself 
considerable of an overestimate, and then crudely multiplied the yield of the 
retail sales tax by this estimate of turncwer, omitting to take into ac:count 
the fact that the first turnover of each commodity would not be made at 
the high price of the retail sale. La_ the administration revised ita esti
mate of the possible revenue yield of the proposed commodity transfer tax 
and asked for a rate of 1.5%, Tbe Chambre was unduly optimistic as to 

• T...qu, HL'impot .... Ie eIlill'te d'olFaira,· TouIooote, 1921, Po 6. 
10ft the 1917 and 1920 __ .... Ia ... _ A~ ... tiL, "" 121-127; 

Geoo..,.. Bon ......... R.,... Auboi..,hLeo "'"- de Ia Fro.nce,- Pario, 1921 • ...,. 
248-160; T"'Iios, ....... ...,. 6 11".; G«qa V_ .. uLrlDlpot .... Ie chiII'te 
d'olFaira, - Pario, 1911, 
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possible yield, and on June 25,1920 voted only a I % commodity transfer tax 
(impol sur I. <"iff" tI' affaim), which it thought would yield fr. 5 billions 
annually. An additional 0.1% w .. added to the levy for distributiOD to 
the local governments.' The tax w .. based on the gross mODthly .. Ies of 
manufacturers and merchants; \in special c .... it w .. provided that me-
tax period might be longer than a month-quarterly, semi-annually or 
annually. The administration w .. authorized to set minimum feeBfor petty 
shop keepers with tutnovers under fr. 1,000 or fr.4,OOO according to their 
character. 

The law of 1920 made all those who habitually or occasionaUy sold 
articles of commerce or articles manpfactured by themselves, even though 
no profit should arise, subject to the to. Railroads and public utilities 
were outside the scope of the tax because their ratq were regulated. Farm
ers were not subject to the tax on the .. Ie of their crops, this act being held 
not to be an "industrial or commercial" act~thin the meaning of the 
law. The creations of independent arris",," and ~ services of licensed 
members of the liberal professions were not taxed. As a concession to' 
popular feeling, the sale of bread w .. exempted from the tax; the .ale of 
newspapers w .. also exempted .. a special privilege.. Tranafers and .. I~ 
otherwise taxed, such .. stock transfers and the .. Ie of pharmaceutical 
goods, theatre tickets and liquors, were exempted from the commodity 
transfer tax. ,. 

The 10% tax on &ales of luxur1ea under the 19L7 tax Ia ........ retained 
with an enlarged scope.. The definition ofluxuries ..... two-fold;.. certain 
specified articles were indicated in the Ia ..... luxuries p ... ", .. hile in other 
cases, the priet determined .. hether the article belonged in the necessity or 
1uxurycIass. The 1920 Iaw,in addition,levied a taxon the charges ofhotela, 
restaurants, boarding housea and other establishmenta F.""iding goest 
seIrn= These were divided into three categories; establishmenta de luxe 
.. ere taxed 10% on their services, aemWuxury establishmenta .. ere taxed 
30/", and all others .. ere taxed at the 1.1% rate of the commodity tranefer 
to. 

MoJiji<lIIi01U oj 1M CommoJil7 Transj ... TIUt 
No significant changes were made in the French commodity tranefer 

tax UDtil 1923. In that year it .... provided, for administrative reaaons, 
that the luxury tax on the .aIe ofautomobilea .h'!"ld not be paid on the 
occasion of the retaiJ ..... but ahonId be collected from the manufactDrer 
as an excise.. The .... of war mementoes .... exempted from the tax 
during the 18Me year. The creationa of independent artiaana ... ere """ 
brought under the tax. 

I On the 1920 Fr<:neh _or _ IIIId its modifi<:ationo, _ F ..... SdJoIz, 
"Gnmdrioz des franzooiochen Steuenech.. aDler beoondcnr J>anrdhmg des 
framijojocben U_ta_ • .,dll.," VerOffeadicbm lin St:eacrtt<lle des RcicJIo. 
"erbanda lin Dm .... ben lodustrie, VoL 4, BerIia, 19'25, 1'1." 105-18+, limier, 
"Troia! tbeoriq ... et pratiq .... " Vol II, pp. -. Joodtim Lemcke, "Die V ... _ 
gachichre und ~ Gestaltang des &.mooischeD S~" Finanz. 
winlchaftlic:he und Volbwinocbaftlic:he Stadien, Vol 8, J-. 19'28, pp. 149-157; 
AIIilI ct I..ecadi,.p. mol Cc>motack,.p. m~ pp. JJO-JJ6.. 
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In 1924. the rate of the commodity transfer tax ...... increased from 1.1 % 
to 1.3%. and the rates of the guest-§ervicc taxes were raised from 3% to 
3.6% and from 10% to 12%. It was also provided that shopkeepers with 
amall turnovers might have their annual turnover tax liabilIty arbitrarily 
based on a calculation of the preceding year's turnover. and pay the tax 
in quarterly instead of monthly installments. thus relieving them from the 
necessity of detailed bookkeeping and reporting. In 1925. meats and coal ~ 
and coke were subjected to apecial taxes. and their eale w.. therefore I 
exempted from the commodity transfer tax. Modifications were also made 
in the system of import turnover taxes. Proposals for the retail exemption 
of all foodstuffs and for the exemption of all establishments with less than 
three employees failed. 

In 1926. the rate of the general commodity transfer taxw .. again raised, 
this time to 2% for sales other than retail and to 2.5% for services. the 
increased rate to be effective for the remainder of the year; the rate on 
retaileales and newspapers waa retained at 1.3%. The tax on the services 
of first class hotels was raised to 13%. that on second class establishments 
to 4%. while third class establishments were taxed at the 2% rate of the 
commodity transfer tax. In 1926. moreover. the law of the commodity 
transfer and luxury taxes was codified. giving these taxes a more permanent 
.. pect than heretofore; the increaaedscheduleofrateswaa made permanent, 
and retail.ales and services were taxed at the 2% rate. Changes in the 
turnover tax law in 1927 and 1928 dealt with the taxation of imports and 
exports. 

Yi,1/ r!/ tAt Fmc" T ...... o_ T&Wz 
The yield of the French turnover tax has increaaed steadily since its levy. 

as shown in Table 8. In 1920. the retail sales tax and luxury tax combined 
produced fro 942.2 millions. The change to a commodity transfer tax more 
than doubled the yield of the French turnover tax, and the revenue from 
this SDUrcein 1921 .... fr.l.910.6million .. 17.7%ofthe internal revenue and 
15% of the total tax revenue for that year. Rate increases and improving 
administration have steadily increaaed the yield of the French turnover 
tax and. as Table 8 indicates, ita relative importance in the French national 
tax system has FWD. Tbe &. 7.488.5 millions collected from the French 
tumover taxes m 1926 represented 23.2% of the internal tax revenue and 
21.2% of the total national tax revenue. Mter 1926, the turnover tax waa 
the largest single souia: of French tax revenue, displacing the income to: 
in this respect. 

~E BIWlIAM Tu."ovn TAXES 

The first Belgian turncm:r to: law .... passed in 1921. The Be1gian 
administratiDll, therefore, c:ould utilDe the experience of the German and 
French turnover lues. The experience .... not without its effect OIl-the 
form of the BeiRian tax, for instead of being of a business to: baaed 011 the 
gross incomes 01 manufacturers and merchants, the Belgian turnover to: 
.... levied as a transfer stamp tax, the stampo to be attached to all invoices 



-:o! 

TABLE 8: RECEIPTS FROM THE FRENCH TURNOVER TAXES, 1921 TO 1928 
(SoUJCeI Bulletin de St.tiotique .t de Leg;oJation Comparieo Computed by National Industrial Conference Board) 

T .. 19Z1 1912 1911 19lf 1925 1916 1917 

Turnover tax . •....•...... fro 1,897,457 fro 2,280,266 fro 3,015,801 fro 4,090,482 fro 4,535,118 fro 6,852,248 fro 7,909,597 
Conootidated tax on coal. •. .. .. .. .. .. 198,213 212,934 
Conaolid.ted tax on meat . .. .. .. .. .. .. 311,908 390,622 
Conootidated tax on tea and 

co/£ee .................. .. .. .. .. .. .. .. 
Conaolidated tax on animal 

fooda and futiliae ........ .. .. .. .. .. .. .. 
Conaolidated tax on a ....... . .. .. .. .. .. 
Export turnover tax . ...... 

'i4,953 'i9,485 
.. 105,549 92,329 

Luxury tax ............... 13,114 20,438 19,930 20,612 24,173 

Total turnover taxea ... fr. 1,910,571 fr.2,3OO,704 fr. 3,030,754 fro 4,109,967 fro 4,555,048 fr.7,488.530 fr.8,629,655 
Total national internal 

revenue . ......... (I) 12,875,385 15,604,062 20,831,523 23,218,504 32,284,098 (I) 

Total national tax rev .. 
enue .............. . (I) 15,298,492 18,001,284 23,257,728 25,431,252 35,303,859 (I) 

P"CmJ 

Proportion of total turnover 
taxell to~ 

Total national internal 
revenue . ........... .. 17.7 19.4 19.7 19.6 23.2 .. 

Total national to. rev .. 
enue ........ ....... .. 15.0 16.8 17.4 17.9 21.2 .. 

• F ....... not a_table. 

1928 

fro 8,351,053 
192,832 
403,182 

196,719 

85,530 
31,337 

1,543 
23,077 

fr.9,285,273 

(I) 

(I) 

.. 

.. 
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and bills of sale. By this m.thod it was hoped to overcome the administra
tive w •• kn ..... that the German, and particularly the French, turnov.r 
tax .. had .hown. 

TAl CMfJ",oJity T,."s/w SI.",p T ... uJ 1921 
The tax law of Auguat 28, 1921 provided a stamp tax (lUI J, lrII"s

",i"i.,,) on the ,ale or exchange of commodities, with a rate of 1% of the 
sale or exchange pric •• ' The sale of bread, Sour for bread baking, meat 
and such other articl .. of first necessity as might be indicated by royal 
decree, and the transmission of water, gas and electricity were exempted 
from the tax. So, also, were sales under fro 30 in amount; all sales made 
to the same person in the course of a day were consid.red a singl. sal. so 
far as this exemptinn was concerned. An exemption of fro 150 was also 
allowed to the farm.r on the sal. of his produc. direcdy to a consumer. 

Coupled with this commodity transfer stamp tax was a 5% tax on meals 
and I~ngs above a fixed pri~, and on the sal. of specified luxurr .... ticl ... 
A senes of taxes on comn'USllons, OD transport.bon and transmlSSlOft, on 
.tack transfers and on display advertising built up the commodity transfer 
tax to somewhat of a general turnover tax. 

