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RESOLVE CREATIN G THE COMMISSION.

C h a p t e r  8 6 ,  R e s o l v e s  o f  1948.

Resolve providing for an Investigation and Study by an Unpaid
Special Commission relative to the Problems of Taxation.

Resolved, That an unpaid special commission, consisting of two 
members of the senate to be designated by the president thereof, five 
members of the house of representatives to be designated by the 
speaker thereof, and four persons to be appointed by the governor, is 
hereby established, to be known as the Special Commission on Taxa
tion. Said commission shall make an investigation and study of the 
general subject of taxation in the commonwealth, including among 
other things the assessment and collection of taxes and the distribu
tion of such taxes. Said commission shall also make such investigation 
and study with a view to the revision and codification of the laws 
relating to taxation and to the recommending of such changes therein 
and additions thereto as may appear necessary or desirable.

Said commission may hold public hearings and may call upon offi
cials of the commonwealth or its subdivisions for such information as 
it may desire in the course of its investigation and study, shall be 
provided with quarters in the state house or elsewhere and shall have 
the power to summon witnesses and to require the production of 
books, records, contracts and papers and the giving of testimony 
under oath. Said commission may expend for expert, clerical and 
other sendees and expenses, such sums as may be appropriated there
for. Said commission shall report to the general court the results of 
its investigation and study, and its recommendations, if any, together 
with drafts of legislation necessary to carry such recommendations 
into effect, by filing the same with the clerk of the house of repre
sentatives from time to time, but the final report shall be filed not 
later than the first AVednesday in December, nineteen hundred and 
fifty. Approved June 1 6 ,191f8.
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LETTER OF TRANSM ITTAL.

To the General Court of the Commonwealth.

The Special Commission on Taxation, appointed 
pursuant to chapter 86, Resolves of 1948, was charged 
by the General Court with the duty of inquiring into the 
tax structure of the Commonwealth, with the following 
explicit instructions :

First. -— To study the general subject of taxation in 
the Commonwealth, including the assessment, collection 
and distribution of taxes.

Second. —  To study the need for a revision and codifi
cation of the laws relating to taxation, and to recommend 
such changes as may appear necessary or desirable.

Third. —  To report the results of its study to the 
General Court, with such legislative bills as may be 
necessary to carry its recommendations into effect; 
with the further requirement that —

The final report to be filed not later than the first Wednesday 
in December, nineteen hundred and fifty.

_ The Commission has approached its work with a full 
sense of the magnitude of the problems as they exist 
under present conditions. Members have examined a 
large number of recent and current tax reports prepared 
for other jurisdictions throughout the country. The 
Commission has consulted at length with many men 
prominent in the academic field of public finance as 
well as with individuals of great practical experience in 
state and local taxation. It has had prepared and has 
studied numerous outlines of procedure designed to 
accomplish its objectives. By these means the Com
mission has developed certain principles and patterns 
of procedure which it has voted unanimously to submit
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at this time to the General Court for consideration and 
approval before finally committing itself to so large and 
so significant an undertaking.

The Commission would respectfully suggest that unless 
a study can be developed in Massachusetts which is at 
once more fundamental and more practical than most 
of those produced elsewhere, the expense and effort 
involved will not be justified. It is amazing how little 
is known about what modern taxes do to people and to 
business. Even less seems to be known concerning the 
relation of tax programs to the service rendered. The 
carefree confidence with which governing bodies through
out the country approach tax legislation is only equalled 
by the bizarre manner in which they create new sendee 
functions. Said a recent report which the Conunission 
has examined:

Many of the inequities of our present tax structures are due to the 
lack of forethought in selecting a tax base appropriate to the expendi
tures in mind. The tendency is to select tax bases that will, first, 
yield the sum required; second, be comparatively easy to collect; 
and third, cause the least effective “ squawk”  from the taxpayers.

It is fair to point out that this “ system,”  if such it 
may be called, is not due to the perversity of legislators. 
The plain truth is that there is little to guide the law
maker in the complexities of large-scale public finance. 
He can seek direction in the broad principles of tax 
theory, but after quoting the rule of his choice, he runs 
head on into a morass of conditioning factors that require 
not so much the application of a rule as adjustment to 
profoundly complex conditions.

The purpose of this brief preliminary statement is to 
propose the first fundamental inquiry ever undertaken into 
the tax structure of the Commonwealth. This means, in a 
way, a new and possibly far-reaching concept of research 
as well as radically new methods of procedure. The 
Commission is convinced that mere conventional sta
tistical analyses from published sources will not put 
Massachusetts on the right tax road. Documentary 
knowledge is necessary, but it is no more than the façade 
behind which the tax structure must be erected. The
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framework of the building ought to be a broad searching 
into the problems of the taxpayer himself. Thus the 
Commission means to seek wide public participation in 
the project, to provide a continuous flow of information 
over the period of inquiry, and to encourage free and 
open discussion by all interested groups and individuals.

The accompanying statement indicates the basic 
problems of the proposed inquiry, the methods and 
procedures by which they may be resolved, and the broad 
objectives to be attained.

Prolonged study, culminating in ponderous volumes 
released full-blown upon unprepared citizens, may im
press by sheer weight, but it will not convince. If the 
results are not readily understandable and acceptable to 
the people of the Commonwrealth, they can scarcely be 
useful to the General Court; and the Commission is 
not interested in embalming its efforts in the state 
archives. It is, moreover, well aware of both the magni
tude and urgency of its inquiry.

Too much too soon can be quite as damaging as too 
much too late. The Commission proposes, therefore, 
that while its entire program be completed for the 1951 
Legislature, the most urgent problems be selected for 
immediate study and presentation to the 1950 Legislature.

Its principal objective is this:
To provide a long-term tax program that will command wide 

popular approval, permit non-partisan legislative acceptance 
and expression, and serve as a permanent guide to the tax 
structure of the Commonwealth.

Respectfully submitted,

SPECIAL COMMISSION ON TAXATION.

R ic h a r d  I. F tjrbu sh ,
Chairman.



Cije Commontoealtô of egassacfmsetts

TH E PROPOSAL OF THE COMMISSION.

The Commission proposes a comprehensive tax inquiry 
to answer and resolve the following questions:

First, Revenue Requirements. -— What are the present 
and probable future costs of government in the Com
monwealth?

Second, Tax Impact. —  Who pays taxes? In what 
amounts? And in what proportion?

Third, Tax Equity. —  Who pays too much? Who pays 
too little? And who does not pay at all?

Fourth, Tax Resources. —  How much is it reasonable to 
take from existing tax bases and from others which 
might be found while protecting the prosperous position 
of Massachusetts in a competitive wrorld? Is tax limita
tion of any sort (such as on real property) desirable and 
feasible?

Fifth, Tax Distribution. —  Should the State levy taxes 
to reduce or stabilize city and town tax rates? Which 
services should be supported by the State and which by 
the municipalities? Are we right or wrong in our growing 
system of special taxes for special purposes? Should the 
state tax be outlawed?

Sixth, Tax Administration. —  Are assessment methods 
in the Commonwealth equitable and competent? Do we 
collect and distribute tax revenues efficiently and at 
reasonable cost? What can we do to stabilize tax yields 
and assure adequacy of revenue?

The purpose of this inquiry is threefold —

to provide a long-term tax program that will achieve wide 
popular approval; to permit non-partisan legislative accep
tance and expression; and to serve as a permanent guide to the 
tax policies of the Commonwealth.
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A TA X  INQUIRY FOR MASSACHUSETTS.

Part I.

W h e r e  W e  St a n d  T a x w i s e .

An examination of the act (chapter 86, Resolves of 
1948) requiring the Commission to investigate the tax 
structure and policies of the Commonwealth, indicates 
that the General Court must have had in mind a project 
which in size, intensity and results was to extend far 
beyond any tax study hitherto authorized.

Not only does it include the usual investigation of state 
and local taxes, -— their forms, administration and impact, 
— but implies the examination of service support, service- 
area adjustments, and intergovernmental service relations. 
The widest discretion is given the Commission. Time is 
allowed to permit both scope and thoroughness. The 
assignment plainly says: The General Court appears 
weary of piecemeal tinkering with the tax and service 
structure of the Commonwealth; it seems dissatisfied 
with the jumble of legal accumulations that confuse 
rather than define the ways and means of public finance; 
and it seeks both current and long-term guidance in the 
disposition of its No. 1 problem, —  the best way to finance 
the service requirements of the Commonwealth.

“ Taxes in a modern state,”  says a recent report, “ are 
only a means to an end. . . . Badly designed, the tax 
system can stifle individual initiative and cripple enter
prise. Well designed, it permits initiative and enterprise 
to flourish at the same time that it supplies the money 
to enable the State to function at its best.”

The Commission would emphasize that the first prob
lem of taxation today is a problem of relationships —
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Who should pay taxes? How much should they pay? 
How should the taxes be distributed? and To what ends? 
These are essentially matters of equity, —  equity as meas
ured in part by ability (capacity to pay); in part by use 
(benefits received); in part by production requirements 
(competitive balance); in part by jurisdictional demands 
(intergovernmental relations); and in part by measures 
of privilege (excise levies). There are doubtless other and 
equally important measures (among them, ease of ad
ministration, adequacy of revenue, and stability of yield) 
that make the modern tax system far more complex than 
the easy phrases of the textbooks would lead us to be
lieve; and to attempt a definition and refinement of the 
relationships of all these factors to each other is to indi
cate clearly the limitations of our knowledge.

