
HOUSE 2369

Executive Department

To the Honorable Senate and House of Representatives:

In mjT message of March 31, 1939, I suggested that cer-
tain definite steps be taken to reduce the State budget
transmitted to you early in the current session. Roughly
that budget, with the suggested modifications, provides
for 1939 appropriations as follows:

Cf)t Commontoealttj of

Aid or Reimbursement to Cities and Towns.

(1) From the Highway Fund for direct ex-
penditure by the cities and towns to
meet their own existing road and high-
way appropriations $9,600,000

(2) Reimbursement for welfare provided and
paid for by the cities and towns, ap-
proximately 21,000,000

(3) Expenditures for caring for 39,000 people
in hospital beds of State hospitals, the
cost of which if not paid by the State
would otherwise fall on the cities and
towns, approximately . . . . 20,000,000

A total of $50,600,000

This may fairly be considered as assistance to the cities and towns.

Expenses of State Government.
After economies, suggested by my message of March 31st,

estimated at $1,500,000 in 1939, there would be ex-
penditures, for other services provided (or assisted)
by the Commonwealth amounting to . $40,500,000
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These alone can properly be regarded as expenditures for
State functions in any real sense. The only substantial
hope of further state economies, which will relieve the
burden upon the taxpayers of the cities and towns, lies in
cutting this $40,500,000. Obviously it would be no relief
to th,e cities and towns to cut down the $50,600,000 of ex-
penditures for grants to them for highway and welfare
purposes and to pay for the care of sick and insane persons,
for whose care the cities and towns would otherwise have
to pay. To cut this $50,600,000 in expenditures (except to
the extent that the cost of caring for the sick and insane
can be reduced intelligently) would merely add to the bur-
dens of the cities and towns.

Even if much greater economies are effected than those
which I have suggested, the taxpayers in the cities and
towns of Massachusetts will still need further relief, to be
furnished by revenues from taxes other than the general
property tax.

I informed you in that message that I would later recom-
mend to you new and additional taxes. This message con-
cerns that subject.

Of the appropriations in 1939, $58,500,000 are appropria-
tions from the General Fund, so-called. Revenues available
under existing law to meet these appropriations are esti-
mated to be $28,000,000 in 1939 and a slightly larger total
in 1940. It is obvious, therefore, that the difference of
approximately $30,500,000 constitutes a deficit which will
fall upon the cities and towns of the Commonwealth in the
form of a State tax to be assessed as part of the property
tax unless measures are adopted to reduce that deficit or
to offset it. Of this deficit about $21,000,000 represents
the amount that the State has by law agreed to reimburse
to the municipalities for welfare already paid out by them.
Under our laws municipalities bear the substantial part of
the welfare work and the Commonwealth agrees to reim-
burse them for the balance. If the State tax is higher than
the amount of the reimbursement it becomes the rankest
hypocrisy for the Commonwealth to say "yes, we will
reimburse you for welfare” and then assess a State tax to
pay for that reimbursement. Consequently, any new
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revenue raised from sources other than real estate up to
$21,000,000 is really assessed for the purpose of paying for
welfare work already performed by the municipalities.

Furthermore, there is an additional deficit of $9,000,000
accumulated from last year and not assessed by the cities
and towns as a part of their property tax in 1938. The
harmful effect of such an aggregate increase in the State
tax can be readily recognized. The total increase, unless
new revenue is produced, is the equivalent of approximately
$5.75 on each $l,OOO of real estate valuation. This is a
destructive burden upon our cities and towns and must be
reduced or offset.

In January I submitted for your consideration a tax
program suggested by Commissioner Long. I have now
studied that program, revised it somewhat, and recommend
to you the following taxes; some new, some additional, to
meet and offset this burden of $30,500,000 to be expected
in 1939.

Obviously, any program of taxation, to be effective in
these years, must be framed within the limitations of our
Constitution. If you determine that some tax not now
permitted by our State Constitution, such as a graduated
income tax, is necessary or desirable, then you should take
such steps as you feel are necessary but you should not let
them interfere with the prompt adoption of this program.
We must also remember that new taxes should not involve
substantial increases in the total expenses of collecting taxes.
To a large extent, this can be avoided by making most of
the increases in revenue dependent upon modifications of
existing taxes. But we must also be certain that no new
tax increases the existing tax burden upon real estate, di-
rectly or indirectly. In times of emergency, we must
remember that the program must bear somewhat more
heavily on those financially able to increase their contri-
bution to expenses of government, than upon those of
smaller means. At the same time, to obtain revenue, some
of the taxes must be of broad general application.