MoJi/i,,,,i.,1I uJ tIw C ..... oJily Trw"s/w SIII",P Tu 
Experi.nce soon showed that the Belgian commodity transfer stamp tax, 

instead of being shifted in its entirety to consumers as was intended, reated 
upon producers and merchants who were in competition with com
binations or asoociations which produced or marketed similar goods by 
m.thods involving fewer taxabl. transfers. To end this discrimination, 
and also for social reason .. the law of January 2, 1926 provided that a con
solidated tax of 2% should be paid at on. particular stage of the productive 
or distributive process of vegetable products, butter, by-product animal 
fooda and fertilizen, and Sax. A 1% consolidated tax was set for the sale 
of bread grain .. coal and coke products and exported Sax. The law pr0-
vided that the aeries of transfer taxes on other commodities might also be 
consolidated at 2% by royal decree. Th. inspiration for this a consoli
dation" clearly came from the Austrian tumover tax law of 1922.' 

The same law classified meals and lodgi/lgs according to the prices paid, 
and levied luxury taxes of 6'7", 8% and 12% on them. Generalluxuries 
were also divided into two groupo and their retail sale bEd 6% and 12%. 

A law of June 8, 1926 raised the general rate of the tax to 2%. The 
Iump-sum ratel were also doubled to 4% and 2'7 ... In addition, the sales of 
coal, gas and electricity, previously exempted, were bEd at a 2% lump
sum rate. The earlier exportation exemptIOn of =tam articles was ended. 
The luxury tax on meals and lodgi~ and 011 the heavier-bEd luxuries 
was set at 10%, but the schedule of pnces determining the luxury character 
of sueb item> was raised in view of the general rise in price levels. Still 

'Raben '. Lemoine, a lIudaeta and S_ ill .......... uch <\em Krioae." 
Fi_ Ar<.rJ., 1928, p. 166; onicIeo by Rolf Gnbowu -r.;-_ ... IY~" 
1925, 1926 and 1928; C--..,. cU., pp. 13l-140. 

• See p. 179 oflhil 'IOIume, 
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later in the. year the general luxury to: was split into two taxes. The first, 
at the rates of 6% and 10%, according to the character and price of the 
articles specified, was levied on the occasion of production or of import .... 
tion. The second, at the .ame rates, was levied on the occasion of the 
retail sale of the specified commodities. 

The modifications of 1927 and 1928 were of double character. On the 
one hand, the schedule of prices determining the "luxury" character of 
lodgings was raised and the rate of the tax was reduced to 5%, the tax 
on cakeshop and tea room service being maintained at 10%. On the 
other hand, a series of royal decrees provided for the consolidation of the 
tax on a numher of specific commodities, mostly foodstuffs, at ratios of 4%, 
3% and 2%. Hand in hand with this development of consolidation taxes 
went a provision for the rebate of these taxes upon the export of the taxed 
commodities. 

Yielti of lile Belgitm TurnOtJn' T""61 
The rate increases of the Belgian turnover and luxury turnover taxes 

have given these taxes first place in the Belgian to: system as revenue pr0-
ducers. Prior to the rate increase of 1926, these two taxes produced fr.480 
millions annuaUy, 13.6% of the national internal revenue and 11.8% of the 
total national revenue, as shown in Table 9. Three ycarolater, in 1928, the 
yie1d of the turnover and luxury turnover taxes had quadrupled, whereas 
the national to: revenue, as a whole, had only doubled. The fro 2,160 
millions of turnover tax revenue in 1928 was 27.2% of the Belgian internal 
tax revenue and 23.9% of the total national revenue. -

,~ ITALLU TuuovEIL TAX 

During the war and post-war periods, the Italian government levied 
stamp taxes on the retail sale of a aeries of specified luxuries. These were 
superseded by the commodiry transfer to: of March 18, 1923. A later 
modification joined to this commodity transfer tax those of the earlier 
independent sales taxes-on wines and perfumc:o-which had not been 
abolished.. The combined to: was known .. Z. /ius" Imer,,/e di 6.0. sUlli 
scamM ,,,,,,mnriidi-the general stamp to: on commercial operations. 

TIle C.",modiry Trtmsfer T"" of 1923 
The tax levied by the 1923 law rested upon commercial transf ......... 

tween producers and merchanto.' Not only those who customarily made 
c:ommen:iaI aaIes, but also those who oa:aoionaUy, .. an incident to their 
general business, made aaIes to producers or merchants, were IUbjected to 
the to:. The final retail aaIe, however, between merchant and COIIIUmer 
was not brought under the taX, since under the I taIiau law it w .. not • 
.. c:ommen:iaI •• transaction; a aemi.exception to this principle w .. made iD 
the case of expensive luxury artideo .hich .ere taxed .ben .,!d by pro-

'Alberto De StJam, "Lc:zioai ougIi rin_1i iJWIZiari itaIW&i, w a-
1926, JIll. 2I5-22L 
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TABLE 9: RECEIPTS nOM THE BELGIAN TURNOVER TAXES, 1921 TO 1928 

(Soon:c: Belli-. Min .. ...,. of Finance) 

4_'" (in ",il/ions) 

I au de UlUWDllllO ••••••••••••••• Jr. 41.6 Jr. 280.3 Ir.345.9 fr.450.0 fr.450.0 fr.700.0 fr.I,250.0 
Tau de luxe ••••••••••••••.•.•.•. .. 9.0 19.0 30.0 30.0 1S0.0 475.0 

Total _ ... IDa ••••••••••.. fr.41.6 fr.289.3 fr.364.9 fr.480.()1 fr.480.()1 fro 850.()1 fr. 1,725.()1 

Tow nationaJ internal_enue .••• 995.7 1,623.4 2,762.1 2,961.0 3,516.9 5,228.5 7,013.2 

Total nation.1 tIS revenue . ....... 1,246.8 2,019.3 3,125.6 3,394.2 4,068.1 5,937.1 7,914.6 

PtrCml 

I Eotimlca by Bellian Min .. ...,. of F"mance. 

fr.I,500.0 
560.0 

fr.2,I60.()1 
• 
7,936.7' 

9,033.81 

27.2 
23.9 
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ducers to consumers, so 18 to discourage attempts at avoidance of the tax 
by direct purchase from producers. 

Four rates of taxation were provided. Transfers of raw mlterial. 
exclusive of luxury articles and precious stones, construction materials, 
ingot metal, and agricultural implements were taxed 0.5%. Transfe .. 
of all commodities not included in the 0.5% rate above or in the 2% and 
3% rates mentioned below were taxed 1%. Transfers of a specified list of 
luxury articles, including precious stones, silks, ivory Ind amber objects, 
laces, oriental rugs and automobiles above 25 horsepower were taxed 2%. 
Transfers of pharmaceutical specialties, perfumes, minerai wate .. and 
eft'ervescent wines were taxed 3%. Food products of first necessity, 
whether domestic or foreign, combustibles, washing soap, water, gl8 Ind 
electricity, and the objects of the state monopolies were not subject to 
the tax. In general, sales of domestic farm products were not taxable, 
since agriculturalists were not held to be industrial producers or merchants 
under the Italian law. Imports were taxed at entry; exports were exempt. 

Unlike the turnover taxes of most of the other European countries, the 
I talian tax was not coUected on the basis of periodical returns, but through 
a stamp or remittance attached to a duplicate bill of .ale for each transac
tion. If the tax on the transaction exceeded lire 1 ,000, it might be paid by • 
money order; if the tax WI8 for a smaller amount, it might be paid by 
revenue stamps affixed to the bill of sale or by a remittance in any luitable 
medium accompanying the document. Administration of the law w .. 
strict, and infractions were punished by fines amounting to ten times, 
twenty times and one hundred times the us. 

The original law provided that the tax on certain articJe., such .. meat 
and wine, should be lump-summed; in the case of meat, the tax .... paid 
at the time the animal w .. slaughtered, and all subsequent transfers of its 
lIesh were Dot taxable. 

Yield oj 1M 1111lin TumotJn' T ..... 
Without changes in the rate schedule or the essential structure of the 

Italian turnover tax, its yield increased from lire 1:71.7 miUions far the 
fiscal year ended in June, 1923, to lire 889.5 miUions for the fiscal year ended 
in June, 1926, as shown in Table 10. In the latter year, the revenue from 
the Italian turnover tax Jep'esented 7.6% of the national internal revenue 
and 6.1% of the total national tax revenue. Improvement in the adminis
tration flf the _ throUgh eontinued experience, currency depreciation and 
growth in the turnover of Italian business account far the increase in yield. 

In· the fiscal yean ended in 1m and in 1928, 18 the value of the lira 
increased, the yield q{ the Italian tumover tax leU otr, .. did the yield of 
tlte Italian taxes generally, and in the latter year the revenue from the 
Italian tumover tax ..... lire 642.7 millions. 

• THE AUSTUA. TUIUIOVEIt TJ 
A general turnover tax .18 lint pJOpoaed in Anstria in 1920. Failing 01 

zcceptance in this year, it ... again brought up in 1922 and .... included 
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TABLE 10: RECEIPTS FROM THE hALIAN TURNOVER'TAX, 
FISCAL YEARS-1923 TO 1928 
(Source. Conti Riuauntivi del Tesoro) 

T .. 

Amoun' (i" PIli/lions) 
T ..... u~,I~ .lClmbi mID-

m.rc .. b •••••••••• lire 271.7 lire 581.8 lire 758.5 lire 889.5 lire 783.2 Iire6l2.7 

Total Daricmat la __ 
nil reveaue ••••••• Un 8.692.9 1 .. 10.998.8 lire 10.710.6 lirell.709.6 Ii .. 11,550.2 1i",10,674.2 

Toni aadem,t tar; ~ 
eDul .••.••••••••• 10,8\1.6 n.\82.1 IM24.! 14,564.8 14.297.5 n.IOI,! 

P"CmI 
rroponioa 01 to~ tum. 

0", tuu to: 
Total national mtu-

all rewnue ••••••• 3.1 5.1 7.1 7.6 6.8 6.0 
Tot,I n'boa,1 tu re ... 

enu •.••••.••••••• 2.5 U 5.8 6.1 5.s U 

in the Finance Law of November 27, 1922', linking up with earlier bank 
and security transfer taxes. The rate for 1923 was fixed at 1 % on general 
inland sales and commercial services, while the sale of luxuries was taxed 
120/.,. This 1922 law provided that the general turnover tax rate for 1924 
should be 20/.,. 