The Commission has been urged by many to commence 
its inquiries with an examination of the tax burden of 
Massachusetts as compared with the tax burden in similar 
industrial States. It seemed wise as a preliminary ap
proach to study these relations as a point of departure. 
While time has not permitted exhaustive analysis in this 
field, the Commission has explored it sufficiently to make 
several observations concerning the value of such com
parisons.

The common custom is to express interstate tax com
parisons in terms of over-all state and local taxes per 
capita and as percentages of income payments to indi
viduals. On this basis comparisons between Massachu
setts and four other States as shown in Table I indicate 
that —

First. —  All state and local taxes except unemployment 
compensation (pay-roll) taxes in Massachusetts amounted 
to 6.9 per cent of income payments to individuals in 1947, 
as compared with 4.7 per cent in Connecticut, 6.5 per 
cent in New Jersey, 6.3 per cent in New York, and 7 per 
cent in New Hampshire.

Second. —  The per capita tax of $102 in Massachusetts 
was lower than the per capita tax of $119 reported for
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New York and the $104 reported for New Jersey, but 
higher than the $84 for New Hampshire and the $80 re
ported for Connecticut.

Third. —  Massachusetts taxes were the equivalent of 
12 per cent of retail sales during 1947, lower than 13.6 
per cent for New York but more than the ratios for 
Connecticut (8.5 per cent), New Jersey (10.9 per cent), 
and New Hampshire (10.7 per cent).

The Commission suggests that while over-all general 
comparisons of this kind may be indicative of the relative 
tax requirements, they show little concerning the impact of 
taxes upon taxpayers as among States. For example, a 
comparison between Massachusetts and New Jersey 
(Table I) shows the degree to which unlike tax structures

T a b l e  I. — Comparative State and Local Taxes in Five States, 1947.
[Exclusive of unemployment compensation taxes.]

I t e m . Massa
chusetts.

New
Jersey.

Connect
icut.

New
York.

New
Hamp
shire.

State and local taxes — exclusive $466.8 $438.3 $156.5 $1,624.2 $43.2
of pay-roll (U .C .C )1 (millions). 

Civilian population, 19462 (thou
sands).

Income payments to individuals,

4,568 4,217 1,958 13,693 513

$6,718 $6,740 $3,299 $25,624 $613
19473 (millions).

Retail sales, 19474 (millions) $3,906 $4,034 $1,837 $11,931 $404

State and local taxes per capita . $102.18 $103.94 $79.93 $118.92 $84.21
State and local taxes as per cent 6.9 6.5 4.7 6.3 7.0
)• of income.
State and local taxes as per cent 12.0 10.9 8.5 13.6 10.7

of retail sales.

1 State and local taxes:
Massachusetts: Commonwealth of Massachusetts, Commissioner of Corporations and 

Taxation, letter dated August 23, 1948.
Connecticut: Connecticut State Tax Survey Committee, Report, Connecticut Tax 

Survey (Hartford, Connecticut, 1949).
New Jersey: New Jersey Department of Taxation and Finance, and County Abstracts 

of Tax Ratables; state— fiscal year ended June 30, 1947; local — taxes payable in 
1947.

New York: New York State Tax Commission, Annual Report, 1946-1947, p. 65; state 
fiscal year ended March 13, 1947; local — fiscal year ended in 1947. New York 

City data for fiscal year ended June 30, 1947, obtained from State Tax Commission 
by correspondence.

New Hampshire: New Hampshire State Comptroller, Annual Report, 1947, and State 
Tax Commissioner, Annual Report, 1947; state — fiscal year ended June 30, 1947; 
local — taxes assessed for 1947.

2 Population: U. S. Department of Commerce, Bureau of the Census, Current Population 
Reports (August 15, 1947).

3 Income: U. S. Department of Commerce, Bureau of Foreign and Domestic Commerce , 
Advance Release (August 23, 1948).

* Retail sales: Sale« Management, Vol. 60, No. 10 (May 10, 1948), p. 134.
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can reflect an unrealistic numerical similarity. In terms 
of over-all 1947 state and local taxes per capita, and as 
percentages of income payments to individuals, these two 
States are very much alike. Per capita state and local 
taxes in New Jersey were $104 as compared with $102 in 
Massachusetts. State and local taxes represented 6.5 per 
cent of income payments in New Jersey, and 6.9 per cent 
of income payments in Massachusetts.

But the similarity ends there, and the distribution of 
the over-all tax in the two States is quite different. While 
Massachusetts derived 17 per cent of its total state and 
local taxes from income taxes upon corporations and indi
viduals, New Jersey had no income taxes. General prop
erty taxes represented 68 per cent of all state and local 
taxes in New Jersey as compared with 58 per cent in 
Massachusetts. These and other differences in the two 
tax structures are not reflected in the over-all general tax 
comparisons based upon broad averages, which, while 
purporting to show relative tax burdens, can obviously 
give little guidance toward measuring the relative burden 
as among individual or business taxpayers.

This means that realistic interstate tax comparisons 
must reach beyond the total amount of state and local 
taxes and compare tax structures. Table II shows that 
Massachusetts derived about the same proportion of all 
1947 state and local taxes from property (57.5 per cent) 
as did Connecticut and New Hampshire. 1 Property 
taxes were more important in the Massachusetts total 
than they were in New York, but less important than in 
New Jersey. Taxes upon “ highway users”  (motor fuel, 
motor vehicles and drivers) represent 8.7 per cent of all 
Massachusetts taxes as compared with 8.1 per cent in 
New York and 17.4 per cent in New Hampshire. General 
corporation taxes in Massachusetts accounted for 9.5 
per cent of all state and local taxes as compared with 
7.7 per cent in New York, 5.8 per cent in Connecticut, 
1.5 per cent in New Jersey and 2/10 of 1 per cent in New 
Hampshire.

Exclusive of unemployment compensation (pay-roll) taxes.
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The Commission has reviewed these comparisons and it 
finds them inadequate as a basis for a true appraisal of the 
Massachusetts tax environment. In the first place, it 
has no reliable measure of the comparative economics of 
the selected States to use as a yardstick in appraising the 
relative tax effects. Even more important, it has no 
yardstick by which to measure the equity of the various 
taxes as they appear in the several States. In the final 
analysis, the Commission cannot recommend changes in < 
the tax distribution of Massachusetts simply because 
taxes are distributed in another way in another State, 
any more than such a State would be justified in changing 
its tax structure for the sole purpose of conforming it to 
the Massachusetts pattern.

In terms of specific tax comparisons, excluding property 
taxes, for specific taxpayers, a recent study found that a 
married man with two children and an annual income of 
$2,600 would pay less tax in Massachusetts than he would 
in New Jersey, Connecticut or New York. At an income 
level of $10,200, however, the Massachusetts tax appears 
higher than that in any of the other three States. But 
at the $60,000 income level, the Massachusetts tax is 
substantially above that in New Jersey and Connecticut, 
but well below that in New York.

In reaching these conclusions, the following assumptions 
were made:

1. Three married individuals —  each having two de
pendent children.

2. Taxes assessed by State —  does not include local 
taxes (except in New York, local taxes are not significant 
if individuals own no real property).

3. Tax data, as follows:
i
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I n d i v i d u a l s .

A. B. c.

(a) Annual income:

Salary or w ages...................................................... $2,600 $10,000 $50,000

Interest and d i v i d e n d s .................................... - 200 10,000

Total in co m e ...................................................... $2,600 $10,200 $60,000

(6 ) Retail purchases t a x a b l e .................................... 700 3 ,000 7 ,000

r Chevrolet,
(c ) A u tom ob ile ............................................................... Chevrolet, Buick, j 1946

1940 1946 \ Cadillac,
l 1946

( d )  Drivers r e g i s t e r e d ............................................. 2 2 2

(e ) Gasoline bought (g a l l o n s ) .................................... 600 1,000 2 ,000

( / )  Cigarettes bought ( p a c k s ) .................................... 300 500 500

(g) Alcoholic beverages bought (gallons) . 1 0 i 5 2 1 0 2

(h ) Investments:

Corporate secu rities ............................................. - $6,000 $200,000

Mortgages in S t a t e ............................................. - - 50,000

Total investm ents............................................. - $6,000 $250,000

(*) Savings d e p o s it s ...................................................... - $600 $5,000

(?) Deductible non-tax expenses (federal income tax _ $1,000 $10,000
purposes).

(k ) Meals bought (over $ 1 ) ................................................ 500 1,000

1 Wine. 2 Liquor.



The result of these assumptions is shown in Table III 
below:
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T a b l e  III. — Individual Taxpayers, 1948.

S t a t e  1

I n d i v i d u a l s .

A. B. c.

Taxpayer’s annual in com e ............................................. $2,600 $10,200 $60,000

Taxes paid in Massachusetts:

State and local . . . . . . . $38 $230 $1,175

Federal income . . . . . . . - 1,162 15,968

T o t a l ......................................................................... $38 $1,392 $17,143

Taxes paid in New Jersey:

State and local . . . . . . . $70 $107 $157

Federal income .................................... - 1,184 16,496

T o t a l ......................................................................... $70 $1,291 $16,653

Taxes paid in Connecticut:

State and local . . . . . . . $61 $134 $267

Federal income . . . . . . . - 1,180 16,442

T o t a l ......................................................................... $61 $1,314 $16,709

Taxes paid in New York:

State and l o c a l ...................................................... $51 $208 $2,272

Federal income . . . . . . . - 1,166 15,398

T o t a l ......................................................................... $51 $1,374 $17,670

All estimates exclusive of property taxes.

