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CHAPTER I

INTRODUCTION

The e x is te n c e  of a  la rg e  n a tio n a l d eb t h a s  long  b e e n  a 

sou rce  of c o n tro v e rsy , ch ie f ly  over w hether or n o t i t  c o n s ti tu te s  

a  b u rd e n , in  one s e n se  or a n o th e r , on s o c ie ty . F o r tu n a te ly , how­

e v e r ,  th i s  pap er d e a ls  w ith  one of the  l e s s  c o n tro v e rs ia l a s p e c ts  

o f th e  n a tio n a l deb t: th e  incom e re d is tr ib u tio n  e ffe c ts  re su ltin g

from th e  levy ing  of ta x e s  in  o rder to  pay in te r e s t  on the  d e b t .  

A ccording fco P ro fesso r Abba L em er, w h o se  w ritin g s  on th e  su b je c t 

of th e  n a tio n a l d eb t h av e  lo n g  ep itom ized  p rev a ilin g  o p in io n , " the  

b e n e f its  from in te re s t  p aym en ts  on th e  n a tio n a l d eb t do n o t acc ru e  

to  every  in d iv id u a l in  e x a c tly  the  sam e d eg ree  a s  th e  dam age done 

to  him by th e  a d d itio n a l ta x e s  m ade n e c e s s a r y ."  H e g o es  on to  

s ta te  t h a t ,  "the grow th of th e  n a tio n a l d eb t . .  „ may in c re a s e  th e  

in e q u a lity  of d is t r ib u t io n ,"  o f in co m e . "This is  b e c a u s e  r ic h e r  

peo p le  c a n  buy more governm ent bonds and so g e t more o f th e  

in te re s t  p aym en ts  w ithou t incurring  a p ro p o rtio n a te ly  h e a v ie r  burden

1



2

of th e  t a x e s »"* Lerner re c o g n iz e s  th a t  th is  n e ed  n o t n e c e s s a r i ly  

b e  th e  c a s e  if  th e  ta x e s  le v ie d  to  p ay  in te r e s t  are m ore p ro g re s s iv e ly  

d is tr ib u te d  th a n  a re  th e  d eb t h o ld in g s . P ro fesso r Paul S am uelson , in  

h is  fam ous te x tb o o k , s ta te s  th a t  "the p r in c ip a l p roblem s of an  in te r ­

n a l deb t have  to  do  w ith  th e  tra n s fe r  paym ents of in te r e s t  th a t m ust 

b e  m ade to  som e peop le  and th e  ta x e s  th a t  a re  le v ie d  upon a ll 

peop le  fo r th is  p u rp o s e ."  "To th e  deg ree  th a t  the peo p le  involved  

a re  d ifferen t and th a t  th e  in te r e s t  re c e iv e rs  are w e a lth ie r ,  more 

th r i f ty , or deem ed l e s s  in  need  of in co m e, th e re  w ill be  re d is tr ib u ­

tio n a l e f fe c ts  to  re c k o n  w ith ." ^  Both L em er and  Sam uelson seem  to  

im ply  th a t  th e  in te r e s t  b e n e f its  are more p ro g re s s iv e ly  d is tr ib u te d  

a g a in s t  in c o m e (th an  the ta x  b u rd e n . P ro fesso r M usgrave  d o es  no t 

sh a re  th e i r  v ie w . According to  h im , "co n sid e rin g  th e  po stw ar Fed­

e ra l d eb t in  th e  U n ited  S ta te s  and  app ly ing  th e  d is tr ib u tio n  of th e

av e rag e  ta x  d o l la r ,  i t  a p p e a rs  th a t  the  in c id e n c e  of the  ta x - in te r e s t

3
c irc u it i s  m ere cr l e s s  neu tra l: . . . "  N eu tra l a p p a ren tly  m eans 

th a t th e  ta x  and  in te r e s t  d is tr ib u tio n s  a re  ro ugh ly  th e  sam e . A

"''Abba P . L e m e r, "The Burden of the  N a tio n a l D e b t,"  in  Incom e, 
Em ployment and P ub lic  P o licy / E s sa y s  in  H onor o f A lvin H an sen  
(New York: W . W . N o rto n , 1948), p p . 2 6 0 -6 1 .

2Paul A. S am u e lso n , Econom ics (New York: M cG raw -H ill,
1967), p . 347 .

R ichard A . M u sg ra v e , The Theory of P ub lic  F inance  (New York: 
M cG raw -H ill, 1959), p .  6 1 3 .
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s im ila r  v iew  is  h e ld  by th e  C om m ission  on M oney an d  C re d it .^

W hat a re  the  im p lica tio n s  of the  e x is te n c e  of a 
g iven  fe d e ra l d e b t?  In te re s t  m ust b e  p a id . To pay  
the  in te r e s t ,  ta x e s  m ust be  c o lle c te d  . . . .  Ex­
p e n d itu re s  for in te re s t  p a y m e n ts , to  be s i r e ,  do n o t 
tra n s fe r  an  e q u iv a le n t am ount o f re s o u rc e s  from p riv a te  
to  p u b lic  u s e s ;  th e y  re p re se n t a  tra n s fe r  of funds 
from ta x p ay e rs  to b o n d h o ld e rs . But a l l  tax p ay e rs  a re  
not re c ip ie n ts  of in t e r e s t .  C o n se q u e n tly , th e re  d o es  
o c cu r some re d is tr ib u tio n  of incom e from ta x p ay e rs  to  
d e b t h o ld e rs . I t  is  freq u en tly  a ssu m e d  th a t  th is  r e d is ­
tr ib u tio n  i s  s tro n g ly  in  favo r of th e  upper incom e 
groups to  th e  d e trim en t of th e  low er incom e g ro u p s .
In f a c t ,  th e  d eb t h a s  come to  be fa ir ly  w id e ly  h e ld ,  
and th e  fe d e ra l ta x  s tru c tu re  i s  fa ir ly  p ro g re s s iv e .
C o n seq u en tly  th e  tra n s fe r  of inoome from ta x p ay e rs  
to  d eb t h o ld e rs  re s u lt in g  from in te re s t  paym ents  a p ­
p ears  to  h a v e  no s ig n if ic a n t e ffe c t on th e  d is tr ib u tio n  
of incom e by  incom e g ro u p . ( I ta lic s  m in e .)

The o b je c t o f th e  p re se n t s tudy  is  to  m easu re  a s  c a re fu lly  

a s  p o s s ib le  the d is tr ib u tio n  among the  incom e c la s s e s  o f th e  in ­

te r e s t  b e n e f its  and ta x  b u rd en  a ris in g  from the  n eed  to  pay in te re s t  

on the n a tio n a l d e b t. In v iew  of th e  v a rio u s  s ta tem e n ts  c ite d  

above  abou t th e  p resum ed re d is tr ib u tiv e  e ffe c ts  of th e  d e b t ,  the  

b a s ic  c o n c lu s io n  of th is  study  th a t  an incom e tra n s fe r  from upper 

to  low er incom e g roups ta k e s  p la c e -  i s  ra th e r  u n iq u e .

O ther A sp ec ts  of th e  P ub lic  D eb t

A tten tion  is  fo cu sed  in the p re se n t s tu d y  e n tire ly  on incom e 

re d is tr ib u tio n  e f fe c ts  of th e  d e b t .  H ow ever, o th e r a s p e c ts  o f th e

^ The Report o f  th e  C om m ission  on M oney and C re d it (Englewood
C liffs : P re n tic e -H a ll ,  1952), p p . 9 5 -9 7 .
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p u b lic  d e b t ,  e s p e c ia l ly  th e  q u e s tio n  of w h a t c o n s ti tu te s  the burden 

of the  d e b t ,  h a s  been  th e  p rim ary  co n cern  o f  w rite rs  on  th e  su b je c t 

of the d eb t in  re c en t y e a r s .  The d e b t burden  co n tro v e rsy  h a s  seen  

B uchanan , B ow en, D avis and Kopf, M odig lian i and o th e rs  ch a llen g e  

m ost of th e  p re c ep ts  of re c e iv e d  d e b t th e o ry , a s  ep itom ized  in  th e  

w ritin g s  of Lerner.®  The s tan d a rd  v iew  i s  th a t  th e  fu ll c o s t  of pub lic  

borrowing fa l ls  on th e  g en era tio n  a liv e  a t  th e  time th e  d e b t i s  i n ­

curred b e c a u se  of th e  fo regone  o p p o rtu n itie s  for u s e  of th e  re a l r e ­

so u rc e s  invo lved .®  B uchanan c h a lle n g e s  th is  v iew  a s  b e in g  erroneous 

due to  i ts  a lle g e d  fa ilu re  to  tak e  a cc o u n t of in d iv id u a l g a in s  and lo s s e  

of u t i l i ty  re su ltin g  from th e  n e ed  to  lev y  ta x e s  in  o rder to  p ay  in te re s t  

on th e  d e b t .^  The u t i l i t y  s a c r if ic e  im posed  on fu tu re  g e n e ra tio n s  by 

the  need  to pay  in v o lu n ta ry  ta x e s  to  v o lun tary  h o ld e rs  of th e  d eb t 

e ffe c tiv e ly  tra n s fe r s  th e  burden o f  th e  d e b t ,  acco rd in g  to  B uchanan , to  

the fu tu re . P ro fesso r Shoup re b u ts  Buchanan by  no ting  th a t if  we look  

upon p eo p le  a s  choosing  v o lu n ta r ily , th rough th e ir  e le c te d  re p re se n ta ­

t iv e s ,  to  borrow  now an d  pay ta x e s  la t e r ,  th e  ta x e s  th a t are  im posed

^Jam es M . B uchanan , Public  P r in c ip le s  of Public  D e b t, (Homewood 
I llin o is : R ichard D . Irw in , 1958), e sp e c ia l ly  C h ap te r IV. W . G .
B ow en, R, G . D av is  and D . H . Kopf, "The Public  D ebt: A Burden
on Future G e n e ra t io n s ? ,"  in  J . M . F e rg u so n , e d . . Public  D ebt and 
Future G e n e ra tio n s , (C hapel H ill: U n iv . of N orth C aro lin a  P re s s ,  1954), 
p p . 6 7 -7 4 . Franco M o d ig lian i, "L ong-R unIm plications of A lte rna tive  
F is c a l P o lic ie s  and th e  Burden o f  th e  N ational D e b t,"  in  F e rg u so n , 
o p . c i t . ,  p p . 1 0 7 -1 3 8 . Lesrner, o p . c i t . , P a s s im .

6
L ern e r, o p , c i t . , p p . 2 5 6 -2 5 7 .

7
B uchanan , o p . c i t . . C h ap te r IV, P a s s im .



5

in  th e  fu tu re  to  pay in te re s t  on th e  d e b t are  n o  burden  b e c a u s e  th e y
O

are  e s s e n t ia l ly  s e lf - im p o s e d ,

M e s s rs . Bow en, D av is  and Kopf have  a ls o  su cc e ed e d  in  t r a n s ­

ferring  th e  b u rd en  of th e  d eb t to  fu tu re  g e n e ra tio n s . They f i r s t  d e fin e  

th e  burden  of the  d e b t a s  the  fo regone  consum ption  of p riv a te  goods

im posed  on any  p a rtic u la r  g e n e ra tio n  c o n se q u e n t to th e  p u b lic  borrow ing 

g
and sp e n d in g . Then th e y  p ro ceed  to  argue th a t  peop le  owning govern ­

m ent bonds can  s e l l  them  and consum e th e  p ro c e e d s , th u s  red eem in g  

any  consum ption  s a c r if ic e  e n ta ile d  in th e  o rig inal p u rch ase  of the  b o n d . 

T h u s, the  consum ption  s a c r if ic e  "burden" of th e  d eb t can  be  p o stponed  

in d e f in ite ly , a s  long  a s  e a c h  g en era tio n  can s e l l  i t s  b o n d s to  s u c c e e d ­

ing g e n e ra tio n s  and  consum e th e  p ro c e e d s . A ccording to  Bow en, D av is 

and Kopf, anything th a t  s h o r t-c irc u its  th is  p ro c e ss  of s u c c e s s iv e  re c o u p ­

m ent w ill im p o se  a bu rden  on  th e  g e n e ra tio n  th a t p u rch ased  bonds bu t 

d id  no t t ra n s fe r  them  to  fu tu re  g en e ra tio n s  in a  m anner th a t  en ab led  it 

to  consum e the  p ro c e e d s , e .  g . ,  b e q u e a th a l, deb t re tire m e n t, e tc .

S till an o th er ty p e  o f d eb t burden is  d is c u s s e d  by  M o d g lian i, who 

ra is e s  th e  p o s s ib i l i ty  th a t  fu tu re  g en e ra tio n s  m ay su ffe r on a cc o u n t of 

a re d u c ed  lev e l of c a p ita l fo rm ation  c a u se d  by  p u b lic  d eb t i s s u e .  To 

the  ex ten t th a t  p u rc h a se s  of governm ent bonds com e out of s a v in g ,

o
C arl S houp, "D ebt F inancing  and Future G e n e ra tio n s ,"  in J . M . 

F e rg u so n , o p . c i t . ,  p p . 2 1 4 -2 1 8 ,
g

W . G . B ow en, e t  a l . , o p . c i t . , p .  6 8 .
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th e  s to ck  o f p r iv a te  c a p ita l  p a s s e d  o n to  fu tu re  g e n e ra tio n s , and th e ir  

p o te n tia l p riv a te  co n su m p tio n , is  l e s s . '1'®

M ish an , in d e fe n se  cf th e  o rth o d o x  view  of th e  d e b t ,  p o in ts  out 

th a t  th e  m anner in  w hich th e  p ro ceed s  of d eb t f in a n c e  is  sp en t i s  th e  

re a lly  c ru c ia l q u e s t i o n .^  The B uchanan , B ow en, D av is  and Kopf, and  

M odig lian i d eb t bu rd en s o n  the fu ture  a re  a ll s e r io u s ly  underm ined once 

a cco u n t i s  ta k en  of th e  re tu rn  on  th e  p u b lic  p ro je c t th a t  w as  fin an ced  

w ith  d eb t i s s u e ,  a s  com pared to the  re tu rn  on  th e  d is p la c e d  p riv a te  

p ro je c t (if a n y ). This n e t  re tu rn  m ust b e  s e t  a g a in s t  the ta x e s  lev ied  

to  pay in te r e s t  in  th e  Buchanan m o d e l, any  lo s s  of p riva te  consum p­

tio n  in th e  Bow en, D av is  and Kopf fo rm u la tio n , a n d  any  lo s t  o u tp u t 

due to  re d u c e d  p riv a te  c a p ita l form ation in  M o d ig lia n i 's  fram ew ork .

In each  c a s e ,  th e  d eb t burden  can  d is a p p e a r  i f  th e  b e n e f its  o f  the  

p u b lic  p ro je c t a re  su ff ic ie n tly  g re a t .  N o te , to o ,  th a t n o n e  of th e s e  

a lte rn a tiv e  burden  argum en ts  a s s e r t s  th a t  rea l re so u rc e s  can  be  sh if te d  

through tim e , or th a t the opportun ity  c o s t  o f p u b lic  borrow ing ta k e s  

p la ce  a t som e tim e o th e r  than w hen the  d eb t is  c re a te d  and th e  funds 

sp e n t— tw o of the  foundation  s to n es  of re c e iv e d  d e b t th e o ry .

M ead e , in  h is  d is c u s s io n  o f  the  p u b lic  d e b t ,  s t r e s s e s  th e  f e e t ,  

long  reco g n ized  by ad h e ren ts  to  th e  s tan d a rd  v iew  of th e  d eb t (such

■^Modgiliani, op. cit . ,

■^E. J . M ish a n , "H ow to  M ake a  Burden of th e  Public  D e b t,"
The  Journal of P o litic a l Econom y, LXXI (D ecem ber 1953), p p . 529-542 .
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a s  L erner), th a t a r e a l  c o s t  i s  im posed  on s o c ie ty  in the  form of r e ­

duced  in c e n tiv e s  to  w ork a n d  in v e s t  a s  a r e s u l t  of th e  fr ic tio n s  c a u se d

12by th e  h ig h er ta x e s  n eeded  in o rd e r to pay in te r e s t  on  th e  d e b t.

M ention  should  a lso  be m ade of M u sg ra v e 's  c o n c e p t of pub lic

d eb t a s  a  m e an s  of d is tr ib u tin g  the c o s t  of public  e x p en d itu re s  among

13d iffe ren t g e n e ra tio n s . T axation  im p o se s  th e  e n tire  c o s t  o f  a p ro jec t 

on th e  tax ed  g e n e ra t io n . But M usgrave  lik e n s  d eb t is su e  to  a co n ­

sum er lo a n / w here  the  c o s t  o f ex p en d itu re  i s  p o s tp o n ed  by borrowing 

and rep a id  in in s ta l lm e n ts .  By tax in g  fu tu re  g e n e ra tio n s  for d eb t 

s e rv ic e , and flo a tin g  new  lo a n s  and re tir in g  o ld  o n e s ,  th e  c o s t of a 

p ro je c t c an  be more eq u ita b ly  a llo c a te d  am ong the  b e n e f ic ia r ie s .  This 

d o es  not mean th a t  re a l re s o u rc e s  a re  sh ifted  through tim e; th e  in it ia l  

period is s t i l l  th e  po in t of re so u rc e  w ith d raw a l for s o c ie ty  a s  a  w h o le . 

M u sg ra v e 's  approach  i s  tho u g h t to  b e  e s p e c ia l ly  a p p lic a b le  to  m unici­

pal f in a n c e .

The p reced in g  o v erv iew  of v a rio u s  d iscu ss io n s  of th e  p u b lic  d eb t 

can n o t be reg a rd ed  a s  anyth ing  m ore th a n  a c a p su liz a tio n  o f th e  v iew s 

of th e  r e s p e c tiv e  w r i te r s .  Very m any e x te n s io n s  and q u a lif ic a tio n s  

of th e ir  id e a s  have  b een  o m itte d . Our on ly  p u rp o se  i s  to show  th a t  

th e  co ncern  o f w rite rs  in  the  a re a  of th e  p u b lic  d eb t in  re c e n t y ears

12
J. E. M ea d e , "Is th e  N a tio n a l D eb t a  B u rd e n ? ,"  in  F e rg u so n , 

o p . c i t . , p p . 1 9 -4 4 .

13
M u sg rav e , o p . c i t . .  C hap ter XXIII.
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h as  b e e n  w ith  is s u e s  o ther than  m easurem ent of th e  incom e r e d is t r i ­

bu tion  e ffe c ts  o f  th e  d e b t .  In o rder to  exam ine p rev io u s  a ttem p ts  a t  

su ch  m easurem ent we m u st tu rn  to  th e  work of tw o h ith e rto  unm entioned  

e c o n o m is ts .

Prior M easu rem en ts  of th e  R ed istrib u tiv e  

E ffect o f  th e  D ebt

The m ost am bitious p rio r a ttem pt to  m easure  th e  incom e re d is ­

tribu tion  e ffe c ts  of th e  d eb t w as made by D onald C , M ille r , in a 

p u b lish ed  U n iv e rs ity  of I llio n o is  d o c to ra l d is se r ta tio n  covering  the  

y ear 1 9 4 5 ,^  Jacob C o h en , in  a  b rie f  (nine page) a r t ic le  in  The 

Toumal of F in a n c e , m easu red  the reshu ffling  of incom e among c la s s e s  

in  th e  y e a r 1 9 4 5 ."^  Although Cohen and  M ille r a n a ly zed  a d ja c e n t 

y e a r s ,  th e ir  co n c lu s io n s  w ere  q u ite  d iffe re n t, C ohen found th e  over 

$5 ,000  incom e c la s s  (h is  h ig h e s t  c la s s )  paying abou t f if ty - f iv e  p e r­

cen t of th e  fe d e ra l t a x  b u rd e n , w h ile  rece iv in g  on ly  th ir ty -n in e  p e r -

16c e n t of th e  in t e r e s t .  M ille r , on th e  o th e r  h a n d , fo u n d  th a t  th e  

over $ 5 ,0 0 0  incom e c l a s s  (a lso  the  h ig h e s t c la s s )  paid  abou t f if ty -  

s ix  pe rcen t of th e  t a x  burden  (w h en , lik e  C o h en , th e  co rp o ra tion  in ­

com e ta x  is  a ssu m ed  borne by sto ck h o ld ers) w h ile  rece iv in g  about

14
D onald C . M ille r , T a x e s , The Public  D e b t, and  T ransfers of 

Incom e (U rbana: U n iv e rs ity  o f I ll in o is  P r e s s ,  1950),
15

Jacob C o h en , "D is tr ib u tio n a l E ffects  o f th e  F ed era l D e b t,"  The 
Tournal of F in a n c e , VI (S eptem ber 1951), p p . 2 6 7 -2 7 5 ,

16
Ib id . , p .  270 ,
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17fif ty -n in e  p e rcen t of th e  in te re s t  b e n e f i ts .

A side from th e  fa c t  th a t  M ille r 's  w ork is  som ew hat o u td a te d , 

th e re  a re  sev e ra l shortcom ings in  his d a ta  and tech n iq u e :

1) In a llo c a tin g  the  p e rso n a l incom e ta x ,  M ille r  u s e s  the 

T reasury  D ep artm en t's  S ta t is t ic s  of Incom e a s  h is  s o u r c e . T h i s  

i s  a  doub tfu l p ro ced u re  b e c a u s e  th e  incom e c la s s e s  u s e d  in  th e  

S ta t is t ic s  of Incom e a re  a d ju s te d  g ro ss  incom e c la s s e s  a s  defined  

in  the t a x  l a w s ,  not money incom e a s  u se d  in  defin ing  h is  incom e 

c l a s s e s .  The v a rie ty  of ex em p tio n s , d ed u c tio n s  and e x c lu s io n s  

from an y  o rd inary  d e fin itio n  of m oney incom e th a t a re  needed  to  a r­

riv e  a t  a d ju s te d  g ro s s  incom e m ake th e  u s e  of th is  c o n ce p t to  c a l ­

c u la te  th e  p e rso n a l incom e ta x  b u rden  by  incom e c la s s  q u e s tio n a b le . 

C ohen u s e s  the  sam e p rocedure  as  M ille r .

A nother d iff ic u lty  en co u n te red  in  the  u se  o f  T reasury  Tax d a ta  

i s  th a t  th e  t a x  pay ing  u n it (w hich i s  w hat " a d ju s te d  g ro s s  incom e" 

c la s s e s  co n ta in ) d o e s  n o t a lw ay s  co rrespond  to th e  sp en d in g  u n it

c la s s if ic a t io n  (roughly  sim ila r to  a consum er unit) u se d  by M ille r

20in  s e tt in g  up h is  incom e b ra c k e ts .  H usbands and  w iv e s ,  a s  w ell

a s  c h ild re n , o ften  f ile  se p a ra te  r e tu r n s .  No ad ju stm en t for s e c o n -

21d ary  ea rn e rs  ( e . g . ,  children) is  m ade by  M ille r . But th e  sep a ra te

17 18
O p. c i t . , p .  133 . I b i d . , p . 14 .

19 20
C o h en , o p . c i t . . p .  2 7 2 . M ille r , o p . c i t . , p- 15 .