/w, C.nSO/iillli.n 
The unusual feature of the Austrian turnover tax law was the provision, 

6rst made by decree of March II, 1923, for the consolidated payment of the 
tax covering all turnovers of given commodities, thereby eliminating the 
usual discrimination of the tax in favor of multiple-process concerns and 
against ind.~dent-process enterprises.1 The problems of determining 
the commodities to which this consolidated payment would 'apply, and of 
determining the rate of the consolidated payment, ~ left to the admi ..... 
istration. According to the consolidated rates set on the basis of the 1923 
rate of 10/", the lump-aum taxes varied from 2% to 60/", with 3.5% as an 
average rate. The payment of this consolidated _ at one or another of 
a commodity's industrial or commercial stages exempted all subseqpent 
and prior transfers from the turnover tax. The consolidated tax on Sour, 
for example, which was 4%, covered the sale of bread and all baked pr0d
ucts; the 4% consolidated tax on meat covered the manufacture and sale 
of bolognas; the 3% consolidated tax on milk covered the manufacture 

'V",..,. Kienboclt, aDo &torTeichiochc Sanierunaswert." FIIWlII IUId VoIb. 
..u..ch.fdichc z.;.n-, Vol. 85 Berfua, 1925, Do 169; Rolf Grabowa-, a Die 
winschoftlicheaa H.up~ d .. ~ ... u...! .......... 1UId ibn: R~ im 
Inloncl unci im AusIsncIl. __ • 11'_'" Vol. IV, \>Po 36-4J; Rudalf 
Miiller, "Die incfuelr._ lSuncl_bpbeD ill Ootoneicb," V_I928, \>Po 369-408. 

I s.e pp. 24 IF. of thia "" ........ 



180 GENERAL SALES OR TURNOVER TAXATION 

and sale of butter and cheese. Imports paid an adjUlted consolidated 
turnover tall as well as their regular custom. duties. Rebates, calculated 
on the difference in turnover tax burdens between domestic and foreign 
products, were allowed on exported goods with a view to offsetting the 
discrimination against domestic production which it was believed resulted 
from the domestic turnover tax. 

No changes have been made in the fundamental character of the 
AUltrian turnover tax. There have been many modifications of the 
schedule of consolidated rates and of the corresponding schedule of co .... 
solidated transfer taxes to be paid on the occasion of importation, as a re
sult of price changes and changes in consumption demand. The schedule 
for internal consolidated rates embraces four hundred categories of com
modities. The schedules for the import turnover tall and for the export 
rebate also run to hundreds of categories. One general tendency of recent 
years to be noted in the AUltrian turnover tax is the increasing liberality of 
the export rebate. 

Yield of Ihe .twirl II" Tun/,,"" T lilt 
Austria places more dependence on the turnover tax as a major element 

of its national tax system than any other European country. As .h01l'n in 
Table 11, in 1924, the first year of the full operation of the turnover tax, it 
produced Soh. '1iY2.7 millions, 29% of the national internal revenue and 
23.9% of the total national tax revenue. By 1927 the yield of the tax 
had increased to Soh. 237.1 millions, 30.8% of the national internal revenue 
and 22.5% of the total national tax revenue. 

TAB.LE 11: RECEIPTS FROM THE AUSTJUAJr TUIlJrOVEIl 

TAX; 1923 TO 1928 
(Source: A",trian Minis...,. of Y_) 

T .. 192J 1924 1925 1926 1921 

Turnover tall ........ SelL 56.0 Sch. 202.7 Sch. 225.9 Sch. m.3 Sch. 237.1 

Total national inremal 
reYeDDe ••••••••.• . SelL 511.1 SelL 699.3 Sch. 700.0 SelL 746.2 SelL7f1J.o 

Total nacionaI_"",-
enue .. ............ 620.9 847.1 9(fl.9 959.9 1009.6 

Proportion of ... ta1 
tumow'er taxes to: 

TotaI ... tional inter-
aa1 J"e9'enoe .••••• U.o 29.0 31.9 30.5 30.1 

Total oatioaal ..,. 
ret'enoe ........ . 9.0 23.9 24.9 23.7 22.5 



APPENDIX I 181 

OniER EUROPEAN TURNOVER TAXES 

Several other European countries have levied general sales or turnover 
taxes whioh are contributing materially to their tax revenues. Brief 
sketches of the more significant of these taxes follow. 

~ ""garia" Tum • ..,. Tu 
A 1.5% general turnover tax was levied in Hungary in 1921.' The Ger

man law was taken as a model, and the tax covered commodity transfers 
and the performance of commercial and professional services. As dis- \ 
tinguished from the German tax, however, Imports were taxed at the gen
eral turnover tax rate. Combined with this general turnover tax was • 
luxury tax, with. rate of 10% when collected from retail dealers and 13% 
when collected from producers. 

Subsequent modifications eft'ected important changes in the Hungarian 
turnover tax. The tax was increased to 3% in 1922, at which rate it pro
duced one-third of the total gross revenue of the state,1 and was again 
lowered to 2% in 1925. The list of exemI?tions was extended in later 
years, particularly in 1927. The most significant development was the 
application of the Austrian principle of consolidating the tax, with con
sequential consolidated import turnover duties and consolidated export 
rebates. The Hungarian tax administration also found it advisable to 
copy the French system of compounding for arbitrary sums the turnover 
taxes of small dealers and business men, thus relieving them of the neces
sity of keeping full business books and also relieving the administration bf 
the necessity of checking their retums. A unique administrative feature of 
the Hunganan turnover tax is the levy of the tax on professional services, 
not on the professional me himself, but on the associations of pro
fessional men. These organizations, whose membership covers all pra~ 
ticing professionals in Hungary, pay the tax for the entire profession, and 
then ...... the tax on their members according to their own standards. 

T4# ClNAo.I ... ol 7'Imr • ..,. T tilt J 
General and luxury turnover taxes were enacted in Czechoslovakia in 

1919 and 1921. In 1923, • revision of the tax law modeled the Czecho
a10vak tax closely upon the Austrian tax of the preceding rear.' The gross 
sales price, including costs of packing, transportation, mterest charges, 
and corresponding items, ..... made the basis of the to. Sales to or by any 
agent, as well as transfers between principal and agent, were taxed. An 

• Wilhelm Le~"Du "...,;.ehe S ....... ,.,_: U~1ou "'_~4j.Ir
....... 1927, P. 249; Comaroc.lt;.Po ril~ pp. 148-149 • 

• leap: orNationo, "Financial RecoaatnxtioD ora......,: Report No. XIV, 
p.l. 

• Rolf Grobower, "Die Durdmllmo .. d ... u ........ _ in vier N.chborlindera 
Deumchlands," _ __ I#'~ .. VoL IV, pp. 1231-1266; Rudolf SchraaiI, 
"Die S ......... unci die SIeU<I'beIu ..... in d..-~ ~blik im 
Jalue 1921>," Milt<il_ d ... S ....... ~ cleo Reichnerl>oDdeo d..- clcuachca 
lndus .... 1926, p. 1101; Comarock,.,.. ril., pp. Itl-loK. 
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exceptional feature of the law was the extension of the tax to transfen of 
objects between establishments under a single ownership. where no real 
"sale" had occurred. The earlier taxes. as well as that of 1923. provided 
for consolidating the pyramided tax on certain articles. but the extent of 
the consolidation under the Czechoslovak law was not as great as under the 
Austrian tax. and the principle of consolidation has come to be connected 
with the Austrian rather than with the Czechoslovak tax. 

The general rate for the turnover tax was fixed at 1% in 1919 and at 2% 
in 1921. but the Minister of Finance was given power to raise the rate on 
oales of foreign goods that competed with domestic products. Sales of 
agricultural products. bread. meat. game and fish were taxed I %. Imports 

, were not taxed at entry. but deliveries from abroad contracted for within 
the country were treated not as imports but as domestic aa1es. and were 
subjected to the tax. The rates of the luxury tax were fixed at 12% when 
levied on the producera or at importation. and 10% when levied on the 
retail sale. 

Changes to the present time have been minor. the most importsnt being 
a reduction of the list of articles subject to the luxury tax. The turnover 
tax produces from one-fifth to one-fourth of the Czechoslovak national 
tax revenue.. 

The .lis" Turnowr T"" 
:A Polish turnover tax, coupled with a businelll license tax, was firat 

levied in 1923.' It was of the commodiry transfer type. with the tax in 
general levied on the reported gross income of merchants and manuf .... 
turera. There were several exceptions to this rule. however. for the law 
authorized deductions on account of discounts, and shipping and insurance 
expenseS defrayed for the buyer; losses by banb in their operatiou in 
foreign C1lI'rencies and in securities were deductible; oil and gas well 
ruyaities were deductible from gross receipts. 

The basic rate of the tax was 20/", but amendments in 1925 provided 
for complicated discriminations. Agricultural products were exempted. 
Dealings in articles of"firat necessiry" and in raw materials necesaary for 
the development of domestic agriculture and industry were taxed 0.5%. 
The RtaiJ' trade in foodstuffs and oales to industrial concerns for further 
manufacture or for nse in their own industries were taxed 10/.,. A rate of 
5% was levied on commissions and other remuneration of commisoion mer
chants or commercial middlemen. whether acting aa forwarding agents, 
c:arriera, or in any other capacity. The tax law gave the Minister of 
Fmance, in conjunction with the Minister of Commerce, the power to 
lower the tax rate by aa much as 1 % in the case of tpecifie .,hoIeaale 
dealers and in the case of exports; this power was exercised in decrees of 

I R<:public of PoIaDd, "Itepono oubmitud by the commiooion of American 
finauciaI aperb heodcd by Dr. E. W. KcnuMrer," W~...... 1926. pp. 150-169; 
E,hr.ni Taylor. "FilWlZ)JOlitik and 5 ....... , ...... cIu 'k PoleD. ~ Finanz-
winochafdiche and VoIknrinschafdiche Studien, Vol. I ..... 1921. PJ'- 239-251; 
Comstock,,,,. ciI~ pp. 144-147; Rolf Grabower,"Die maatzlteucJ' 1m Aasland 
_ cIu Icutm 12 Monarc, ~ Stnur """ H'im<Mf'. Vol. V, pp. 1235-I2J8. 
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1925 and 1926. Additional1ocal rat~ may be, and in some cases are,levied 
up to one-quarter of the national rate. 

Anessment of the tax is made by local boarda on the basis of returns 
submitted, or on presumptive evidence where incomplete or no returns 
are submitted; the responsibility resting on these local boarda is indicated 
by the fact that in 1925 the tax based on enterprises making no official 
returns was more than double that on enterprises making returns. The 
general consensus of opinion of. foreign experts who have studied the 
Polish turnover tax i. that it requires much Simplification.' 