Similar specific tax comparisons for four selected cor
porations in four cities and States indicate that two of 
them would pay more taxes in Boston than in Newark, 
Bridgeport or Philadelphia. However, Boston ranks 
third among the four cities for one of the corporations, 
and second only to Newark for the other corporation.
The Commission feels that these findings illustrate the 
futility of basing general tax policy discussions solely upon | 
interstate tax comparisons. For example, these are no 
clear pattern of distinction between total state and local 
taxes paid by selected corporations in Boston where state 
income taxes apply, and in Newark, New Jersey, where 
there is no corporation income tax.
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T a b l e  IV. —  Corporate Taxpayers, 19^8.

C i t y  a n d  S t a t e . 1

T a x e s  p a i d  b y

M a n u f a c t u r i n g  C o r p o r a t i o n s .

A. B. c. D.

Boston, Massachusetts $35,582 $24,049 SI,280 $8,586

Newark, New Jersey . 10,407 34,819 1,689 7,801

Bridgeport, Connecticut 20,744 28,704 834 3,895

Philadelphia, Pennsylvania 21,544 18,092 689 4,273

1 All estimates inclusive of property taxes.

Upon the basis of these considerations, the Commis
sion proposes to make only limited use of interstate tax 
comparisons in its deliberations. It believes that the 
competitive position of Massachusetts as a place to live 
and conduct business must be protected and preserved. 
But it also believes that in so far as the Massachusetts 
competitive position is related to state tax policy, its 
position can best be preserved by an equitable and uni
form apportionment of the tax burden over all the taxable 
resources of the State.

Part II.

T h e  H e r it a g e  W e  W o r k  W i t h .

In a State as old as Massachusetts, no study of the 
magnitude contemplated by the General Court can avoid 
a careful consideration of the tremendous heritage of 
public policy that has marked three hundred years of 
political development. A tax on polls and estates, de
veloped out of occasional levies made by the General 
Court upon the towns, existed from 1630 —  raised as 
the local authorities saw fit. Within a few years this 
was regularized, and thereafter every man was to be 
taxed “ according to his estate”  and “ not according to 
the number of his persons.”  By 1646 the tax was made 
an annual charge. Every male above sixteen years of 
age was to pay 20 pence (a poll tax); workers were to 
pay an additional rate according to their earnings (a
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“ faculty”  tax); and all property was charged a penny in 
tax per pound sterling upon a valuation provided in the 
law (a property tax).

Then came a 5 per cent duty on the fur trade; a license 
tax upon retailers of wine; custom duties on goods im
ported from neighboring colonies; and finally a general 
tariff of a penny on the pound sterling upon all imports 
*— with a few necessities exempted. When on a fateful 
day in 1686 one unpopular Governor levied a tax of “ a 
penny on the pound on all estates personal or real, twenty 
pence per head as Poll money, a penny on the pound for 
goods imported, besides an Excise on Wine, Rum and 
other liquors,”  there was a vigorous protest from the 
towns, many of which petitioned to be exempted from 
payment. But here was a pattern that in many respects 
is still with us: the general property tax, a poll tax, an 
alcoholic beverage tax, and the persistent faculty tax 
which has been resurrected in the form of the personal 
income tax.

Thus from the earliest times the tax pattern was built 
around property, income, polls and excises, with prop
erty, then as now, the dominant revenue factor. Even 
as late as 1862, Massachusetts had made no fundamental 
departure from these taxes until the first corporation 
tax act was passed in 1864 providing for the now familiar 
levy on “ corporate excess”  —  the amount by which the 
value of the capital stock of a corporation exceeded the 
value of real estate and machinery locally assessed.

The period between 1860 and 1890 was one of adapting 
the basic tax pattern to fit various types of corporate 
business —  insurance companies, savings banks, tele
graph companies and trust companies. In 1891 a wholly 
new source of revenue was tapped -—• a tax on legacies 
and successions under an inheritance tax. First called 
a “ collateral inheritance tax,”  and not applicable to 
legacies or successions for near relatives, it was broadened 
to include all inheritance as a direct tax in 1907. Modifi
cations resulting in general rate increases have occurred 
in 1916, in 1922 and again in 1933, plus the enactment of 
a personal income tax (1916), and the addition to the
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corporate excess tax (1919) of a 1x/ i per cent levy on net 
business income from business and manufacturing cor
porations.

Changes in the tax structure of the Commonwealth 
over the past hundred years can be explained broadly in 
several ways:

First, the general property tax has become difficult to 
administer. The advent of diverse classes of intangible 
property —  stocks, bonds, notes, mortgages, etc. —  placed 
an additional burden on the assessors. The requirements 
of “ true value,”  “ market value,”  and the “ willing buyer 
and willing seller,”  became almost meaningless in the 
face of varying assessment methods, discrimination among 
different types of taxpayers, competition among various 
taxing jurisdictions, and the extent and complexity of 
modern property forms. Types of personal property —  
inventories, machinery, equipment, etc. —  developed so 
great a variety and mobility in modern business that 
assessment at “ true value”  became more or less a fiction 
and taxation in many instances a novelty. So as general 
property ceased to measure the “ capacity”  of a person 
to pay taxes and became increasingly difficult to assess, 
income measures were devised to reach the intangible 
values and to bring the non-property holder into the tax 
picture.

Second, adaptations of the basic tax pattern have 
paralleled the development of the corporate form of busi
ness. Since 1864 special tax levies have been imposed 
on the income, franchise and property of corporations in 
general as well as specially defined levies on regulated 
corporations. These special corporate taxes superseded 
basic property taxes, and they have been extended and 
revised as the nature of the corporate device has become 
better known, and as it has become necessary to define 
corporate income and property differently from that of 
individuals and to avoid, as far as possible, excessive 
double taxation.

In early tax history, proposals for the taxation of al
coholic beverages, malt liquors and horse racing were 
defended on “ regulatory”  grounds. As the revenue
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possibilities became apparent, the “ regulatory” emphasis 
was displaced (or at least modified) by a “ luxury”  
measure associated with capacity to pay. The cigarette 
tax is a case in point. Largely on the grounds of the 
revenue possibilities in the regulation of a “ harmful”  
commodity, Iowa took the lead in imposing such a tax 
in 1921. By the end of 1938, 21 States were using the 
tax. Five additional States (including Massachusetts) 
adopted cigarette taxes in 1939, and by 1946 there was a 
total of 31. In that year, however, only 10 States taxed 
cigars, 8 taxed smoking tobacco, and 5 taxed chewing 
tobacco and snuff —  equally “ harmful”  but not nearly 
as profitable revenuewise. Under inflation-borne pres
sure for new revenues, 8 additional States have been 
added to the list and cigarettes are now taxed in 39 
States. This tax has reached the point at which it is 
no longer considered as special taxation of a selected 
commodity, and its regulatory features have lost all 
significance. It (with other “ special”  taxes) rests 
squarely upon the grounds of adequate yield, ease of 
collection and “ the least effective squawk.”

Third, changing revenue requirements of the Com
monwealth and its local units have had an effect on tax 
policy. In early times the Commonwealth itself col
lected and spent the greater part of all taxes. But indus
try and urbanism compelled towns, and later cities, to 
undertake new services, and provided the taxable re
sources to finance them, with the result that as late as 
1910 cities and towns were collecting and spending over 
80 per cent of all tax money. Since 1910 the trend has 
again reversed, with the State playing a more important 
part both in tax collecting and in spending, as shown in 
Table V and summarized here.

Per Cent of Total State and Local Taxes.

Collected Spent
i/ocally. Locally.

1910 . . . . 83.5 86.6
1947 60.1 70.9
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The increase in the flow of tax funds collected by the 
State to cities and towns for expenditure by them has 
brought with it problems unknown to a simpler economy,
—  dedicated funds, consolidation movements, fiscal super
vision, credit controls and many others.

Fourth, taxes become closely associated with expendi
ture requirements. It is unnecessary to point out the 
expanding service emphasis of modern government, 
and the tremendous pressures that are still at work to 
increase its magnitude and complexity. Transportation, q 
communication and incorporation have been the great 
economic determinants of “ b ig”  government; ana 
institutions, education and social security have been 
their social counterparts. Some of these have developed 
a type of taxation, and even a form of distribution, 
designed to maintain a sendee from a tax base somewhat 
related to its service use.

The “ highway users”  taxes (transportation) — de
veloped from the automobile registration and license 
fees of 1903, but since 1929 consisting principally of the 
gasoline tax and the motor vehicle excise —  represent 
8.7 per cent of all state and local taxes today.1 Com
munications have received special tax treatment since 
1864 when a tax was imposed upon foreign telegraph 
companies. Recognition of a state-wide interest led to 
the transfer of property tax assessment for public service 
corporations from local assessors to the State. Although 
these corporations were taxed upon their capital in the 
same manner as business corporations prior to 1919, they 
were excluded from the new corporation excise (income) 
tax adopted in that year.