21
I b i d . , p .  16.
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filin g  of re tu rn s  by c o u p le s  i s  a d ju s te d  fo r by  u s in g  m atched  re tu rn s  

fo r 1 9 3 5 ,“̂  w hich u sed  an incom e con cep t d ifferen t from  e ith e r a d ­

ju s te d  g ro ss  incom e or m oney in co m e. H is  te ch n iq u e  o f  ad ju stm en t 

c o n s is te d  of a ss ig n in g  a d escen d in g  proportion  (from th e  lo w e s t to  

th e  h ig h e s t  incom e c la s s e s )  of th e  ta x  l ia b il i ty  of s e p a ra te  (non­

jo in t) re tu rn s  in  each  of h is  five incom e c la s s e s  (a ll o f  eq u al s ize )
0 3

u n d er $ 5 ,0 0 0  to  th e  over $ 5 ,0 0 0  c l a s s .  The descen d in g  p e rc e n ta g e s  

are d e s ig n e d  to  a d ju s t  fo r m ovement w ith in  th e  under $ 5 ,0 0 0  c la s s e s  by 

s e p a ra te  re tu rn s  b e in g  filed  b y  c o u p le s .  The r e s u l t  is  a ssu m ed  to  be 

a  re a so n a b ly  a c c u ra te  p ic tu re  of th e  p e rso n a l incom e ta x  burden  by 

fam ily  money incom e c l a s s .  .But a s  M ille r a d m its , "the ad ju stm en t

v a lu e s  ch o sen  a re  for th e  m ost p art a rb itra ry , and no e v id en c e  i s  p re -

24sen ted  to  prove th e ir  v a lid ity  . . .  . 11 About tw e n ty -e ig h t p e rcen t

of the to ta l  p e rso n a l incom e ta x  l ia b i l i ty  in  1945 w as a cco u n ted  for

25by s e p a ra te  h u sb an d  and w if e  r e tu rn s .

2) M ille r 's  trea tm en t of th e  in c id e n ce  o f th e  co rp o ra tio n  incom e

ta x  m akes tw o  a lte rn a tiv e  a ssu m p tio n s : th a t  th e  ta x  i s  borne e n tire ly

by s to ck h o ld e rs ; and tha t o n e -th ird  i s  sh if te d  forw ard to  consum ers

9 fiw h ile  th e  rem ain ing  tw o -th ird s  i s  bo rne  b y  s to c k h o ld e rs . In a l lo c a t­

ing  th a t p a rt of th e  co rpo ra te  ta x  p resum ed to  fa l l  on s to c k h o ld e rs ,

22 I b i d . , p p . 1 6 -2 1 . 23Ib id f , p .  2 4 .

24 25., .
I b i d . , p .  2 5 . Ib id .

23 I b i d . . p p . 3 3 -3 4 . T hat p a rt of th e  co rp o ra te  t a x  sh ifted  fo rw ard ,
a s  w e ll a s  th e  e x c is e  t a x e s ,  w a s  a llo c a te d  acco rd ing  to  consum ption
by "ad ju s te d  g ro ss  in co m e"  c l a s s .
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M ille r r e l ie s  o n  the  d is tr ib u tio n  of d iv id en d s  by a d ju s te d  g ro ss  in -

27
com e c l a s s e s ,  from the Sta t i s t i c s  of In co m e . The sam e q u e s tio n s  

ra is e d  o v e r th e  u s e  of th is  so u rce  for a llo c a tio n  of th e  in d iv id u a l in ­

come ta x  app ly  e q u a lly  in  th is  c a s e ,  to o .  In d e e d , tiie S ta t is t ic s  of 

Incom e fo r 1945 d id  not l i s t  d iv idend  incom e s e p a ra te ly  from in te re s t  

in c o m e , so  M ille r had to  em ploy a  1943 d iv idend  d is tr ib u tio n ; bu t 

th e  incom e concep t u s e d  in  th a t  y e a r  w as d iffe ren t from th e  one u sed  

in  1 9 4 5 .^  He b e lie v e d  th a t  u n d errepo rting  in low er incom e c la s s e s  

(under $5 ,000) and a  d e c lin in g  share  o f  d iv id en d s  in  th e s e  sam e 

c la s s e s  would fend to  o ffse t th e  e f fe c ts  of s e p a ra te  r e tu rn s ,  d iffe ren t 

incom e c o n c e p ts  and d iffe ren t y e a rs  on  th e  o v e ra ll d is tr ib u tio n  of 

d iv id en d s  by incom e c l a s s . ^  In th e  p re se n t s tu d y , th e  portion  of 

th e  co rp o ra tion  incom e ta x  fa lling  on  c a p ita l is  a llo c a te d  acco rd ing  

to  the  ow nersh ip  of s to c k  b y  c o n s is te n t  money incom e c l a s s e s .  This 

i s  done m ostly  to a v o id  u se  of S ta t is t ic s  of Income d a ta .  I t d o e s , 

h o w ev er, in v o lv e  th e  im p lic it a ssu m p tio n  th a t  th e  ra te  of profit on 

co rp o ra te  c a p ita l  is  ro u g h ly  the sam e for a ll  incom e c l a s s e s .  M ille r 's  

u se  of d iv id e n d s  a s  a n  in d ex  of a llo c a tio n  im p lies  the  assu m p tio n  

(which he rec o g n ize s )  th a t  co rp o ra tio n s  paying ta x e s  b u t not d iv id en d s 

a re  random ly d is tr ib u te d  in  term s of ow nersh ip  among the  incom e 

c la s s e s .  There is  l i t t l e  to  c h o o se  b e tw een  th e se  two a ssu m p tio n s , 

b u t the  u s e  of the  s to c k  ow nersh ip  in d e x  d o es  avoid th e  problem  o f  

incom parab le  m easu res  of incom e.

27 23 29
I b i d . ,  p .  3 7 . Ib id . I b i d . , p . 4 0 .
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3) L e ss  a tte n tio n  th a n  in  the p re se n t s tu d y  is  d ev o ted  by  M ille r 

to  the a llo c a tio n  c£ the in te r e s t  b e n e f its  of the  n a tio n a l d e b t .  No 

d ire c t in form ation  w as a v a i la b le  to  him about the am ount o f in te re s t  

a l lo c a b le  to  c o rp o ra tio n s , in d iv id u a ls  and s ta te  and lo c a l govern ­

m en ts— a ll th re e  c a te g o r ie s  h av ing  been  lum ped to g e th e r by th e  Trea­

su ry . Only th e  to ta l  am ount of fe d e ra l  s e c u r i t ie s  ow ned by each  

ca te g o ry  and  th e  m aturity  s tru c tu re  of th e  com bined  to ta l  o f a ll th ree

w as a v a i la b le ,  (About c n e - th ird  o f  th e  d e b t w a s  held  by th e se  th re e

31c a te g o r ie s  to g e th e r in 1945 .) The to ta l  am ount of in te re s t  earned

by  e ac h  ty p e  of se c u rity  and th e re fo re  on the  com bined  ho ld in g s  of

a ll  th ree  c a te g o r ie s  w as  de riv ed  from th e  o v e ra ll m atu rity  s tru c tu re .

This to ta l w as th en  ap p o rtio n ed  among the  th ree  in v e s to r  c a te g o rie s

b a s ic a l ly  accord ing  to  th e  am ount o f  each  ty p e  o f se c u rity  a ttr ib u te d

to  e a c h ,  w hich w a s  de term in ed  p a rtly  by th e  n a tu re  of th e  se c u rity

and p a rtly  on th e  b a s is  of su rv ey s  of w ho b o ugh t w h a t type  of s e -

32cu rity  during W orld W ar I I .  C e r ta in  ad m itted ly  a rb itra ry  a d ju s t­

m ents w ere  m ade to  ovsrcom e d if f ic u l t ie s  c a u se d  b y  the  a ssu m p tio n , 

in h eren t in  a llo ca tin g  th e  in te r e s t  acco rd ing  to the  p ro p o rtio n  o f p rin ­

c ip a l o w n ed , th a t  the  sam e ra te  of in te r e s t  w as  earn ed  by  e ac h  in ­

v e s to r  ca teg o ry  on i t s  h o ld in g s ; and a ls o  to  m ake th e  sum of 

e s tim a te d  in te re s t  b e n e if ts  ag ree  w ith  known o u tpaym en ts  by th e

30 Ib id t , p .  9 5 . 31 I b i d . .  p .  92 .

32I b i d . . p p . 9 8 -1 0 1 .



33T reasu ry , In our s tu d y , much more com plete  in form ation  abou t th e  

ow nersh ip  and m atu rity  s tru c tu re  o f  d eb t ow ned by in d iv id u a ls ,  co r­

p o ra tio n s  and s ta te  an d  lo c a l governm ents is  a v a ila b le  and u t i l iz e d . 

The ca te g o ry  co rp o ra tio n s  u se d  by  M iller in c lu d e s ,  in  ad d itio n  to 

ord inary  n o n -f in a n c ia l c o rp o ra tio n s , sav in g s  and lo an  a s s o c ia t io n s ,  

d e a le rs  an d  b ro k e rs , n o n -p ro fit o rg an iza tio n s  (the two la t te r  c a te ­

g o rie s  a re  u ltim a te ly  tre a te d  by M iller a s  p a rt o f in d iv id u a l h o ld in g s  

for p u rp o se s  of a l lo c a tio n  b y  incom e c la s s  of th e  in te re s t)  and (p re ­

su m ab ly , n o t b e ing  co n s id e re d  e lsew here) co rp o ra te  p en sio n  tru s t  

fu n d s . E ach of th e s e  four c a te g o r ie s  is  exam ined s e p a ra te ly  in  th e  

p re sen t s tu d y .

4) The fed era l in te re s t  flow ing through th e  U .S . G overnm ent

Trust Funds and  A g en c ie s , a s  w ell a s  th a t  re c e iv e d  by s ta te  and local

34governm ents i s  not co n sid e red  b y  M ille r . O nly th a t  p a rt of th e

in te re s t  re c e iv e d  by  th e  F edera l R eserve Banks th a t  w as u se d  to  pay

35sta tu to ry  d iv id en d s  to  member b a n k s  i s  c o n s id e re d  b y  h im . All of 

th e s e  a s p e c ts  o f in te r e s t  a llo c a tio n  a re  d e a l t  w ith  h e re .

5) In te re s t  a llo c a te d  to  ow ners of u n in co rp o ra ted  b u s in e s s e s  

i s  d is tr ib u te d  among th e  incom e c la s s e s  b y  u s in g  p ro p rie to rsh ip  in ­

com e rece iv ed  b y  a d ju s te d  g ro ss  incom e c l a s s e s . T h e s e  incom e 

c l a s s e s ,  a s  no ted  a b o v e , a re  not com parab le  to  th e  o rd inary  money
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incom e c la s s e s  u se d  by  M ille r . A se p a ra te  in d e x  of ow nersh ip  of 

p ro p r ie to rsh ip s , p a r tn e rsh ip s  and c lo s e ly  he ld  c o rp o ra tio n s , draw n up 

u sing  co m p atib le  incom e d e f in i t io n s , i s  em ployed in  th e  p re sen t w ork .

6) M ille r 's  a llo c a tio n  o f the  in te re s t  a ttr ib u ta b le  to  th e  ow ners 

of com m ercial bank time d e p o s its  i s  b a se d  on an  in d e x  th a t in c lu d e s  

d e p o s its  a t m utual s a v in g s  b a n k s , s a v in g s  a id  loan  a s s o c ia t io n s ,  

c re d it  un ions and p o s ta l  s a v in g s ,  a s  w ell a s  d e p o s its  a t  com m ercial 

b a n k s , ^  H is  a llo c a tio n  of th e  in te r e s t  earn ed  by  m utual sav in g s  

b a n k s ' d e p o s ito rs  u s e s  the  sam e in d e x , w h ile  the sav in g s  and lo an

in te re s t  i s  lum ped in w ith  th e  am ount a ttr ib u te d  to  o rd inary  n o n -f in a n -

38c ia l  c o rp o ra tio n s . S epara te  in d ic e s  o f  ow nersh ip  for each  of th e se

c a te g o rie s  is  em ployed in  th e  p re s e n t  s tu d y .

7) F ire  and c a s u a lty  in su ra n c e  co m p an ies  a re  tre a te d  l ik e  

o rd inary  n o n -f in an c ia l co rp o ra tio n s  by M ille r , even th o u g h  th e ir  mo­

t iv e s  for holding d eb t a~e q u ite  d iffe ren t and  m any a re  m utual com­

p a n i e s . ^  In a d d itio n , th e  r a te  of in te r e s t  earn ed  on  fe d e ra l s e c u r i­

t ie s  by  th e  fire and c a s u a lty  co m pan ies w as a ssu m ed  to  be  th e  same

a s  th a t  for life  in su ra n ce  c o m p a n ie s .^

8) The r a te  of in te r e s t  ea rn ed  on d e b t h e ld  by p e r s o n s ,  p ri­

v a te  tru s t  funds a n d  un inco rp o ra ted  b u s in e s s e s  w a s  assu m ed  to  be

39

37 I b i d . . p .  115 .

I b i d . , p .  120.

38Ibid,, p. 120. 

4°Ib id .. p. 121.



41th e  sam e by M ille r . In te re s t  ean red  by p r iv a te  tru s t  funds w as 

a llo c a te d  am ong the  incom e c la s s e s  u s in g  S ta t is t ic s  o f Incom e r e ­

c e ip t of incom e from e s ta te s  and  t ru s ts  by a d ju s te d  g ro ss  incom e

42c l a s s ,  w ithou t a d ju s tm e n t.

9) M ille r co m p le te ly  ig n o re s  th e  a llo c a tio n  of acc ru ed  bond 

in te r e s t ,  su c h  a s  th a t  p a id  o n  S eries  E 'Savings b o n d s . ^  This 

r e p re se n ts  an o m iss io n  o f abou t $400 m illio n , w h ile  th e  to ta l  am ount 

of in te re s t  being  a  llo c a te d  i s  $ 2 .8  b i l l io n . ^  The o m issio n  o f  a cc ru ed  

in te r e s t  p robab ly  h as  th e  e f fe c t  of o v e rs ta tin g  the am ount o f  in te re s t  

of the  ty p e  co n sid e red  by  M ille r going to  th e  lo w e st incom e c l a s s e s .  

This i s  due to  th e  fa c t  th a t p e rso n a l in te re s t  r e c e p ts  a re  a llo c a te d  

among th e  incom e c la s s e s  acco rd in g  to  ow nersh ip  of U . S . S ecuri­

t i e s ,  and m ost of th e  d e b t ow ned by  th e  low ar incom e groups is  o f 

the S eries  E d is c o u n t type of b o n d , w h o se  in te re s t  (ex cep t fo r bon d s 

c a s h e d - in  during the  year) i s  ex c lu d ed  from th e  d is c u s s io n  b y  

M ille r .

C o h en 's  tre a tm e n t o f th e  re d is tr ib u tiv e  e f fe c ts  o f  th e  n a tio n a l 

d eb t u t i l iz e s  som e v e ry  s im p lify ing  a s s u m p tio n s . H is  m ost c ru c ia l 

a ssu m p tio n  is  th a t  th e  o w nersh ip  of th e  e n tire  fe d e ra l d e b t ,  in s t i ­

tu tio n a lly -o w n e d  a s  w e ll a s  d ire c tly  h e ld  s e c u r i t i e s ,  w as d is tr ib u te d
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among th e  incom e c la s s e s  in  th e  sam e w ay  a s  w ere liq u id  a s s e t  

h o ld in g s , i . e . ,  dem and d e p o s i t s ,  tim e d e p o s its  and governm ent s e ­

c u r it ie s  o f  i n d i v i d u a l s .^  He b e lie v e d  th a t th e  w id e sp rea d  ow nersh ip  

o f c la im s a g a in s t  m utual sav in g s  b a n k s ,  sav in g s  and lo an  a s s o c ia t io n s  

and in su ra n c e  co m pan ies o ffse t th e  co n ce n tra tio n  of ow nersh ip  o f c la im s 

a g a in s t  com m srcial b an k s  (w hich ow ned tw ice  a s  m uch d e b t  a s  sav in g s  

b a n k s-a n d  in su ra n c e  com pan ies com bined) and c o rp o ra tio n s . This 

m eans th a t C ohen d o e s  no t a n a ly z e  the  flow  o f in te re s t  through any  

fin an c ia l in te rm e d ia rie s  so a s  to  de term ine  the sh a re s  a ttr ib u ta b le  to  

o w n ers , d e p o s ito rs ,  p o lic y h o ld e rs , e t c .  C ohen (like  M iller) d o e s  no t 

c o n sid e r th e  d e b t h e ld  b y  U . S. G overnm ent T ru s ts , th e  F ederal Re-

A n
serve  Banks and s ta te  and lo c a l g o v e rn m en ts . 0

On th e  t a x  s id e ,  Cohen r e l ie s  to ta l ly  on T reasury  ta x  d a ta ,

c a lc u la te d  in te rm s  of a d ju s te d  g ro s s  incom e c la s s e s  and taxpay ing

u n i ts ,  w h ile  at th e  sam e  tim e a llo c a tin g  th e  in te re s t  b e n e f its  a c c o rd -

47in g  to  spending  u n its  by m oney inconE c l a s s e s ,  w ith o u t a d ju s tm e n t. 

In d e e d , th e  a llo c a tio n  of th e  ta x  burden in  C o h en 's  a r t ic le  i s  v ir tu a lly  

id e n tic a l to  tha t by M il ls : ,  e . g . ,  th e  p e rso n a l incom e ta x  i s  a l lo ­

c a te d  according  to  a d ju s te d  g ro s s  incom e c la s s e s ;  e x c is e  and custom s 

ta x e s  are  a llo c a te d  accord ing  to  co n su m p tio n  by  a d ju s te d  g ross incom e 

c l a s s e s ,  a s  is  th e  portion o f th e  co rp o ra tio n  incom e t a x  a ssu m ed

C o h en , o p . c i t .  . p p . 2 6 7 -2 7 0 . I b i d . , p .  273 .

47I b i d . . p .  2 7 2 .
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sh ifted  forw ard; th a t  part of th e  co rpo ra tion  incom e t a x  deem ed to  fa ll

on c a p ita l i s  d is tr ib u te d  acco rd ing  to th e  re c e ip t of d iv id en d s by  a d -

48ju s te d  g ro ss  incom e c la s s e s ,  e tc .  The o n ly  d iffe ren c e  b e tw een  

Cohen and  M ille r on  the ta x  s id e  is  th a t  C o h en 's  a lte rn a tiv e  a ssu m p ­

tion  ab o u t the co rp o ra tion  incom e t a x  s h if ts  o n e -h a lf  of th e  ta x  fo r-

49w a rd , w h ile  M ille r  s h if ts  only  one-th ird  fo rw ard .

Summary

B ecause  M ille r and C ohen u s e  e s s e n t ia l ly  th e  sam e m ethod to  

a llo c a te  th e  fed e ra l ta x  b u rd e n , both a ttr ib u te  the  sam e proportion 

of th e  to ta l to  th e  u p p e r incom e groups (o v er $ 5 ,0 0 0  incom e c la s s ) ,  

f i f ty - s ix  and f if ty - f iv e  p e rc e n t ,  re sp ec tiv e ly .^ ®  It i s  C o h en 's  a s ­

sum ption  about the  d eb t being  d is tr ib u te d  among th e  incom e c la s s e s  

in th e  sam e w ay  a s  liq u id  a s s e t  ho ld ings th a t le a d s  him to  a s s ig n  

only  th ir ty -n in e  p e rcen t of the in te r e s t  b e n e f its  to  th e  u p p er c l a s s e s .  

M ille r 's  a ss ig n m e n t of f if ty -n in e  p e rc en t of th e  b e n e f its  to  th e  over 

$5 ,000  incom e c la s s  in d ic a te s  some s lig h t re d is tr ib u tio n  in  favor o f  

th e  upper c l a s s e s .  C u rio u s ly , a i r  f in d in g s  a re  m are in acco rd  w ith 

th o se  of C ohen th a n  of M ille r , i . e . ,  a  re d is tr ib u tio n  of incom e in 

fav o r of th e  lo w e r c l a s s e s .  This in  s p i te  of the  fa c t th a t M ille r 's  

te ch n iq u e  is  m are lik e  ours th a n  is  C o h e n 's .

48 49
Ib id * , p .  272 . Ib id t

®®No acco u n t o f th e  d iffe ren t c l a s s e s  under $ 5 ,0 0 0  is  tak en  here  
b e c a u se  $5 ,0 0 0  w as th e  d iv id in g  lin e  b e tw een  upper and low er in ­
come c la s s e s  in  M ille r and C o h en .
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All in a l l .  M ille r  and  Cohen d id  c re d itab le  jo b s  in  an a ly z in g  

th e  re d is tr ib u tio n a l e f fe c ts  of th e  d e b t ,  g iv en  the  re so u rc e s  a v a ila b le  

to  th em  a t  th e  tim e . But b a se d  on  th e  p reced ing  d is c u s s io n  of th e ir  

e f fo r ts , a  reex am in a tio n  of th e  s itu a tio n  d o e s  seem  w a rra n te d . In 

a d d itio n , s h if ts  in  the  s tru c tu re  of d e b t o w n e rsh ip , c h an g ed  m oney 

incom e c l a s s e s ,  re v is io n s  in  th e  ta x  sy s te m , and much m ere com ­

p le te  and d e ta i le d  d a ta  so u rc e s  m ake such a  reex am in a tio n  im p e ra tiv e .