With these principles in view, I recommend the following
emergency taxes. With the co-operation of your honorable
bodies in the prompt consideration of these tax problems in
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order that they may soon be put into effect, we can accom-
plish much in reducing the burdens on real estate this year,
give encouragement to business, and relief to our cities and
towns. In recommending the following tax program, I
want to make it clear, as I did in my previous message, that
I welcome suggestions and improvements in this program.
I do not want to close the door to other methods or forms
of taxation. I do, however, recommend these taxes as the
most practical solution that has yet come to my knowledge,
of our present fiscal problem in this State. The estimates
of yields are those of Commissioner Long, after renewed
consideration.

1. Increase in rate of tax on business income from 134,%
to in 1939 and \Yi°/o to 2% in 1940. Estimated for
1939, .$3,500,000 and for 1940, $1,750,000.

2. Removal by equitable degrees of all exemptions from
the income tax on business income of persons whose total
net income from all sources exceeds $5,000. Estimated for
1939, $750,000 and the same for 1940.

3. Reduction of present exemptions from the business
income tax to $1,400 per taxpayer, plus $5OO for wife and
$250 for each other eligible dependent. No revenue esti-
mated for 1939, but revenue for 1940 estimated at $4,000,000.

4. Continuation of surtaxes on individuals, corporations
and inheritances, which have been imposed in recent years.
Estimated for 1939, $4,000,000 and for 1940, $4,000,000.

5. Increase in the surtax imposed on interest and divi-
dends from 10% of the tax imposed by General Laws,
Chapter 62, Section 1, to 20% thereof in 1939 and 15%
thereof in 1940. Estimated for 1939, $1,800,000 and for
1940, $900,000.

6. Increased inheritance taxes, as in House Bill No. 23.
Estimated for 1939, $225,000 and for 1940, $450,000.

7. Cigarette tax of two cents similar to that enforced in
Connecticut, New York, Rhode Island, and New Hamp-
shire, see House Bill 1952. Estimated for 1939, $3,000,000
and for 1940, $7,000,000.

8. Increase in tax from dog racing $750,000, both in
1939 and 1940.
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9. Increase in liquor taxes $1,000,000 in 1939 and
$2,000,000 in 1940. The State can increase our liquor taxes
by the amount estimated above and still have a State
liquor tax below other comparable states. Your honorable
bodies must bear in mind, however, in connection with this
tax, that our municipalities impose local fees that are not
imposed in comparable states. While we wish to get all
the revenue we can from this legitimate tax source, we
must be careful not to put the fee so high that we put a
premium on bootlegging.

10. Increase in gasoline tax of two cents per gallon for
1939 and one cent per gallon for 1940. Estimated for
1939, $7,000,000 and for 1940, $7,000,000. This does not
make our gasoline tax unduly high with comparable states.

The additional taxes recommended above, in items 1-9
inclusive, are estimated to produce $15,025,000 for the
year 1939 and $21,600,000 for 1940, to assist cities and
towns by reducing the State tax usually assessed by the
Commonwealth. The additional gasoline tax raised for
highway purposes will produce $7,000,000 in 1939 and
$7,000,000 in 1940.

I believe that these ten proposals constitute a well
rounded, well balanced, fair plan for additional emergency
taxes, to be effective until July 1, 1941. This will give suf-
ficient time for the Legislature in 1941 to give careful con-
sideration to the subject of taxes in the future. No Governor
or Legislature likes to propose new taxes and all taxes are
always unpopular with those who pay them. The present
crisis demands emergency taxes on a broad, fair basis. I
again call your attention to the fact that it is important,
from the standpoint of revenue, that these tax measures
become effective preferably by July 1, 1939. It is equally
important that they become effective before it becomes
necessary to prepare the local tax bills; otherwise the
assessors cannot count on any benefit from them this year
in calculating their local tax rates.