Prior to 1919, domestic and foreign corporations were 
taxed by entirely different methods, and domestic cor
porations particularly complained that they were not j  
taxed uniformly. A compromise tax measure based 
upon investment (corporate excess) and net income 
adopted in 1919 has remained substantially unchanged

1 In all comparisons of state and local taxes, unemployment compensation taxes (pay-roll 
taxes) are excluded, unless otherwise indicated.
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in form since that time. However, the application of the 
basic tax of 2.5 per cent upon corporation net income 
largely for local purposes has been modified by additional 
tax rates and surtaxes for general state purposes, veterans’ 
pensions and old age assistance until the effective rate 
for 1948 is 6.215 per cent.

Within the broad category of social security, expendi
tures for old age assistance and unemployment benefits 
supplement extensive programs of public welfare and 
charities. Unemployment compensation benefit payments 
totaled $50,000,000 in 1948 and state payments to cities 
and towns for welfare programs amounted to about 
$29,000,000. Second only to public schools as an object 
of local expenditure, charities accounted for almost one 
fourth of all operating costs of Massachusetts cities and 
towns (1947).

From this mass of taxes and services there has arisen 
the concept of the dedicated fund, —  a fund pledged to a 
designated service and derived from a tax base established 
for the purpose. For example, gasoline taxes and license 
fees upon motor vehicles and drivers are “ dedicated”  by 
the Constitution for highway purposes. Pay-roll taxes 
are specifically “ dedicated”  for the payment of unem
ployment compensation, and they are deposited in a fund 
maintained for that purpose with the federal treasury. 
The proceeds of alcoholic beverage taxes are partially 
“ dedicated”  to old age assistance and to veterans’ 
benefits. State taxes on meals, pari-mutuel betting 
and the 3 per cent surtax upon business, personal income 
and inheritance are “ dedicated”  to old age assistance; 
the state income tax is a “ shared”  tax dedicated in large 
measure to the use of cities and towns and distributed 
by a predetermined formula. As shown in Table VI, 
the result of tax “ dedication”  to three service funds alone 
— old age, veterans’ benefits and highways —- creates 
a vested interest for these services (1947) of about 18 
per cent in all state and local taxes; while at the state 
level alone, more than three fifths of all revenues used 
for state purposes are thus dedicated.
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T a b l e  VI. —  Distribution of Tax Revenue in Massachusetts between 
State and Local Government, 1946-1947.

[Source: Commissioner of Corporations and Taxation, Commonwealth of Massachusetts.]

D i s t r i b u t i o n  o f  T a x .

M i l l i o n s  o f  D o l l a r s . P e r  C e n t  o f  T o t a l .

1946. 1947. 1946. 1947.

Cities and Towns 1 . $289,872 $330,727 69.8 ' 70.8

State:

Old a g e .................................... 20,337 24,457 4.9 5.2
Veterans fund 27,053 26,593 6.5 5.7
Highway fund 25,668 30,692 6.2 6.6
All other . . . . 52,364 54,362 12.6 11.7

Total state . . . . $125,422 $136,104 30.2 29.2

Total state and local . $415,294 $466,831 100.0 100.0

1 Includes shared taxes but does not include state grants-in-aid.

This brief review indicates to the Commission that the 
tax policy of the Commonwealth has been largely deter
mined by the somewhat rugged adaption of tax customs 
and tax practices of the past to conditions undreamed of 
by those who established and developed them. The 
result has been a state and local tax structure resting upon 
a hallowed, but, in many instances, outmoded founda
tion. This is somewhat like a “ modern”  building with a 
Gothic foundation, a renaissance frame, and an Eliza
bethan façade —  the whole equipped with elevators, 
telephones and fluorescent lighting, topped by a pre
fabricated penthouse.

The Commission suggests that the time has come to 
re-examine this patchwork structure in terms of present 
methods and present requirements; and to seek new 
methods of standards and measurements which will better 
express tax equity and service support. However possible 
it may be to trace the history of taxation in the Common
wealth, it is more difficult and more necessary to analyze 
the current tax environment and to develop a pattern of 
thought and action that can, so far as possible, serve as a 
bench mark for the next generation. While “ planning”
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has fallen somewhat into disfavor because of its identity 
with regimentation, principles upon which a course of 
action may be developed and sustained are the first re
quirements of equity, sufficiency and service. And the 
Commission suggests that new means must be found if 
we are to have a new approach to new principles.

This means, as has been said, a new concept of research 
— one freed from the shackles of statistical analysis 
based solely on published sources. It is necessary, for 
example, to know who pays the taxes, how they are paid, 
and the burden that each tax represents. It is also 
necessary to measure this load against the potential 
taxable resources of the Commonwealth, and the degree 
of uniformity with which the tax is apportioned among 
them. Such information is not easy to get. It is not 
part of public reporting in Massachusetts in the detail 
and precision sufficient to bring confidence to the find
ings. Much of it, indeed, cannot be found in public 
records at all, but must be obtained from the frank co
operation of private sources and gathered from free dis
cussion with interested groups and individuals.

There can be, moreover, no effective research —  effec
tive in the sense that it may hope to win a place in the 
chaptered laws of the Commonwealth —  without the 
widest participation of the public in the research pro
cedure. No tax proposal can be publicly justified today 
unless, previous to its enactment, every taxpayer can 
be shown to the dollar what his tax payment will be; 
unless interested groups are satisfied that their competi
tive positions are protected; and unless the proposal can 
be shown to be helpful to the total values of the Common
wealth. This viewpoint is, moreover, not only important 
in the research aspects of the problem, but equally so in 
the educational aspects. For these reasons among others, 
the Commission feels —

That its paramount responsibility is to avoid the comfortable 
pitfall of voluminous reporting and a priori conclusions, and to 
provide a sound tax program that, in January, 1951, will com
mand wide public approval and permit non-partisan legislative 
acceptance and expression.
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Part III.

W h a t  Sh o u l d  b e  D o n e .

The Commission is, therefore, proposing the following 
program of inquiry, participation, reporting and legisla
tion:

1. The publication at intervals of short non-technical 
reports for wide distribution throughout the Common
wealth, so that before final recommendations are formu
lated the taxpaying public will have ample opportunity 
to understand the problem and to express its views.

2. The distribution of supplementary materials for 
the information of legislators, public officials, civic or
ganizations, economic groups, public forums, newspapers 
and taxpayers generally.

3. The publication of a final report previous to the con
vening of the General Court in January, 1951, with 
proposed legislation (in bill form) to carry its recom
mendations into effect.

The Commission proposes to divide its inquiry into 
six major parts:

Part. I. Revenue Requirements. What are the Present 
and Probable Future Costs of Government in the Com
monwealth ?

Before a tax system can be devised it is necessary to 
know how much revenue is required. It is likewise 
necessary to know what services are to be financed and 
in what amounts. For example, over-all state and local 
expenditures for general operation in Massachusetts in
creased from 881,000,000 in 1913 to $326,000,000 in 
1942.1 These expenditures required a fourfold increase 
in current revenue requirements over a thirty-year 
period. This was due in part to economic growth and 
in part to the addition of large service requirements — 
modern highways, local transit systems, public utilities,

1 U. S. Department of Commerce, Bureau of the Census, Governments Division, Historical 
Review of State and Local Finances (June, 1948), p. 29.
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expanded educational opportunities, enlarged institu
tional facilities and extended social welfare programs. 
These large increases in operating expenditures, together 
with even larger increases in non-operating expenditures, 
resulted in a fivefold increase in all state and local taxes 
(including United States pay-roll taxes) from $90,000,000 
in 1913 to $449,000,000 in 1942.

The influence of new services and new tax bases upon 
this upward trend is evidenced by the fact that $46,000,000 
— or 10 per cent —  of the 1942 total represented pay-roll 
taxes dedicated to unemployment benefits under a social 
security program which did not exist in 1913. Another 
8 per cent of the 1942 total was derived from taxation 
associated with motor vehicles which were relatively few 
in 1913 (motor vehicle excise, drivers and gasoline), and 
for which large highway costs had not yet developed. 
About 12 per cent of the 1942 total represented new reve
nues from corporate and individual income taxes used in 
part to relieve the growing tax burden upon general 
property. Although these “ new taxes”  for the support 
of “ new services”  are by no means the only tax changes, 
they account for almost 40 per cent of the thirty-year 
increase.

This period, beginning with 1913 and ending with 1942, 
covered a complete cycle of war, post-war adjustment, 
boom, depression, recovery and war again. While 
marked by intense economic, technological and social 
changes which left their impact upon both public services 
and tax revenues, it was not (except in magnitude) 
peculiar in its trends. Massachusetts state and local 
taxes in 1913 were 5 per cent above those in 1910, and 
the total in 1947 was 12 per cent above that in 1942. It 
is this persistent upward surge which must be considered 
in any realistic appraisal of the tax policies and revenue 
requirements of the day. Said a special commission on 
public expenditures in 1947:

In the past three decades the cost of state and local government 
in our Commonwealth has risen from about $150,000,000 a year to 
almost a half billion dollars a year. The limit does not appear in



28 HOUSE — No. 2280. [Mar.

sight. Moreover, federal taxation, which was negligible before World 
War I, took the astonishing total of $1,443,000,000 out of our state 
in fiscal 1946.1

Within this pressing environment, moreover, service 
analysis is subject to constant adjustment. For example, 
due in large measure to favorable employment experience 
during the war years, unemployment compensation 
(pay-roll) taxes in 1946 were less than one half the total 
for 1942. Although all state and local taxes increased
12 per cent between 1942 and 1947, pay-roll taxes in 
1947 were 39 per cent below their 1942 level, and all 
non-pay-roll taxes for purposes other than unemployment 
benefits increased 13 per cent. In 1948, however, all 
non-pay-roll tax collections at the state level increased
13 per cent over the 1947 total, while pay-roll tax collec
tions increased 32 per cent.

