
HOUSE 1356

To the Honorable Senate and House of Representatives:

For two years now, it has been the aim of government
to reduce its costs. Economy has been the slogan. For
the first time, I believe, in the history of Massachusetts
the total expenditures for city and town government will
be reduced in 1933. This means that the habit and prac-
tice of generations have been overcome. It is a new ex-
perience and marks an effort, the extent of which will not
be thoroughly appreciated by the average citizen unac-
quainted with the legislative and administrative methods
of his government.

But the figures of decreased appropriations do not cor-
rectly indicate the extent of the economies because one
item alone in city administration has increased since 1929
by the staggering sum of $33,000,000. This item is made
up of welfare payments and soldiers’ relief. Were it elimi-
nated, the cost of city and town government would be
reduced approximately 15%. In spite of every effort
toward economy, however, the tax rate of substantially
every city and town showed an increase in 1932. The tax
rate increased at a time when the taxpayer was least able
to bear it. The whole burden of this depression from the
governmental viewpoint fell upon the owner of real
estate, upon the home owner. This increase was made
necessary because of the additional burden created by the
necessity of caring for those who are unable to care for
themselves, and from the failure of other forms of revenue
to bring in the same returns in time of depression as in
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time of prosperity. The income taxes are a glaring ex-
ample of this failure, estimated to yield $17,000,000. less
in 1933 than in 1929. The combination of these two ele-
ments, $17,000,000. less revenue from income taxes and
$33,000,000. more welfare expense, is a total added burden
of $50,000,000. reflected in the tax rate and borne by real
estate. This situation is unfair. Legislation must equal-
ize the burden. There is no phase of the present economic
situation so pressing for legislative consideration. The
loss of income from other sources, the added cost of wel-
fare, the higher tax rate, the resulting inability of many
owners to meet this tax obligation promptly, have depre-
ciated the credit of our municipalities. The very demand
for economy so insistently pursued and the bold assertion
of extravagance oft repeated, have further tended toward
the destruction of that credit. Two fundamental present
difficulties, therefore, make it imperative that we provide
additional revenue for the cities and towns: the diffi-
culty of increased tax rates, and the inability of the cities
to borrow for current expenses under the present state of
their credit. The situation has become acute. Several
municipalities are almost at the breaking point. It is not a
new problem. It has been a source of anxiety for the last
eighteen months and attention was called to it from time
to time during the last legislative session. But the pos-
sibility of securing additional revenue in the face of the
cry for economy was a practically hopeless task. The idea
that the cities should “stew in their own juice” seemed to
represent the best thought upon municipal finance. This
slogan was really a cry for economy.

A democracy apparently cannot move on two fronts
at the same time. Now that the economies for this year
have been set in motion, by determination of the State
Budget, the delegation of power to the Mayor of Boston,
the effort of all local authorities to meet all requirements,
let us look to the constructive side of the question without
bias or prejudice and with a spirit of co-operation, recog-
nizing the need and endeavoring to devise the remedy.
You should have in mind, as a rough rule with which to
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measure the efficiency of your acts in this respect, that if
$20,000,000. is added to the revenue of cities and towns,
the average tax rate will be decreased $3.00. If we could
approximate additional revenue to the additional cost of
welfare, the average tax rate would show a decrease of
between $4.00 and $5.00 a thousand. Let us also have in
mind that in suggesting added sources of revenue, we are
not suggesting increased expenditures. We are not sug-
gesting increased revenues to the cities and towns. We
are urging and expecting continued economies. What we
suggest is a distribution of the tax load.

Let us assume that we replace $30,000,000. of real
estate tax revenue with revenue from other sources, and
examine the result. As I have stated, the average tax
rate would be reduced between $4.00 and $5.00. Such a
result would greatly increase the percentage of successful
collections in addition to reducing the burden of the real
estate owner. It would assure those upon whom the city
must depend for funds, both by the greater ease with which
real estate taxes would be collected and the certainty of
collection from the new sources, that it would now be safe
to loan to cities and towns upon tax anticipation notes.
Thus, the credit of the cities and towns would be restored.
That in itself is a most important consideration for
economical administration, indeed, for the orderly
continuance of civic business.