Tkfouma"ia" T"",o_ TaN 
........-rhe Roumanian turnover tax, first levied in 1921, combines a com. 

modity transfer tax with a series of luxury taxes. Domestic sales and 
transfers of manufactured articles and of raw materials, with certain excel" 
tions, are taxed 2%. Exports in certain categories are taxed 1%. The 
tax is not based on the actual .ales price of the article sold or transferred, 
however, but on an average price per unit as fixed by the Ministry of 
Finance; the schedule of average prices published for 1927 and 1928 COD. 

tains 1,893 categories of articles, many of which have numerous sub
divisions. 

Three categories are set for the luxury tax. The first, includiqg spirits 
and toilette article., is subject to a 20% tax. Other luxury articles are sub
jecred to a 15% or a 10% tax, according to their character. 

T~ ,.;""'is4 T"",o_ T-., 
'-' In the winter of 1925 the Turkish government levied a ta" on com. 

modity .a1es and certain services with rates at 2% and 2.5%. The exemp. 
tions included bread, articles subject to the .tate monopolies, entertain. 
ments, and purchases for hotel. and restaurants. 

In 1927, Turkey changed the character of its turnover tax from a c0m

modity transfer tax to a production tax on goods manufactured by machine 
processes. The rate .. as fixed at 6% for goods intended for internal con
sumption and 2.5% for goods intended for export. Handicraft industries 
were exempted, as were bakeries, and the printing of n ..... papers &lid bonks. 
Imported manufactured articles were -.d 6% at the time of import, in 
order that the internal tax should not cripple domestic industry. The 
Turkish government estimated that this general ezcise would produce 
49.7% of its internal tax revenue and 32.3% of its total tax revenue 
(including customs). 

TAt.~ T...,." SHUt /bun. 
~ince 1921. the IIOviet government of Russia has levied a combined 
license and turnover tax on manufacturers and merch&llts.' The turnover 

• RepublicorPoland\~ciI •• pp. lSO-I69; E.Hiltoft Y ...... ] ~Repart ... F"_ 
<iol Conditions ia Pol..... w ....... 1924, pp. 57, 58; Blult"'''' 1M &U" hI-J, 
No. • ( 1928), pp. 11. 11. 

• Paul H ........ ftDie Flnana.und S~ der Union der Saoialisbocheoa 
s.wjet-Repub\iken,N FinantWinschaftli and ,,~ Swdioa, 
V .... 10. J ..... 1928, pp. 3)-35. 
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tax so levied is Dot pure iD form, but is rather a combination of a groAtales 
tax and a aemi-business-iDcome tax. Wholesale and retail merchanta are 
taxed OD their gross income; manufacturert are taxed OD their grosa i .... 
come minus the cost of their raw materials; tranaportation companies and 
financial organizations are taxed OD their net income; cooperative auoci .... 
tions are taxed OD their Det income from sales to non..:ooperatives. 

No general tax rate i. fixed, but a achedule with 158 classification. estab
lishes independent rates for various clatses of busineso enterprises. On 
the average, manufacturers are taxed 1.250/", wholesalers 1 % and retailero 
1.5%; additional local turnover taxes may double these rates. The rates 
on cooperative aasociationa are reduced by one-half on dealingo with their 
own members and by one-fourth on dealingo with outaiders. In general, 
the tendency is to tax private enterprises at a higher rate than state or 
cooperative enterprises. Wholesale dealingo in a specified list of luxury 
articles are taxed 4%, and retail dealingo in those articleo 60/", "'Prior to 
1927, the administration had the power to raise or lower the tu""over tax 
rate for concerns in exceptional circumatances. This power Wat aboliohed 
in December, 1926, and the tax is now baaed on • fixed achedule. 

The administrative provisions of the Russian tax are detailed and 
severe, but the meager acquaintance of Russian buoineso men, parti""lar)y 
small retailers, with western accounting methods, makes some leeway in 
the coUection of the tax inevitable. In MOICOW, where 22% of the taxable 
turnovers of Russia occur, 45% of the accounta submitted by merchanta in 
1926, and 23% of those submitted by manufacturers, proved inadequate 
for the purposes of the tax.' In practice, it is necesoary in many c:aaea to 
make arbitrary estimates of the taxable turnover; in the cue of manufac
turers, average production per worker or per machine may be used; in the 
cue of merchanta, such factorS at rent, number of employees, number of 
customers and 80 forth are taken into consideration. 

THE LTIlI AMEUCA. To .. .,...... T.u: ... 

The tzleflllllla, introduced by order of the Spanish crown into Spanish 
America,1 laated only at long at the New World remained subject to the 
Old. It Wat swept away in the struggles for independence during the 
third decade of the Nineteenth Century and did not reappear for a cen
tury. Within the put few yean, four Latin American countries-Bolivia, 
Brazil, Cuba and Ecuador--have enacted turnover tax Jaws. Several 
other Latin American """"tries have extended oysteml of opecial excisea 
or CIOD8IIJDptioD taxes. Although in tl1stances the acope of these consum~ 
tion tax oystemI ia quite broad. they do DOt have the uniTersality and 
uniformity necessary to claaaify them at general aales or turnover taxes. 

T¥ 'BoIi.n-T_ T ..... 
"-./' Mter two yean? experience with a 5% buoiness income tax, the Bolivian 

government Wat persuaded that ita capacities for 6acal adminiatration were 

I IJUL, Po 4l. • Sec Po 165 of dUo woI111K. 
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not sufficient to tope successfully with • net income taL On December 12, 
1923, a 0.5% commodity transfer tax and a 2% tax on commercial services 
were .ubstituted for the business income taL' The new tax extended to all 
industrial and mercantile .ales except such as were already subject to sales 
taxation under other parts of the national tax system. A minimum 
exemption was allowed, based, however, not on turnover but on capital 
investment. The 2% tax on commercial services extended to brokers, 
express companies, insurance companies, money changera and similar 
business activities. 

\!~.Brtn.il;II" T __ T" 
'""For ~uarterl of • century Brazil has had a "consumption tax," 
embracing a series of exc:iaes on lpeciJiC commodities or articles. The itema 
subject to the tax are specified and the rates are individuaL This tax, like 
the Mexican consumption tax, did not at fint pnasess the uniformity and 
universality necessary to • general wes or turnover taL A la. of Decem
ber 31, 1922, however, rounded out this consumption tax with a general 
tax on other, heretofore untaxed wes. The rate on retail wes is 20/", on 
wholesale .ales 1 %. The wes of their own products by agriculturalists and 
professional services are exempted. Commercial services are taxed. 

T~l.ut C.",,,,otlit, T,.,,,,sj,,. T" 
The Republic of Cuba enacted a 1% commodity transfer tax in October, 

1922. It applied to all wes by merchants and manufacturers, and extended 
to the special services of contraetors, wharfingers, drydocks, public services, 
hotel. and restaurants. The exemptions allowed fell into three main 
categories:, (1) the we of articles already covered by special excises, (2) 
the sale of'agrlaaltural and food products, and (3) a series of minimum 
exemption.-the wes of merchants with quarterly turnovers under $1,000, 
the wes of peddlers with daily turnovers under $10, and the wes of 
artisans working at home with individual daily outputs under $5. The 
export of raw and partly manufactured products was also exempted. The 
tax was made payable quarterly. . 

In IlllS the rate of the to was in~ to 1.50/ ... 

TAt .f __ T ... " Enu.J ... 
'il1924 a 1% commodity transfer to was levied in Ecuador. Sales of 

their own produce by agriculturalists were exempted. The exemption of 
peddlers' sales, • common element of Latin American turnover ~ .. as 
ka~ ~ 

THa CUADlAllTu ..... VIlll T.,.a J 
Canada entered the post-war period with high federal income and exeess 

profits taxeL The excess profits to was SOOII abolished and sharp reduc
tion. were made in the rates of the income taL Consequently, the Cana-

l Ch ...... A. M~ ·BoIi~ Publio F __ • ~t vi 0- ce, 
T .... PtOlbOliuD s.n.. N ... 6, 19"-5, P. :H. 
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dian dominion government had to develop a subttitute source of revenue. 
A turnover tax was enacted in 1920. 

Th, Manu/tlelU,,,.,' tlntl M".,Mnll' SallI TtllI of 1920 
The Canadiah dominion revenue law of 1920 (1G-11 Goo. V, ch. 71) 

levied a 1% tax on the sales of manufacturers (when not made directly to 
retailers or to consumers), of wholesalers and of jobbers, and a 2% tax 
on the sales made by manufacturers directly to retailers and consumers. 
A long list of exemptions sharply restricted the scope of the tax. Among 
the most important exempted articles were uncanned foodstuffs, clothing, 
fuels, gas and electricity, unbound printed materials, unfinished wood 
products, metallic ores and crude metals. 

In 1921 (11-12 Geo. V, ch. 50) the rates of the Canadian turnover tax 
were raised and its scope broadened. The rates of the tax were increased 
one-half, and a new category introduced by taXing sales of lumber by 
Canadian producer. at 2%. The list of exemption. was expanded and the 
Governor m Council was empowered to add to the lilt of exemptiona speci
fied in the law. Compensating import duties of 2% on wholesale mer
chants' imports and 4% on importation. by retailers and consumers were 
levied by the same law; the importation of lumber was taxed 3%. Export 
sales were not taxed; moreover, a drawback or rebate up to 99% of the 
sales tax previously paid was allowed on exported articles. 

In the following year (12-13 Goo. V, ch. 47) the rates of the manufac
turers' and merchants' sales tax were again increased by one-half. The 
exemption accorded to foodstuffs was increased by specific mention of salt, 
evaporated and powdered milk and various Bours. 

The Mtluu/«tunrs' &dll of 192J 
In 1923 (13--14 Geo. V, ch. 70) the character of the Canadian turnover 

tax was changed from a manufacturers' and merchants' sales tax to • 
production tax on manufacturers. The rate was fised at 60/", and lumber 
was taken off thellst of apecialJy treated articles. 

In order to assure the payment of the tax once, but not more than once, 
on all manufactured articles, and also to simplify the adminiltration of the 
tax, it was provided that all manufacturers who produced more than 
'10,000 of goods annually should be licensed. Also, wholesale merchants 
and jobbers selling more than 50% of their turnover to licensed manufac
turerswere required to be licensed. Such part of a manufacturer'loutpotas 
was sold to other licensed manufacturers or wholeaalers was exempted from 
the tax, the entire tax on the finished article being paid by the manufac
turer of the finished article, whether he purchased directly from the man .... 
facturer of the unfinished article or through the medium of • licensed 
wholesaler. The sales made by licensed wholesalers to retailc:rs, conaumers 
or unlicensed manufacturers were taxed. Apart from the exempted list, 
the only goods manufactured in Canada escaping the tax were those pr0-
duced from raw material or exempted commodities by unlicensed man .... 
facturers (those producing less than '10,000 of goods a year) and sold 
directly to retailers and consumers, or to u"licensed who'_1ers and by 
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TABLE 12: RECEIPTS FIlO)! THE CANADIAN TUIlNOVEIl TAXES, FISCAL YEAIlS 1921 TO 1928 
(Source: Canadian Y .... Books) 

T .. 