CHAPTER II

ANALYTICAL FRAMEWCRK AND OUTLINE OF METHOD

T his c h ap te r d e s c r ib e s  th e  te c h n iq u e  u se d  to  m easu re  th e  im­

p a c t o f the  paym ent o f  in te re s t  on th e  n a tio n a l d e b t upon the  s iz e  

d is tr ib u tio n  of in c o m e . The p lan  is  to com pare th e  d is tr ib u tio n  by  

incom e c la s s  o f in te r e s t  paym ents  w ith  th e  d is tr ib u tio n  of th e  fed ­

e ra l ta x  b u rd en  acco rd in g  to  th e  sam e incom e c l a s s e s .  Im plied  in 

th is  p rocedu re  are sev e ra l th in g s  th a t shou ld  be m ade e x p l ic i t .  W e 

ta k e  a s  b e in g  g iven  th e  s tru c tu re  o f  d eb t ow nersh ip  and  ta x e s  for a 

p a r tic u la r  y e a r ,  1962 , and im p u te  among th e  incom e c la s s e s  th e  

in te r e s t  b e n e f it  and ta x  burden  due to  th e  d eb t for th a t  sp e c if ic  

s itu a tio n  o n ly . No com parison  is  a ttem p ted  b e tw een  th e  g iv en  d eb t 

and ta x  s tru c tu re  and an y  a lte rn a tiv e  s i tu a t io n .  F a ilu re  to  c o n s id e r  

a lte rn a tiv e s  i s  due to  th e  la c k  o f  a p p ro p ria te  d a ta .  A lso , th e  m ethod 

em ployed i s  co n cern ed  so le ly  w ith  the  in i t ia l  im p ac t o f the  ta x  and 

in te re s t  d is tr ib u tio n s  upon  th e  incom e c l a s s e s ,  not w ith  an y  su b se ­

q u en t re p e rc u ss io n s  on  th e  le v e l a n d  d is tr ib u tio n  of incom e th a t  un ­

do u b ted ly  o c c u r  in  an  in te rd e p e n d e n t m arket econom y . O b jection  to  

th e  im pu ta tion  schem e em ployed h ere  may b e  ra is e d  on  the grounds

19
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th a t i t  d o es  n o t  sp ec ify  w ith  w h a t we a re  com paring th e  e x is tin g  d is ­

trib u tio n  of in te re s t  and t a x e s .  That i s ,  it  is  som etim es argued  th a t 

the  proper m easurem ent of incom e re d is tr ib u tio n  m ust p o s i t  the  a l te rn a ­

t iv e s  th a t  a re  being  co m pared . The m easurem ent o f incom e r e d is t r i ­

bu tion  is  h e ld  to  b e  e s s e n t ia l ly  a  co m parative  e x e rc ise : w hat e x is t s  a s  

com pared to w hat w ould  o th erw ise  e x is t .  Only th e  d iffe ren c e  b e tw een  

th e  tw o s i tu a t io n s  being  reg a rd ed  a s  the  tru e  m easu re  of incom e re d is ­

tr ib u tio n . U nder th i s  d iffe re n tia l a p p ro a c h , th e  ap p ro p ria te  w ay to 

m easu re  th e  incom e re d is tr ib u tio n  e ffe c t of the  d eb t w ould  be to  com pare 

th e  a c tu a l in te r e s t  and ta x  d is tr ib u tio n s  w ith  w hat the  incom e and ta x  

d is tr ib u tio n s  a re  p resum ed  to  be in  the  a b se n c e  o f  th e  n eed  to  pay 

in te r e s t  on th e  d e b t .  S ince a  v a rie ty  of p o s s ib le  a l te rn a t iv e s  to  th e  

e x is tin g  ta x  and in te r e s t  s tru c tu re  a re  c o n c e iv a b le , and th e re  b e in g  

no inform ation upon w h ich  to  b a s e  a  s e le c tio n  among th e m , th e  fu ti l i ty  

o f th e  d iffe ren tia l approach  beco m es a p p a re n t. In te rm s of th e  d iffe r­

e n tia l a p p ro a c h , the  im pu ta tiona l m ethod is  seen  a s  i m p l i c i t l y  com ­

paring the a c tu a l  in te r e s t ,  ta x  and incom e d is tr ib u tio n s  w ith  a s i tu a ­

tio n  in  w hich  the o v e ra ll le v e l  o f incom e is  th e  sa m e , b u t d iffe rs  

on ly  in  i t s  r e la t iv e  d is tr ib u tio n  am ong th e  incom e c la s s e s :  the  income 

of ta x p a y e rs  w ould  b e  g re a te r  b y  th e  am ount n eed ed  to  pay in te r e s t  to  

b o n d h o ld e rs , w h o se  incom e w ould  b e  co rre sp o n d in g ly  l e s s .  O nly in  

th is  c a s e ,  accord ing  to  th e  d if fe re n tia l in c id e n c e  a p p ro a c h , i s  a l l  of 

th e  in te re s t  a c tu a lly  re c e iv e d  and a ll  of the ta x e s  a c tu a lly  p a id  for
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d eb t in te r e s t  a  pure incom e re d is tr ib u tio n . W hile the g re a te r  rigo r 

and so p h is tic a tio n  o f th e  d iffe re n tia l approach  i s  u n q u e s tio n ed , th e  

fa c t  th a t  i t  can n o t g e n e ra lly  b e  m ade o p e ra tio n a l p re c lu d es  it from 

u se  h e re . W e a re  th e re fo re  fa rc ed  to  fa l l  b a ck  upon an  ex am ination  

of how th e  in te re s t  and ta x e s  a ris in g  from th e  d e b t w ere  a c tu a lly  

d is tr ib u te d  in  1962, w ith o u t sp e c u la tin g  about how a ch an g e  in  any 

of the  p a ram ete rs  w ould  a ffe c t th e  s y s te m .

A c o n c re te  exam ple  w ill se rve  to  b e tte r  i l lu s tr a te  th e  is s u e s  

in v o lv ed  in  the  c h o ic e  b e tw e e n  th e  d iffe re n tia l and  im puta tional 

te c h n iq u e s . In  co n sid e rin g  th e  fe d e ra l in te r e s t  paid  to  U .S . G overn­

m ent T rust a c c o u n ts  in  C h ap te r V, th e  am ount of th is  in te re s t  u sed  

to  pay  so c ia l s e c u r ity  b e n e f its  i s  re g a rd ed  a s  an in te re s t  b e n e f it  o f 

th e  d e b t .  According to  th e  im p u ta tio n a l ap p ro a ch , th is  in te re s t  w as 

pa id  by th e  T reasury  and re c e iv e d  by  som eone and m ust th e re fo re  

b e  co n sid e red  a s  a b e n e f it of th e  d e b t .  The d if fe re n tia l ap p ro a ch , 

how eva*, would a rg u e  th a t  such  in te r e s t  flow ing  through th e  so c ia l 

se c u rity  sy stem  sh o u ld  be co u n ted  a s  an in te re s t  b e n e f it  on ly  if  the  

lev e l of s o c ia l  sec u rity  p aym en ts  w ould change pari p a s su  w ith  any  

change in  th e  am ount of in te re s t  paym ents  re c e iv e d  by th e  so c ia l 

sec u rity  s y s te m . If so c ia l  s e c u r ity  paym en ts  a re  reg a rd ed  a s  be ing  

au tonom ously  s e t  by  C o n g re s s , and th e  payro ll ta x e s  u sed  to fin an ce  

the  system  a d ju s te d  a cc o rd in g ly , th e n  any  ch an g e  in  in te re s t  pay ­

m ents on th e  d eb t is  not l ik e ly  to  a f fe c t  th e  le v e l of b e n e f its  paid  

to  so c ia l s e c u r ity  r e c ip ie n ts .  In te re s t  from th e  d eb t he ld  by th e
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tru s t  funds th en  m erely  se rv e s  to  d e te rm in e  the  le v e l of ta x a tio n  

n eed ed  to  su p p o rt an y  g iv en  le v e l of b e n e f i ts ,  w ith  any  ch an g e  in 

in te r e s t  b e in g  re f le c te d  in  a  ch an g ed  le v e l of ta x e s  ra th e r than  of 

b e n e f i ts .  U nder th e s e  c irc u m s ta n c e s , the d iffe ren tia l in c id e n c e  a p ­

proach w ould c la s s ify  none of th e  in te r e s t  u s e d  to  f in a n c e  so c ia l 

sec u rity  paym ents a s  an in te re s t  b e n e f it o f th e  n a tio n a l d e b t ,  b e ­

c au se  th e  p ay m en ts  w ould p resum ab ly  b e  u n a ffe c ted  by an y  change  

in the  in te re s t  flow . F u rth erm o re , an y  change in  th e  t a x  s tru c tu re  

n e c e s s i ta te d  by th e  c h an g ed  in te re s t  flow w ould  have  to  b e  ta k e n  in to  

a cc o u n t be fo re  a rriv in g  a t  any judgem ent about th e  re d is tr ib u tio n  of 

incom e e f fe c te d . Even though th e  p re s e n t  w riter i s  sym p ath e tic  to  

th e  above in te rp re ta tio n  about how th e  s o c ia l  in su ra n c e  sy stem  o p ­

e ra te s  in  th e  U n ited  S ta te s ,  the  d e a rth  of in form ation  about re le v an t 

a l te rn a tiv e s  th a t i s  n eed ed  to u t i l iz e  th e  d iffe re n tia l m ethod ren d e r 

i t  u s e le s s  for our p u rp o s e s . The a c tu a l in te r e s t  flow  m ust th e re ­

fore b e  c o n s id e re d  the  re le v a n t c r ite r ia  of in te r e s t  b e n e f it .

One fu rther a s p e c t  o f th e  a n a ly t ic a l fram ew ork sh o u ld  be no ted  

and th a t  i s  th e  f a c t  th a t  u se  of the  o v e ra ll ta x  burden  d is tr ib u tio n  

im p lie s  th a t  in te re s t  on th e  fed e ra l d eb t i s  p a id  out of th e  "averag e"  

ta x  d o lla r , ra th e r  th an  an y  s p e c if ic  ta x  o r m arginal ad ju stm en t th e re ­

o f .  This a ssu m p tio n  h a s  i t s  o rig in  in  th e  fa c t  th a t  in te re s t  i s  p a id  

out of g en era l T reasury  re v e n u e s .

The n e x t s e c tio n  d e s c r ib e s  the  m ethod u se d  to  a c tu a lly  a llo c a te  

the  in te re s t  b e n e f it  and ta x  b u rd en  am ong the  incom e c la s s e s  in  1962.
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O utline  o f  the  M ethod

The s tu d y  c o n s is ts  of tw o p a r t s .  Part I dealin g  w ith  th e  a l lo c a ­

tion  among th e  incom e c la s s e s  of the fed e ra l in te r e s t  e s tim a te d  to  

have  b een  p a id  on th e  n a tio n a l d e b t during  1962. C h ap te rs  in  th rough  

XII make up  Part I .  P art II a l lo c a te s  th e  fe d e ra l ta x  b u rd en  le v ie d  

to  r a i s e  the in te r e s t  among th e  incom e c la s s e s ,  and o c cu p ie s  C h ap te rs  

XII through XEX. , 1962 w as the y e a r  c h o se n  for s tudy  m ainly b e c a u se

P ro jec to r and  W e is s ' Survey o f F in a n c ia l C h a ra c te r is t ic s  of C onsum ers 

co v ers  th a t  year.'*' T his su rv ey  p a id  s p e c ia l  a tte n tio n  to  the upper 

incom e groups a id  p roved  to  b e  a i  in v a lu a b le  sou rce  o f  p ro x ie s  for 

a llo c a tin g  the  in te r e s t  a id  ta x e s  among th e  incom e c l a s s e s ,  e . g . ,  

ow nership  of governm ent s e c u r i t i e s ,  bank  d e p o s i t s ,  s to c k h o ld in g s , 

e tc .  We u se  the  sam e n in e  incom e c la s s e s  in  th is  s tudy  a s  a re  em­

ployed in th e  Su rv ey .

The incom e c la s s e s  u s e d  a re  a s  fo llo w s:

1 . $ 0 - 2 ,9 9 9 6 . $ 15 ,000 -  24 ,999
2 . 3 ,0 0 0  - 4 ,9 9 9 7 . 2 5 ,0 0 0 -  49 ,999
3 . 5 ,0 0 0  - 7 ,4 9 9 8 . 5 0 ,0 0 0 -  99 ,999
4 . 7 ,5 0 0  - 9 ,9 9 9 9 . 100 ,000 and o v e r.
5 . 10 ,0 0 0  - 14 ,999

C o n ta ined  in  each  o f th e s e  money incom e c la s s e s  a re  consum er u n its  

(defined  b e lo w ).

D orothy S . P ro jec to r a id  G ertrude S . W e is s ,  Survey of F in an ­
c ia l  C h a ra c te r is t ic s  of C onsum ers (W ashington: Board o f  G overnors
of the  F ed era l R eserve  S y stem , 1956).
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The A llocation  of In te re s t

In a l lo c a tin g  the  i n te r e s t ,  a l l  ty p e s  of ho ld ers  of th e  fed e ra l 

d e b t ,  ex cep t fo re ig n e rs  (w hose in te r e s t  i s  c o n s id e re d  a le a k a g e  and 

perhaps a  " re a l"  b u rd en ), a re  co n s id e re d : com m ercial b a n k s , in d i­

v id u a ls ,  U .S .  G overnm ent T rust Funds and  .A gencies, The F ed era l 

R eserve B an k s, n o n -fin an c .ia l c o rp o ra tio n s , s ta te  and lo c a l govern ­

m e n ts , in su ra n c e  c o m p a n ie s , m utual sav in g s  b a n k s ,  s a v in g s  and 

loan  a s s o c ia t io n s ,  d e a le rs  and b ro k e rs , n o n -p ro fit o rg a n iz a tio n s , and  

co rp o ra te  p en sio n  tru s t  fu n d s . Each o f  th e s e  c a te g o rie s  of ow n ersh ip  

is  tre a te d  in  a  s e p a ra te  c h a p te r  (the l a s t  four i n  one c h a p te r , how­

ever ) .

F irs t of a l l ,  the  to ta l  am ount of in te re s t  earn ed  b y  e ac h  c a te ­

gory o f d eb t ho lder had to  b e  d e te rm in ed . This w as done in b a s ic a l ly  

two w a y s . In some c a s e s  th e  am ount of in te re s t  in v o lv ed  w as d ire c tly  

a s c e r ta in a b le  from in d u s try  so u rc e s  o r governm ental a g e n c ie s .  This 

w as th e  c a s e  fo r com m ercial b a n k s ,  m utual sav in g s  b a n k s ,  U . S. 

G overnm ent Trust Funds and A gencies and th e  F ed era l R eserve  B anks.

In th e se  c a s e s  the am ount of in te r e s t  w as  a know n, a cc u ra te  sum .

For the  rem ain in g  c a te g o r ie s  of o w n e rsh ip , h o w e v e r , th e  am ount of 

in te re s t  re c e iv e d  had  to  be e s tim a te d . The m ethod em ployed e s tim ated  

the  m atu rity  s tru c tu re  of e a c h  ca teg o ry  of ow nersh ip  (from T reasury  

su rveys) and ap p lie d  th e  ap p ro p ria te  r a t e  of in te r e s t  to  th e  am ount 

of each  i s s u e  h e ld ,  e . g t ,  b i l l s ,  n o te s ,  b o n d s ,  e t c .  This te ch n iq u e  

w as u til iz e d  to  e s tim a te  t h e  am ount of in te re s t  re c e iv e d  by  in d iv id u a ls
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(the m aturity  s tru c tu re  o f  w h o se  h o ld in g s , h o w ev er, w as d e riv ed  

from th e  Survey o f  F in a n c ia l C h a r a c te r is t ic s ) , c o rp o ra tio n s , s ta te  

and lo c a l g o v e rn m en ts , in su ra n c e  c o m p an ie s , s a v in g s  and lo an  a s ­

s o c ia t io n s ,  d e a l s 's  and b ro k e rs  and  co rp o ra te  p e n s io n  t ru s t  fu n d s . 

Table 2-1 show s th e  am ount of d e b t held  by each  ca teg o ry  of 

ow nersh ip  a s  of D ecem ber 3 1 , 1962 and 1945 , a s  w ell a s  th e  

am ount o f  in te r e s t  e s tim a te d  to  h av e  b e e n  re c e iv e d  by e a c h  c a te ­

gory during  1962.

Having de term ined  th e  am ount of in te r e s t  earn ed  b y  each  in ­

v e s to r  c a te g o ry , i t  w a s  th e n  n e c e s sa ry  to  tra c e  th e  flow  o f th is  

in te re s t  th rough th e s e  v a rio u s  in s t i tu t io n s ,  and th e n ce  to  a l lo c a te  

i t  am ong the  incom e c l a s s e s .  N a tu ra lly , th is  in v o lv ed  c o n s id e ra ­

tio n  o f  th e  p resum ed m ethod of o p era tion  o f each  of th e s e  in s t i tu ­

tio n s  so a s  to  b e  a b le  to  a ttr ib u te  th e  v a rio u s  p a rtic ip a tin g  groups 

w ith  th e ir  ap p ro p ria te  sh a re  of th e  in te r e s t ,  e . jg , , s to c k h o ld e rs , 

d e p o s ito rs ,  p o lic y h o ld e rs , ta x p a y e rs ,  e tc .  F o r in d iv id u a ls , i t  w as  

assu m ed  th a t th e y  b e n e f it  d ire c tly  from th e  in te r e s t  th a t  th ey  re ­

c e iv e . O nce e ac h  of th e  p a r tic ip a tin g  g ro u p s in  each  in s titu tio n  

w as a llo c a te d  i t s  s h a re  of th e  i n te r e s t ,  i t  th en  had  to  be  d is tr ib u te d  

among th e  m oney incom e c l a s s e s .  This d is tr ib u tio n  w as c a rried  o u t 

u s in g  a v a r ie ty  of in d ic e s  of in te re s t  b e n e f i t ,  e . g .  , ow nersh ip  of 

s to c k , tim e d e p o s i t s ,  l i f e  in s u ra n c e ,  e t c . ,  by incom e c l a s s .

T hese in d ic e s  a re  d e riv ed  m o s tly  from th e  P ro jec to r and W eiss



TABLE 2-1

THE NATIONAL DEBT: OWNERSHIP AND INTEREST

O w nership Amount of In te re s t
C atego ry  of 1962 1945 Earned by  Each
O w nership Amount P ercen t Amount P ercen t C ateg o ry  in  1962

Com m ercial Banks $6 7 .2  b i l l . 2 2 .1 $9 0 .8  b i l l . 32 .6 $ 2 ,1 1 2 .0  m illion

In d iv id u a ls 6 5 .2 2 1 .4 6 4 .1 2 3 .0 2 ,0 1 0 .3

U .S .  G ov t. T rusts 55 .6 1 8 .3 2 7 .0 9 .7 1 ,6 4 1 .5

F ed era l R eserve 3 0 .8 10 .1 2 4 .3 8 .7 1 ,0 3 9 .0

C orporations 2 0 .1 6 .6 2 2 .2 8 .0 4 1 9 .3

S ta te  & Local G ovt. 19 .5 6 .4 6 .5 2 .3 686 .9

F oreign 1 5 .3 5 .0 2 .4 0 .9 No E stim ate

In su ran ce  C o 's 11 .5 3 .8 2 4 .0 3 .6 4 3 3 .5

M utual Savings Banks 6 .1 2 .0 1 0 .7 3 .8 2 0 6 .0

Savings and  Loan A ssn . 5 .6 1 .8 )
\

2 0 1 .4

D ea le rs  and Brokers 

C orporate  P ensions

4 .3

2 .3

1.4)
)

0 .8 )
6 .6 2 .4

9 9 .1

7 9 .0



TABLE 2 -1 — C ontinued

O w nership Amount of In te re s t
C ategory  of 1962 1945 Earned by Each
O w nership Amount P ercen t Amount P ercen t C ategory  in  1962

N on-Profit $ 0 .5  b i l l . 0.2), $ 40 f 0 m illion
TOTAL $3 0 4 .0  b i l l . 100 .0 $278 .7 b i l l . 100 .0 $ 8 ,9 6 8 .0

N ote: Throughout th is  d is s e r ta t io n ,  the to ta l  am ount of deb t o u ts tan d in g  in c lu d e s  th e  follow ing 
am ounts th a t to ta l to th e  $304 b illio n  shown above fo r 1962: p u b lic  m arketab le  d e b t ,
$203 ,5  b illio n ; p u b lic  n o n -m a rk e ta b le , $ 5 2 ,7  b illio n  (current redem ption  v a lu e ; a ll o th e r 
is s u e s  l i s te d  a t  par); sp ec ia l is s u e s  (for tru s t  funds of th e  governm ent), $ 4 3 ,4  b illion ; 
m atured and n o n - in te re s t b e a r in g , $ 4 ,2  b illio n ; and g u a ran teed  s e c u r i t i e s ,  $517 m illio n . 
W herever p o s s ib le ,  in te re s t  c a lc u la tio n s  ex c lu d e  in te re s t  on g u aran teed  is s u e s .

Source: U .S , D epartm ent of C om m erce, Bureau of the C e n s u s , .S ta tis t ic a l  A b strac t of th e  U .S . ,
19S4 (W ashington: U .S , G overnm ent P rin ting O ffice , 1964), pp . 2 9 3 , 4 0 4 , 463; T reasury 
B u lle tin f February  1963, p .  70; F edera l R eserve  B u lle tin , M arch , 19S3, p . 353 .
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Survey of F in an c ia l C h a ra c te r ! s t ie s ,  b u t a ls o  from a  Bureau of Labor 

S ta t i s t i c s ,  (BLS) Survey of C onsum er E x p e n d itu re s , d e sc r ib e d  b e lo w . 

All th e  in d ic e s  from th e  Survey of F in a n c ia l C h a ra c te r is t ic s  a re  

b a se d  on ow nersh ip  of some w ea lth  com ponent a s  o f D ecem ber 3 1 , 

1962 . The u se  of an e n d -o f -y e a r  s to ck  c o n cep t to  a llo c a te  an  in ­

te r e s t  flow  is  not id e a l ,  b u t i t  i s  th e  b e s t  techn ique  a v a ila b le  d a ta  

w ill p e rm it. The BLS su rv ey  co v ers  e x p en d itu re s  m ade during 1960- 

6 1 , c lo se  enough to  th e  y ear under c o n s id e ra tio n  so as  no t to  b e  the  

c a u s e  of an y  c o n c e rn . T able 2 -2  she/vs th e  v a rio u s  in d ic e s  of a l lo ­

c a tio n  em ployed , and  how much in te re s t  from e a c h  in v e s to r  c a teg o ry  

w as a llo c a te d  acco rd in g  to  e a c h  in d e x .

In te re s t  a l lo c a te d  in c lu d e s  d i r e c t  c a sh  paym ents  by th e  T reasury  

and  acc ru ed  in te re s t  on d is c o u n t (S eries  E -type  sav in g s  bonds) b o n d s , 

on th e  grounds th a t  o n e 's  econom ic p o s itio n  i s  en h an ced  e q u a lly  by  

a  c a sh  paym ent re c e iv e d  or an  in c re a s e  in  w ea lth  th a t  i s  c a sh a b le  

w ithou t r is k  a t an y  t im e . O nly a p a rt o f  th e  in te r e s t  a ttr ib u te d  to 

e ac h  incom e c la s s  i s  a  d ire c t c a s h  r e c e ip t ,  ev en  if w e c o n sid e r 

o n ly  c a s h  ou tpaym en ts  by  th e  T rea su ry , b e c a u s e  m ost o f th e  in te re s t  

i s  re c e iv e d  by  in s ti tu tio n s  ( e . ,g . , ban k s) th a t  pay  only  a  p a rt o f i t  

out d ire c t ly . C om m ercial b a n k s ,  for ex am p le , u s e  som e o f th e  in ­

te r e s t  th ey  re c e iv e  to  p ro v id e  s e rv ic e s  f r e e -o f -c h a rg e  to  dem and d e ­

p o s i to rs .  This c o n s t i tu te s  an im p lic it in te r e s t  b e n e f i t .

No a d ju s tm en t w as  m ade fo r th e  p o s s ib le  m ovem ent of consum er 

u n its  am ong th e  incom e c la s s e s  a s  a  r e s u l t  of th e  im pu ta tion  of



TABLE 2-2

INDICES OF INTEREST ALLOCATION

C ateg o rie s  o f  O w nership  (Amounts in  M illions)

INDEX OF 
ALLOCATION

Comm­
e rc ia l
Banks

In d i-  U .S .  G o v t. F edera l C o rp o ra - S ta te  
v id u a ls  T rusts  R eserve tio n s  & Local

Banks G ov t.