There are other considerations of importance. Such a
substantial reduction in tax rate should at once increase
the value of real estate and the equity of the owner,
stimulate the real estate market, enhance the value of
mortgages, improve the condition of savings banks, and
add to the safety of deposits in those institutions. There
can be no doubt concerning the advisability of taking
such action as will insure these results.

To accomplish such far reaching economic changes, it
is necessary to secure additional revenue for the cities
and towns of not less than $30,000,000. I recommend
for your immediate consideration and action the follow-
ing measures:
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1. The elimination of all exemptions relating to income
tax requirements except an exemption of $1,500. to a single
person and $2,000. to the head of the family.

Such a change in our laws is estimated to yield
$2,000,000.

2. A change in the income tax law to cover as taxable
income dividends upon the shares of stock in Massa-
chusetts’ corporations, and a change now contemplated
in reference to the tax upon the shares of certain public
service corporations.

These changes will yield in revenue approximately
$9,000,000.

3. The creation of a sales tax so constituted as to yield
a return for the balance of the fiscal year of $10,000,000.

The recent opinion of the Supreme Judicial Court has
eliminated from consideration the question of the con-
stitutionality of such a tax and has instructed the legis-
lative branch of the government as to the broad and
sweeping powers of taxation granted to it by the con-
stitution of Massachusetts.

In addition to the three recommendations of the pre-
ceding paragraph of this message, you will have in mind
that the legalizing of 3.2 beer, resulting in the granting
of licenses by the cities and towns for its legal sale, will
result in an estimated increase of revenue to the cities
and towns of approximately one million dollars. The
legislative authority creating a State finance board to
grant loans to the cities and towns on the basis of tax
titles will make available to them an additional fund of
$8,000,000. The total of all these provisions is an
estimated increase of available revenue for the purposes
of their governments of $30,000,000.

The lowering of the exemptions under the income tax
laws to $1,500. for a single person and $2,000. for the head
of a family, is consistent with the enactments of theFederal
government and the several states during this financial
distress. Adding an income tax upon the dividends of
Massachusetts’ corporations creates as a sustaining source
for taxation an estimated yield, by way of dividend income
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to residents of Massachusetts, of approximately $125,-
000,000. This is a source of wealth for which I can find no
justification in these times for exemption from the tax
paying burden. It may be argued that many of these
securities were issued and sold upon the representation
that they were exempt from taxation, but the State has
never guaranteed such an exemption. The fact, if it be
one, that those who promoted these issues or created them
for their own purposes took advantage of the then state
of the law, in my opinion, cannot prevent government, in
these critical times, from taxing this revenue.

In recommending the enactment of a sales tax, I have
done so without attempting to define any limitations upon
such a legislative course, except that such tax as may be
enacted shall yield for the balance of the fiscal year not
less than $10,000,000. In my opinion, however, it should
be a tax upon retail sales, sales to the consumer, let us
say. The retail sales in Massachusetts from chain stores
alone were $2,000,000,000. for the year 1929. The total
aggregate of such sales in Massachusetts from all sources
during a normal year should approximate $4,000,000,000.
During the present depressed condition of business and of
income, I believe it safe to estimate the figure at not less
than $2,500,000,000. A tax of 1% upon the gross sales
would yield for the six months remaining this year more
than the required sum. Every business establishment now
required by law to make a return of business income and to
keep a proper set of books for that purpose has immedi-
ately available without further effort the basis for com-
putation of this tax, and machinery of the State govern-
ment is at present constituted in a way satisfactory to its
easy collection. The sales tax creates a wide, general and
equitable distribution of the burden of government. It is
largely regulated by the ability to pay and, in my opinion,
should be subjected to few exemptions. In any event, it
is the last conceivable source for a large return of revenue
for the support of governmental institutions which will
not create a nuisance in administration. The necessity for
such revenue should overcome all objection to it.
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The sales tax has been successful in every jurisdiction
which has enacted the law. The yield from it has exceeded
expectation and complaint against it has subsided with its
enactment. It is a day to day tax and, therefore, easy to
meet. If it is a hardship, and I do not think that it is,
that hardship is not apparent.