~.~toko ..............•..... ,27,910 $44,820 $62,686 '71,835 
Import toko .........•.........•.. 10,218 16,699 28,577 29,155 

Tow dominion _or tol •.••. $38,128 $61,519 $91,263 $100,990 

Tow dominion internal reven ...... ; 205,503 214,239 217,397 220,218 

Totat dominion tal' revenue! . .... 368,770 319,926 335,453 341,719 

P.,.Cmf 

I Accrued revenue. • Cuh rcccip .... 

'51,253 '57,254 
15,454 16,771 

$66,707 574,025 

185,768 200,220 

293,915 327,575 

$63,940 
18,366 

582,306 

204,680 

346,649 

April. 19Z7 .. 
M ...... I928 

'55,379 
16,721 

572,100 

207,684 

379,557 

34.7 
19.0 
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them resold to retailers and consumer.. Even here a check was impooed 
by the 'provision that the Minister of Finance might compel a manufac
turer with an annual turnover under $10,000 to take out a license if he used 
.. a substantial portion of goods which are exempt from the tax in the 
manufacture of goods which are liable to the tax." 

A special 6% import duty was laid on the importation of goods subject to 
the sales tax. This tax was refunded, however, when such goods were pur
chased by a licensed manufacturer or wholesaler who would have to pay • 
tax on their resale, but thi. refund was not allowed to unlicensed manu
facturers who would not be taxed on the resale of such articles after further 
fabrication. The amount of .ales tax paid on Canadian or imported 
artides was refunded when such artides were exported. 

The series of exemption. under the 1921 and 1922 law. was maintained 
in the new law (with a few unimportant exeeptions) and 80Me additional 
articles were added to the Ii.t. 

A",i",dmmls tD Ih. Manujll(lur.,.s' utili 
In 1924 the rate of the Canadian production tax was changed from 6% 

to 5%. The limitation of licensing to manufacturers with an annual turn.
over in excess of $10,000 was ended; aU manufacturers now had to take out 
licenses, except .uch concerns manufacturing exdusively for Ioc:alretail trade 
as might be specifically exempted by the Ministry of Finance. AU whole
salers and jobbers were now permitted to take out licenses carrying exemp
tion from the tax on goods purchased by them, but obligating them to pay 
the tax on sales made to other than licensed manufacturers or dealen. 

The liat of exempted articles was further widened in 1925, the most 
important additions being prepared cereal foods and a long list of industrial 
articles. .In 1927 the rate of the tax was reduced from 5% to 4'7... In the 
foUowing year the rate was again reduced by another one per cent. 

Yield of 1Iu Canatiilsn TumDOn'T""., 
The Canadian turnover taxes have been • major element of the Domin

ion tax system .ince the date of their firot levy. In the fiac:al year ended 
March 31, 1921, the commodity transfer tax of 1920 produced $38.1 
millions, 18.6% of the dominion internal revenue and 10.3% of the 
dominion tax revenue, induding customs receipts. AI ohown in Table 12, 
the rate increases of 1921 and 1922 and the change to. high-rate produc
tion tax in 1926 resulted in • rapid increase of revenue from the turnover 
tax. The maximum yield occurred in the fiac:al year ended in 1924, when 
the tax produced $101 millions, 45.9% of the dominion internal revenue. 
The reduction of the rate of the production tax from 6% to 50/", the in
creaoed ocope of the exemptions (rom the tax, and a deerease in busine. 
turnover, combined to reduce the revenue from the tax by one-third in the 
foUowing year. Between 1925 and 1927 there was a oIight increase in the 
yield of the Canadian turnover tax. In the fiac:al year ended March, 1928, 
the yieJd of the tax declined by about $10 millioo to a total of $72.1 
milljons From one-fifth to one-thud of the yield of the Canadian tum
over taxes baa been derived from the c:ompenoatory charges on importL 
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TURNOVER TAXES IN THE UNITED STATES 

The turnover tax is not entirely foreign to American fiscal history. A 
manufacturers' sales tax was levied by the Federal Government during 
the Civil War period. From 1918 to 1921, there were many proposals for 
federal turnover taxes a. substitutes for the excess profits and corporation 
income taxes then in force, but, although several bills to this effect were 
introduced into Congress, none was enacted. Of the .tates, only West 
Virginia has enacted an all-inclusive turnover tax, but several others use 
par~al genen:! sales or turnover taxes .s elements in their systems of 
bUSiness taxation. . 

THB FBDERAL CmL WAR TURNOVER TAXES 

Among the proposals for additional federal internal revenue submitted 
to Congress in 1862 were several for general turnover taxes. Th ... pro
posals had the support of the trade and commercial organizations of the 
country, particularly of those in the East. The Ways and Means Com
mittee was opposed to the principle, however, and amendments to the 
revenue bill which would have provided for turnover taxation were voted 
down in both hou .... 

TAl M""II/tldllnrl SlIkz T ... of 1862 
In place of a general turnover tax, the revenue law of 1862 provided for 

a manufacturers' sales tax covering all manufactured articles and lear ta
bacco, eoal and raw cotton.' Where the quality of the taxed commodity 
was standardized or capable of classification, the tax was specific. Other
wise, ad valorem duti .. at rates betwee/l3% and 5% ...... levied. An 
exemption up to $600 was allowed for products consumed by their own pro
ducers. Since all manufacturing pr«< •••• came under the tax and no re
bates or drawbaclts were allowed, cumulative taxation of constituent 
parts and of the finished article frequendy occurred. 

In subsectuent years the rates of both .the specific and ad valorem 
duties were Increased, and by 1865 the general level of the tax, on lID ad 
valorem basi .. was 6%. In 1864, moreover, a 3% tax was levied 011 re
pairs that increased the value of the article by more thllD 100/", and a 
5% tax was levied on the value added by subsidiary pro< such as 
polishing, painting, omamenting and so forth. 

, Fftderic C. Howe, "T ... tion and Tua in me Uniftd S ..... and ... me Iol<mal 
a .. -enue Sys ...... 1791-1895," New York, 18'16, pp. 126-135; Many Edwin Smidl, 
"The Uniftd s ..... Fed ..... Inl<mal Tu HislOrT &om 1861 ... 1871,· Boo ...... 
1914, pp. ~ :m-2f>3. 
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TABLE 13: RECEIPTS FROM THE AMERICAN CIVIL WAR TURNOVER TAXES, FISCAL YEARS 1863 TO 1871 
(Sourcel Harry E. Smith, "The United Statealnternal Tax Hi,tory from 1861 to 1871," Appendix. Computed by the National Indllltrial 

Conference Board) 

Tu 

~~ul.cturen •• 1 .. t ••..•.•. 
Oth.r .. I .. taX ............... 

$17,236 
64 

$36,921 
141 

Combined .a1 .. taX .. ' •••••• $17,300 $37,062 

Total federal internal ro_ 
Due ••••••••••••••••••• 42,488 117,621 

Total (ederal ta. rovenue' .. 111,548 219937 

rn>portlon _01 combined aaJ .. 
tlXeI tol 

Total Cederal internal revenue 40.7 31.5 
Total federal tax revenue .... 1S.5 16.9 

, ExclUlive of the ... i ... on tobacco and li'1,uon. 
Iincludi .. CUitomI receipta 011 warrant buio. 

A"".NI (iN/A •• , •• J,) 
$74,580 $128,522 $91,794 

4,062 4,002 3,999 

$78,642 $132,524 $95,793 

214,304 310,972 270,056 

299,232 490019 446,474 

p,.c,.., 

36.7 42.6 35.5 
26.3 27.0 21.5 

$61,656 $3,345 $3,017 $3,632 $420,702 
4,596 8,207 8,837 3,650 37,559 

$66,252 $11,552 $11,854 $7,282 $458,261 

192,969 160,805 185,465 144,592 1,639,272 

357,434 340,853 380,003 350,862 2,996,362 

34.3 7.2 6.4 5.0 28.0 
18.5 3.4 3.1 2.1 15.3 
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In 1866, a special revenue commi~ion proposed the abolition of the 
taxes on repairs, on clothes, on raw matenals such as pig iron, coal and 
petroleum, and on books and printed matter. These recommendations 
were not followed exactly, but many of these taxes were abolished and 
others teduced by Congress in 1866 and subsequent years. 

TM Civil H'"r D."I". .. S"III TtlJllI .7 
The revenue law of 1862, which imposed the manufacturers' sale. tax, 

also levied. tax of 0.1 % on sales at auctions. In 1864 the rate of this tax 
was increased to 0.25% and, by a related law, brokers and bankeni were 
taxed 0.125% on .a1es of commodities and 0.05% on sales of instruments. 
The rates of both the auction sales tax and the bankers' and brokers' tax 
were reduced in 1866. 

In 1867, the scope of the system of federal turnover taxes was broadened 
slightly by subjecting the sales of apothecaries, butchers, confectioners, 
plumbers and gasfitters to a tax orO.1% on the annual excess or their turn
over above 1\25.000. FinaUy, in 1868, the sales by manufacturers of all 
articles not taxed under the remaining fragments of the manufacturers' 
.a1es tax were subjected to a tax of 0.2%. In 1870 aU the federal sales 
taxes except those on tobacco and liquor were abolished. 

Yi.ld 'II 1M Civil H' ar Tlmlo,.,. TtlJllI 
During the nine years during which they were collected, the federal 

turnover taxes yielded 28% of the total of the Federal Government's 
internal revenue. As shown in Table 13, the manufacturers' sales tax in 
the year or its greatest productivity, 1866, yielded 1\128.5 millions, 41.3% 
or the total federal internal revenue for the year. The other sales taxes 
never yielded such a high total. In 1869 they produced 1\8.2 millions and 
in 1870,1!8.8 millions, on 5.1% of the total federal internal revenue for the 
former year and 4.8% for the latter. 