In su r­
an ce
C o 's

M utual
Savings

Banks

Ind iv idual 
O w nership of 
U .S .  S ecu ritie s $ 2 ,0 1 0 .3

Social In su ran ce  
B enefits $7 2 0 .8  $ 8 8 .2

P ub lic ly  
Traded Stock $571 .1 ($ 1 1 .6 )e $419 .3 $148 .6

C lo se ly -H e ld
B u s in e sse s
(M anaged) $5 3 1 .4

C lo se ly -H e ld  
B u sin e sse s  
(Not M anaged) $ 7 2 .2 ($ 1 5 .4 )f

Com m ercial Bank 
Time D e p o sits $611 .2 N>



TABLE 2-2

ES OF INTEREST ALLOCATION

C ateg o rie s  o f  O w nership  (Amounts in  M illions)

i i -  U .S .  G o v t. F edera l C o rp o ra - S ta te  In s u r-  M utual 
,a ls T rusts  R eserve tio n s  & Local an ce  Savings

Banks G ov t. C o 's  Banks

O ther6 TOTAL

310.3 $ 2 ,0 1 0 .3

$ 7 2 0 .8  $ 8 8 .2 $ 2 1 .0 $ 830 .0

($ 1 1 .6 )e  $4 1 9 .3  $148 .6 $ 1 ,1 3 9 .0  

$ 531 .4

($ 1 5 .4 )f

N><£>

$99 .1 $ 186.7  

$ 6 1 1 .2



TABLE 2 -2 — C ontinued

C ateg o ries of O w nership (Amounts in  M illions)

INDEX OF 
ALLOCATION

Comm- In d i-  
e rc ia l v idual s 
Banks

U .S . G o v t. 
T rusts

F ederal C o rp o ra - S ta te  In su r-  
R eserve tio n s  & L ocal an ce  

Banks G o v t. C o 's

M utual
Savings

Banks

M utual Savings 
Bank D e p o s its $14 ,7 $206 .0

Savings and Loan 
D ep o sits

C onsum ption $24 .5  
($ 3 1 9 .7)b $174 .5

S ta te  and  Local 
Tax Burden $100 .6 $416 .1

Life In su ran ce $147.6 $1 8 9 .4

Demand D e p o sits $151 .7

Social In su r­
an ce  C ontribu­
tio n s $135 .5

D isab ility
Income $47.1

o
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ABLE 2 -2 — C ontinued

C a teg o rie s  of O w nership {Amounts in  M illions)

U .S . G o v t, Federa l C orpora­ S ta te In su r­ M utual 1 O ther3, TOTAL

.s T rusts R eserve tio n s & Local an ce Savings
Banks G ov t, C o 's Banks

|

$14 .7

$147.6

$174 ,5

$206 .0

$416 .1

$1 8 9 .4

$2 0 1 .4  

$ 4 0 .0

$ 220 .7

$ 2 0 1 .4

$ 239 .0

$ 516 .7

$ 337 .0

$ 151 .7

$135 .5

$47.1

o

$ 135 .5

$ 4 7 .1



TABLE 2 -2 — C ontinued

C a teg o rie s  of O w nership (Amounts in  M illions)

INDEX OF 
ALLOCATION

Comm­
e rc ia l
Banks

Ind i­
v id u a ls

U .S .  G o v t. 
T rusts

F edera l
R eserve

Banks

C o rp o ra - S ta te  
tio n s  & L ocal 

G ov t,

In su r­
an ce
C o 's

M utual
Savings

Banks

W ealth

A utom obiles

T rust Funds

Pension  Plan 
Equity

$10 .2

$57 .3

$33 .2

SUB TOTAL

U .S .  G ov t. 
& Foreign

$ 2 ,0 7 2 .9  

$ 5 6 .1

$ 2 ,0 1 0 .3 $883 .1  

$ 7 5 8 .4 d

$174 .5

$837 .5

$4 1 9 .3  $686.9 $433.5 $2 0 5 .0

TOTAL $ 2 ,1 3 9 .0 c$ 2 ,010 .3 $1,641.5 $ 1 ,0 3 9 .0 $4 1 9 .3  $686.9 $433 .5 $206 .0

Other in c lu d e s  Savings and Loan A sso c ia tio n s , D ea le rs  and B rokers , N on-P rofit O rg an iza tio n s  and 

This am ount i s  a llo c a te d  a s  an a lte rn a tiv e  a ssu m p tio n  and is  coun ted  o n ce  to  avoid  d o u b leco u n tin g . 

c In d u d e s  $27 m illion  in  Federal R eserve d iv id en d s  re c e iv e d  by com m ercial ban k s in  1962.



TABLE 2 -2 — C ontinued

C a teg o rie s  of O w nership  (Amounts in  M illions)

l i -  U .S .  G ov t, 
la ls  T rusts

F edera l
R eserve

Banks

C orpora­
tio n s

S ta te  
& Local 

G ov t.

In su r­
an ce
C o 's

M utual
Savings

Banks

O ther3, TOTAL

$5 7 .3

$33 .2

! $ 5 8 .0

$ 5 7 .3  

$ 3 3 .2  

$ 1 0 .2

$ 5 8 .0

010 .3  $883 .1  

$ 7 5 8 .4 d

$174 .5

$837 .5

$419 .3 $586.9 $433 .5 $205 .0 $419 .5 $ 7 ,3 0 6 .0

$ 1 ,6 6 2 .0

0 1 0 .3  $1,641.5 $ 1 ,0 3 9 .0 $4 1 9 .3 $686 .9 $433 .5 $205 .0 S $419 .5 $ 8 ,9 6 8 .0

Loan A sso c ia tio n s , D ea le rs  and B rokers , N on-P rofit O rg an iza tio n s  and j C orporate  Pension  Trust F unds,

s an a lte rn a tiv e  a ssu m p tio n  and is  coun ted  o n c e  to  avoid  d o u b leco u n tin g , 

ie ra l  R eserve d iv id en d s  re c e iv e d  by com m ercial ban k s in  1962.
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TABLE 2 -2 — C ontinued

j
$15 m illion  in  in te re s t  th a t w as  ign o red  is  in c lu d ed  in  th is  sum .

p f  .
T hese tw o sum s re p re se n t th e  $27 m illion  in  F ed era l R eserve  

d iv id en d s  a ttr ib u te d  to  th e  com m ercial b a n k 's  c a p ita l and in c lu d ed  
in  the  in te r e s t  earn ed  b y  com m ercial b a n k s ,  $ 1 5 ,4  m illio n  o f  i t  
w as d is tr ib u te d  acco rd ing  to  th e  ow n ersh ip  of c lo s e ly -h e ld  co rp o ra tio n s  
n o t m anaged by  the  consum er u n i t ,  and $ 1 1 ,6  m illion  acco rd in g  to  the  
ow nersh ip  of p u b lic ly  tra d e d  s to c k .



in te re s t  in c o m e . Nor w as any  d ed u ctio n  m ade for po rtfo lio  e x p en se s  

incu rred  in earn ing  th is  in te re s t  (w hich are  l ik e ly  ve ry  sm a ll) , on 

th e  grounds th a t  th e  b e n e f ic ia r ie s  of th e  in te r e s t  a llo c a te d  b e n e f it  

from su ch  e x p e n se s  i n  proporticn to  th e  am ount a ttr ib u te d  to  th e m . 

F in a lly , no a llo w an ce  for ta x e s  i s  m ade w hen  d is tr ib u tin g  the  in ­

te re s t  b e c a u se  th e  c a lc u la tio n  of the  ta x  burden  by incom e c la s s  in 

Part II w ill p ic k -u p  the am ount of ta x e s  p a id  o u t of in te re s t  incom e 

a u to m a tic a lly , a long  w ith  th e  ta x e s  p a id  out o f all! o th e r so u rc e s  of 

in co m e. To d ed u ct ta x e s  on  th e  in te re s t  a llo c a tio n  s id e  of the  

a n a ly s is ,  an d  th en  to  a lso  im pute th e  ta x  burden  by  incom e c la s s  

w ould  re s u l t  in  a ttr ib u tin g  th e  sam e ta x e s  tw ic e .

A llocation  of th e  Tax Burden

The d is tr ib u tio n  of th e  t a x  b u rd en  b y  incom e c la s s  w as fa ir ly  

s tra ig h tfo rw ard . The in d iv id u a l incom e ta x  w as a ssu m ed  u n sh ifted  

and app o rtio n ed  am ong the c l a s s e s  acco rd ing  to  Com m erce D epartm ent 

e s t im a te s .  In co n sid e rin g  th e  co rp o ra tio n  incom e t a x ,  a  d is c u s s io n  

of w hy i t  i s  a ssu m ed  to  b e  borne by the  ow ners of c a p ita l p re c ed e s  

i t s  a llo c a tio n  among the  incom e c la s s e s  b a se d  on th e  ow nersh ip  of 

s to c k . ( In c id e n ta lly , m any of th e  in d ic e s  u se d  to  a l lo c a te  th e  in ­

te r e s t  b e n e f it  a re  a ls o  u se d  to  a llo c a te  th e  ta x  b u rd en .)  F edera l 

e x c is e  and custom s le v ie s  a re  a ssu m e d  sh if te d  forw ard  lik e  a  s a le s  

ta x  and ap p o rtio n ed  accord ing  to  consum ption  by incom e c l a s s .  Only 

the  am ount of su rp lu s of p ay ro ll ta x e s  o v e r ex p en d itu res  for th e  tru s t
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funds f in an ced  by  fed e ra l em ploym ent ta x e s  i s  co n sid e red  to  b e  the 

re le v a n t portion  o f  fe d e ra l p ay ro ll t a x e s .  This i s  due to  the  fa c t  

th a t  o n ly  th is  s u rp lu s , w h ich  w as  u sed  to  buy  T reasury  s e c u r i t i e s ,  

cou ld  have  found its  w ay in to  th e  T reasury  to  b e  u se d  to pay in ­

te r e s t  on the d e b t .  Two a lte rn a tiv e  a ssu m p tio n s  a re  em ployed :n 

a llo c a tin g  th e  re le v a n t po rtion  of payro ll ta x e s ;  one  th a t  em ployees 

b e a r  th e  en tire  b u rd e n , in  w hich  c a s e  th e  t a x  is  a llo c a te d  b a se d  on 

th e  d is tr ib u tio n  of so c ia l in su ra n c e  co n trib u tio n s  by  incom e c la s s ;  

the  o th e r a ssu m p tio n  is  th a t th e  em p lo y e r 's  sh are  is  sh if te d  forw ard 

to  co n su m ers , and i s  a llo c a te d  acco rd in g  to  consum ption  by  incom e 

c la s s  (with th e  em ployee sh a re  s t i l l  b e in g  d is tr ib u te d  acco rd in g  to 

so c ia l in su ra n c e  c o n tr ib u tio n s ) . E s ta te  and G ift Taxes a re  a ttr ib u te d  

e n tire ly  co th e  $100 ,000  and o v e r incom e c la s s .

The b a s ic  co n c lu s io n  th a t  em erges from com paring  the  in te re s t  

b e n e f it  an d  fa x  burden d is tr ib u tio n s  i s  th a t  a  su b s ta n tia l  re d is tr ib u tiv e  

e ffe c t in  fav c r o f  th e  tw o lo w e s t incom e c la s s e s  (under $5 ,000) r e ­

su lts  from th e  n eed  to  pay in te r e s t  on th e  n a tio n a l d e b t .  T hese  two 

c la s s e s  a re  a ttr ib u te d  w ith  abou t o n e -fo u rth  o f th e  in te re s t  b e n e f i t ,  

y e . t  b e a r  o n ly  o n e - te n th  o f  the  ta x  b u rd en . For th e  rem ain ing  seven  

incom e c l a s s e s ,  th e re  i s  a s lig h t e x c e s s  of ta x  burden  over in te r e s t  

b e n e f it for e a c h ,  prov id ing  in  to ta l  the  so u rce  of th e  n e t in te r e s t  

b e n e f it to  the two lo w e s t  c l a s s e s .  T h ese  c o n c lu s io n s  hold  under 

a ll  the  a lte rn a tiv e  a ssu m p tio n s  em p lo y ed , e x c e p t th a t  th e y  a re
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s lig h tly  m odified  i f  fu ll  forw ard sh ifting  of th e  co rp o ra tio n  incom e 

ta x  is  a s su m e d . Even though  sh if tin g  of th e  t a x  is  x-ejected, th e  

q u a n tita tiv e  e f fe c t  of fu ll-fo rw a rd  sh iftin g  on th e  b a s ic  f in d in g s  is  

exam ined  for the  sake of c o m p le te n e s s . The r e s u l t  i s  th a t  th e  tw o 

lo w e st incom e c la s s e s  s t i l l  r e c e iv e  a  s u b s ta n tia l  n e t  re d is tr ib u tio n  

o f incom e in  th e i r  fa v o r , b u t th a t  now so do th e  two to p m o st incom e 

c l a s s e s ,  w ith  bo th  groups ga in in g  a t  the e x p en se  of the  m iddle 

c la s s e s  ($ 5 ,0 0 0 -5 0 ,0 0 0 ) ,

Indic e s  o f A llocation

In th is  sec tio n  th e  c o n stru c tio n  of th e  in d ic e s  of a llo c a tio n  

show n in  T able 2 -2  i s  d e sc r ib e d . E xcep t in  ra re  in s ta n c e s  (the p e r­

so n a l incom e ta x ,  for ex am p le ), the a llo c a tio n  of the  in te re s t  b e n e f its  

and ta x  b u rden  by  incom e c la s s  re q u ire s  th e  u s e  of a proxy in d e x  for 

the p resum ed b e n e f it o r bu rden  b e in g  d is tr ib u te d . In s te a d  of d ev e lo p ­

ing each  in d ex  a s  we go a lo n g , i t  h a s  b e e n  d e c id e d  to p re se n t th e ir  

d e riv a tio n  a l l  in  one p la c e  and th en  sim ply  to  u ti l iz e  each  one a s  

xieeded. The in d ic e s  a re  p re se n te d  in  the  d e scen d in g  o rd e r of th e ir  

q u a n tita tiv e  im portance  a s  a llo c a to rs  o f in te r e s t .

Each in d e x  is  p re se n te d  in  te rm s o f th e  p e rcen t of th e  to ta l 

proxy a ttr ib u ta b le  to  e a c h  o f  th e  n in e  in  c a n e  c l a s s e s .  The p e rc e n ta g e  

d is tr ib u tio n  is  a rrived  a t  by  w eig h tin g  the  m ean am ount of each  proxy 

a ttr ib u te d  to  e ac h  incom e c la s s  by  th e  num ber of consum er u n its  in  

e ac h  c l a s s — ex cep t fo r the s ta te  and lo c a l  ta x  burden; th e  o rig in  of



th is  in d e x  i s  g iv en  in  th e  ex p lan a tio n  accom panying  th a t ta b le .  For

th e  p u rp o se  of p la c in g  consum er u n its  in  each  incom e c l a s s , incom e 

is  d e fin ed  a s  th e  to ta l  b e fo re - ta x  m oney incom e re c e iv e d  by a ll mem-

O  A
b e rs  o f the  consum er u n it during 1962. U n its  reporting  n e g a tiv e  

incom e in 1962 a re  in c lu d e d  in  the  d a ta  for a ll u n i ts ,  but a re  no t 

shown s e p a ra te ly . 5

The incom e d e fin itio n  em ployed d oes not in c lu d e  c a p ita l g a in s .

I t i s  not p o s s ib le  to  g e n e ra liz e  abou t th e  o v era ll e ffe c t th a t  in c lu s io n  

o f c a p ita l  g a in s  incom e w ould h ave  on th e  re la tiv e  d is tr ib u tio n  o f 

ta x e s  a s  com pared to in te r e s t .  I t  w ould appear to  m ake the  d i s t r i ­

bu tion  of th e  ta x  burden  and th e  in te re s t  b e n e f its  m ore p ro g re s s iv e  

a g a in s t in co m e . In c lu s io n  of c a p ita l  g a in s  w ould tend  m ostly  to r a is e  

th e  incom e of consum er u n its  a t  th e  u p p e r end  of th e  incom e s c a le .  

S ince incom e i s  o n ly  in c re a se d  a s  a  re s u lt  of th e  in c lu s io n , th is  ga in  

is  no one e l s e 's  lo s s  and consum er u n its  w ould tend  to  move on ly

3
P ro jec to r and W e is s ,  o p . c i t . , p .  4 9 . In c lu d ed  are the  fo llow ­

ing com ponents of incom e: w a g e s , s a l a r i e s ,  c o m m iss io n s , n e t incom e
from u n in co rp o ra ted  b u s in e s s e s  o r  p ro fe ss io n  (farm and non-farm )— 
bo th  s in g le  p ro p rie to rsh ip s  and p a r tn e rs h ip s , d iv id e n d s , in te r e s t ,  n e t 
ren ta l incom e, p en s io n s  and so c ia l  s e c u r ity  and  any  other p e rio d ic  
p ay m en ts .

4
Ib id . A consum er u n it is  d e fin ed  a s  a  fam ily , i . e . ,  a  group 

of tw o o r m ore p e rso n s  liv ing  to g e th e r w ho a re  re la te d  by b lo o d , 
m arriage or adop tion ; or a s  an u n re la ted  in d iv id u a l, i . e . ,  a  non­
in s t i tu tio n a liz e d  p e rso n  n o t liv in g  w ith  an y  r e la t iv e .  T his is  the 
C en su s  Bureau d e fin itio n  of a  consum er u n i t .

^Ib id . They are  in c lu d ed  in  th e  lo w e st incom e c l a s s .
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upw ards in  th e  incom e s t r a ta .  The p ro p o rtio n  of u n its  a t  th e  h igh  

end w ould  tend  to  in c r e a s e .  B ecause  the  ta x  b u rd en  a llo c a tio n  a l ­

read y  in c lu d e s  ta x e s  on  c a p ita l g a in s ,  an y  upw ard m ovem ent by 

consum er u n its  w ould not e n ta i l  a  g re a te r  ta x  l ia b i l i ty  for them .

T hu s, the  proportion  of th e  g iven  to ta l t a x  burden  a ttr ib u ta b le  to  th e  

u p p er incom e c la s s e s  i s  in c re a s e d  by th e  upw ard  m ovem ent of c o n ­

sum er u n i t s ,  e a c h  w ith  a  g iven  t a x  b i l l .  As for th e  d is tr ib u tio n  of 

in te r e s t  b e n e f i ts ,  a s  long a s  any  of th e  consum er u n its  th a t move 

upw ard in  th e  in co m e s c a le  re c e iv e  som e federa l in te r e s t ,  a g rea te r 

proportion  of it w ill  be  a llo c a b le  to  th e  u p p s : c l a s s e s .  W hile  both 

th e  ta x  and in te re s t  d is tr ib u tio n s  w ould th u s  b ecom e more p ro g re ss iv e  

upon th e  in c lu s io n  o f c a p ita l g a in s in in co m e, th e re  i s  no b a s is  for 

judg ing  th e  com parative  s tre n g th s  of the  .increased  p ro g re s s iv ity — 

w hich  i s  w h a t m ust b e  known i n  o rder to e v a lu a te  th e  e ffe c t on th e  

o v e ra ll re d is tr ib u tio n  of inco m e.

Let us now  tu rn  s p e c if ic a l ly  to th e  c o n s tru c tio n  of th e  in d ic e s  

o f a llo c a tio n . B ecause re p e a te d  u s e  is  m ade o f  th e  number o f c o n ­

sum er u n its  in  e a c h  incom e c l a s s ,  fo r th e  p u rp o se  o f  w eighting  th e  

m ean am ount o f  item s a ttr ib u te d  to  e a c h  c l a s s ,  Table 2 -3  show s th e
g

num ber o f  consum er u n its  in each  c l a s s .

6
P ro jec to r a id  W e iss , o p . c i t . , p .  151.
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TABLE 2-3

NUMBER OF CONSUMER UNITS IN EACH INCOME CLASS
1962

Income C la s s
Num ber of 

C onsum er U nits
P ercen t

D is trib u tio n

1 . $ 0 -  2 ,9 9 9 1 6 .3  m illion3 2 8 .1
2 . 3 ,0 0 0 -  4 ,9 9 9 1 1 .4 1 9 .7
3 .  5 ,0 0 0 -  7 ,4 9 9 1 2 .2 2 1 .1
4 . 7 ,5 0 0 -  9 ,9 9 9 9 .0 1 5 .5
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 6 .2 10 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 2 .0 3 .5
7 . 2 5 ,0 0 0 -4 9  ,999 0 .5 0 .9
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 0 .3
9 .  1 0 0 ,000-and  over o f r 0 .2

TOTAL 57 .9  m illion 10 0 .0

a In d u d e s  0 .2  m illion  u n its  w ith n e g a tiv e  incom e.

^R esid u a l a f te r  sub trac ting  the  num ber o f u n its  in a ll th e  o ther 
c la s s e s  from 57 .9  m illio n .

1) In d iv id u al O w nership  of th e  F ederal D ebt

Table 2 -4  show s the  p e rc e n ta g e  d is tr ib u tio n  by  incom e c la s s  of 

ow nership  of U .S . G overnm ent B il ls ,  C e r t i f ic a te s ,  N o te s , Bonds and 

Saving B onds. This in d ex  is  c o n s tru c te d  b y  u tiliz in g  th e  mean am ount

7
of each  ty p e  of sec u rity  h e ld  by  consum er u n its  in  each  incom e c l a s s .  

M ark etab le  is s u e s  are v a lu ed  a t  p a r ,  n o n -m ark e tab le  E, F and J 

bonds a re  repo rted  a t p a r a l s o .

7
P ro jec to r and W e is s ,  o p . c i t . ,  p .  123 .
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TABLE 2 -4

PERCENTAGE DISTRIBUTION OF INDIVIDUALLY HELD FEDERAL DEBT
1952

Income C la s s

(1)
Savings
Bonds

(2)

B ills

(3)

C e r tif ic a te s

(4)

N o tes

(5)

Bonds

1 . $ 0 -  2 ,9 9 9 14*4 0 .0 3 0 .8 0 .0 0 .0
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .4 0 .0 0 .0 0 .0 1 .6
•3. 5 ,0 0 0 -  7 ,4 9 9 1 3 .7 0 .3 0 .0 0 .0 2 .1
4* 7 ,5 0 0 -  9 ,9 9 9 1 5 .6 0 .0 0 .0 0 .0 1 1 .4
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .2 0 .0 0 .0 1 .5 11 .8
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 2 .0 0 .3 0 ,0 55 .9 1 9 .0
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 5 .2 7 .8 2 .6 14 .7 19 .1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 4 .6 8 6 .6 7 .8 21 .1 18 .8
9 . 1 0 0 ,0 0 0 -an d  o v e r 2 .9 5 .0 5 8 ,8 5 .8 16 .2

TOTAL 1 0 0 .0 1 0 0 .0 1 0 0 .0 100 .0 100 .0

2) S ocia l In su ra n ce  B enefits

The p e rcen tag e  d is tr ib u tio n  of s o c ia l  in su ra n ce  b e n e f its  in  Table

2-5  is  b a s e d  on a  Bureau o f  Labor S ta t is t ic s  su rv ey  of consum er e x -
0

p e n d itu re s  and incom e in  1 9 5 0 -5 1 . The m ean lev e l of b e fo re - ta x  in ­

com e in the BLS su rvey  is  u s e d  to a s s ig n  m ean s o c ia l  in su ran ce  

b e n e f its  to  e a c h  o f th e  n ine incom e q la s s e s  u s e d  h e re o n  acco u n t of 

th e  fa c t th a t  th e  BLS incom e c la s s e s  are  d e fin ed  in te rm s  o f a f te r­

ta x  in co m e. For th e  f i r s t  th re e  c la s s e s  in  T able 2 - 5 ,  th e  m ean

U .S .  D epartm ent of L ab o r, Bureau of Labor S ta t i s t i c s ,  Survey of 
C onsum er E x p e n d itu re s . 1 9 5 0 -6 1 . D e ta il of Expenditure and Inco m e, 
Total U . S . .  U rban an d  R ural. Supplem ent 3 ,  P art A to  BLS Report 
N o . 237-93  (W ashing ton : U .S . G overnm ent Printing O ffice , M ay 1956),
p p . 1 2 -1 3 .
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am ount o f b e n e f its  c o n s is ts  o f  a  w e ig h ted  mean o f  m ean b e n e f i ts ,  

b e c a u s e  more th a n  one c£ th e  m ean incom e le v e ls  appearing  in th e  

BLS study  fa l ls  in to  each  of th e  f i r s t  th re e  c l a s s e s .  The w e ig h ts  used  

a re  the  num ber of consum er u n its  co n ta in ed  in each  BLS c l a s s .  In 

additi.cn , th e  m ean amount of s o c ia l  in su ra n c e  b e n e f its  .is a ssu m ed  to  

be th e  sam e f<?r e a c h  of th e  top  four incom e c l a s s e s  in  T able 2 -5 .