Nor is this impact limited to the support of social 
security and public welfare programs. The adoption of 
the veterans’ bonus act in 1945 (chapter 731) resulted 
in the establishment of a veterans’ fund and the dedication 
of tax revenues for payments expected to total $150,- 
000,000. During the first year of its operation (fiscal 
1946), $41,000,000 was paid from the veterans’ fund. 
Total state governmental cost payments increased $55,- 
000,000 from $118,000,000 in 1945 to $173,000,000 in 
1946, and the bonus accounted for three fourths of the 
increase. In addition to borrowing on notes, financing 
of the veterans’ fund in 1946 required $27,000,000 of tax 
revenues derived three fifths from taxes upon business 
corporations and two fifths from taxes upon cigarettes 
and alcoholic beverages. Similar annual tax payments 
will be required until the veterans bonus debt is retired.

With these thoughts in mind, the Commission would 
seek answers to such basic questions as these.

1. To what extent should tax requirements be tied to service re
quirements?

2. How can the adequacy of a tax yield be best fitted to the changing 
requirements of a service?

1 Massachusetts, House, No. 1725 (Dec. 3, 1947), Report of the Special Commission Es
tablished to Make an Investigation and Study of the General Subject of Public Expenditures 
with a View to Alleviating the Burden Thereof (Boston, 1948), p. 8.



1949.] HOUSE — No. 2280. 29

3. To what extent should public sendees costs be required “ to pay 
their own way?”

4. What is the effect of federal tax and service policies on the tax 
and service policies of the commonwealth?

5. What safeguards can protect the taxpayers from the impact of 
economic change and extreme cyclical fluctuations?

In brief:
How can these questions, and many others like them, be 

brought to focus on the long-time security of the taxpayer 
and the protection of his services?

Part II . Tax Impact —  Who pays Taxes? In what 
Amounts? And in what Proportions?

These questions involve an analysis of each tax now 
assessed by the State and its local subdivisions, the total 
tax burden assumed by the various taxable transactions, 
individuals, business organizations, communities and 
sections, and the tax relation of these impacts to the 
federal tax structure. Although available reports show 
the aggregate amount of taxes collected from the various 
sources, there is little that concerns the impact upon 
the State’s economy and its taxpayers. For example, 
as the major source of tax revenue for local purposes, 
the general property tax ($268,000,000 in 1947) represents 
more than one half of all state and local tax collections. 
Aside from the fact that this tax is derived one tenth from 
tangible personal property ($25.4 million) and nine tenths 
from real estate ($242.5 million), very little is known 
about the way it is apportioned among the resources of 
the State.

Table VII shows that taxes assessed directly to cor
porations —  excise, surtax, and organization taxes — 
represent about 31 per cent of all state-collected non
pay-roll taxes in 1948. Little is known, however, con
cerning the size, type or business characteristics of the 
taxpaying corporations or of the impact of special and 
general taxes or the relative burden upon corporate 
business as compared with unincorporated business. In 
fact, there is almost no information at all concerning the 
impact of taxation upon unincorporated business. It is,



30 HOUSE — No. 2280, [Mar,

moreover, frequently forgotten that unemployment com
pensation (pay-roll) taxes amount to about one half as 
much as direct taxes upon corporations.

T a b l e  VII. —  Massachusetts State Tax Collections, 1946, 1947, 1948.
[Source: U. S Department of Commerce, Bureau of the Census, State Tax Collections in 

1946, State Tax Collections in 1947, and State Tax Collections in 1948 (State Finances: 
for years shown) Washington, D. C.]

[Amounts in thousands of dollars.]

I t e m . 1946. 1947. 1948.
Per Cent 
Change, 
1946-1948.

Per Cent 
Distri

bution. 1

General corporation:
Excise and surtax $44,243 $44,368 $67,390 52.3 30.8
Organization tax 726 697 743 2.3 0.3

Total . . . . $44,969 $45,065 $68,133 51.5 31.1

Personal income . $30r$69 $35,129 $37,138 22.3 17.0

Automobile and license:
Gasoline . . . . $17,781 $21,686 $23,344 31.3 10.7
License and permits 8,047 9,007 9,408 16.9 4.3
Motor vehicle excise 22 26 46 109.1 0.02
Motor fuel station operators 44 46 46 4.5 0.02

Total . . . . $25,894 $30,765 $32,844 26.8 15.0

Cigarettes:
Sales . . . . $16,839 $20,448 $21,160 25.7 9.7
Dealers licenses 74 82 77 4.1 0.03

Total . . . . $16,913 $20,530 $21,237 25.6 9.7

Alcoholic beverages:
Sales . . . . $13,963 $13,931 $19,295 38.2 8.8
Licenses . . . . 563 574 554 - 1 . 6 0.3

Total . . . . $14,526 $14,505 $19,849 36.6 9.1

Property transfer:
Inheritance and estate $8,260 $8,775 $9,698 17.4 4.4
Stock transfer . 407 287 281 -3 1 .0 0.1

Total . . . . $8,667 $9,062 $9,979 15.1 4.6

Amusements:
Pari-mutuels $7,567 $10,744 $8,758 15.7 4.0
Boxing admissions . 62 53 73 17.7 0.03
Entertainment on Lord's

Day . . . . 158 173 174 10.1 0.07
Racing associations . 54 82 98 81.5 0.04
Boxing licenses 19 19 18 -5 .3 0.01

Total . . . . $7,860 $11,071 $9,121 16.0 4.2

1 Exclusive of U. C. C. pay-roll taxes.
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Table VII. —  Massachusetts State Tax Collections, 1946, 1947, 1948 
— Concluded,

I t e m . 1946. 1947. 1948.
Per Cent 
Change, 
1946-1948.

Per Cent 
Distri

bution. 1

Insurance:
Gross premiums 52,390 $3,063 $3,778 58.1 1 .7
Life insurance companies . 3,775 3,955 4.201 11.3 1.9
Savings bank life insurance 115 126 13S 20.0 0.06
Life insurance valuations . 41 45 49 19.5 0.02
Brokers’ licenses 91 91 103 13.2 0.04
Agents, adjustors, etc. 110 113 116 5.5 0.05

Total . . . . $6,522 $7,393 $8,385 28.6 3.8

Food:
Meals tax . . . . $3,868 $4,679 $4,709 21.7 2.2
Milk dealers’ licenses 207 254 253 22.2 0.1

Total . . . . $4,175 $4,933 $4,962 18.9 2.3

Public Utilities:
Public service corporations $6,651 $5,582 $-4,001 -3 9 .8 1 .8

Banks:
National bank and trust 

companies $2,113 $2,554 $1,561 -35 .4 0.7
Savings bank deposits 279 308 352 26.2 0.2
Savings department trust 

company 33 36 29 -12 .1 0.01
Savings department fi

nance corporation 4 5 11 175.0 0.005

Total . . . . $2,429 $2,903 $1,953 -1 9 .6 0.9

Property tax:
Tax on cities and towns . $5,000 $5,000 _ 2 -2 - 2

Miscellaneous licenses . $1,092 $1,392 $1,201 10.0 0.5

Total — all except pay-
roll taxes $174,967 $193,231 $218,803 25.1 100.0

Pay-roll (U. C. C.) taxes 21,823 28,084 37,007 69.6

Total — all taxes . $196,790 $221,315 $255,810 30.0

1 Exclusive of U. C. C. pay-roll taxes. 
* No state tax levied in 1948.

Individuals in Massachusetts are taxed according to 
their ownership of property, their income (employment, 
business and investment), their purchases (gasoline, ciga
rettes, alcoholic beverages and meals), their racing bets and 
the amount of their estates. Available data are replete 
with statistics showing amounts collected from these 
various sources, but little is known of the impact on the
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individual taxpayer himself. Taxation, today, is a tre
mendous factor in the life of the citizen, but his troubles 
arise not from total amounts collected from the tax base, 
but from total amounts collected from him. Until this type 
of personal impact is understood, equity has no more 
than a theoretical interest to the citizen himself.

Nor can tax impact have a complete meaning to the 
taxpayer without a thorough consideration of the federal 
tax structure as it affects both the citizen and the econ
omy. Income taxes, for example, represent the principal 
source of governmental revenue in Massachusetts today, 
but over 95 per cent of income tax collections are made 
by the federal government. Of a total of $782.1 million 
paid as individual income taxes in Massachusetts for 1947, 
some $747,000,000, or 95.5 per cent, went to federal tax 
coffers. The story is similar for corporate income taxes. 
Total payments (1947) in Massachusetts amounted to 
$358.8 million, of which amount the federal share was 
$343.6 million, or 95.8 per cent.