THE PaOPOSED FED£lU.L TUaNov£1. TAX OF 1921 

The general sales or turnover tax remained a dead issue in American 
federal politics until 1918. From 1918 on, the bitter opposition to the 
federal excess profits tax and to the high rates or the surtax on individual 
incomes provoked a search for possiblesubstitutes. Among others, the pr0-
ject or a general sales tax was given consideration. At first, the proposal 
was approached gingerly. but as sentiment for a federal turnover tax aug
mented. the issue .... debared openly and heatedly, and quite a volumi
nous literature on the subject appeared.' The acme or the controversy 

, M ...... R. ,",Y. "N...ted Reform in the ~t Federal Tu La..," 7hut 
C_,...io. Mqai ... No .......... 1919; Huria Wm!hrap & Co., "A ClOSS Soctioa 
of Fatta and Feelings in Business America,N New Yorit, 1919; Tbomu S. Adamo, 
"N...ted T ... Reform in the Uni .... 5 ...... N New Yorit, 1920; Jules s. IIoche, 
"R'" Business from the Slavery of Tanrion, N New Y~ 1920; H ..... J~ 
Burton, "The SaIeo Tax," Minneapolis, 19lO; Business Men. National Commit
=. "Prim .. G.... SaIeo or Tumo_ Tax,N New Yorit, 1920; Harris W"m!hrap 
& Co.. "A Composite PictweofBusi_Amorica, N New York; Otto Ka/uI, as.-. 
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came in 1921 when the Senate Finance Committee opened ita hearings to 
the proponents and opponents of the tax,. and Senator Smoot introduced 
alternative amendments to the House Revenue Bill providing for a com. 
modi ty transfer tax and for a production tax. 

Tlu Smoot Amt1ltlmt1ltl 
A House bill for a "general .ales tax" as a substitute for the excess 

profits tax and to provide revenue for a soldi .... • bonus (H.R. 14956) was 
presented in the final .... ion of the Sixty ... ixth COngr.... It received 
unfavorable notice on the lloor of the House' and died in the Way. and 
Means Committee. 

Thelirst serious proposal for a federal turnover tax w .. made by Senator 
Smoot. It was introduced in 1921 as an amendment (S.B. 202) to the 
House Revenue Bill and provided for a 1% commodity traDefer tax on all 
sales or leases of "goods, wares and merchandize" over an annual tum
over of $6.000. It had originally been intended to exempt aaIes of farm 
produce, but upon representation that most farm sales would come under 
the $6,000 exemption, this provision w .. dropped. The bill .. presented 
to the Senate exempted .a1es by the Federal Government, by foreign 
governments and by the states and their subdivisions, .. well .. lales by 
hospitals. by religious. charitable and educational institutions, and export 
sales. Estimates on the annual yield of this proposed tax varied .. idely; 
that of Mr. Joseph S. McCoy, the government actuary, .... '1,100 
millioDe. . 

Sentiment against the bill w .. evident in the Senate discuuions,' and 
later in the .... ion Senator Smoot offered an amendment to his earlier biD, 
changing ita charactet to that of a modified production tax. This amend
ment provided a 3% tax on consumption aaIes by manufactur .... and 
producers, accompanied by a counterbalancing 3% import duty on c0n

sumption goods. The bill itself did not cover ~ sold by a manufac
turer to another manufacturer for further "orkiDg. but it " .. anticipated 
that the Treasury tegulationa would provide for exemption of aaIes when 
the purchaser gave assurance of further productive activity upon the pur. 
chased goods, making the purchasing manufacturer liable for the tax on 

Suggestions on Tas. Revision," .. Addendum to Some Saggeitlon. OR Tn ReYi
sioo and the Sales Till<," and "Two Years of Faulty T ... tioo and the Sales 
Tax." 1920; Charles Eo Lord, "The Farmer and the Sales Tax." F"",,,,. 1920, 
pp. 699-708,j NationallndoaaiaJ Conference Board, "NatiooaIlndaotrial.Ta 
Conf~ and"Seamd N.tiona1 IndusaiaJ T .. Conf_" 1920; N.tiona1 
Tax Aooociation. "~ of Thirteenth N.tiona1 Conf....-." 1920. "". 
169-219; Meyer D. '"Gn.o Sales ... Turnover Tax. H New York, 1920; 
Robert R. Reece, "A Review and DiIcu.ioD of the Oppooitioo to • Commodity 
Sa1es Tax." New York, 1921; Hogb Saturlee,"Sa1es T ..... " New York. 1921; 
Otto Ka1uo, "A Plea for Proopority,:. New York, 1922;. Edwin R. A. ScI~ 
"The Sa1es Tax." in"Studico in Public YIIWICe,," New Iork, 1925. 

'67th ~ lot Seooion, Seaat!o y_ Committee, "Hearinp .... the 
Reveoue Att of 1921," pp. 21-496. 

• Cou .. lt,.;o .... lIcaJnI, 66th Cougr-. 3nI Seooion, pp. 2328-2340. 
llJUI., 67th ~ lot Seooion, pp. 692, 5890, 6211, 72J2, 7250, 7294, 75IK. 
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the finished product. The same exemptions were allowed as in the earlier 
bill. The estimated yield of this tax was 1>759 millions. 

Still later in the session, the second Smoot amendment was reintroduced 
in a modified form, providing for a 1 % tax on consumption sales by manu
facturers and producers, with a 1 % compensating import duty. The esti
mated annual yield of this tax was 1>253 millions. In the debate on this 
last amendment, an interesting reversal of theory occurred. The two 
earlier turnover taxes had been proposed as consumption taxes; it had 
been argued that they could not become a burden on industry since they 
would invariably be shifted. The opposition seized upon this feature of 
the proposals and emphasized the characteristic of such consumption taxes 
of burdening the poor more heavily than the rich. In defending his third 
proposal, Senator Smoot argued that it was intended to be a tax on indu ... 
try and not on the consumer, and that because of its low rate it would not 
be shifted.' 

The vote on the Smoot proposal for a production tax was taken on 
November 3, 1921. The proposal was defeated, 43 to 25, by a combination 
of agrarian Re~ublicans such as LaFollette, Lenroot, Borah and eaPF-' 
and a few administration Republicans such as Penrose and McCormIck, 
with the solid Democratic vote.' The following day the Smoot proposal 
{or a 0.5% commodity transfer tax, with a hastily added amendment 
allowing credits to merchants and manufacturers for the amount of sales 
tax included in the prices of commodities purchased by them (which would 
have completely revolutionized the character of the tax, making it a net 
value transfer tax, and would have cut its revenue production to less than 
one-third of the original proposal. although neither the sponsor of the 
amendment nor the senators voting on it seemed to realize this), was vored 
down, 46 to 25.' A third and final proposal for a 3% production tax {ailed 
on a iii .. IIIItf vote three days later.' . 

COIllro."." ..". Prop • .,,1 F,UrJ T",."..". T...w, 
The motivation for the federal turnover to: proposals that originared 

from 1918 through 1921 was the desire in manJ:.'!uarters to abolish the ex
cess profits tax and to abolish or at least to modify the surtax on individual 
incomes; it was also felt that a federal turnover to: would give an oppor
tunity for eliminating the federal system of special wartime excises and 
&ales taxes on luxuries and oemi-luxuries. The proposed turnover taxes 
were viewed not as an addition to the existing federal internal revenue 
system but as a substitute for parts of it. Under the circumstances, it was 
natural that the proposals for federal sales and turnover taxes were not 
considered and discusoed solely on their own merits; the opinions which 
individuals and groupo in the country held on the subject were colored by 
their attitude toward the taxes for which it was proposed to substitute 
these general &ales or tumover taxes. 

In a broad _y, it may be said that the busioess e1em ... ts of the country 
favored the substitution of a tumover tax for the excess profits and other 

,f llW", P. 7244. I/W", pp. 72S4-7lS5. I/W", P. 729&. '/W", p. 7506. 

14 
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taxes from 1918 through 1921. In the fall of 1919. Harri. Winthrop Il< 
Company. a banking firm. distributed a questionnaire among their e1ientl. 
inviting opinioRi on the issue. Of 1:J79 replies. 1.173 favored a federal 
turnover tax and 806 were opposed.' The strong .. t approval of the tax 
came from New England. and the oppoIition to the propolal wu greatelt 
in the southern and southwestern .tat... A second referendum on the 
question of a federal turnover tax, taken a year later by the .. me firm. 
showed 2.621 replies out of 3.573 favorable to the propotal.' A referendum 
(No. 34) held by the Chamber of Commerce of the United Statel in the 
winter of 1920 showed from 70% to 84%' of itl membenhip in favor of a 
turnover tax. The proponentl of a federal tumover tax who t .. tified at 
the hearings of the Senate Turnover Committee constituted a representa
tive Cl"09S-8eCtion of opinion favorable to the tax. Among these were a 
prominent drygoods merchant, a representative of the Philadelphia Manu
facturers' Club. a representative of the National Association of Real Estate 
Boards. a representative of the National Association of Manufactur .... a 
representative of the Boston Chamber of Commerce. a representative of 
the National Retail Dry Goods Association. and several representativCl of 
the jewelen of the country. . 

The agricultural and labor elementl of the country. the public utility 
interests and several prominent economistl oppoted the propoul of • 
federal turnover tax. These groups were not u active u the proponentl of 
the tax in publishing their opiniORl in articlea or pamphlets, but they 
presented their case at length before the Senate Finance Committee in 
1921. They placed emphasis on the heavy tax burden that would be placed 
upon the poorer e1ementl of the country by substituting a tumover tax 
for the excess profitl or the luxury and semj..Juxury taxCl. They made 
much of the pamt that the tax would discriminate againlt tpeciaI or lingJe.. 
pruceos enterprises competing with multiple-proc:eM concema. and they 
laid emphasis on the administrative di/licultiea of the tax. 

The failure of the Smoot amendments to obtain CDngrClliona1support 
was generalJy accepted by both proponents and opponents of the measure 
as dosing the issue. and the CDntroveny quickly subsided. 

THE WEST VJKCUIlA TUJUfovEa T ... : 

The state government of West Vuginia in 1921 found itself faced by 
rapidly increasing expenditurea and an inau/liciency of revenue from exist
ing sources. Opinion was fairly unanimOUl that the extractive induatriel 
of the sta-.:oal mining and natural gas and oil production-should con
tribu_ to the support of the ltate government than in the put, but 
apart from this, there was little agreement as to where further additional 
~enue ahouId come from. During the closing day. of the 1921 .... ion of 

I Harris Wmthrop " Company. "C ... Sa:tiaa." 
t JJiJ., .. Compoliu: YIIC'tIIre. " 
'The form of the qaescioao did _ pennit aD euet.....raiDmeDt of the opiniono 
--' in the repIico. 
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the legislature, a biD providing for a gross sales eo: on all sales-'-indus
trial, commercial and casual-as well as on extractive production, was 

C
reased through the legislature with litde consideration, and enacted into 

aw;' thi. turnover tax replaced an existing 0.75% corporation net in
come tax, which in 1920-1921. the last year of its operation, had produced 
$1,332,000. 