This a ssu m p tio n  re s u lts  from d a ta  l im ita t io n s , b u t i s  n o t u n re a so n a b le  

g iven  the  c e ilin g  th a t  e x is ts  on s o c ia l  in su ra n ce  b e n e f it  p a y m en ts .

TABLE 2-5

DISTRIBUTION OF SOCIAL INSURANCE BENEFITS BY INCOME CLASS

Incom e C la s s P ercen t of B enefits

1 . $ 0 -  2 ,9 9 9 4 6 .4
2 . 3 ,0 0 0 -  4 ,9 9 9 2 2 .2
3 . 5 ,0 0 0 -  7 ,4 9 9 13 .5
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3
5. 1 0 ,0 0 0 -1 4 ,9 9 9 7 .9
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 .2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 0 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 0 .1
9 . 10 0 ,0 0 0 -a n d  over 0 ,1

TOTAL 100 .0

3) O w nership of Stock and  B u sin ess  Equity

T ables 2-6  through 2-9  p re sen t fo u r  d iffe ren t in d ic e s  of ow ner-
9

sh ip  o f b u s in e s s  e n te rp r is e , b a se d  on  d a ta  from P ro jec to r and W e is s .

9
I b i d . . p p . 4 5 -4 6 , 1 1 0 , 118 , 125 .
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Table 2 -6  show s th e  d is tr ib u tio n  of o w n ersh ip  of p u b lic ly  trad ed  

s to c k , w hich c o n s is ts  o f common and p referred  s to c k  (other than  th a t 

of c lo s e ly  held  c o rp o ra tio n s ), s to ck  in  m utual funds and in v e s tm e n t 

c lu b s , p lu s  n e t c re d it b a la n c e s  at s e c u r ity  d e a le rs  and le s s  loans 

secu red  b y  th e se  s to c k s . All s to c k s  w er^ v a lu e d  a t D ecem ber 3 1 , 

1952 m arket p r ic e s .

TABLE 2-6

OWNERSHIP OF PUBLICLY TRADED STOCK BY INCOME CLASS
1962

Incom e C la s s P ercen t o f Stock Owned

1 . $ 0 -  2 ,9 9 9 2 .7
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9
3 . 5 ,0 0 0 -  7 ,4 9 9 6 . 1
4 . 7 ,5 0 0 -  9 ,9 9 9 8 . 6
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 3 .2
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 . 0
9 . 1 0 0 , 000 -an d  over 36 . 2

TOTAL 1 0 0 . 0

In Table 2 - 7 ,  the d is tr ib u tio n  of ow nersh ip  of eq u ity  in p a r t ­

n e rsh ip s  (farm and  no n -fan n ) and c lo s e ly -h e ld  c o rp o ra tio n s , in  w h ich  

no member of th e  consum er u n it su rveyed  p lay ed  a ro le  in m anage­

m ent, is  show n.
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TABLE 2-7

OWNERSHIP BY INCOME CLASS CF EQUITY IN FARM AND NON­
FARM PARTNERSHIPS AND CLOSELY-HELD CORPORATIONS IN 

WHICH NO MEMBER OF THE SURVEYED CONSUMER 
UNIT WAS ACTIVE IN MANAGEMENT 

1952

v>
Incom e C la s s P ercen t o f Equity Owned

1 . $ 0 -  2 ,939 0 . 0
2 . 3 ,0 0 0 -  4 ,9 9 9 11.0
3 . 5 ,0 0 0 -  7 ,4 9 9 3 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 7 .2
5. 1 0 ,0 0 0 -1 4 ,9 9 9 3 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 . 6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 4 .7
9 . 1 0 0 , 000 -an d  over 3 7 .7

TOTAL 1 0 0 . 0

Table 2-8  show s th e  p e rc en ta g e  d is tr ib u tio n  of ow nersh ip  of 

eq u ity  in farm and non-farm  p ro p r ie to rsh ip s , p a r tn e rsh ip s  and c lo se ly -  

he ld  co rp o ra tio n s  th a t som e m em ber o f th e  consum er u n it su rv ey ed  

p layed  a  ro le  in  m anag ing .

In Table 2-9 a co m p o site  in d ex  o f  b u s in e s s  ow nersh ip  is  

p re s e n te d , com posed  o f p u b lic ly  tra d e d  s to ck  a n d  e q u ity  in  not 

m anaged firm s. The m ean am ount of e a c h  i s  ad d ed  toge ther fcr 

each  incom e c la s s  and th e  sum i s  the m ean am ount of eq u ity  a ss ig n e d  

to  consum e: u n its  in  e ac h  c l a s s .
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TABLE 2-8

OWNERSHIP BY INCOME CLASS OF EQUITY IN FARM AND NON­
FARM PROPRIETORSHIPS, PARTNERSHIP AND CLOSELY- 

HELD CORPORATIONS MANAGED BY SOME MEMBER 
OF THE SURVEYED CONSUMER UNIT 

1952

Incom e C la s s  Percent of Equity Owned

1 . $ 0 -  2 ,9 9 9 9 .5
2 . 3 ,0 0 0 -  4 ,9 9 9 5 .8
3 . 5 ,0 0 0 -  7 ,4 9 9 1 1 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 . 2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 12 .5
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 2 .3
9 . 1 0 0 , 000 -a n d  over 11 .5

TOTAL 1 0 0 . 0

TABLE 2-9

OWNERSHIP BY INCOME CLASS OF PUBLICLY TRADED STOCK 
AND EQUITY IN PARTNERSHIPS AND CLOSELY-HELD 

CORPORATIONS NOT MANAGED BY THE CON­
SUMER UNIT SURVEYED 

195 2

Income C la s s  P e rcen t of O w nership

1 . $ 0 -  2 ,9 9 9 3 .6
2 . 3 ,0 0 0 -  4 ,9 9 9 6 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 6 .4
4 . 7 ,5 0 0 -  9 ,9 9 9 8 . 6
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .3
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 . 2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 2 .8
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 1 .4
9 . 1 0 0 , 000 -an d  over 3 2 ,2

TOTAL 1 0 0 . 0
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4) Savings D ep o sits

S ep a ra te  in d ic e s  o f ow nersh ip  of sav in g s  d e p o s its  a t  commer­

c ia l b a n k s , m utual sav in g s  b an k s  and sav in g s  and loan  a s s o c ia t io n s  

a re  p re se n te d  in  T ab les  2 -1 0 , 2 -11  and 2 -1 2 , r e s p e c tiv e ly . The 

mean am ount o f d e p o s its  a t  each type o f in s titu tio n  ow ned by con­

sum er u n its  in  each  incom e c la s s  w as em ployed in  carder to  c o n -

10
s tru c t each  in d e x . D e p o s its  in c lu d e  o rd in a ry  tim e d e p o s i t s ,  a s  

w e ll a s  c e r t if ic a te s  o f  d e p o s it  and C h ris tm as and  v aca tio n  club  

d e p o s its .

TABLE 2 -10

OWNERSHIP OF SAVINGS DEPOSITS AT COMMERCIAL BANKS
1952

Incom e C la s s P ercen tag e  D is trib u tio n

1 . $ 0 -  2 ,9 9 9 1 5 .7
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .4
3 . 5 ,0 0 0 -  7 ,4 9 9 1 4 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 13 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 19 .1
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .7
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 6 .4
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 4 .7
9 . 10 0 , 0 0 0 -an d  over 2 .5

TOTAL 1 0 0 . 0

10
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TABLE 2-11

OWNERSHIP OF SAVINGS DEPOSITS AT MUTUAL SAVINGS BANKS
1952

Incom e C la s s P e rcen tag e  D is trib u tio n

1 . $ 0 -  2 ,9 9 9 15 .6
2 . 3 ,0 0 0 -  4 ,9 9 9 1 2 .1
3. 5 ,0 0 0 -  7 ,4 9 9 1 2 . 2
4 . 7 ,5 0 0 -  9 ,9 9 9 18 .9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 3 .7
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 4 .9
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 3 .9
9 . 1 0 0 , 000 -a n d  o v er 1 .7

TOTAL 1 0 0 .0

TABLE 2-12

OWNERSHIP OF SAVINGS DEPOSITS AT 
ASSOCIATIONS 

1962

SAVINGS AND LOAN

Incom e C la s s P e rcen tag e  D is trib u tio n

1 . $ 0 -  2 ,9 9 9 1 7 .5
2 . 3 ,0 0 0 -  4 ,9 9 9 1 2 .5
3. 5 ,0 0 0 -  7 ,4 9 9 16 .9
4 . 7 ,5 0 0 -  9 ,9 9 9 1 5 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 0 .8
7. 2 5 ,0 0 0 -4 9 ,9 9 9 6 . 6
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .3
9 . 1 0 0 , 000 -a n d  over 1 .4

TOTAL 1 0 0 . 0
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5) C onsum ption

The p e rcen tag e  d is tr ib u tio n  of consum ption  b y  incom e c la s s  in  

Table 2 -13  i s  b a s e d  on th e  Bureau o f Labor S ta t is t ic s  su rv ey  o f co n ­

sum er e x p en d itu res  n o ted  e a r l ie r .  T able 2-14 below  p re s e n ts  a ll 

the  re le v an t d a ta  n eed ed  to  ex p la in  th e  c o n stru c tio n  o f Table 2 -1 3 .

TABLE 2 -1 3  

CONSUMPTION BY INCOME CLASS

Income C la s s  Percent of C onsum ption

1 . $ 0 -  2 ,9 3 9 1 0 .8
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .6
3 . 5 ,0 0 0 -  7 ,4 9 9 2 2 . 0
4 . 7 ,5 0 0 -  9 ,9 9 9 2 1 . 1
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 8 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 . 8
9 . 1 0 0 , 000 - a n d  over 2 » 2

TOTAL 1 0 0 .0

Colum n 1 in  Table 2 -1 4  show s th e  sam e n in e  incom e c la s s e s  

u se d  e lse w h e re  in  th is  s tu d y , and colum n 2 th e  num ber of consum er 

u n its  co n ta in ed  in  each  (from T able 2 -3 ) .  In colum n 3 th e  mean 

b e fo re - ta x  le v e l o f  incom e found in  e ac h  o f th e  BLS a f te r - ta x

1 I
■‘■■‘•U .S . D epartm ent of L abor, Bureau o f  Labor S ta t i s t ic s ,  Survey 

of C onsum er E x p en d itu res . 1 9 3 0 -6 1 , D e ta il of E xpenditure and In­
co m e, T o ta l  , U . S . ,  U rban and R ura l, o p . c l t . ,  p p . 2 - 3 .
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incom e c la s s e s  (not shown) a p p e a rs , and  is  m atched  w ith  the  incom e 

c la s s  in  colum n 1 in  w hich  i t  f e l l s .  A sso c ia ted  w ith each  level o f  

incom e in  3 is  a  m ean  le v e l of co n su m p tio n , show n in colum n 4 a s  

the  u n a s te r is k e d  v a lu e s .  This is  how th e  consum ption  e s tim a te s  

for the  f i r s t  f iv e  and th e  sev en th  incom e c la s s e s  w as  a rriv ed  a t .  

H ow ever, fo r th e  f i r s t  th re e  incom e c l a s s e s ,  th e  m ean am ount of 

consum ption  in  colum n 4 (and incom e in  3) is  a  m ean of mean 

am o u n ts . This i s  b e c a u s e  mare th a n  on BLS b e fo re - ta x  le v e l of 

incom e and consum ption  fe ll in to  each  of th e se  th ree  incom e c la s s e s .  

Three fe ll in to  th e  f i r s t  c la s s  and two e ac h  in to  the  second  and th ird .

TABLE 2 -1 4

BASIC INFORMATION FOR THE DISTRIBUTION CF CONSUMPTION
BY INCOME CLASS

(1) (2) (3) (4) (5)
Incom e C la s s Number o f BLS BLS P ro jec to r &

C onsum er U n its M ean Incom e M ean W eiss  M ean
(m illions) C onsum ption Incom e

1 . $ 0 -  2 ,9 9 9 16 .3 $ 1 ,5 7 7 $ 1 ,909 $ 1 ,5 7 6
2 . 3 ,0 0 0 -  4 ,9 9 9 1 1 .4 4 ,3 3 4 4 ,0 3 5 3 ,9 7 0
3 . 5 ,0 0 0 -  7 ,4 9 9 1 2 .2 6 ,7 7 1 5 ,6 5 5 6 ,2 1 9
4 . 7 ,5 0 0 -  9 ,9 9 9 '9 .0 9 ,7 1 6 7 ,426 8 ,6 3 0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 6 . 2 13 ,585 9 ,5 3 3 1 1 ,950
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 2 . 0 - 10 ,259* 17 ,758
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 .5 2 7 ,749 14 ,255 34 ,534
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 . 2 - 29 ,016* 6 1 ,2 0 7
9 . 1 0 0 , 000 -a n d  over 

TOTAL 5719
7 0 ,873* 158 ,166

* F itted  b y  l e a s t  sq u a res  re g re s s io n
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C onsum ption  e s t im a te s  fo r th e  s ix th ,  e igh th  and  n in th  incom e 

c la s s e s  w ere  de riv ed  by f it t in g  a t l e a s t  sq u a re s  l in e a r  re g re s s io n  to  

th e  incom e and consum ption  d a ta  in  co lum ns 3 .and 4 ,  for th e  f irs t 

five  an d  the  sev en th  incom e c l a s s e s .  The d a ta  w as first, p lo tted  

on graph p ap er an d  th e  p o in ts  co n n ec ted  freehand ; th is  in d ic a ted  

th a t  a l in e a r  re g re ss io n  w ould do no g re a t v io le n c e  to  th e  f a c t s .

The re su ltin g  eq u atio n  is :

C onsum ption  = $ 2 ,5 9 3 +  .4317  (Income)
($595) (.004 )

R2 = .9 0

The m ean incom e of th e  s ix th ,  e igh th  and  n in th  incom e c la s s e s

19(colum n 5) from P ro jec to r and W eiss  w as in se r te d  in to  th is  eq u a ­

tion  to  g e t the  s ta rre d  consum ption  e s tim a te s  show n in colum n 4 .

Any error in tro d u ced  by  th e  u s e  of th is  re g re ss io n  eq u a tio n  is  l ik e ly  

to  be  in  th e  d ire c tio n  of o v e re stim atin g  consum ption  for th e  tw o 

tcpm ost incom e c la s s e s .  This is  b e c a u s e  th e  co n su m p tio n /in co m e 

ra tio  p robab ly  d e c lin e s  a s  incom e r i s e s  and w e have e x trap o la ted  

the  s tra ig h t lin e  function  beyond th e  ran g e  of a v a ila b le  o b se rv a tio n s . 

But th e  im portance  of su ch  an  erro r is  sm all on a cc o u n t of th e  sm all 

number of consum er u n its  fa lling  in to  th e s e  c l a s s e s ,  and h en ce  the 

sm all p roportion  o f  to ta l  consum ption  a ttr ib u ta b le  to  th e m .

12I b i d . . p . 149.
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6) S ta te  and Local Tax Burden

TABLE 2-15

STATE AND LOCAL TAX BURDEN BY INCOME CLASS

Incom e C la s s P ercen t of Tax Burden

1 .  $ 0 -  2 ,9 9 9 9 .7
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 2 1 . 2
4 . 7 ,5 0 0 -  9 ,999 19 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 16 .6
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .9
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .9
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 2 .7
9 . 1 0 0 ,0 0 0 -a n d  over 3 .5

TOTAL 1 0 0 . 0

The p e rc en ta g e  d is tr ib u tio n  of th e  s ta te  and lo c a l ta x  burden

by  incom e c la s s  show n above in Table 2-15 is  th e  m ean of th e

p e rcen tag e  ta x  b u rd en  fo r each  c l a s s  c a lc u la te d  from two d iffe ren t

so u rc e s , one a study b y  J . R. B ea to n , th e  o th er a  s tudy  by  G ecrge 

13A. B ishop . The mean of th e  ta x  burden c a lc u la te d  from each  

s tu d y  s e p a ra te ly  i s  u se d  b e c a u s e  n e ith e r  so u rce  u s e s  d a ta  th a t i s  

e n tire ly  com parab le  to  th a t u s e d  in  the  p re se n t w o rk . For ex am p le , 

B ish o p 's  s tu d y  is  for th e  y e a r 1958 , w h ile  B ea to n 's  d e a ls  w ith  1959.

13 J . R. B ea to n , "Fam ily Tax 3 u rdens by Incom e L e v e l, "  N a tional 
Tax T oum al, XV (M arch , 1952), p p . 14-25 ; G eorge A. B ish o p , "The 
Tax Burden by Incom e C la s s ,"  N a t ia ia l  Tax Toum al. XIV (M arch , 
1951), p p . 4 1 -5 8 .
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In  a d d itio n , th e  incom e concep t w hich  i s  u t i l iz e d  in  se ttin g  up the 

c l a s s e s  in  2 -15  i s  th e  money incom e of consum er u n its  during 1962. 

B ish o p 's  ta x  burden  e s tim a te s  are b a s e d  on fam ily  pa*sonal incom e; 

Beaton c a lc u la te s  th e  ta x  burden  on th e  b a s is  of fam ily personal 

incom e7 for a  four p e rso n  urban fam ily . It shou ld  b e  n o te d , how ­

e v e r , th a t  th e  pa~sonal incom e co n cep t is  v e ry  s im ila r to  th e  money 

incom e co n cep t u sed  h e re , d iffering  m o stly  in th a t the  form er, co n ­

ta in s  su ch  non-m oney  ite m s  a s  the  re n ta l v a lu e  of o w n er-o ccu p ied  

hom es and th e  v a lu e  o f food and fuel consum ed  on fa rm s. Another 

problem  en co u n te red  in  th e  u se  of th e s e  two s tu d ie s  (w hich ap p ea r 

to  b e  th e  only re c e n t o n es  o f th is  ty p e ) , i s  th e  fa c t th a t  n e ith e r 

u s e s  incom e c la s s e s  co rrespond ing  to  th o se  in  2 -1 5 . B ea ton , for 

ex am p le , s e le c ts  c e r ta in  l e v e l s of fam ily  p e rso n a l incom e and c a l ­

c u la te s  the ta x  burden  a t each  le v e l for a four person urban  fam ily  

during  1959. B ecau se  o f a ll th e s e  d i f f ic u l t ie s ,  w e m ust a c c e p t  th e  

r e s u lts  scm ew hat c a u tio u s ly . F o rtu n a te ly , l e s s  th an  s ix  p e rcen t of 

the  to ta l in te re s t  b e n e f its  a l lo c a te d  in th i s  study  re ly  upon the  s ta te  

and lo c a l ta x  burden  (Table 2 -2 ) .

The n e x t p art o f  th e  d is c u s s io n  ex p la in s  how th e  p e rc en ta g e  

ta x  burden  show n in  2 -15  w as d e riv e d  from B eaton and B ish o p 's  

w ork, s ta rtin g  f i r s t  w ith  B ishop .

Table 2 -1 6 , colum n '1 rep ro d u ces  th e  sam e n in e  incom e c la s s e s  

u se d  th ro u g h o u t th is  s tu d y . Colum n 2 show s th e  income c la s s e s  in



51

TABLE 2 -15  

BISHOP STATE AND LOCAL TAX BURDEN

(1) (2) (3)
Incom e C la s s  Rate o f  Tax from B ishop Amount of Tax

and Incom e C la s s  from 
w hich  i t  w a s  d e riv e d .

1 . $ 0 -  2 ,9 9 9 16.4% u n d er 2 , 0 0 0 $ 4 ,2 1 3
2 . 3 ,0 0 0 -  4 ,9 9 9 1 2 .8 $ 2 ,0 0 0 -  3 ,9 9 9 5 ,7 9 3
3 . 5 ,0 0 0 -  7 ,4 9 9 9 .9 6 ,0 0 0 -  7 ,9 9 9 7 ,7 3 1
4 . 7 ,5 0 0 -  9 ,9 9 3 9 .0 8 ,0 0 0 -  9 ,9 9 9 6 ,9 9  0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 7 .9 1 0 ,0 0 0 -1 4 ,9 9 9 5 ,8 5 8
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .5 ) 2 ,6 6 4
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 7 .5 ) 1 ,2 9 5
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 7 .5 ) 918
9 . 1 0 0 , 000 -a n d  over 7 .5 ) 1 5 ,0 0 0 -a n d  over 1 .186

$35 ,648

Source: G eorge A . Bishop* o p . c i t .  . p .  5 1 , for colum n 2 . Column
3 is  derived  in  the te x t .

B ish o p 's  a r t ic le  from w hich th e  r a te s  o f  ta x  a p p lie d  to  the  colum n 1 

c la s s e s  are  d e r iv e d . Only a  rough f i t  is  p o s s ib le .  N ote th a t the 

p e rc en ta g e s  show n in  co lum n 2 do not to ta l  to  one hundred p e rc en t 

b e c a u s e  th a t i s  n o t a  d is tr ib u tio n  of th e  ta x  burden  by incom e c l a s s ,  

bu t ra the- an in d ic a tio n  of the  ra te s  a p p lic a b le  to  in c o m e s , on th e  

a v e ra g e , in each  c l a s s .  B ishop u s e s  a $ 4 ,0 0 0 -$ 5 ,9 9 9  incom e c la s s  

w hich i s  n o t u se d  here  in T able 2 -16  b e c a u s e  i t  did  no t seem  to  f it  

any  of th e  n in e  c la s s e s  in  colum n 1 . As one  m ight s u s p e c t ,  th e  

l e a s t  s a tis fa c to ry  e s tim a te s  o f ta x  burden  a re  for th e  h ig h e s t incom e
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c l a s s e s — B ish o p 's  h ig h e s t c la s s  be ing  $ 1 5 ,000  and over— b e ca u se  of

th e  p a u c ity  of d a ta .  The to ta l am ount of s ta te  and lo ca l ta x e s  paid

by e ac h  o f  the  n ine incom e c la s s e s  in  colum n 1 is  show n in  colum n 3 .

T hese am oun ts a re  c a lc u la te d  by apply ing  th e  r a te s  in  colum n 2 to  the

14e stim a ted  m oney incom e of e a c h  of th e  n in e  incom e c l a s s e s .  The 

am ounts show n in colum n 3 are  th e  b a s is  for e s tim atin g  th e  ta x  burden  

by  incom e c la s s  d e riv ed  from B ish o p 's  a r t i c le ,  i . e . ,  th e s e  am ounts 

a re  e x p re sse d  a s  a p e rc en t of the  to ta l am oun t. The re s u lt in g  p e rc e n ­

ta g e  d is tr ib u tio n  i s  p re se n te d  a s  colum n 1 in  T able 2 -1 8 .

Table 2 -1 7 , co lum ns 4 through 7 , in d ic a te  th e  m anner in w hich  

th e  B eaton ta x  a n a ly s is  i s  a p p lie d  to the n in e  incom e c l a s s e s .  Be­

c a u se  B eaton u sed  incom e le v e ls  in s te a d  of c la s s e s  to  c a lc u la te  th e  

ta x  burden for h is  re p re se n ta tiv e  four person fa m ily , the  m ean incom e 

of the n in e  incom e c la s s e s  in  4 is  show n in  colum n 5 . The ta x  

ra te s  for e ach  o f  B ea to n 's  incom e le v e ls  is  shown in co lum n 6 .