Federal taxes overlap state taxes in still other areas. 
M otor fuel taxes, alcoholic beverage taxes, and death 
taxes are examples of tax areas that are subject to dual 
assessment. But the pressure for increased revenues at 
state and federal levels have forced a diversification of 
revenue structures with little regard for tax co-ordination 
or segregation. This means that a proper evaluation of 
the over-all tax structure and its constituent parts must 
he carefully related to groups of taxpayers in terms of both 
federal and state responsibility.

The actual tax position of any taxpayer within a State 
is conditioned by the form of taxes imposed, and this 
position will vary from time to time, depending upon the 
way the tax structure is related to changes in the business 
cycle. Recognizing that broad economic changes are 
national in scope, interstate comparisons of tax impact 
are valid for States with comparable economic environments. 
For example, it is significant to individual taxpayers that 
between 1941 and 1948 pay-roll taxes in Massachusetts 
decreased 19.6 per cent compared with increases in New 
Jersey of 73.3 per cent, and in New York of 72.7 per cent.
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For the same period gasoline and motor vehicle taxes in
creased 10.9 per cent for Massachusetts compared with 
increases of 18.4 per cent and 34.4 per cent in New Jersey 
and Connecticut, respectively. Between 1941 and 1948 
income taxes increased for Massachusetts by 142.9 per 
cent compared with an increase for Connecticut of 190.0 
per cent, for New York of 72.8 per cent, and for Penn
sylvania, 96.9 per cent. Interesting as such figures may 
be, they cannot be evaluated without knowledge of what 
produced the differences.

The Commission would hope to explore this field of 
inquiry by resolving questions like the following:

1. What is the tax impact on real property under urban, rural, 
industrial and residential conditions?

2. What is the tax impact on real property as among various types 
of economic activity — manufacturing, retailing, wholesaling, services, 
etc.?

3. What is the effect of exemptions and abatements on the property 
tax base?

4. Is “ capacity to pay”  sufficiently and adequately expressed in 
the tax structure of the Commonwealth?

5. What can be done to further integrate federal and state tax 
structures? And what should be the relation of such integrations to 
sendee responsibilities?

In brief:
Where does the taxpayer stand in relation to other tax

payers? What is the relative burden of taxation as among 
various tax bases? What is the relative tax responsibility as 
among the different levels of government?

Part III . — Tax Equity —  Who pays too Much? Who 
pays too Little? And who does not Pay at All?

A recent report of the Connecticut State Tax Survey 
Committee (1949) commenced its study in this way:

First, let us face the hard fact that the “ perfect”  tax system has 
not yet been devised, much less attained. There have been in public 
finance, as in other fields, strong supporters of doctrinaire systems 
that promise relief from the tax inequalities that plague all large- 
scale revenue programs; and at the same time, assure yields ample 
enough to do everything that a public-minded people might desire. 
The “ single taxers”  with their levy on the “ unearned increment;”
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the “ ability to pay”  advocates; the followers of the “ benefit”  princi
ple; and the more recent “ share-the-wealth”  thinkers — all point to 
the royal road that will somehow resolve our tax problems and remove 
all doubt of unequal treatment and insufficient revenues.

The Commission would emphasize that tax systems are 
not so much the results of doctrinaire policies as they 
are, in a real sense, the products of experience, experiment 
and adjustment. Equity may, indeed, depend upon not 
one measure but upon several. There are, moreover, ele
ments beside abstract equity that every finance officer 
must consider. There is, for example, fiscal adequacy — 
does the tax yield sufficient revenue to meet requirements? 
Another is stability —  is there sufficient diversity in the 
tax structure to promise a steady yield? Another is ad
ministrative convenience —  is the tax easily and economi
cally administered? And still another important con
sideration is the economic impact —  does the tax unduly 
impair the productivity of the community? “ Taxation,” 
said a recent writer, “ is like dairy farming, not meat pro
duction; good husbandry builds up the herd. Taxation 
does milk the cows of private enterprise, but it should 
draw the line at killing off the animals.”

The Commission proposes to approach the problem of 
tax equity from the viewpoint of integrating the tax im
pact with the tax resources of the State. While this im
plies apportionment of the tax burden as lightly as pos
sible over all the resources, the Commission is mindful 
that its recommendations must be tempered by a broad 
definition of tax resources, with particular reference to 
their immediate and long-range effects upon the welfare 
of the Commonwealth. For example, the apportionment 
of taxes to business should be conditioned not only by the 
amount and kind of business now conducted in Massa
chusetts, but also by the possible future business growth. 
In 1948, taxes collected by the State from business and 
manufacturing corporations represented 31 per cent of all 
state tax collections except unemployment compensation 
(pay-roll) taxes. Insurance companies, public service 
corporations and banks accounted for another 6.5 per cent 
of the total. Direct taxes upon business represented,
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therefore, 37.5 per cent of all state tax collections, and, in 
addition, business taxpayers paid an unknown but sub
stantial amount of local property taxes, state gasoline 
taxes and some $37,000,000 of pay-roll taxes.

An important question which the Commission must 
consider is whether or not these Massachusetts taxes upon 
business impair the competitive position of Massachusetts 
business and thus impair employment and pay-rolls for 
Massachusetts citizens. In 1947, non-property and non
pay-roll taxes attributed directly to business in Massa
chusetts (Table II) represented 12.8 per cent of all state 
and local taxes as compared with 11.6 per cent in New 
Jersey, 12.8 per cent in Connecticut, and 14.6 per cent in 
New York. These comparisons must be qualified, how
ever, upon the basis of what they represent taxwise. 
Massachusetts business taxes mainly represent general 
corporation taxes which account for 9.5 per cent of ail 
state and local taxes. In contrast, the New Jersey total 
is composed largely of taxes upon railroads and public 
utilities which are assessed by the State and paid in large 
measure to local jurisdictions in place of local property 
taxes. General corporation taxes in New Jersey repre
sent only 1.5 per cent of all state and local taxes. New 
York and Connecticut business taxes include taxes upon 
unincorporated business which are not reported separately 
under the Massachusetts personal income tax. General 
corporation taxes represent 5.8 per cent of all state and 
local taxes in Connecticut, and 7.7 per cent in New York, 
where all tangible personal property is exempt from tax
ation.

It seems clear that these comparisons are not a sufficient 
basis upon which to appraise the competitive tax position 
of Massachusetts business. They indicate, however, a 
probability that Massachusetts business pays a larger 
proportion of all taxes than does business in the other 
three States. The Commission proposes to examine this 
probability and to seek an answer to the question of what 
effect it may have upon the economic welfare of Massa
chusetts. This part of the investigation must thus in
clude analysis of the economic effect as well as the dis-
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tribution of business taxes as among such diverse activities 
as banks, manufacturers, retail trade, insurance com
panies and service organizations.

Individuals in Massachusetts are taxed according to 
their ownership of property, their income from employ
ment or business and investments, their purchases of 
gasoline, cigarettes, alcoholic beverages and meals, and 
the extent to which they bet on the horses and the amount 
of their estates. In terms of tax equity, the major con
sideration is whether or not these diverse tax measures 
constitute a reliable way to apportion taxes on the basis 
of equitable treatment. This involves appraisal of their 
combined effect within various taxpaying groups, as well 
as the basic equity of each tax considered separately.

The personal income tax is assessed at 1.5 per cent upon 
income from employment and business as compared with 
3 per cent upon gains from the sale of intangibles and 6 per 
cent upon interest and dividends. Established in 1919, 
when personal income tax experience was limited, these 
rate variations according to income source are at variance 
with the more usual graduation according to size of income.

Special taxes upon such selected commodities and ac
tivities as cigarettes, alcoholic beverages, and pari-mutuel 
betting assume the characteristics of luxury taxes. Ac
counting for almost 10 per cent of all state and local taxes 
in 1947, they are commonly regarded as the state “ cut” 
in the expensive frivolities of its citizens. The taxes rest 
upon non-essentials and are ordinarily disregarded in 
measures of tax burden or tax equity. The revenue in
volved is, however, substantial (850,000,000 in 1948), and 
its influence upon the tax structure and the equity of tax 
apportionment is an important consideration.

The tax upon meals costing more than $1 is another 
“ special tax”  with peculiar connotations of its owrn. It 
may be regarded as a luxury tax upon non-essentials in 
that it does not reach meals costing less than $1. This 
was, of course, much more true when the tax was first 
adopted in 1941 than it is today. Totaling 84.7 million 
in 1948, the meals tax is important to considerations of 
tax equity in that it represents an extension of “ special”
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taxes beyond the tax areas where abstinence has a social 
or moral appeal.

“ Highway users” taxes upon gasoline and motor 
vehicles represent a form of “ special”  taxation dedicated 
to special services. Based directly upon the “ benefit” 
theory, they are paid for construction and maintenance 
of highway facilities. In these terms, equity becomes a 
matter of determining what proportion of the highway 
costs is properly assignable to motor vehicles as a whole, 
and how that amount should be apportioned among the 
various classes of vehicles.

Applicable to both business and individuals, the general 
property “tax is an area of great controversy concerning 
tax equity. Reporting in 1945, a Massachusetts special 
commission on real estate taxation and related matters 
stated:

A substantial portion of the existing dissatisfaction with property 
taxation in general, and with real estate taxation in particular, relates 
to its administration. Over-assessment and inequalities in assess
ment are serious problems in Massachusetts.

. . . The more basic problem is inequity, —  the over-assessment of 
individual properties or entire classes of property which may exist 
side by side with fairly assessed or under-assessed properties within 
the same taxing area. Those conditions do appear and to an alarming 
degree.