Till GroJJ StUll Tu lAw oj 1921 
The 1921 West Virginia tal< applied to the total of business transactiOlll 

of corpora tiona and private bueiness concerna and also to incidon tal trans
action. by individuals (although the latter application was largely in
operative m view of the large minimum exemption). The basis of the tax 
was "gross receipta," which included, in addition to income from sales, 
the income from services, discounts, interest, rentals, dividends and all 
other receipts, without allowance of deductions for losses or any expenses. 
An annual minimum exemption of $10,000 was allowed, and national 
banks, ineurance companies (separately taxed), mutualsavingo banks and 
non-profit educational, religious and charitable organizatiOlll were ex
empted on their sales or services. For conatitutional reasone the law also 
exempted eales of articles for continuous transportation and delivery out
aide of West Virginia and the sales of imported articles sold in their original 
unbroken packages. 

The rates of the 1921 law were: 0.4% of the gross sales value of extracted 
products-coal, oil, natural gas,limestone, sand or other mineral products; 
0.2% of the gross proceeds of sales of tangible property except wholesale 
sales by jobbero or producers, and of the gross income of banks, railroads 
public utilities and other businesses and professions; 0.333% of the excess 
of the gross ~s of sales by wholesalero and jobbers over and above the 
purchase pnce of the goods SO sold. True discrimination between the rates 
applied to the various lines of productive and mercantile activity was in
tended to 06set the clift"ering ratioa of net pro6ts to turnover of the various 
types of concerns and so approximate the burdell of the groaJ sales tal< to 
that of a net profits taL . 

In the case of concerns with • gross annual turnover in excess of $60,000, 
returns had to be made, and the tal< paid, quarterly; whell the turnover 
was less than $60,000. annual returns and tal< paymellts were permitted. 

Till BIUi ..... o«",.n ... T .... u. oj 1925 
Several measures were introduced into the 1923 legislature to amend the 

Gross Sales Tax la. of 1921. The teDor of these bills indicated a desire for 
h.avier rates on the extractive industries and hoatility to the pri!,pple of 
the turnover tal< as applied to other industries and activities. one biD 
(H.B. 149), increasing the rates on the extractive industries and sub
stituting a net profits tal< on other business eIlterprises, .... passed by the 
House of Ddegates but failed iD the SeD.te.· 

• N.tionaI Ind .. 1riaI Conr..e.a.1Ioud, -The Tu: I'nIbIaD m Well Vqiaia,· 
Now York. 1m, pp. 151-159. 

• 11M., p.1~ 
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Bills of a similar character (S.B. ISS. H.B. 198. H.B. 417) were intro
duced during the regular 1925 .... ion of the legislature. but though one 
(H.B. 417) received favorable consideration by the House Committee on 
Finance, enactment into law did not follow. Amendment of the Gross 
Sales Tax law was postponed 11J1ti1 the 1925 special .... ion of the legis
lature. 

Chapter I of the Special Session Statutes of 1925 created a "Busin ... 
Occupation Tax" which was. in dect. a modification of the earlier GrOll 
Sales Tax. This law gave a new definition of "gross income" and pr0-
vided a new. higher and more complicated schedule of rates. but other
wise maintained the principle of the Gross Sales Tax law of 1921. The 
definition of " gross income" given by the 1925 statute i •• ignificant-"the 
value proceeding or accruing from the sale of tangible property (real or 
personal) or service. or both. and all receipts. actual or accrued. by reason 
of the investment of the capital of the business engaged in. including inter
est. discount. rentals. royalties. f .... or other emoluments however desig
nated and without any deduction on account of the costs. interest or dis
count paid. or any other expense whatsoever; and without any deduction 
on account of losses." The tax accrues as of the date of closing the c0n

tract of sale, irrespective of the time of ddivery or the time of payment. 
The West Vuginia tax is thus. turnover tax of the broadest form posaible, 
covering sales of land by realty firms and certain types of services. as well 
as the sales of commodities, and even including items of dividends and 
interest received, which are not within the scope of a general tum
over or gross sal .. tax. A very significant item is the provision vesting 
authority in the Tax Commissioner "to make equitable and uniform rates 
for ascertaining in the case of production without sale, and in the case of 
sales to a/liliated companies or persons where the receipts are not indicative 
of the true value of the subject of sales." 

Au examination by the Tax Commissioner of the comparative burden of 
the old corporation income tax as levied in 1919 and 1920 and of the Gro. 
Sal .. Tax as levied in 1922 indicated that the rate schedule of the latter 

TABLE 14: RELATIVE IKCItEASES OFTAX BUItDENS OIfTYPES 

OF BUSINESS EJrTEItPItISE IMpOSED BY THE WEST 

VIItGINIA 1921 GItOSS SALES TAX 
(Saar= SuppIem.D...." Report of the State Tu Commiooiontr 1923 p. 10) , , 

c;,..SoIoo Net 1_ 
t:.a.. .. P.c-

N ....... '" Tu_ c.. ...... '-'-'" _"'--.c-.. c.....- c.....-
~ Ta --. ......- -1921 1920 

Productioa Cestnctioo) ••.....•. 311 '1,461,506 $661,720 121 
!4aaufocturing ...•••••••••••••• 309 620,320 263,896 135 
Sa .... _ wbolcoale ••••••••••• 309 164,932 40,243 260 
Wholesale ...................... 132 551170 31,()65 77 
Banks and public aoilitico ••...••• 117 141,604 rn:m 52 Otba-.....m..... ..... profesoiono .. 235 52.722 36,2S5 45 
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did not maintain the equilibrium o£.tax burden between the various lines 
of productive and economic activity which had been imposed by the earlier 
net income tax. As shown in Table 14, the burden of the Gross Sales Tax 
on concerns selling at retail was 260% greater than the burden of the 
former excise on net incomes. In the case of manufacturing concerns the 
increase was 135%. The increase for miscellaneous business and profes
sions was only 45%. The Gross Sales Tax imposed only an additional 
52% tax burden on banks and public utilities. 

With a view to remedying these discriminations of the Gross Sales Tax, 
the schedule of rates was revised. An additional yield, $4.3 millions as 
against the $2.5 millions to $3 millions of the Gross Sales Tax, was required 
from the new Business Occupation Tax. Consequently, the revision of the 
rate schedule took the form of marked increases of the rates on those lines 
that had had their tax burdens increased least by the 1921 Gross Sales 
Tax; the rates on those types of concerns that had been subjected to the 
heaviest increases under the 1921 tax were increased either slightly or not 
at all. Amusement places were taxed 1% on their gross incomes as a con
cession to the feeling that their incomes represented a luxury, or at least a 
sumptuary expenditure, on the part of their patrons. The schedule of 
rates is presented in Table 15. 

TABLE 15: RATE SCHEDULE OF THE WEST VIRGINIA 

BUSINESS OCCUPATION TAX OF 1925 

Extractive induatl'iea 

Banb and public oem ... CIlterprioos 

Rateof' 
T .. 

~ minin' ..•••• ; ............... 0.42% 
Oil producnon ......... ; .......... 1.00 
Natural gaR prnductinn. . . • . . . . . • •. 1.85 
Eztraction of lima"", .. aand or other 

mineral produc... .. . .. .. .. .. .. .. 0.45 
Lumbering ....................... 0.45 

Manuf"ac:tula1l' aaIeo ••••••••••••••. 0.21 

Sal .. of tangible JlI'O.P':l" oth ... th.n 
by wholesalers eN' Jobben. . • • • • . .. 0.20 

WboIesaIers' and jobben' aaIeo. • • • •. 0.05 

Banko ........................... 0.3 
Steam rallioads .................. 1.0 
S ..... rail_yo .................... 0.4 

~.Il!.~!"""~.;~Ph: .~. 1.0 
l;ih;~ _ companies ••••••. 0.6 

Other public oemoe compan ......... 0.4 

GnJooin_ofCODoroclDn •••••••. 0.3 
G.- u.- from pt- of ___ 

ment .......................... 1.0 

All om..: ~ .amties ......... 0.3 



TABLE 16: RECEIPTS FROM THE WEST VIRGINIA TURNOVER TAXES, BY INDUSTRIES, FISCAL YEARS 
1922 TO 1928 

(Source. Biennial Reports, State T .. Commission) 

BUlm.. a.ul6ution 

~~I producllon .............................. $516.8 $1,084.5 
Oil and , ... production . ....................... 150.6 231.7 
Clay, .and, etc., production . ................... 13.1 18.0 
l'imber producllon ••••••••••••••.•.•••••••••.• .. .. 

Total production ......................... $680.5 $1.334.1 

Manuracturina· .................. "" .......... 339.4 656.9 
Sol ... exclmive or whole .. I" .................... 169.6 442.1 
Salel. wholesale .... ........................... 31.4 52.4 
Bank. and pubUc utiUtiea .. ............. , ...... 68.3 101.9 
Other buain ..... anel p",feasiona' ••••••••••••••• 73.1 120.8 

To..t ••••••••••••••••••••••••••••••••••. $1,462.4 $2,708.4 

Totalata ......... n ........................... $7,lOO.0 $\1,493.0 

Combined atate and lot-a) tax: ~venue" ........... $31.721.0 $49,927.0 

Julyio1913 I Julyu;'91t 
June, 1924 June. 1915 

$1,093.8 $731.8 
221.6 199.8 

2402 25.0 .. . . 
$1,339.6 $956.6 

780.0 725.9 
586.8 539.3 

61.9 56.3 
115.3 105.1 
172.4 167.9 

$3.056.0 $2,551.1 

$13,030.0 $13,899.0 

$56,305.0 $58,380.0 

$969.7 
152.3 
29.3 
5.4 

$1.156.7 

842.1 
555.4 
71.7 

298.0 
235.3 

$3,159.2 

$15,532.0 

$62,309.0 

July, 1916 
to 

June.19Z1 

$1,182.7 
705.5 
31.9 
25.3 

$1,945.4 

791.2 
580.1 
88.9 

402.5 
268.0 

$4,076.1 

$17.135.0 

$64,913.0 

Jul,., 1917 
to 

June. 1928 

$1,022.0 
6IS.S 

30.2 
30.2 

$1.697.9 

788.3 
562.2 

85.9 
399.3 
272.4 

$3,806.0 

$18,619.5 

.. 