T hese r a te s  are h e ld  to be a p p lic a b le  to  e a c h  o f the  c la s s e s  in  4 

a g a in s t  w h ich  th e y  a re  m a tc h ed , b a se d  on the  m ean incom e of e ach  

c la s s  in  4 shown in  5 . The ra te s  show n in 6 w ere  th e n  ap p lied  to 

th e  e s tim a te d  ag g reg a te  m oney incom e of e ach  of the n in e  incom e 

c l a s s e s .  Colum n 7 show s th e  r e s u l t s  o f th is  p ro c e d u re , w hich w as 

th e n  u sed  to  c a lc u la te  th e  p e rc e n ta g e  ta x  burden  d is tr ib u tio n  b a se d

14A ggregate m oney incom e for e ac h  incom e c la s s  w as c a lc u la te d  by 
m ultip ly ing  th e  mean am ount of m oney incom e fo r each  c la s s  by  th e  
num ber of consum er u n its  in  e a c h  c l a s s ,  from Pro jecto r and W e is s ,  
o p . c i t . , p . 149.
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TABLE 2-17

BEATON STATE AND LOCAL TAX BURDEN

(4)
Incom e C la s s

(5)
M ean  Incom e 
of C la s s e s  in  

Column .

(6)
Tax Rate from 

B eaton and Incom e 
L evel Source

(7)
Amount 
of Tax

1 . $ 0 -  2 ,999 $ 1 ,576 11.4% $ 3 ,0 0 0 $2,929 m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 3 ,9 7 0 10 .9 4 ,0 0 0 4*933
3 . 5 ,0 0 0 -  7 ,4 9 9 6 ,219 10 .5 5 ,000 7 ,9 6 6
4. 7 ,5 0 0 -  9 ,9 9 9 8 ,6 3 0 9 .9 7 ,5 0 0 7 ,6 8 9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 11 ,9 6 0 9 .2 10*000 6 ,8 2 2
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 17 ,758 9 .0 15 ,0 0 0 3 ,1 9 6
7. 2 5 ,0 0 0 -4 9 ,9 9 9 34 ,534 9 .2 3 0 ,0 0 0 1 ,5 8 9
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 6 1 ,2 0 7 9 .0 50 ,0 0 0 1 , 1 0 2
9. 1 0 0 , 000 -a n d  over 158 ,166 9 .0 50 ,0 0 0 1 ,4 2 3

TCTAL $37 ,649  m illion

Source: Column 5 , P ro jec to r and  W e is s ,  o p . c i t . ,  p .  149 . Column 6 ,
J. R. B eaton , o p . c i t . ,  p .  2 5 . C olum n 7 d eriv ed  in  t e x t .

on B ea to n 's  w c rk . This p e rc en ta g e  d is trib u tio n  is  shown in  colum n 9 

of Table 2 -1 8 .

Table 2 -18  show s in  p e rc e n ta g e  term s th e  d is tr ib u tio n  of th e  

ta x  burden  g iv en  in  a b so lu te  am ounts in  T ab les 2-16  and 2 -1 7 . The 

m ean of the  p e rc e n ta g e s  from e ac h  incom e c la s s  in  2-18  i s  th e  figu re  

a s s ig n e d  to  each  incom e c la s s  in T able 2 -1 5 .

The e s tim a te d  to ta l  am ounts o f s ta te  and lo ca l ta x e s  shown in  

colum n 3 o f T ab le  2 -16  ($35 ,648  m illion) and  in  colum n 7 of Table 

2-17 ($37 ,649  m illion) ag ree  fav o rab ly  w ith  th e  known a g g re g a te
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TABLE 2-18

BISHOP AND BEATON PERCENTAGE TAX BURDENS

Incom e C la s s
(8)

P e rcen tag e  Tax 
Burden D erived  

from Bishop

(9)
P e rcen tag e  Tax 
Burden D erived  
from B eaton

1 . $ 0 -  2 ,999 1 1 ,5  p e rcen t 7 .8  percen t
2 . 3 ,0 0 0 -  4 ,9 9 9 1 5 ,8 1 3 .1
3 . 5 ,0 0 0 -  7 ,4 9 9 2 1 . 1 2 1 . 2
4 . 7 ,5 0 0 -  9 ,999 19 .1 2 0 .4
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 6 .0 1 7 .1
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .3 8 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .5 4 .2
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 .5 2 .9
9 . 1 0 0 , 000 -and  over 3 .2 3 ,8

TOTAL 1 0 0 . 0 1 0 0 . 0

Source: C olum ns 8 and 9 ex p re ss  in  p e rc en ta g e  term s th e  ta x  burden
a llo c a tio n  shown in  co lum ns 3 and 7 of T ab les  2-16 and 2 -1 7 / 
re s p e c tiv e ly .

am ount of s ta te  and lo c a l ta x e s  in 1952 , $42 ,733 m illio n . ^

7) O w nership  of L ife In su ra n ce

T able 2-19 show s th e  p e rc e n ta g e  d is tr ib u tio n  of ow nersh ip  of 

eq u ity  in  life  in su ra n c e  p o l ic ie s .  T his d is tr ib u tio n  u s e s  th e  n e t c a sh  

su rren d er v a lu e  of l i f e  in su ra n c e  p o lic ie s  ow ned by consum er u n its

, i  16m  each  c l a s s ,

15
U .S .  D epartm ent of C om m erce, Bureau o f  th e  C e n s u s ,  S ta t is t ic a l  

A bstrac t of th e  U . S . ,  1964 (W ashington: U .S .  G overnm ent Printing
O ffic e , 1964), p .  424 .

16
P ro jec to r and W e is s ,  o p . c i t , ,  p .  147,
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TABLE 2-19

OWNERSHIP OF LIFE INSURANCE EQUITY
19S2

Income C la s s Percen t of Life In su ran ce  
Equity

1 . $ 0 -  2 ,9 9 9 5 .5
2 . 3 ,0 0 0 -  4 ,9 9 9 8 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 15 .6
4 .  7 ,5 0 0 -  9 ,999 1 7 .0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 1 .5
6 .  1 5 ,0 0 0 -2 4 ,9 9 9 1 3 .0
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .5
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 4 .4
9 . 1 0 0 ,0 0 0 -an d  over 6 , 0

TOTAL 1 0 0 .0

8) Dem and D ep o sit O w nership

The p e rcen tag e  ow nersh ip  o f  p e rsonal dem and d e p o s its  shown

in Table 2-20!, i s  b a se d  on  th e  m ean am ount o f  dem and d e p o s its

17ow ned by consum er u n its  in  e a c h  incom e c l a s s .  C la s s if ie d  a s  

pe rso n a l dem and d e p o s it  a c c o u n ts  a re  on ly  th o se  a c c o u n ts  u sed  

so le ly  fo r p e rso n a l a f f a i r s .  A ccounts u sed  p a rtly  for b u s in e s s  and 

p a rtly  fo r p e rso n a l re a so n s  a re  in c lu d ed  in b u s in e s s  e q u ity .

17I b i d . . p .  118.
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TABLE 2 -2 0

OWNERSHIP OF DEMAND DEPOSITS 
1962

Income C la s s
P e rcen tag e  of 

D e p o s its  Owned

1 .  $ 0 - 2 ,999 11 .9
2 . 3 ,0 0 0 -  4 ,9 9 9 7 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 1 2 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 1 1 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 3 .4
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 1 .5
7 .  2 5 ,0 0 0 -4 9 ,9 9 9 9 .9
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 9 .2
9 .  1 0 0 ,0 0 0 -an d  over 1 2 , 6

TOTAL 1 0 0 . 0

8) Socia l In su ran ce  C o n trib u tio n s

The p e rc en ta g e  d is tr ib u tio n  of so c ia l  in s u ra n c e  co n trib u tio n s  in

Table 2 -2 1  i s  o b ta in ed  by using  th e  m ean am ount th a t  consum er u n its

in  e ac h  incom e c la s s  co n trib u ted  to  so c ia l  s e c u r i ty ,  ra ilro a d  r e t i r e -

18
m ent o r  governm en t re tirem en t p ro g ram s. F c r th e  f i r s t  th ree  in ­

com e c l a s s e s  in  2 - 2 1 , th e  mean am ount of co n trib u tio n s  c o n s is t  cf 

a  w e ig h ted  m ean o f  mean c o n tr ib u tio n s , b e c a u s e  more th a n  one BLS 

incom e le v e l  fa l ls  in to  e a c h  o f  th e s e  c la s s e s  (the w e ig h ts  being the  

num ber of consum er u n its  in  the BLS incom e c l a s s e s ) .  Owing to

18U .S .  D epartm ent o f L ab o r, Bureau of Labor S ta t i s t i c s ,  Survey 
of C onsum er E x p en d itu res , 1 9 6 0 -6 1 , o p . c i t . ,  p p . 1 2 -1 3 .
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TABLE 2 -21

SOCIAL INSURANCE CONTRIBUTIONS

Incom e C la s s

P e rcen tag e  of 
Social In su ran ce  

C o n tribu tions

1 . $ 0 -  2 ,9 9 9 4 .6
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .2
3 . 5 ,0 0 0 -  7 ,4 9 9 2 5 .5
4 . 7 ,5 0 0 -  9 ,9 9 9 2 4 .9
5 , 1 0 ,0 0 0 -1 4 ,9 9 9 2 1 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 . 6
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 0 .7
9 . 1 0 0 ,0 0 0 -an d  ov er — 0 *1

TOTAL 1 0 0 . 0

th e  f a c t  th a t  the  BLS's s tu d y  i s  in  term s of a f te r - ta x  incom e c l a s s e s ,  

th e  av erag e  level of b e fo re - ta x  incom e in th e s e  v a rio u s  c la s s e s  i s  

u sed  to  a s s ig n  th e  m ean am ount o f  co n trib u tio n s  to  each  of th e  n ine 

income c la s s e s  in  2 -2 1 . A lso , the m ean am ount of s o c ia l  in su ra n ce  

co n trib u tio n s  is  a ssu m ed  to  b e  the  sam e for e ach  of the  to p  four 

incom e c la s s e s  (but w e ig h ted  by th e  d iffe ren t num ber of consum er 

u n its  in  e a c h ) . T I is  a ssu m p tio n  is  m ade n e c e s s a ry  by  d a ta  l im ita t io n s , 

b u t is  n o t u n re a so n a b le  g iv en  th e  c e ilin g  th a t e x is ts  on co n trib u tio n s  

to  s o c ia l  in su ra n c e  p ro g ram s.

9) E quity  in  R etirem ent P lans

T able  2 -2 2  show s the  p e rc en ta g e  d is tr ib u tio n  o f ow nersh ip  by
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TABLE 2-22

OWNERSHIP OF EQUITY IN RETIREMENT PLANS
1952

Income C la s s P ercen t o f  Equity

1 . $ 0 -  2 ,999 0 . 2
2 . 3 ,0 0 0 -  4 ,9 9 9 4 .3
3 . 5 ,0 0 0 -  7 ,4 9 9 1 8 .1
4 . 7 ,5 0 0 -  9 ,9 9 9 2 2 . 0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 5 .2
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 2 0 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 4 .9
8 . 5 0 ,0 0 0 -9 9  ,999 2 . 2
9 . 1 0 0 , 0 00 -an d  over 1 , 6

TOTAL 1 0 0 , 0

incom e c la s s  of eq u ity  in  p e n s io n  p la n s .  The eq u ity  in v o lv ed  is

19th e  amount th a t  co u ld  h av e  b een  w ithdraw n from re tirem en t p la n s .

10) R ece ip t o f  D isa b il ity  Incom e

Table 2 -23  p re s e n ts  the  d is tr ib u tio n  b y  incom e c la s s  of d is ­

a b ility  in c a n e  re c e iv e d , d e riv ed  from th e  BLS 19.60-61 Survey of

20Consum er E x p en d itu re s . B ecause  th e  incom e c la s s e s  in  the  BLS 

su rv ey  a re  drawm ap in  te rm s of a f te r - ta x  incom e, th e y  a re  not d ire c tly  

com parab le  w ith  th e  incom e c la s s e s  u sed  h e re . In  o rder to  overcom e

P ro jec to r and W e is s ,  o p . c i t . ,  p .  147.

20
O p. c i t . , p p . 2 - 3 ,  1 2 -1 3 .
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TABLE 2 -23

DISTRIBUTION OF DISABILITY INCOME RECEIVED

Incom e C la s s

P ercen t of 
D is a b il i ty  Incom e 

R eceived

1 . $ 0 -  2 ,999 8 . 2
2 . 3 ,0 0 0 -  4 ,9 9 9 10 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 16 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 1 9 .0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 4 .7  ’
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 5 .3
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .8
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 1 .5
9 . 1 0 0 ,0 0 0 -an d  over __ 0 . 8

TOTAL 1 0 0 . 0

th is  d iff ic u lty  the  av e rag e  le v e l of b e fo re - ta x  incom e in  e ac h  BLS 

incom e c la s s  w as  u s e d  in  lin k in g  our incom e c la s s e s  to  th e  c la s s e s  

in  th e  BLS su rv e y . Fcr th e  f i r s t  th re e  incom e c la s s e s  in  Table 2-23,  

th is  m eant th a t  m ore th a n  one BLS incom e l evel and a s s o c ia te d  m ean 

am ount o f d is a b i l i ty  incom e fe ll  in to  each  c l a s s .  The mean v a lu e  of 

d is a b i l i ty  incom e th a t  w a s  u se d  for th e s e  f ir s t  th re e  c la s s e s  w as th e re ­

fore a  w eigh ted  m ean of th e s e  d iffe ren t mean v a lu e s .  Each of th e  m ean 

v a lu e s  fa llin g  in to  th e  f i r s t  th re e  c la s s e s  w a s  w e ig h ted  by th e  num ber 

of consum er u n its  in  th e  BLS c la s s  from w hich  i t  cam e . In addi­

t io n ,  d a ta  lim ita tio n s  req u ired  th e  a ssu m p tio n  th a t  th e  top  four 

incom e c la s s e s  in  T able 2 -2 3  re c e iv e d  the  sam e mean am ount of 

d is a b i l i ty  incom e p e r consum er u n i t .  T his i s  p robab ly  not too  far
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off th e  m ark in  lig h t o f th e  ce ilin g  th a t  g e n e ra lly  e x i s t s  on such 

p a y m en ts . Rem em ber, to o , th a t  th e  r e la t iv e ly  sm all num ber of 

consum er u n its  in th e  to p  four c la s s e s  (se e  Table 2 -3 ) ,  and hence  

th e  sm all w e ig h t givan th e se  c la s s e s  in  th e  c o n s tru c tio n  of the  in ­

d e x , m in im izes any  p o s s ib le  d is to rtio n  re su ltin g  from th is  a ssu m p ­

tio n . The p rocedure  ju s t o u tlin ed  for handling th e  re c e ip t of d is ­

a b il i ty  incom e from th e  BLS su rvey  i s  th e  same a s  th a t em ployed 

in  th e  c o n s tru c tio n  of th e  index  of S ocia l In su ran ce  B enefits  (Table 

2 -5 ) and th e  S oc ia l In su ran ce  C o n trib u tio n s  in d ex  (Table 2 -2 1 ) .

11) W ealth  O w nership

The d e fin itio n  c£ w ea lth  u se d  in c o n s tru c tin g  Table 2 -24  in ­

c lu d es  eq u ity  in  h o m e s , b u s in e s s e s  and  p ro fe s s io n s , p u b lic ly  trad ed  

s to c k , re a l e s ta te  (o ther th an  hom es or p roperty  ow ned in  co n n ec tio n  

w ith  a  b u s in e s s  o r p ro fe s s io n ) ,  and b u s in e s s e s  ow ned bu t n o t m anaged 

(c lo s e ly -h e ld  co rp o ra tio n s  and p a rtn e rsh ip s ) ; p lu s  hom e m ortgage and
ry  I

re a l e s ta te  d eb t (a ll from P ro jec to r and W e is s ) . The reaso n  for 

in c lu d in g  th e  l a s t  two item s in  th is  d e fin itio n  of w ea lth  is  th a t an 

in d ex  of d is tr ib u tio n  w as n eed ed  to  a llo c a te  th e  b e n e f its  a ttr ib u te d  

to  p o licy h o ld e rs  of p ro p erty  and c a s u a lty  in su ra n ce  c o m p an ie s , and 

peo p le  g e n e ra lly  in su re  the g ro s s  v a lue  of th e ir  p ro p e rty . D ebt 

a g a in s t  o th e r  forms of w e a lth  cou ld  have  been in c lu d e d , b u t w as

21C p.dtj,, p p . 110 , 119 , 130.
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TABLE 2-24

DISTRIBUTION OF WEALTH OWNERSHIP 
1962

Incom e C la s s P ercen t o f  W ealth

1 . $ 0 - 2 ,9 9 9 8 .5
2 . 3 ,0 0 0 -  4 ,9 9 9 8 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 1 3 .0
4 . 7 ,5 0 0 -  9 ,9 9 9 14 .9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 4 .4
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .4
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 9 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 9 .1
9 . 1 0 0 , 0 00 -a n d  over 12 f 5

TOTAL 1 0 0 . 0

om itted  b e c a u se  i t  is  much l e s s  im portan t a  p roportion  o f th e  to ta l 

v a lu e  o f o ther w ea lth  i te m s .

12) Value of A utom obiles Owned

Table 2 -2 5  show s th e  p e rc en ta g e  d is tr ib u tio n  o f th e  g ro ss  v a lu e  

o f au to m o b iles  u s e d  for p e rso n a l p u rp o se s  o n ly . Any p a rt of th e  use 

of the au tom obile  for b u s in e s s  p u rp o se s  is  ex c lu d ed  (as a re  au tom o­

b ile s  u se d  e n tire ly  for b u s in e s s  p u rp o ses). G ross v a lu e  c o n s is ts  o f

22cu rren t (D ecem ber 3 1 , 1962) m arket v a lu e .

22 I b i d . . p p . 110 , 130 .
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TABLE 2-25

DISTRIBUTION OF VALUE CF AUTOMOBILES OWNED
195 2

Income C la s s Percent of Value Owned

1 . $ 0 -  2 ,9 9 9 6 . 6
2 . 3 ,0 0 0 -  4 ,9 9 9 1 2 . 6
3 . 5 ,0 0 0 -  7 ,4 9 9 2 2 . 0
4 , 7 ,5 0 0 -  9 ,9 9 9 2 3 .3
5 . 1 0 ,0 0 0 -  9 ,9 9 9 2 1 . 6
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 0 . 8
9 . 1 0 0 , 000 -an d  over 0 . 8

TOTAL 1 0 0 . 0

13) T ru st O w nership

Trust ow nersh ip  c o n s is ts  o f an  in te r e s t  in  a s s e t s  he ld  in  

23b e n e f ic ia l t r u s t .  T rusts  in  w hich  a  perso n  had only  incom e rig h ts  

a re  not in c lu d e d .

23
Ib i d . ,  p ,  113*
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TABLE 2-26

OWNERSHIP OF BENEFICIAL TRUSTS 
1962

Incom e C la s s  P ercen t of Value Owned

1 .  $ 0 -  2 ,9 9 9  0 .7
3 .0 0 0 -  4 ,9 9 9  0 .1
5 .0 0 0 -  7 ,4 9 9  2 4 .1
7 ,5 0 0 -  9 ,9 9 9  1 .8

5 . 1 0 ,0 0 0 -1 4 ,9 9 9  2 .4
6 .  1 5 ,0 0 0 -2 4 ,9 9 9  8 . 6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9  4 5 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9  4 .6
9 .  1 0 0 ,0 0 0 -an d  over 1 2 .3

TOTAL 10 0 .0
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ALLOCATION OF THE INTEREST BENEFITS



CHAPTER i n

COMMERCIAL BANKS

The a llo c a tio n  among in co m e c la s s e s  of th e  in te r e s t  from 

U .S . G overnm ent s e c u r it ie s  re c e iv e d  by  the  com m ercial banks in 

1962 r a is e s  some of th e  th o rn ie s t  i s s u e s  to  b e  d is c u s s e d  in th is  

study.'*’ An e s tim a ted  $ 2 ,1 3 9  m illio n  w as earn ed  by  com m ercial 

ban k s on th e ir  ho ld ings of F ed era l S e c u ritie s  in 1962. This e s t i ­

m ate i s  c a lc u la te d  a s  fo llo w s: in su re d  (by th e  FDIC) com m ercial

b an k s earn ed  $ 2 ,0 9 3  m illio n , a  ra te  o f re tu rn  on  th e ir  h o ld in g s  o f 

2
3 .1 7  p e rc e n t .  D uring the  sam e tim e  p e r io d , un in su red  com m ercial

3
banks ow ned $587 m illion  in  U .S .  S e c u r i t ie s .  I f  i t  i s  assu m ed  

th a t  u n in su red  com m ercial ban k s ea rn ed  th e  sam e r a te  of re tu rn  on 

th e ir  governm ent s e c u r i t i e s ,  th en  $ 1 8 .7  m illion  in F ed e ra l in te re s t  

can  be  im puted to  the u n in su red  com m ercial b a n k s .  In a d d itio n ,

^Com m ercial ban k s a re  th e  la r g e s t  ho lders  of fe d e ra l d e b t ,  ow nipg 
abou t tw e n ty -tw o  percen t o f the to ta l  ou ts tan d in g  in  1952. This i s  a 
d e c lin e  from th e  th ir ty - th re e  percen t th ey  he ld  in  1945.

2
F ed era l D ep o sit In su ra n ce  C o rp o ra tio n , Annual Report fo r 1 9 6 2 , 

(W ashing ton : U .S . G overnm ent P rin ting  O ffice , 1963), p .  7 4 .
3

I b i d . , p .  122.

55
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n in e ty -n in e  p e rc e n t of the F edera l R eserve  B anks ' incom e i s  d e riv ed  

from th e ir  h o ld in g s  o f T reasury  i s s u e s .^  It is  th e re fo re  n e c e s s a ry  

to  .include a s  p a rt of th e  b e n e f it  from F edera l in te re s t  a cc ru in g  to 

com m ercial banks the $27 m illion  p a id  to  member banks a s  a  s ta tu ­

to ry  s ix  percen t re tu rn  on the F ed era l R eserve  Stock th a t  th ey  o w n .^  

T hese th ree  am ounts of in te r e s t  to ta l up to  $2 ,139  m illion  e s tim a te  

g iv en  a b o v e .

A m ethod is  n eeded  for determ in ing  to  whom th e  b e n e f its  of 

th is  more than  tw o b illio n  d o lla rs  in  F ed era l in te re s t  re c e iv e d  by 

th e  com m ercial b an k s  in  1962 a c c ru e d . Any a ttem p t to  tra c e  th e  

flow  o f  Fedex-al in te re s t  paym ents through th e  com m ercial b an k s  fa c e s  

two fundam ental p ro b lem s. The f i r s t  is  one of th e  in te rn a l a l lo c a ­

tion  of the  in te re s t  th a t  com m ercial b an k s re c e iv e  among th e  th ree  

ban k in g  fu n c tio n s  th a t  p ro v id e  th e  funds w ith  w h ich  incom e earn ing  

a s s e ts  a re  p u rc h a se d , v i z . ,  dem and d e p o s i t s ,  tim e d e p o s its  and 

bank  c a p i ta l .  The seco n d  problem  is  to d e te rm in e , w ith in  e ac h  of 

th e s e  th re e  fu n c tio n s , th e  d isp o s it io n  of th e  in te re s t  be tw een  d e -
g

p o s ito rs  and bank  o w n e rs .