To summarize this message to this point is to say that
with the enactment of these recommendations an expected
revenue of at least $30,000,000. is brought to the assist-
ance of the cities and towns during the current year with
the attendant results of restored credit, more economical
administration, the stimulating of business in real estate
and increased value ofreal property as a security for loans.

There remains to be discussed, however, one other com-
munity need. These new taxes will not immediately be
available and the cities and towns are sorely in need of
funds forthwith. It may, therefore, be deemed advisable
to anticipate the receipt of the revenue from these taxes by
extending to the cities and towns the credit of the Com-
monwealth in order that money may be borrowed at once
to replenish the funds.

Speaking generally, it is essential that the credit of the
Commonwealth be preserved. Speaking specifically, if
the credit of the Commonwealth is to be extended further,
even in anticipation of expected additional revenue, there
is added reason for cautious and conservative financing.

It should be the aim of State government to eliminate
entirely, and in all events as far as possible, the budget
receipt called the State tax. This is a flexible item. It
measures the difference between appropriation and reve-
nue from other sources.. Because it is flexible it makes the
budget balancing process always easy. The possibility of
balancing with the State tax relieves the pressure to keep
down expenditures. For these reasons and others, I have
previously recommended, and now renew the recommen-
dation, that $8,000,000. be transferred from the highway
fund to current revenue. Whether devoted under the
present law to construction and maintenance of highways
or under the recommendation to current revenue, the funds
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collected from the gasoline tax are revenue of the Com-
monwealth. In times like these, there should be no such
thing as revenue for a particular purpose. There should
not be segregated revenue for special purposes because if
such revenue is highly remunerative, the special purpose
is lavishly accomplished, while the other requirements of
government either are forced to suffer or the burden of
them thrown upon the taxpayer by higher tax rates. The
gasoline tax is the best example of such an arrangement.
The State is rich in highway revenue and poor in that
revenue which supports all other governmental agencies.
Let us admit the understanding created at the time of the
imposition of the gas tax. Let us admit that it was levied
under special provisions that the proceeds should be
devoted to the interests of the motorist and the construc-
tion and maintenance of highways. But, like practically
every other legislative enactment, a sovereign state may
revise, amend or repeal, and Massachusetts is still a
sovereign state. It needs this revenue for other purposes.

To my mind, propaganda against the transfer is un-
warranted. It is as essential that the other functions of
government be maintained for the protection of the
motorist citizen of this Commonwealth as it is that the
highways should be enlarged and rebuilt. If the remon-
strant owns property and pays taxes other than the gaso-
line and motor taxes, the total of his taxes will be in-
creased unless this transfer is made. If the motorist
owns no other property and pays no other taxes, he does
not now bear directly any part of the cost of these other
functions of government, education, police, fire pro-
tection, welfare, the care of the mentally unfit, and the
numerous other responsibilities which government has
assumed. Granting that it is entirely proper for such
a person to enjoy these things and have no tax respon-
sibility except for his automobile, it hardly lies in his
mouth to complain if a portion of such tax is used for
the support of the other necessary requirements of gov-
ernment. It, therefore, would seem prudent, in order to
preserve the credit of the Commonwealth, to transfer not
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less than $8,000,000. from the highway revenue to the
current revenue. The State tax will thereby be re-
duced by that amount for the benefit of the owner of
real estate.

These measures, in my opinion, will go far toward the
accomplishment of restored municipal credit and the
preservation of the credit of the Commonwealth. They
will go beyond that and bring to the citizens of Massa-
chusetts generally a more equitable distribution of gov-
ernmental burden, particularly, relief to the home owner
and at the same time increase the value of real property,
stimulate the real estate market, improve mortgage se-
curity, and generally tend to the enhancement of business.

JOSEPH B. ELY.