A high tax rate combined with individual or class over-assessment 
is little short of catastrophic. This is the situation that the Com
mission has found in Boston and in some other cities and towns.

Although it has long been generally recognized that 
property is not uniformly assessed as among local taxing 
districts, as among class of property, or as among indi
vidual properties, Massachusetts seems no nearer to a 
solution now than it ever was. The equity of the property 
tax is questioned in terms of the amount of tax assessed 
as well as in terms of the way it is apportioned. “ Fair 
cash value”  as a standard of assessment is discredited, 
but there has developed no tangible substitute for it.

Although the real estate tax totaled $243,000,000 in 
1947, very little is known about its incidence. The 
Commission is confident that there must be an improve
ment in the assessment process with a view toward greater
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equality of treatment for all property. It feels that the 
large issue of tax equity as between the property tax and 
any “ replacement”  tax which may be adopted cannot be 
determined until it is known who pays the present tax, 
how its distribution might be regularized, and who would 
pay the replacement tax and in what amounts.

Basic questions pertaining to this whole problem are 
suggested as follows:

1. What proportion of all state and local taxes in Massachusetts 
should be assessed to business? What business? Under what condi
tions? And by what tax measures?

2. To what extent should taxes be assessed for specific purposes 
to beneficiaries of specific services? What taxes? And for what 
services?

3. To what extent is Massachusetts justified in applying “ special” 
taxes upon selected commodities or activities for revenue purposes? 
What commodities and services?

4. Is the ownership of real estate in Massachusetts an equitable 
measure of responsibility to support public services? To what extent? 
Under what circumstances? And by what standards?

5. Is there an equitable basis for reducing the property tax in 
Massachusetts and substituting another form of tax?

In short, the Commission returns to its original 
question:

Who should pay taxes? for what purpose? by what measures? 
and in what amounts?

Part IV . Tax Resources —- How Much is it Reasonable 
to take from Existing Tax Bases and from Others 
which might be found, while 'protecting the Prosperous 
Position of Massachusetts in a Competitive World? 
Is Tax Limitation of Any Sort (such as on Real 
Property) desirable and feasible?

The Commission recognizes that no measurements of 
tax impact and tax equity can be complete unless the tax 
burden is related to the economic resources of the Com
monwealth. This is not only a matter of tax equity — it 
is also a matter of tax capacity and tax stability. It 
means that the Commission’s inquiry should include some
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appraisal of the wealth, income and activity of the Com
monwealth, with emphasis upon the distribution of these 
factors among the various taxpaying groups.

The general property tax is widely criticized as an 
excessive tax burden upon the “ home owner”  and no 
longer adequate to finance local services. Little is known, 
however, concerning the total capital or rental value of 
all taxable property used for business and residential 
purposes. This indicates not only a lack of knowledge 
as to the way the property tax ($268,000,000 in 1947) is 
apportioned among “ home owners”  and other property 
taxpayers, but emphasizes that there is no standard by 
which to measure even the over-all tax burden upon 
property or upon its owners and users.

In any event, the Commission feels that the property 
tax cannot be fairly appraised without first determining 
just what burden it actually represents upon the capital 
or rental value of taxable property used for various pur
poses and situated in the cities and towns; also, since re
placement — in whole or in part -— of the property tax 
implies substitute revenues from other tax sources, it is 
necessary to determine the comparable bfirden of possible 
replacement taxes upon property owners and users.

Directed at measuring the total potential tax base, a 
study of tax resources must of necessity include an ap
praisal of tax exemptions as well as tax omissions. In 
their application, tax exemptions have the effect of re
lieving selected resources from participation in the appor
tionment of tax burden. In some cases, complete ex
emption of properties represents an expression of public 
policy which says certain activities are vested with a 
public interest which it is desirable to foster and protect. 
Partial exemption of property up to $2,000 of its value 
owned by widows, persons over seventy-five and fatherless 
minors are made as a form of tax protection for persons 
who may be less able to contribute to the support of gov
ernment. Partial tax exemptions are extended to vet
erans in recognition of their services to their State and 
nation. Exemptions from the personal income tax are
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provided to protect the living standards of low income 
groups. Meals costing less than $1 are excluded from the 
5 per cent meals tax, and public service corporations are 
excluded from the corporation excise (income) tax to be 
taxed in other ways.

Tax omissions are of two types, —  first, there are the 
omissions which result from failure of taxpayers to file or 
from failure of tax administrators to find and assess tax
able property, income, or other tax measures. Omissions 
of this kind represent tax evasion under existing statutes 
and their appraisal is essentially an appraisal of the effec
tiveness of tax administration. Although the Commission 
proposes to consider tax administration elsewhere in its 
study program (see Part VI), it is aware that an essential 
first step towards measuring the completeness of tax cov
erage must be the measurement of potential tax resources.

The second type of tax omission represents potential 
tax resources which are not reached by taxation under 
existing law. For example, retail sales are an important 
source of tax revenue in twenty-six States, but Massa
chusetts does not now impose a sales tax. Although 
cigarettes are taxed at 4 cents per package, cigars and 
smoking tobacco are not subject to taxation. Massachu
setts recognizes pari-mutuel betting as a substantial source 
of tax revenue, but it does not recognize other forms of 
gambling and derives no tax revenue from them. The 
Commission is not suggesting that these or other “ unused 
tax bases” should be brought into the State’s tax struc
ture, or that the taxpayers which they would reach are 
not already taxed. But it does propose to examine all 
potential tax resources of the State with a view toward 
determining the most equitable way to apportion state 
and local tax requirements as among all taxpayers.

. No study of potential tax resources is complete which 
does not consider the possible development of new 
resources. As an industrial State, the future wealth 
and income of Massachusetts will be influenced in large 
measure by the trend of industrial development. In 
1947, one third (34 per cent) of all income payments to
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individuals in the State were derived from manufacturing 
pay rolls, and about one fifth (21.3 per cent) represented 
income from trades and services. More than one half of 
all 1947 manufacturing pay rolls were, however, paid 
by “ war industries,”  thus indicating a challenge to the 
State’s economy associated with the post-war adjust
ment. Progress of the adjustment is evidenced by the 
fact that while “ war industry”  pay rolls declined 29 per 
cent between 1944 and 1946, “ non-war”  manufacturing 
pay rolls increased 31 per cent. Total income pay
ments in 1947 were 23 per cent above those of 1944, and 
manufacturing pay rolls were 6 per cent above the 1944 
level.

Wages and salaries in Massachusetts totaled $4.5 
billion to represent 67.5 per cent of all income payments 
to individuals in 1947. In contrast, property income 
totaled less than $1,000,000,000 to represent 14 per cent 
of the total, and proprietor’s income from business repre
sented 11 per cent of the total. In terms of tax resources, 
this means that the major support for taxes upon indi
viduals depends upon the wages and salaries they earn. 
It also means that a business tax policy which offers the 
greatest inducement to full employment is the most 
beneficial policy for the State as a whole.

The influence of state and local taxes upon business 
development and employment is not clearly defined. 
Confusion in Massachusetts tax policy in this respect is 
evidenced by developments in the corporation tax. In 
1936 and 1937, the General Court attempted to improve 
the interstate competitive position of Massachusetts 
manufacturers by exempting manufacturing machinery 
from the local property tax. The annual tax saving to 
manufacturers was about $6.3 million, as indicated by 
taxes paid upon machinery in 1935. However, between 
1936 and 1947 the effective tax rate upon corporation 
income increased from 2.5 per cent to 6.22 per cent, with 
the result that manufacturing corporations paid about 
$11,000,000 more in 1947 than they would have at the 
2.5 per cent rate. Comparison of taxes paid by manu-
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facturers in 1936 and 1947 are, of course, subject to 
qualifications due to changes in business conditions. 
They suggest a need for clarification of Massachusetts 
tax policy as it related to business in general and manu
facturers in particular.

Few business locations are determined on the basis of 
taxes alone. It must be recognized that state and local 
taxes represent only a part of all business taxes (including 
federal taxes) and a much smaller part of all business 
costs. Business can be expected to seek locations in low 
taxing jurisdictions only when it can do so without 
increasing its other costs by more than its tax savings. 
Upon this basis the Commission proposes to consider the 
entire tax structure from the standpoint of making Massa
chusetts a good place for business to come to and a good 
place for business to stay.

In appraising the tax resources of Massachusetts the 
Commission proposes to seek answers to such questions 
as these:

1. What is the total income of all citizens in Massachusetts? From 
what sources is it derived? And how is it distributed among income 
groups? And how is it distributed throughout the Commonwealth?

2. What is the total volume of business in Massachusetts? What 
kind of business? How profitable? And how is it distributed over 
the State?

3. What is the total value of all real and tangible personal property 
in Massachusetts? What type of property? For what purpose is it 
used? How is it distributed? And who owns it?

4. What is the total value of real and tangible personal property 
not subject to taxation in Massachusetts? WTiat type of property? 
How is it distributed by ownership? Use? And taxing districts?

5. What is the extent of home ownership among Massachusetts 
citizens? By income groups? By occupation? By property value? 
And by geographical location?

6. Are all property tax exemptions in Massachusetts justified on 
the basis of property ownership or use? If not, what ones are not 
justified? And what should be done about it?