4 5
Fe d e ra l R eserve  B u lle tin , F ebruary  1963, p . 264 . Ib id .

g
In exam ining  th e  flow o f  U .S . in te re s t  through the  com m ercial 

b a n k s , n o  u s e  is  m ade o f  the  n a tio n a l incom e a cc o u n ts  e s tim a te  of 
im p lic it in te r e s t  p a id  t o  bank d e p o s ito rs .  This is  b e c a u s e  th e  e s t i ­
m ate  d o e s  n o t in d ic a te  w hat proportion  o f  th e  im p lic it in te r e s t  is  
a ttr ib u ta b le  to  U .S . In te re s t .  N or d oes i t  in d ic a te  the a llo c a tio n  
be tw een  dem and d e p o s its  and tim e d e p o s i t s ,  or a llow  for an y  p ro fit. 
Of c o u r s e ,  no accoun t i s  ta k en  in  th e  e s tim a te  o f e x p lic it  in te re s t
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O nce the  am ount of in te r e s t  a ttr ib u ta b le  to  d e p o s ito rs  and 

bank s to ck h o ld e rs  h a s  been  d e te rm in e d , i t  m ust b e  a llo c a te d  among 

the incom e c la s s e s .

Functional A llocation  of U .S . In te re s t

F unctiona l C o s t s tu d ie s  d e s ig n e d  to a n a ly z e  th e  incom e and

e x p en se  of each  com m ercial bank fu n c tio n  have  b e e n  p repared  for
7

a  num ber of y ea rs  by  se v e ra l of th e  F edera l R eserve B anks. The 

fo llow ing a ttem p t to  d is tr ib u te  the  F ed era l in te re s t  re c e iv e d  by com ­

m ercial b an k s  draw s h e a v ily  on p ro ced u res  and d a ta  ta k e n  from th e se  

c o s t  s tu d ie s .

6 (C ontinued)
on tim e d e p o s i t s .  F in a lly , th e  e s tim a te  i s  n o t re s tr ic te d  to  com m er­
c ia l  b a n k s , bu t in c lu d e s  a ll  f in a n c ia l in s ti tu tio n s  (ex cep t in su ra n ce  
c o m p an ies). See: U .S .  D epartm ent of C om m erce, Survey of C urrent
Bu s in e s s (July , 1964), p . 18.

7
The c o s t  s tu d ie s  u se d  h e re  are a s  fo llow s: F ed era l R eserve

Bank o f B o sto n , F u n c tio n a l C o s t A n a ly s is , C om parative  Study 70 
Banks 1962-1961 ; F unctional C o st A n a ly s is . 84 New England Banks 
1 9 6 4 -1 9 6 3 , F unctional C o s t A n a ly sis  C om parative  Study 86 New 
England Banks 195 5-1964: F edera l R eserv e  Bank of New York, 1962 
N et E arn ings E ffect o f  C o s t of M oney on Earnings After T axes (91 
b a n k s ) , F unc tiona l C o s t A n a ly sis  1963-1964 C om parative  Study 66 
Second D is tr ic t Banks w ith  D e p o s its  under $50 m il l io n ,F u n c tio n a l 
C o s t A n a ly s is . 171 Bank C om parative  Study D e p o s its  up to  $50 
uhillion 1965-1964 (no F ed era l R eserve Bank g iv e n ) , the  1964-55 
com parative  d a ta  covers  171 b an k s  in  th e  New York, Boston and 
P h ilad e lp h ia  R eserve  d i s t r i c t ,  1955 d a ta  from 581 ban k s in  eigh t 
F edera l R eserve d is t r ic ts ;  F u n c tio n a l C o s t A n a ly sis  C om parative 
Study 146 Banks 1954-196 (no R eserve  bank  so u rce  g iv e n ), c o v e rs  
146 b an k s in  B oston and N .Y . R eserve  d is t r ic ts  in 1963-54 com­
p a ra tiv e  s tu d y  and 1954 d a ta  for 216 banks in B o sto n , N .Y . and 
P h ilad e lp h ia  R eserve d is t r ic ts ;  F ed era l R eserve Bank of C le v e la n d , 
1965 F u n c tio n a l C o s t A n a ly sis  A verage Study o f 62 Banks w ith  
D ep o sts  under $50 m ill io n . All o f th e  p reced in g  s tu d ie s  d e a l w ith
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In o rder to  determ ine the  am ount of Federa l in te re s t  a ttr ib u ta b le  

to  the  dem and d e p o s it  fu n c tio n , for ex am p le , i t  i s  n e c e s sa ry  to  know 

th e  com position  of th e  a s s e t  po rtfo lio  acq u ired  w ith  dem and d e p o s i ts .  

H ow ever, i t  is  u n lik e ly  tha t b an k ers  s e g re g a te  fu n d s  a s  th e y  flo w  in to  

th e ir  b an k s and  th en  earm ark  a s s e t s  a cq u ired  acco rd in g  to  w h e th er 

th e y  are  p u rc h a se d  w ith  dem and d e p o s i ts ,  tim e d e p o s its  or c a p ita l 

fu n d s . This i s  n o t to  d en y  th a t th e  o v era ll p roportion  of funds from 

e ach  o f th e s e  th re e  so u rc e s  in f lu e n c e s  th e  a s s e t  mix of a  b a n k . The 

po in t i s  m ere ly  th a t it i s  d if f ic u lt  to  assu m e (or to  m ake such  an  a s ­

sum ption o pera tional) th a t  sp e c if ic  a s s e t s  a re  acq u ired  w ith  funds
g

derived  from sp e c if ic  bank  o p e ra tio n s . The a llo c a tio n  of l e s s

banks w ith  to ta l  d e p o s its  under $50 m illio n . The n ex t th re e  s tu d ie s  
d ea l w ith ban k s w hose  d e p o s its  w ere  o v e r  $50 m illio n . F edera l Re­
serv e  Bank of New York, F unctiona l C o st A n a ly sis  1963-1964 C om para­
tiv e  Study 34 Banks w ith  D e p o s its  over $50 m illion; F unctiona l C o st 
A n a ly sis  61 Banks C om parative  Study 1965-1964 (no R eserve bank 
so u rce  g iv e n , in c lu d e s  d a ta  fo r 1965 from 176 ban k s in e ig h t d is tr ic ts  
and 1964-65 com parative  d a ta  for 61 banks in  th e  B oston , N.Y„ and  
P h ilad e lp h ia  R eserve D is tr ic ts ) ;  F u n c tio n a l C o s t A n a ly sis  1956 Average 
of 1022 Banks in  E leven D is t r i c t s , 744 w ith  D e p o sits  up to  $50 
m illio n , 198 w ith  D e p o s its  B etw een $50 and $200 m illion  and 68 w ith  
D ep o sits  over $200 m illion  (no R eserve  Bank so u rce  g iv en ). All of 
th e s e  s tu d ie s  c o n s is t  of non-random  sa m p le s . A com parative  s tudy  
re fe rs  to  the  fa c t  th a t  th e  sam e b an k s  are exam ined  in  tw o d ifferen t 
y e a r s .

8
I t i s  p o s s ib le  to  argue th a t  su ch  illiq u id  a s s e t s  a s  re a l e s ta te  

m ortages sh o u ld  b e  a s s ig n e d  to ta lly  to  th e  tim e d e p o s it  fu n c tio n .
See: Howard D . C ro s s e ,  M anagem ent P o lic ie s  for Com m ercial Banks
(Englewood C liffs : P re n tic e -H a ll , 1962), p ,  144 , who is  one of th e
p io n eers  of th e  F unctional C o s t A n a ly sis  s tu d ie s  and who .u s e s  th e  
"pool of fu n d s"  te ch n iq u e  u t i l iz e d  in  th e  p re se n t s tu d y . He a lso  
n o te s  th a t  tim e d e p o s its  a re  n o t a s  s ta b le  a s  som etim es th o u g h t, 
e . g .  during  th e  G reat D e p re s s io n  m any of th e  banking sy s te m 's
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liq u id  a s s e ts  to  th e  tim e  d e p o s it  fu n c tio n  (se e  n . 8) w ould  r a is e  

th e  incom e a ttr ib u ta b le  to  th a t fu n c tio n , a s  com pared to  th e  "pool 

of funds"  te ch n iq u e  of a s s e t  a llo c a tio n  th a t w ill  be em p lo y ed , b e ­

c a u se  of the  h igher ra te  of re tu rn  o n  le s s  liq u id  a s s e t s .  In f a c t ,  

th e  h igher in co m e  m ay lead  ban k ers  to  b e lie v e  th a t th e  tim e d e p o s it 

fu n c tio n  i s  p ro fitab le  w hen a  pool of funds a llo c a tio n  w ould in d ic a te  

a l o s s .

The F edera l R e s a 'v e 's  F unctiona l C o st A nalysis  (FCA) ap p ro ach es  

th e  problem  of a s s e t  a llo c a tio n  am ong the  th ree  bank  fu n c tio n s  b y  a s ­

sum ing th a t a s s e t s  (such  a s  U .S .  G overnm ent i s s u e s ,  w h ich  is  w hat 

in te re s ts  us in  th e  p re sen t s itu a tio n ) a re  acq u ired  ou t o f a common

pool o f  fu n d s , com posed  of dem and d e p o s its  and  tim e d e p o s its  ( le s s
9

re se rv e s )  and n e t  c a p ita l (defined  b e lo w ). The re la tiv e  a s s e t  com po­

s itio n  of th e  p o rtfo lio  acq u ired  w ith  dem and d e p o s i t s ,  tim e  d e p o s its  

and c ap ita l funds is  the  sam e , and equal to  th e  r e la t iv e  com position  

of th e  b a n k 's  e n tire  p o rtfo lio . The pool of funds assu m p tio n  a ls o  

im p lie s  th a t  th e  p roportion  of U .S . S ecu ritie s  c o n ta in ed  in  th e  p o rt-

8 (C ontinued)
tro u b les  a ro se  from tim e d e p o s it  w ith d ra w a ls . Low er re s e rv e  re q u ire ­
m ents a g a in s t  tim e d e p o s its  n e c e s s i ta te  a la rg e r am ount of a s s e t  
liq u id a tio n  th a n  w ould an  e q u iv a len t w ithd raw al of dem and d e p o s its ; 
h e n c e , the need  for some liq u id  a s s e t s  in  th e  tim e d e p o s it p o rtfo lio .

g
A d e sc rip tio n  of th e  pool of funds m ethod of a s s e t  a llo c a tio n  is  

co n ta in ed  in a  m im eographed le t te r  from th e  F ederal R eserve Bank of 
B oston , d a ted  June 1 5 , 1967, a s  w ell as  in  a  p e rso n al le t te r  from 
T. G . M o rss , sen io r sy stem s a n a ly s t  a t th e  B oston B ank, d a ted  
June 2 9 , 1967. A b rie fe r  d e sc r ip tio n  a l s o  a p p ea rs  in  each  of the  
F unctional C o s t S tud ies  c ite d  in  n . 5 .
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fo lio  of e a c h  bank fu n c tion  is  th e  sam e— and eq u al to  th e  p ropor­

tio n  in  th e  e n tire  p o rtfo lio  of th e  b a n k . W hat fo llow s is  a d e ta i le d  

d e sc r ip tio n  of th e  a s s e t  a llo c a tio n  p ro ced u re  em ployed in  th e  F unctiona l 

C o st s tu d ie s .  This p ro ced u re  is  th en  ap p lied  in  som ew hat m odified 

form to  d a ta  fo r the com m ercial ban k in g  sy s te m  in 1962 .

The pool of funds te ch n iq u e  is  m ade o p e ra tio n a l b y  f i r s t  d e te r ­

m ining the  am ount of p o rtfo lio  funds p ro v id ed  by each  b an k  fu n c tio n . 

The portfo lio  funds a re  de riv ed  from dem and and tim e  d e p o s i t s ,  p lu s 

c ap ita l funds; b u t ,  not a ll of c a p ita l  is  a v a ila b le  fo r  a s s e t  a c q u is i­

t io n ,  and le g a l re s e rv e s  an d  w orking c a s h  req u irem en ts  p rev en t a ll 

d e p o s its  from b e in g  u sed  to  acq u ire  a s s e t s .  That p a rt of c ap ita l 

funds a v a ila b le  to  p u rc h a se  in co m e earn ing  a s s e t s  i s  c a l le d  Wet 

C ap ita l and is  d e fin ed  (using  b a la n c e  sh e e t inform ation) a s  " to ta l 

c a p ita l  fu n d s"  p lu s  "borrow ing and o ther l i a b i l i t i e s , 11 l e s s  "a ll o ther 

a s s e t s . "  The am ount of tim e d e p o s its  u s e d  to  acq u ire  p o rtfo lio  a s s e t s  

i s  c a lc u la te d  b y  su b trac tin g  from th e  to ta l  am ount of tim e d e p o s its  

o u ts tan d in g  an amount of prim ary  re s e rv e s  ("cash  and due from b an k s"  

on th e  b a la n c e  sh ee t) eq u a l to  s ix  percen t o f th e  to ta l am ount of 

tim e d e p o s i t s .  That i s ,  n in e ty -fo u r p e rc en t o f  tim e d e p o s its  i s  a s ­

sum ed to  be  u sed  to  a cq u ire  a s s e t s ,  th e  r e s t  i s  le g a l and w orking 

r e s e rv e s .  W hat rem ain s  of prim ary re s e rv e s  a fte r th e  above  d e d u c ­

tio n  is  su b tra c te d  from th e  to ta l am ount of dem and d e p o s its  o u ts ta n d ­

ing in  order to  a rriv e  a t  th e  am ount of dem and d e p o s it funds a v a il­

a b le  for a s s e t  a c q u is i t io n , c a lle d  th e  dem and d e p o s it p o rtfo lio .



The sum of net. c a p i ta l ,  tim e d e p o s it  p o rtfo lio  and dem and d e p o s it  

po rtfo lio  is  th e  to ta l po rtfo lio  funds o f th e  b an k  (or ban k in g  sy s tem  

in  th is  c a s e ) .  The n e t incom e from th is  p o rtfo lio  (g ro ss  incom e 

l e s s  the  c o s ts  o f  acq u irin g  and m ain ta in in g  th e  portfo lio ) i s  appo r­

tio n ed  am ong th e  dem and d e p o s i t ,  tim e  d e p o s it  and n e t  c a p ita l 

fu n c tio n s  a cc o rd in g  t o  th e  p roportion  th a t  each  is  of to ta l po rtfo lio  

fu n d s . U sing  th e  pool of funds a ssu m p tio n , the  net (of p o rtfo lio  ex­

pense) U .S . In te re s t  i s  d is tr ib u te d  am ong th e  bank fu n c tio n s  in the  

sam e w ay a s  i s  a ll  p o rtfo lio  in co m e , v i z . ,  acco rd in g  to  th e  re la tiv e  

proportion  of dem and d e p o s i t s ,  tim e d e p o s its  and net c a p i ta l .

In o rder to  f a c i l i ta te  th e  a n a ly s is  o f  th e  com m ercial bank ing
J

s y s te m , a  d e d u c tio n  from U .S .  In te re s t fo r p o rtfo lio  e x p e n se  is  made 

below ; b u t i t  i s  la te r  added  b a c k  to th e  am ount of in te re s t  a ttr ib u te d  

to e ac h  b an k  fu n c tio n , in  a cc o rd a n ce  w ith our assu m p tio n  th a t  th e  

re c ip ie n ts  o f n e t in te r e s t  b e n e f it  from any  p o rtfo lio  e x p e n se s  in ­

c u rre d . The re a so n  fcr th is  som ew hat aw kw ard p rocedure  is  th a t 

the  a n a ly s is  of bank e x p e n se s  is  ca rried  o u t in  te rm s of p o rtfo lio  

incom e n e t of e x p e n se , so th e  trea tm en t of th a t  p a rt of bank  incom e 

d e riv a b le  from fed e ra l s e c u r i t ie s  m ust a lso  be  net o f po rtfo lio  e x ­

p e n s e . F unctional C o s t A n a ly sis  d a ta  in d ic a te  th a t about tw en ty  

p e rcen t of g ro ss  p o rtfo lio  incom e i s  consum ed as portfo lio
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e x p e n s e .* ^  The c o s t  s tu d ie s  a lso  in d ic a te  th a t  5 .5  p e rc en t of 

p o rtfo lio  ex p en se  is  incu rred  in  m ain ta in ing  and acqu iring  th e  in ­

v e s tm e n t portfo lio  (w hich c c n s is t s  of s to c k s , bonds and o ther m ar­

k e ta b le  i s s u e s ) .  The rem ain ing  9 4 .5  p ercen t of p o rtfo lio  ex p en se  

re p re se n ts  loan  e x p e n s e .* *  In a d d itio n , during 1962 abou t sev en ty

p e rcen t of th e  in vestm en t portfo lio  of com m ercial banks c o n s is te d

12
of U .S .  S e c u r i t ie s .  If it  i s  a ssu m ed  th a t  s ev e n ty  p e rc en t of th e  

5 .5  p e rcen t is  th e  in v e s tm en t p o rtfo lio  e x p en se  due to  F edera l 

s e c u r i t i e s ,  th e n  3 .8 5  percen t of to ta l  portfo lio  e x p en se  in cu rred  by 

com m ercial b a n k s ,  o r $82 m illion  (See T able  3 -1 ) , is  ch a rg eab le

See the  S ources and  D is tr ib u tio n  of Incom e sec tio n  of th e  co st 
s tu d ie s  c ite d  in  n .  7 a b o v e . All o f  th e s e  s tu d ie s  excep t the  com ­
p re h e n s iv e  one for 1956 in d ic a te d  ab o u t th e  sam e p roportion  of g ross  
portfo lio  incom e ta k e n  a s  p o rtfo lio  e x p e n se . The p e rcen tag e  in th e  
1966 s tu d y  is  lo w er, ab o u t fou rteen  p a~ cen t. No ap p aren t e x p la n a ­
tio n  for th is  much lo w er p e rc e n ta g e  can  be o ffe rred  except th a t  
p e rh ap s  banks h ave  becom e m ore e f f ic ie n t.

**This i s  an  a v e ra g e  o f  th e  p e rc e n ta g e s  from th e  tw o 1952 c o s t  
s tu d ie s  c ite d  in  n .  7 .  T hese  two s tu d ie s  each* d ea l w ith  b an k s  
w hose  to ta l d e p o s its  w e re  under $50 m illio n . E stim a tes  de riv ed  
from th e m , w h ile  p robab ly  s u b je c t  to  e rro r due to  th e  non-random  
n atu re  of th e  s a m p le s ,  are u se fu l b e c a u se  an  ex am in a tio n  of c o s t  
s tu d ie s  £d>r la te r  y e a rs  rev ea l l i t t l e  d iffe re n c e s  in  th e  proportion  of 
portfo lio  ex p en se  th a t  is  lo a n  e x p e n s e . The co m prehensive  1966 
c o s t  s tu d y  in d ic a te s  th a t  n in e ty  pe rcen t of po rtfo lio  e x p en se  i s  loan 
e x p e n s e — for a ll  s iz e  b a n k s .  All th e  o th e r s tu d ie s  in d ic a te  about 
th e  sam e ra tio  o f loan  e x p en se  to to ta l  p o rtfo lio  e x p e n se . It should  
b e  p o in ted  o u t th a t  w h e th er a  fig u re  of n in e ty  <x n in e ty -f iv e  p e rc en t 
i s  u s e d ,  the im p ac t on the f in a l r e s u l t s  of th is  s tu d y  w ill be only  
on th e  a b so lu te  am ount of in te re s t  d is tr ib u te d . The re la tiv e  d is t r i ­
b u tio n  among incom e c la s s e s  w ill b e  u n a ffe c te d . The sam e ho lds 
true  fo r  the  percen t of g ro s s  p o rtfo lio  incom e th a t  i s  consum ed  a s  
p o rtfo lio  e x p e n se .

*^FDIC ' Annual Report for 1 9 6 2 , o p . c i t . , p p . 134 , 150.
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to in te re s t  from U .S . S e c u r it ie s . A fter m aking th is  d ed u ctio n  fo r 

portfo lio  ex p en se  from g ro s s  U .S . in te r e s t ,  th e  re su ltin g  am ount of 

n e t in te r e s t  in co m e i s  d is tr ib u te d  am ong th e  th re e  ban . fu nc tions 

accord ing  to  the p roportion  of to ta l  portfo lio  a ttr ib u ta b le  to  e a c h .

All of th e  s te p s  o u tlin e d  above  a re  ap p lied  to  ag g reg ate  d a ta  

for the  com m ercial ban k in g  sy stem  in 1962 and p re s e n te d  in T able 3-1. 

C om m ercial b an k s w ith  l e s s  th an  $50 m illion  in  d e p o s its  a re  d e a l t  

w ith  s e p a ra te ly  from th o se  w ith  more th an  $50 m illion  in  d e p o s its  

in  order to  f a c i l i ta te  la te r  u se  of th e  F unctional C o s t A n a ly se s .

N ote th a t  the  to ta l am ount o f  n e t  in te re s t  from U .S . S e c u ritie s  

a l lo c a te d  in Table 3 - 1 ,  $ 2 ,0 3 0  m illio n , i s  l e s s  th an  the $2 ,1 3 9  

m illion  e s tim a te d  above to  h av e  b een  re c e iv e d  by com m ercial ban k s 

in  1962. This is  b e c a u s e  no acco u n t h a s  y e t been  ta k en  o f the $27 

m illion in F ederal R eserve  d iv id en d s  re c e iv e d  b y  com m ercial b a n k s , 

and b e c a u se  th e  am ount show n i s  n e t  of $82 m illion  in  portfo lio  

e x p e n se .

The am ount of n e t  fe d e ra l in te re s t  c re d ited  to  e a c h  bank fu n c ­

tio n  in T able 3 -1  m ust now be  d is tr ib u te d  am ong bank  d e p o s ito rs , 

and  bank o w n e rs . A fter th is  h a s  b een  a c c o m p lish e d , th e  am ount 

c re d ited  to th e s e  tw o c a te g o r ie s  m ust be  d is tr ib u te d  among th e  in ­

come c l a s s e s .  Banks c o s ts  w ill b e  the  b a s is  for de term in ing  how 

much of the  U .S .  In te re s t  re c e iv e d  by com m ercial b an k s  is  ch an n e led  

to  d e p o s ito rs  in  th e  form of in te re s t  (inc lud ing  im p lic it in te re s t  in  

th e  form of s e rv ic e s  perform ed free  of c h a rg e ) , and how much remains



TABLE 3-1

FUNCTIONAL ALLOCATION OF FEDERAL INTEREST 
RECEIVED BY COMMERCIAL BANKS IN 1952 

(Amounts in  M illions)

Bank S ize (Total D ep o sits)
U nder $50 M il. P ercen t O ver $50 M il. P e rcen t TOTAL

G ross Portfolio  Incom e $ 3 ,5 3 5 .9  $ 6 ,9 7 4 .1  $ 1 0 ,5 1 0 ,0
L ess: 20 Percen t Portfo lio  E xpense 7 0 7 .2  1 ,3 9 4 .8  _2 ,102,^0

N et Portfo lio  Incom e $ 2 ,8 2 8 .7  $ 5 ,5 7 9 .3  $ 8 ,4 0 3 .0
I

F unctional Portfolio
Demand D e p o s its  $ 3 4 ,3 4 5 .8  4 7 .7  $ 7 5 ,3 4 7 .7  5 1 .6  $ 1 0 9 ,6 9 3 .5
Time D e p o s its  3 0 ,6 2 0 .8  4 2 .6  5 3 ,4 7 1 .4  3 5 .6  8 4 ,0 9 2 .2
N et C ap ita l 6 ,9 6 6 .6  9 .7  1 7 .2 1 3 .8  _11.8  2 4 ,1 8 0 .4

Total P ortfo lio  Funds $ 7 1 ,9 3 3 .2  1 0 0 .0  $ 1 4 6 ,0 3 2 .0  1 0 0 ,0  $ 2 1 7 ,9 6 6 .1\

F unctional A llocation  of N et Incom e
Demand D ep o sits  $ 1 ,3 5 0 .8  4 7 .7  $ 2 ,8 7 8 .8  5 1 .6  $ 9 3 1 .4
Time D e p o s its  1 ,2 0 4 .1  4 2 .6  2W042„9 35 ,6  3 ,2 4 7 .0
N et C ap ita l 2 7 3 .8  9 .7  65 7 .6  1 1 .8  4 ,229 .t..6

Total N e t Portfo lio  Incom e $ 2 ,8 2 8 ,7  1 0 0 .0  $ 5 ,5 7 9 .3  1 0 0 .0  $ 8 ,4 0 8 .0

U .S . In te re s t Incom e
G ross U .S . In te re s t R ecieved $850 .9  $ 1 ,2 6 1 .1  $ 2 ,1 1 2 .0
L ess: Portfo lio  E xpense E stim ated  2 8 .3  5 3 .7  8 2 .0

N et U .S . In te re s t  $822 .6  $ 1 ,2 0 7 .4  $ 2 ,0 3 0 .0



TABLE 3-1 (Continued)

Bank S ize (Total D ep o sits )
U nder $50 M il. P ercen t O ver $50 M il. P ercen t TOTAL

F unctiona l A llocation  of U .
In te re s t 

Demand D ep o sits

S.