The suggested tax on business income is made larger for
1939 than for 1940 because I believe it impracticable and
unfair to reduce the present exemptions in the current year.
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Many persons who will have to pay a tax with present ex-
emptions reduced, have not filed returns and it will be im-
possible and be misunderstood by them to get them to do
so this year. The tax on business income is reduced in 1940
because the small businessman in 1940 pays the tax through
the reduction in exemption and we must not ask him to do
both. The gasoline tax is made larger this year to meet the
current emergency. We must remember that somewhere
between .$40,000,000 and $50,000,000 is spent annually on
roads in this Commonwealth. Even with these additions
the gasoline tax will only amount to about $27,000,000. In
other words, the property owner still carries a substantial
portion of the payment for road services.

So far, I have not mentioned the receipts estimated to be
received from the inheritance tax on the Colonel Green
Estate. lam informed by Commissioner Long that it will
amount to approximately $5,000,000. I recommend that
you include $2,500,000 of this revenue in the fiscal year 1939
and the balance in 1940. The Commissioner tells me that
he believes he can collect this amount estimated for 1939.
If you believe, after conference with the Commissioner, that
this is doubtful, I recommend the issuance of short-term
notes in the amount of $2,500,000 to be paid upon receipt
of such amount from the Colonel Edward H. R. Green
inheritance tax.

We must remember that economy is not a matter of a
single effort to save when a budget is being prepared. It
is a problem of constant watchfulness over expenses. lam
exerting every effort to study the possibility of further
savings as a continual process. Department heads who are
sympathetic and understanding of this situation are doing
likewise. All agencies of State and local government must
exert every endeavor to do so.

As a result of the distribution to the cities and towns of
$9,600,000 of money from the Highway Fund, and of the
proceeds of the extra gasoline tax now proposed, and because
of the indirect effect of the other proposed taxes, I recom-
mend that some definite form of restriction be imposed that
will prevent wasteful or improvident use of this money by
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our municipalities. People hate to pay taxes and they are
particularly loath to pay new taxes when they think that
that money will be only wasted and that no real relief to
real estate will be achieved. The savings must go back into
the pockets of the local taxpayer.

In conclusion, may I say again that in difficult times,
strong measures are necessary, as much as they may be
disliked and unpopular. In emergencies, public officials
must act courageously, honestly and promptly. They must
not think of themselves but of the general good to the
community and it is in that spirit that I now make these
recommendations and it is in the same spirit that I know
you will receive and act upon them. A summary showing
the effect of this program in reducing or offsetting the State
tax is attached hereto.

LEVERETT SALTONSTALL,
Governor of the Commonwealth.
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Table 1.
Revised Proposals for Reducing the Burden of the State Tax.
Approximate Appropriations from General

Fund $58,500,000 $60,000,000

Less Estimated Revenues from Present Taxe
3t Gasoline Tax and Restricted Reve

nue:

Deficit

New Taxes (see Table 2) appli
cable to the General Fum

Liming income tax re
nues in addition to yield of
regular tax under General
Laws, Chap. 62, and addl-

ing and liquor re
retained by the

Commonwealth for the Gen-
eral Fund), including con-

inuation of present surtax
n incomes and inheritances

Revenues from Col. (

;ritance tax

tate Tax

Distribution from H
Fund to cities and towns
under Chap. 232 of 1939 .

towns fc ir

proceeds of addi-
al gasoline excise (two
s in 1939; one cent in

l£

Cred 300 Credit $8,700,000
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Table 2.
Estimated Revenue from New Taxes (Other than Gasoline Tax

Increases but including Continuation of Surtax imposed in
Former Years)

1. Increase in rate of tax on business income
from 1}4% (to in 1939 and to 2% in
1940)

Removal of all exemptions on the business
income of persons whose net income from
all sources exceeds $5,000 .

Reduction of present exemptions

4. Continuation of surtaxes imposed in former
vears

Increase in surtax on interest and dividends
from 10% (to 20% in 1939 and 15% in
1940)

0. Increased inheritance taxes as in House
Cigarette tax

8. (a) Increase in dog racing revenue
(5) Increase in liquor rever

Total of abo

It is proposed that all of the above revenues be retained
by the Commonwealth for the General Fund.