~ productIOn .•.•• , ........................ 35.3 40.0 35.8 28.7 30.7 29.0 26.8 
Oil and ... production ........................ 10.3 8.6 7.2 7.8 4.8 17.3 16.2 
CIa1~""". _. production .................... 0.9 0.7 0.8 1.0 1.0 0.8 0.8 
Tim production ............................ .. .. .. .. 0.2 0.6 0.8 

Total production ......................... 46.5 49.3 43.8 37.5 36.7 47.7 44.6 

ManuflCtUri"' ............................... 23.2 24.2 25.6 28.5 26.7 19.4 20.7 
801 ... ad .. ive 0{ .. bolaale' ................... 18.4 16.3 19.2 21.1 17.6 14.2 14.8 
hla ... hoIaale .............................. 2.2 1.9 2.0 2.2 2.2 2.2 2.2 
Banband odJcr public utilin.. ................ 4.7 3.8 3.8 U 9.4 9.9 10.5 
OdJcr .... i ..... and prof ... icJmI ••••••••••••••• 5.0 4.5 5.6 6.6 7.4 6.6 7.2 

Total ................................... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Ratio 0{ _ ealet bill nceip .. to total ... '" bill 
revenue .•.•••..•••••••.•.••••.•....••.•. " . 20.3 23.6 23.5 18.4 20.3 23.8 20.4 

Ratio of _ Pia ... rocciptl to combined Ita", 
I 

and local ......... 00 ........................ 4.6 5.4 5.4 U 5.1 6.3 .. 
J CnuaI Pia DOt toed after 1924-1925. 
• pror ... iona DOt toed after 1924-1925. 
• U. S. Bureau of the CeIllUl, "Financial Statiatica of S .. tea" aeri ... 
• Nationallnd .. triaI Com_ Buard, "Coat of Government in the United S .. t .... aeri ... 
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The list of exemptions remained unchanged, but the 1e0pe of the tall w .. 
narrowed so .. no longer to include professional services. Sales of real or 
personal property, not carried on .. a busine .. , were also excluded from the 
Business Occupation Tax. A number of administrative changes were 
made. Among these were the provision for annual instead of quarterly 
payments when the tall on a concern is less than $100, and the reduction 
of the fine for fraud or evasion from $5,000 to $1,000. 

The busine .. intcrcots of West Virginia arc far from satisfied with the 
Business Corporation Tax in its prcocnt form,' but no changes have been 
made in the 1925 law. 

Yield of tM West Yirginia Tun/ooer T "" .. 
From its earliest application, the West Virginia turnover ta" proved a 

better revenue producer than its predecessor, the corporation net income 
excise. As shown in Table 16, from 1921-1922 to 1923-1924 over one
third of this revenue was paid by the coal companies of the .tate. Manu
facturing companies paid nearly a fourth of the total. 

The most noticeable changes in the distribution of revenue receipts 
resulting from the substitution of the BUlin ... Occupation Ta" for the 
Gross Sales Tax were sharp increases in the revenue from banking and pub
lic utility corporations, from unclassified busine .. concerns, and from ex
tractive production. The ta" burdens on manufacturers, wholesalers and 
retailers remained practically unchanged. 

The annual revenue of the Gross Sales Tax, under the rates of the 1921 
law, varied between $2.5 millions and $3 million.. This rcpresenred over 
one-fifth of the state government's revenue, and from 4.5% to 5.5% of the 
combined state and local tall revenue of West Virginia. 

Far fr!,m producing an additional one to on .... nd-a-balf millions of ta" 
revenue, as had been anticipated, the Busin ... Occupation Tax of 1925 
resulted in a bare $600,000 increase during the fint year of operation. In 
fact, the revenue from this tax during the fiscal year 1925-1926 was only 
$100,000 in excess of the yield of the Gross Sales Tax in 1923-1924,the 
latter'. best year. During the fiscal year 1926-1927, however, the Busin ... 
Occupation Tax measured up to its revenue cxpcctarions, and produced 
$4,076.1 millions of revenue, "hich rcprcocnted 23.8% of West Virginia'. 
state tax revenue for the year and 6.3% of the combined state and local 
ta" revenue. The yield of the Busin ... Occupation Ta" in the fiscal year 
1927-1928 feU off considerably from the high figure of the preceding year. 

OrR .... SrATE Tuuovza TAX"" 

Of the American states,onJy West Virginia Ievia a general .. Ies 01' tum
over tax applying to alJ transacrions or alJ business done within the .tate. 
Four other states, Pennsylvania, Connecticut, Delaware aud Miuouri, 
provide for the taxation of certain classes or grouP" of manufacturing 

• J. E. B~ "'Operatioaa 01 SaJa Tas in Welt VirJjai .. N Gremyille, S. C .. 
1928. 
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or mercantile enterprise on a gross income basis, either by the state itself 
or by local govemments; these state gross income taxes are allied to turn
over taxation and deserve consideration as aspects of turnover taxation. 

Of the dependencies of the United States, the Philippine Islands and 
Porto Rico levy turnover taxes of the commodity transfer type. 

Th, P,lflfsyl"""i. Mm."IiI, Lictnst T." 
The Pennsylvania Mercantile License Tax, although levied as a license 

tax on wholesale and retail merchants only, and excluding sales by manu
facturers and agriculturalists of their own products, has some of the 
characteristics of • general sales or turnover tax.' It was first levied in 
1821 (P.L.244) to apply only to dealers in foreign wares. In 184I'(P.L. 
307) it was extended to aU dealers. Its re-enactment and codification in 
1899 (P.L. 184) i. the basis of the present tax. 

The Mercantile License Tax is imposed on individuals, firms, corpora
tions and all other vendors of goods, wares and merchandise. The law 
r.rovides three rates: a $2.00 annual license charge plus a 0.1% tax on 
• the whole volume, gross, of business transacted annually" of retailers; 

a $5.00 annual license charge plus • 0.05% till< on the turnover of whole
salers; and a 0.025% tax on exchange sales. The tax i. coUected on the 
basis of self-assessments checked by • corpa of local .. mercantile ap
praisers." 

The tax has been • fruitful source of revenue to the state government, 
as is shown in Table 17. Its yield increased from $1.2 millions in 1915 to 
$3.8 millions in 1926-1927. In the latter year it represented 3.6% of the 
state government's tax revenue, and 0.9% of Pennsylvania's combined 
Itate and local tax revenue. Its coot of administration is excessively high" 
though of recent years it has shown. tendency to decrease. It was 11.3% 
in 1915,9.7% in 1919,8% in 1923, and has averaged 7.8% in recent years.' 
The determination of liability to the tax in borderline cases has resulted in 
much judicial controversy. For at least two decades there has been a 
strong, though probably not a majority, current of disapproval of the 
mercantile license tax.' 

Tht C."""';,,,, Mn'tu"IJ' ... , M ... IIj«t-.' T." 
In 1921 (ch. 393), Connecticut levied a privilege tax on unincorporated 

manufacturing and mercantile concerns. The measure of the tax was the 
gross income or turnover of the taxed concerns attributable to Connecticut 
business (determined by the I:'ropo<!ion of each taxed firm's real and tangible 
personal property located .... thln the state). The rates were 0.1% on the 

, Fox, "Taxation far Slate ~ in Pennsylnnia, • pp. I())-IIQ. 
'/6U., p. 109, ancl ...... from Penns,IYUIia AudilDr General dated April 16, 

1919. 
, Report of th. Pennsyln.ia Join. ComnIittee apoD RO'rision of the c..-ation 

and R.venue Laws,I909-19Ih.pp. 167-168; Report of the Committee on Tuation 
Study to the Council 01 the utJ of Pi ......... b, 1916, pp. ',-82; Brief 01 Allied 
Business M •• ·.l.eqae of PennSJlnnia to Go_ liproUI, P"'.- PWI# 
.r...q.r, April 20, 1911. 



TABLE 17: RECEIPTS FROM THE PENNSYLVANIA MERCANTILE LICENSE TAX, FISCAL YEARS 1915 TO 1928 
(Source;- R.porll or the Sta .. Auditor Gen.ral) 

o.~ ... ~ .... 
0"" ... 0"" ... o...m. 0"" .... lou b." ~une. {une. {une, {un .. June, {'m' {9ii bu. 191. ber, 1915 bu. 1916 ber. 1917 I9IA '919 9lI 921 92J 924 .925 T,. to to to to toN~ toN~ to to to to to to to 
Novem- Novem- NQvtltn- Novem· ..... ...... M~, MIY, MIY'. M.~, M.~ M.~, MIY. 

• ,1915 ber.1916 bu. 1917 bu. 1918 bo, bo, •• .923 J9n '92 '92 '92 191& 
1919 1926 

I"" on ret.~I •• ! .... -......... $909 $951 $1,054 $1,258 $1,548 $1,198 $2,32.1 $2,600 $2~~ $2,743 $2,730 $2,924 $3,280 
Tn on whol ... I •• aI .......... 340 349 427 557 651 817 779 825 839 814 850 989 - - -TotAl mercantile license tax ... $1,249 $1,300 $1,481 $1,815 $2,199 $2,015 $3,102 $3,425 $2,942 $3,582 $3,544 $3.774 $4,269 

Total .ta .. tax re ............ 30,438 35,039 29,911 41,858 .. .. 67,189 76,580 87,530 91,336 99,82.1 105,678 120,850 

Total .tate .nd local tax re .... 
nuel ................. . .. .. .. .. .. .. 300,082 324,816 352,359 378,501 410,711 439,046 .. 

P,..Cmt 
Proportion of men:lU\til. Ii ..... 

tum; 
Totalltate tax ft'ftnue . ..... U 3.7 5.0 4.3 .. .. U 4.5 3.4 3.9 3.6 3.6 3.S 
Tot.ll .. te and local tax reve-

nue, ..... , .............. .. .. .. .. .. .. 1.0 1.1 0.8 0.9 0.9 0.9 .. 
1 U. S. Bureau of the Cenlua, "Financial Statistics of States" series. 
• Nationallnduotrial Confe ..... Boan!, " Coot of Go .. rnment in the United S ..... " .... i ... 
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204 GENERAL SALES OR TURNOVER TAXATION 

the end of each quarter, the total of sales" and the amount of tax due is 
noted on the appropriate couF-n, which is sent with the remittance of the 
tax to the tax collector. Senally numbered stamps covering the amount 
of the tax paid are then sent to the taxpayer. These are attached to the 
license form, which must be kept on display. 

Til, Porto Rita" TUI1Io..,. Ttl"" 
In 1925 (No. 74, Tide III), the Porto Rican Assembly enacted a 2% tax 

on the sales of all commodities not already taxed under the system of 
excises. The scope of this commodity transfer tax was limited, however, 
since many of the most important articles were covered by the excise sys
tem; in addition to alcoholic drinka and tobacco products, this group i .... 
c1uded sugar, musical instruments, motors and motor accessories, cameru 
and photographic accessories, typewriten, comptometen and cash regis
ten, lighting apparatus, and other specific items. In addition, foodstuff., 
gas, electricity, fuel, newspapen and booka and (by error) jewels were 
exempt. A minimum turnover exemption of $100 per month was allowed. 
The tax was paid by affixing stamps to the return forms. 

In 1927 (No. 17), the exemption of jewelry was dropped and .aleo of 
real property, presumably non-taxable under the 1925 Jaw, were .pecifi
cally exempted. Moreover, it was provided that the taxation of the .ale 
of any specific article exempted all future transfers of that article; thi. pro
vision gave the tax the character of a production tax. 
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