In brief:
The Commission contemplates a complete picture of the 

wealth, income and activity of the Commonwealth, as fair, 

stable and adequate bases for public revenue.
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Part V. Tax Distribution —  Should the State levy Taxes 
to reduce or stabilize City and Town Tax Rates? Which 
Services shoidd be supported by the State and which by 
the Municipality? Are we right or wrong in our Grow
ing System of Special Taxes for Special Purposes? 
Should the State Tax be outlawed?

There is no clear distinction between state taxes and 
local taxes in Massachusetts. Although the locally as
sessed general property tax is commonly regarded as a 
local purpose tax, the State may assess taxes to the cities 
and towns which, in turn, include them within their own 
property tax assessments. The motor vehicle excise tax 
is primarily a local tax, but the State assesses the tax 
upon vehicles which have no definite local situs. In 1946 
and 1947, state taxes assessed to towns totaled $5,000,000, 
but this amount was offset by payment of state aid for 
highways from proceeds of “ highway users”  taxes upon 
motor vehicles, drivers and gasoline.

The state-administered normal tax upon personal in
come is almost all apportioned to cities and towns, but 
surtaxes have been added for state purposes. While five 
sixths of the normal tax upon business and manufacturing 
corporations is apportioned for local use, the several addi
tional taxes and surtaxes are applied for general and special 
state purposes, including grants-in-aid to cities and towns 
for veterans’ services and old age assistance. Approxi
mately four tenths of the state tax upon public service 
corporations is paid to local government. One third of the 
meals tax is paid directly to cities and towns, while the 
remainder is dedicated to the old age assistance fund 
largely for the payment of state aid.

Subject to minor adjustments for administrative costs 
paid to the state General Fund, the direct allocation of 
state and local taxes, exclusive of pay-roll taxes was 
about 71 per cent for local purposes and 29 per cent for 
state purposes. While the state administered about four 
tenths of all taxes, it retained less than three tenths for 
state purposes, including state grants-in-aid to cities and 
towns. About three fifths of all taxes retained for state
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purposes (more than 17 per cent of all state and local 
taxes) were dedicated to three special funds, —- old age, 
veterans and highway, —  and about two fifths were avail
able for all other state functions.

Payments to local governments from tax revenues re
tained for state purposes result in further apportionment 
of taxes for local expenditures. In the case of the Old 
Age Assistance Fund, almost all state expenditures are in 
the nature of grants-in-aid to cities and towns. About 
one fifth of all Highway Fund revenues were paid to cities 
and towns as state aid. After adjustment for all pay
ments of state aid as well as shared taxes to cities and 
towns, the apportionment of state and local tax revenues 
is about four'fifths for local use and one fifth for state use.

A trend toward separations of the taxing function and 
the spending function is evidenced by changes in tax em
phasis as between the state and local governments. Be
tween 1930 and 1947, all state and local taxes (exclusive 
of pay-roll taxes) in Massachusetts increased about 46 
per cent. But locally administered taxes increased 23 per 
cent and state administered taxes increased by more than 
100 per cent. Within the over-all increase of about 
$147,000,000 in all state and local taxes, locally adminis
tered taxes increased about $53,000,000 but the local 
share of all taxes including state grants-in-aid increased by 
almost $90,000,000. On the other hand, state-adminis
tered taxes increased about $94,000,000 and the state 
share of all taxes after payment of shared taxes and 
grants-in-aid increased about $57,000,000.

Apportionment of tax revenues, as between the state 
and local functions as well as among selected funds at 
the state level, is complicated and bears little relationship 
to the source from which they are derived. For example, 
allocation of taxes paid by business and manufacturing 
corporations appears as follows:
1. Normal tax at 2.5% on income and on corporate excess is

paid —  | to the state General Fund; s/6 to cities and towns.
2. Additional tax at 1.5% on income is paid to the state General Fund.
3. Additional tax at 1.5% on income is paid to the Veterans Sendee
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Fund (with part of cigarette and liquor tax) for —  payment 
to cities and towns of 50% of veterans benefits and for veterans 
housing and payment of veterans bonus debt.

4. Surtax tax of 13% of normal and surtaxes is paid — 10% of taxes 
1 and 2 to the state General Fund; 3%  of taxes 1 and 2 to 
the Old Age Assistance Fund; 13% of tax 3 to the Veterans 
Service Fund.

Other state-administered taxes are subject to equally 
complex apportionment. These include the personal 
income tax, normal taxes paid to cities and towns under 
three formulas, and surtaxes divided as between the 
state General Fund and the Old Age Assistance Fund 
from which grants are paid to local jurisdictions. Alco
holic beverage taxes are apportioned among the General 
Fund, the Old Age Assistance Fund and the Veterans 
Fund. Inheritance taxes include normal taxes paid to 
the General Fund and two surtaxes for the General 
Fund and the Old Age Assistance Fund. Cigarette taxes 
are divided as between the General Fund and the Veterans 
Fund, and taxes upon public service corporations are 
shared and apportioned as between the General Fund 
and payments to cities and towns.

In addition to the lack of a clear distinction as between 
state and local tax sources, tax practices in Massachusetts 
show two major characteristics. The State relies heavily 
upon “ surtaxes”  and “ additional”  taxes as ways to 
obtain added tax revenues without expansion of the tax 
system to reach new tax bases.

Essential questions are these:

1. Do local governments in Massachusetts now perform services 
which might better be performed at the state level? Is the converse 
true?

2. Should additional local tax sources be made available to cities 
and towns in Massachusetts? What taxes? And under what condi
tions?

3. To what extent is Massachusetts justified in dedicating specific 
tax revenues for specific services? What taxes? And for what services?

4. Should Massachusetts encourage consolidation of small and 
uneconomic local units or services into larger and more adequate 
jurisdictions?



5. What is the effect of the distribution of state-shared taxes and 
grants-in-aid upon local government finance in Massachusetts?

In brief:
Financial management, state-local relations and service- 

area adjustments are essential factors in fiscal policy.

Part VI. Tax Administration —  Are Assessment Methods 
in the Commonwealth Equitable and Competentf 
Do we collect and distribute Tax Revenues efficiently 
and at Reasonable Cost? What can we do to stabilize 
Tax Yields and assure Adequacy of Revenues?

Nowhere in the art of government are the benefits 
of sound organization and efficient administration more 
plainly noticeable than in the tax structure. The re
quirements of federal, state and local taxation have 
brought with them much duplication, overlapping and 
disorder among the agencies of tax administration, and 
a growing burden of compliance on the part of the tax- 
paying public. In large measure these conditions are 
caused by a haphazard growth of taxes in the federal 
government and among the States. In large measure 
the elimination of such waste of tax effort is dependent 
upon the co-operation of the federal government, a co
operation which is exasperatingly slow to develop. Within 
the Commonwealth, however, we may well undertake 
our part in adapting tax administration to our systems 
of local self-government and to federal government. 
In the course of an over-all study of the state and local 
tax system, the Commission would propose to test the 
utility of each tax from the standpoint of administrative 
organization, with the view* toward finding and recom
mending ways of simplifying the demands of taxation 
from the viewpoint of the taxpayer.

This would include such objectives as these:
Co-ordination and integration of state taxation with existing federal 

taxation.
Allocation of taxing authority within the state according to the 

adaptability of each tax for administrative purposes.
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The elimination of overlapping and duplication in tax reports, 
audits, supervision and control.

Reconsideration of the primary assessment area for the administra
tion of the local property tax.

The influence of the revenue requirements upon the 
allocation of tax resources within the State cannot be 
overemphasized. As a problem of administrative or
ganization, this is one of the considerations which must 
affect decisions as to tax distribution. A study of the 
present and potential ability of cities and towns to 
administer their taxing power, as compared with state 
tax administration, may well lead to a new view of 
financial relationships between the Commonwealth and 
local governments.

Local standards of tax equity and equality of treatment 
have meaning only to the extent that they are applied 
in tax administration. In part, this is a problem of the 
distribution of taxing power in accordance with capacity 
for tax administration; in part, it is a problem of con
trolled and adequate appropriations; in part, a matter 
of selection, training and supervision of personnel. To 
appraise the cost of tax administration on a comparative 
basis with other States may be meaningless. To appraise 
such costs in terms of tax equity and equality of treat
ment would be the purpose of the Commission.

State administrative supervision has long been relied 
upon in many States as a cure-all for the problems of local 
tax administration. The Commonwealth now performs 
this function through the Division of Local Taxation in 
the Department of Corporations and Taxation. Any 
study of administration would, of course, seek to develop 
the maximum opportunities for such supervisory effort, 
but the Commission would propose to explore ways and 
means of strengthening the front line of tax administra
tion, — the assessment and collection of taxes locally.

These are some of the questions of tax administration 
which the Commission would propose to answer:

1. Do our systems of state and local tax administration succeed 
in carrying out legal standards of tax equity and equality of treatment?
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2. Are state and local tax administrations efficiently organized and 
conducted?

3. What taxes should be state administered and what taxes should 
be locally administered?

4. Should we make greater or less use of state-administered, locally 
shared taxes?

5. What are the relationships between costs of taxing adminis
tration and compliance with tax yields?

6. How can tax reporting and administration be simplified?

In brief :
To examine taxes as a problem in management as well as a 

problem in revenue.

The Commission would respectfully suggest that a 
study of this magnitude and significance can only be 
accomplished under the most expert direction and with 
adequate funds.
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