$392 .9 4 7 .7 $622 .9 51 .6 $ 1 ,0 1 5 .8
Time D ep o sits 3 5 0 .2 4 2 .6 4 4 2 .1 3 5 .6 7 9 2 .3
N et C ap ita l 7 9 .6 9 .7 142 .3 11 .8 221 .9

Total U .S . In te re s t $822 .7 100 .0 $ 1 ,2 0 7 .3 100 .0 $ 2 ,0 3 0 .0

N otes: G ross U .S .  In te re s t  re c e iv e d  of $ 2 ,1 1 2 .0  sho w n , p lus the  $27 m illion  in F edera l R eserve 
d iv id en d s paid  to com m ercial banks in  1962 y ie ld s  the  $2 ,139  m illion  in  fe d e ra l in te re s t  e s tim a ted  
to  have been  earn ed  by  com m ercial b a n k s . The $2 ,1 1 2  m illion  in c lu d e s  $33 .1  m illion  in  fed era l 
in te re s t  e s tim a ted  to  have  been  re c e iv e d  by  u n in su red  com m ercial b an k s and banks th a t  opera ted  
l e s s  th an  a fu ll y e a r (and w ere  in su re d ) , a ll  of w hich  i s  a ttr ib u te d  to banks w ith  d e p o s its  under 
$50 m illio n .

2
The p o rtfo lio  ex p en se  d ed u ctio n  a g a in s t  U .S . In te re s t  c o n s is ts  of 3 .8 5  percen t of the  to ta l 

p o rtfo lio  e x p en se s  o f com m ercial b an k s shown in  3 - 1 ,  w hich is  the  frac tio n  e s tim a te d  to  b e  a t ­
tr ib u tab le  to  th e  U .S . S ecu ritie s  p o rtfo lio . In a d d it io n , an  e x tra  $ 1 .1  m illion  in  portfo lio  ex p en se  
i s  added to th e  am ount a ttr ib u te d  to  b a n k s  w ith  d e p o s its  u n d e r $50 m illio n , in  o rder to  a rriv e  a t  
th e  $28 .3  m illion  shown fo r th e s e  b an k s  in 3 -1 .  This $ 1 .1  m illion  is  th e  am ount of p o rtfo lio  
ex p en se  ch arg eab le  a g a in s t  th e  U .S . In te re s t  earned  by u n in su red  com m ercial banks and banks 
opera ting  le s s  th an  a  fu ll y e a r , w hich is  inc luded  in th e  under $50 m illion  ca teg o ry . I t  w as n e c e s ­
sa ry  to  m ake th is  ad d itio n  b e c a u se  th e  to ta l  portfo lio  e x p en ses  show n in 3 -1  (second  lin e ) app ly  
to  in su red  ban k s o p era ting  throughout 1962. The $1 .1  m illion  is  a rrived  a t by a ssu m in g  th a t  p o rt­
fo lio  ex p en se  is  th e  sam e proportion  of g ro s s  U .S . In te re s t  fo r in su red  com m ercial ban k s a s  for 
u n in su red  banks and in su red  b an k s opera ting  le s s  th an  a fu ll y e a r (3 .3  p e rc en t) .
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TABLE 3 -1 — C ontinued

The b a s is  for a llo c a tin g  th e  n e t U .S . In te re s t  am ong th e  th re e  
bank  fu n c tio n s  i s  the  re la tiv e  p roportion  of dem and d e p o s i t s ,  tim e 
d e p o s its  and n e t c a p ita l in  th e  to ta l po rtfo lio  o f th e  banking sy s te m .

Source: FDIC Annual Report fo r 1932, o p . c i t . , p p . 1 3 4 -1 3 5 , 146,
150. In c a lc u la tin g  the  fun c tio n a l p o r tfo lio , the a v e rag e  s iz e  of e ach  
b a la n c e  s h e e t  item  fcr b an k s  w ith  d e p o s its  over and under $50 m illion 
w as e s tim a te d  by taking y earen d  fig u res  and d efla tin g  them  b y  the  
ra tio  o f av e rag e  to  y earen d  fig u res  fo r th e  e n tire  bank ing  sy s te m .
U sing th e  re su ltin g  e s tim a te d  a v e ra g e s  fo r 1962 , fcr sm alle r and la rg e r 
b a n k s , th e  dem and d e p o s it ', tim e  d e p o s it  and n e t c ap ita l p o rtfo lio  w as 
c a lc u la te d . N et c ap ita l is  d e fin ed  a s  to ta l  c ap ita l a c c o u n ts , p lus 
"o ther borrow ing and l i a b i l i t i e s , "  l e s s  "a ll o th e r a s s e t s . "  The tim e 
d e p o s it  p o rtfo lio  i s  tim e d e p o s its  o u ts ta n d in g , le s s  an am ount of prim ary 
re s e rv e s  (" c a sh  and due from o ther b an k s") equal to  s ix  p e rc en t of 
tim e d e p o s i t s .  The Remand d e p o s it  p o rtfo lio  i s  demand d e p o s its  o u t­
s ta n d in g , l e s s  w hat rem ains o f prim ary re s e rv e s  a f te r  th e  deduction  
for tim e d e p o s it  r e s e rv e s .
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for bank s to ck h o ld e rs  a s  p ro f i ts .  Each bank  fu n c tio n  w ill be  e x a ­

m ined s e p a ra te ly , beg in n in g  w ith  th e  dem and d e p o s it  fu n c tio n .

Demand D e p o sit F unction

C om m ercial b an k s w ith  1962 d e p o s its  under $50 m illion  earn ed  

$ 1 ,3 5 0 .8  m illion  in  n e t p o rtfo lio  incom e, w h ile  la rg e r  b an k s earn ed  

$ 2 ,8 7 8 .8  m illio n — on th e i r  dem and d e p o s i t , p o rtfo lio s  (Table 3 -1 ) .

If th e s e  am ounts a re  e x p re s se d  per one th o u san d  d o lla rs  of th e  

av erag e  am ount of dem and d e p o s its  o u ts tan d in g  a t th e se  b an k s  in 

1962 the re s p e c tiv e  fig u re s  a r e  $29 .86  and $ 2 6 .5 2 . The w ay  in  w hich  

th is  to ta l n e t  p o rtfo lio  in c a n e  is  d is tr ib u te d  be tw een  dem and d e p o s it­

o rs and bank  p ro fits  w ill be  ta k e n  a s  in d ic a tiv e  o f th e  w ay in  w hich  

th a t  p o rtio n  of it  th a t i s  U .S .  In te re s t  is  d is tr ib u te d . This i s  t a n ta ­

m ount to  assum ing  th a t  b an k e rs  do n o t se g re g a te  th e  so u rces  of re v e ­

nue w hen pay ing  e x p e n s e s — once th e  to ta l  am ount of rev en u e  d e riv ab le  

from e ac h  fu n c tio n  h a s  b e e n  a s c e r ta in e d .

The p rin c ip a l e x p en se  of th e  dem and d e p o s it  fu n c tio n  is  th e  

c o s t  of p rovid ing  s e rv ic e s  to  d e p o s ito rs .  D em and d e p o s it s e rv ic e s  

p rovided  to  cu sto m ers  in  e x c e s s  of th e  c h a rg es  le v ie d  re p re se n ts  an 

im p lic it form o f in te r e s t .  Inform ation ab o u t th e  lev e l of demand 

d e p o s it e x p e n se s  fo r  1962 a re  s c a n ty . Two F unctional C o st s tu d ie s , 

one fo r b an k s in  th e  Boston and one fo r b an k s in  th e  New York 

F ed era l R eserve D is t r ic t ,  d e a lin g  w ith  ban k s in  th e  under $50 m illion



13d e p o s it ran g e  a re  a v a i la b le .  This d e a th  of inform ation i s  th e  

re a so n  for carry in g  out th e  c a lc u la tio n s  fcr la rg e  and sm all b an k s  

s e p a ra te ly  in  Table 3 - 1 .  The av erag e  c o s t  of serv ic in g  dem and d e ­

p o s i t s ,  a s  in d ic a te d  in  th e se  tw o s tu d ie s ,  i s  $2 3 .1 2  per th o u san d  

d o lla rs  o f dem and d e p o s its  (h ereafter re p re se n te d  as  $ 2 3 .1 2 /$ 1 0 0 0  

D D ). How re p re se n ta tiv e  i s  th is  fig u re  of th e  dem and d e p o s it  ex ­

p e n se  incu rred  b y  a ll com m ercial b an k s  in  th is  d e p o s it ran g e  during

1962? C o n sid e r a  1965 F unctional C o st A n a ly sis  carried  ou t by th e

14Boston R eserve  Bank for 86 ban k s in th is  sam e s iz e  c la s s i f ic a t io n .

The level of dem and d e p o s it  ex p en se  in d ic a te d  in th is  study is  

$ 2 5 .2 5 /$ 1 0 0 0  D D, T his s tu d y  i s  s im ila r to  the  o n es  c ite d  above 

for the  year 1952, i . e . ,  sm all s iz e  of b a n k s ,  re g io n a lly  confined  

sam ple s p a c e . Another 1965 FCA co v erin g  581 ban k s in  e ig h t of 

th e  tw e lv e  F edera l R eserve D is tr ic ts  in d ic a te s  a le v e l of dem and d e ­

p o s it e x p en se  (fcr b an k s in  th e  same s iz e  catego ry ) of $ 2 4 .3 6 — q u ite  

c lo se  i t  w ould seem . ^  An exam in atio n  of th e  o ther cos t s tu d ie s  

c ite d  in  fo o tn o te  7 abo v e  re v e a ls  a  fa ir ly  narrow  range of e s tim a te s  

o f  dem and d e p o s it e x p e n s e , w ith in  a n y  g iv en  y e a r  and even  b e tw een

13F ed era l R eserve Bank of B o sto n , F unctiona l C o st A n a ly s is , Com­
p a ra tiv e  Study 70 Banks 1962-61 and F ederal R esaw e  Bank of New 
Y ork, 196 2 N et Earnings E ffect o f C o s t  o f M oney on E arnings a f te r  
T axes (91 b a n k s ) , o p . c i t .

14F ed era l R eserve Bank o f B oston , FCA C om parative Study 86 
Banks 1 9 6 5 -1 9 6 4 . o p . c i t . ,  p . A4.

15FCA 171 Bank C om parative  Study D e p o s its  up to  $50 m illion  
1 9 6 5 -1 9 6 4 , no R eserve Bank so u rce  g iv e n , o p . c i t . ,  p .  A4. In c lu d es  
19S5 d a ta  fo r 581 b a n k s .
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years.'*'® Although th e  $ 2 3 .1 2 /$ 1 0 0 0  DD is  p ro b ab ly  not p re c is e ly

c o rre c t a s  a n  e s tim a te  of demand d e p o s it  e x p e n s e , i t  seem s c lo se

enough to  th e  true v a lu e  to  b e  u se d  in  the  p re sen t s tu d y . Any error

in  th is  e s tim a te  i s  l ik e ly  to  be  in  the  d ire c tio n  o f o v e restim atin g  th e

c o s t .  A very  com p reh en siv e  FCA s tu d y  fcr 1966, covering  e lev en

R eserve D is tr ic ts  and 774 banks w ith d e p o s its  u n d e r $50 m illio n , in-

17d lc a te s  dem and d e p o s it  e x p e n se  of $23.05,/$1000 D D. I t seem s un ­

lik e ly  th a t  c o s ts  fe ll  b e tw e e n  19S2 and 1966 . W hat is  m ere lik e ly  

is  th a t  the  e s tim a te  o f  1962 c o s ts  u sed  here  i s  b ia s e d  upw ards b e ­

c a u se  it is  b a se d  on  ban k s lo c a te d  in  th e  high  w ag e  and high c o s t  

n o rth e a s te rn  U nited  S ta te s .  The p o s s ib i l i ty  m ust be  re c o g n iz e d , how­

e v e r , th a t  te ch n o lo g ica l and  o rg an iza tio n a l im provem ents d id  low er 

the  lev e l of c o s ts  (or p rev en ted  them from r is in g  in th is  c a s e ) .

Part o f  th e  e s tim a te d  $ 2 3 .1 2 /$ 1 0 0 0  DD e x p en se  is  o f f s e t  by 

a c tiv ity  c h a rg e s  le v ie d  a g a in s t  d e p o s it  a c c o u n ts . From ag g reg a te  

d a ta ,  an av erag e  le v e l  o f a c tiv ity  c h a rg es  o f $ 6 .3 3 /$ 1 0 0 0  DD w as 

le v ie d  by b a n k s  in  the under $50 m illion  d e p o s it  c a teg o ry  during 1962.^

16In 1963 th e  ran g e  of dem and d e p o s it  c o s ts  found in four s tu d ie s  
exam ined w as from $ 2 3 .7 1 /$ 1 0 0 0  DD to  $ 2 8 ,5 3 /$ 1 0 0 0  D D . In 1964 
th e  range  in  fiv e  s tu d ie s  w as from $ 2 5 .0 4 /$ 1 0 0 0  DD to  $ 2 8 .6 5 /$ 1 0 0 0  
D D .

17FCA 1966 A verage 1022 Banks in  E leven  D is t r ic ts .  No R eserve 
Bank so u rce  g iv e n , o p . c i t . , p . A6.

18FDIC Annual R eport for 1962, o p . c i t .  , p .  150. The $ 6 .3 3  is 
g o tten  by  d iv id in g  th e  to ta l  am ount of s e rv ic e  ch a rg es  c o lle c te d  in 
1952 on d e p o s it  a c c o u n ts  by  banks w ith  d e p o s its  under $50 m illion  
by  th e  a v e rag e  volum e of dem and d e p o s its  ou ts tan d in g  (as e s tim a te d  
a t  th e  bottom  of T able 3 -1 ) .
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T h ere fo re , n e t  dem and d e p o s it  e x p e n se  for th e s e  ban k s is  $ 1 6 ,7 9 /  

$1000 D D , This n e t ex p en se  i s  c h a rg ea b le  a g a in s t  th e  n e t incom e 

of $ 2 9 .8 6 /$ 1 0 0 0  DD earn ed  by th e s e  banks in  1962. This le a v e s  

$ 1 3 .0 7 /$ 1 0 0 0  DD a s  be fo re  ta x  p ro f it . Not a ll  th a t  rem ains a s  profit 

i s  d is tr ib u te d  to  s to c k h o ld e rs , p art is  added  to su rp lu s  a c c o u n ts .

But i t  seem s ap p ro p ria te  to  a ttr ib u te  th e  en tire  amount to  bank ow ners 

on the  a ssu m p tio n  th a t  the c ap ita l v a lu e  of th e ir  s to ck  w ill u ltim a te ly  

re f le c t  th e  in c re a se d  s u rp lu s . In  p e rcen tag e  te rm s , the  p reced ing  

d is c u s s io n  m eans th a t  5 6 .3  p e rc en t of n e t dem and d e p o sit po rtfo lio  

incom e is  exp en d ed  in p rovid ing  s e rv ic e s  to  d e p o s ito rs  in  e x c e s s  of 

ch arg es  th a t a re  le v ie d ,  and 4 3 .7  p e rcen t rem ains a s  a g ross p ro fit 

from dem and d e p o s i t s .  The $392 .9  m illion  in  n e t U .S . In te re s t  a t ­

tr ib u ted  to  th e  dem and d e p o s it fu n c tio n  of th is  group of b an k s in 

Table 3-1 is  presum ed to  have been  d is tr ib u te d  in  th e  sam e m anner. 

T h u s, $ 2 2 1 .2  m illion  i s  a ttr ib u ta b le  to  dem and d e p o s ito rs ,  $171 .7  

m illion  i s  le f t  for bank  s to c k h o ld e rs .

We tu rn  nex t to  th e  exam ination  of th e  dem and d e p o s it fu n c tio n  

of com m ercial b a n k s  w hose  to ta l d e p o s its  e x ce e d ed  $50 m illion  in  

1962. Even g re a te r  problem s of d a ta  in ad eq u acy  p re se n t th e m se lv e s  

in  try ing  to  e s tim a te  th e  le v e l of dem and d e p o s it e x p en se  here  b e ­

c a u se  no FCA s tu d ie s  fo r la rg e r  banks i s  a v a ila b le  for 1962. A 

m ethod m ust b e  d e v ise d  to  a d ju s t  th e  c o s t e s tim a te s  for sm aller 

ban k s u se d  in  th e  p re c ed in g  p arag rap h s  to  a llo w  for d iffe ren c es  in
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bank  s i z e .  All of th e  FCA exam ined  for the y ears  fo llow ing  1962 in ­

d ic a te  a low er level of dem and d e p o s it  e x p en se  fcr la rger (over $50 

m illion  in  d e p o sits )  a s  com pared to sm aller b a n k s . In the  p e rio d  

1 9 63-1966 , the le v e l of dem and d e p o s it  ex p en se  (per $1000 DD)

incurred  by la rg e r b an k s  i s  about e ig h ty  p e rc e n t of th e  c o s t  to  sm al-

19le r  ban k s (both g ro ss  of any  s e rv ic e  charges).. This e s tim a te  is  

de riv ed  .by com paring th e  level of dem and d e p o s it  e x p e n se  of la rger 

and sm alle r banks lo c a te d  in  th e  sam e geograph ic  reg io n  in  th e  sam e
o  n

y e a r . Eighty p e rc en t of $2 3 .1 2  is  $ 1 8 .5 0 , w h ich  w ill  be  the  lev e l

of demand d e p o s it  ex p en se  assu m ed  for la rg e r com m ercial ban k s in

1962. This lev e l of e x p en se  m ust be reduced  by th e  am ount of

se rv ice  ch arg es  lev ied  by  la rg e : ban k s p e r $1000 DD in 1962, w hich 

21is  $ 3 .5 9 . T h u s, th e  n e t ex p en se  of dem and d e p o s its  i s  $ 1 4 .9 1 /  

$1000 D D . This ex p en se  m ust b e  ch arged  a g a in s t  th e  net portfo lio  

incom e of $ 2 6 .5 2 /$ 1 0 0 0  DD ea rn ed  by th is  group of banks in  1962. 

This le a v e s  $ 1 1 .6 1 /$ 1 0 0 0  DD a s  th e  b e fo re - ta x  p ro fit of th e  dem and

19
The com parison  i s  b a se d  on the  fo llow ing  s tu d ie s ,  a ll  c i te d  p re ­

v io u s ly  in n .  7: FRB of N .Y . , FCA 1963-64  (66 b a n k s ) ,  FCA 1963-64
(34 banks); FCA 1954-63 (146 ban k s); FCA 1964-65  (61 banks); FCA 
1965-64 (171 b a n k s ) . The e a s ie s t  w ay  to re fe r  to  th e se  s tu d ie s  is  
to  look a t  the  y ear(s) in v o lv ed  and the  num ber of banks su rveyed  
an d  com pare i t  w ith  th e  l i s t  in  n .  7 .

21 FDIC Annual Report fcr 1 9 6 2 , o p . c i t . , p .  150 . The $3 .5 9  is  
g o tten  b y  d iv id ing  th e  to ta l  am ount of s e rv ic e  ch a rg es  on d e p o s it  
a cc o u n ts  c o lle c te d  b y  b an k s  w ith  d e p o s its  over $50 m illion by  th e  
av erag e  am ount of dem and d e p o s its  o u ts ta n d in g .
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d e p o s it  fu n c tio n . In p e rc en ta g e  te rm s , th e  a llo c a tio n  of n e t p o rt­

fo lio  incom e i s  5 6 .2  p e rc e n t to d e p o s ito rs ,  4 3 .8  percen t to  p ro f it . 

Applying th e se  p e rc en ta g e s  to  th e  $ 5 2 2 .9  m illion  in  n e t fe d e ra l in ­

te r e s t  earned  b y  la rg e r  com m ercial ban k s from  th e ir  dem and d e p o s it  

po rtfo lio  in 1962 (from Table 3-1) re s u l ts  in  th e  fo llow ing  breakdow n: 

$350 .1  m illion to  d e p o s ito rs  a s  im p lic it in te r e s t ,  and $272 .8  m illion 

a s  bank p ro fit.

Summary of Demand D ep o sit F unction

Table 3-2 sum m arizes th e  flow  cf th e  $ 1 ,0 1 5 .8  m illion  in  n e t 

fed era l in te re s t flow ing th rough  th e  dem and d e p o s it fu n c tio n  of com ­

m erc ia l banks in  1952. A to ta l of $ 4 4 4 .5  m illion  is  c re d ited  to 

com m ercial bank p ro fits  and $ 5 7 1 .3  m illion  to  ow ners of demand 

d e p o s its  as  im p lic it in te re s t .

TABLE 3-2

ALLOCATION CF FEDERAL INTEREST FLOWING THROUGH THE DEMAND 
DEPOSIT FUNCTION OF COMMERCIAL BANKS 1962 

(Amounts in M illions)

Banks w ith  D e p o s its  
o v e r $50 m illion

Banks w ith  D ep o sits  
under $50 m illion TOTAL

Profit $272 .8 $171 .7 $ 4 4 4 .5
Im p lic it In te re s t 350 .1 22 1 .2 57 1 .3

TOTAL $622.9 $392 .9 $1 ,0 1 5 .8
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Time D e p o s it Function

Follow ing th e  p ro ced u re  u se d  in  a llo c a tin g  th e  U .S .  In te re s t 

earned  by  th e  dem and d e p o s it  fu n c tio n  of com m ercial b a n k s ,  th e  

w ay in  w hich  a l l  of th e  n e t  p o rtfo lio  incom e a ttr ib u ta b le  to  the  tim e 

d e p o s it  fu n c tio n  i s  d is tr ib u te d  b e tw een  d e p o s ito rs  and p ro fits  is  

ta k e n  to  be  in d ic a tiv e  o f how th e  fed e ra l in te re s t  po rtion  is  d is t r ib ­

u te d . From Table 3 -1 ,  b an k s w ith  to ta l d e p o s its  under $50 m illion  

are  e s tim a te d  to  have  e a rn e d  $ 1 ,2 0 4 .1  m illion  in net time d e p o s it  

po rtfo lio  in co m e , or $35 ,96  pa: th o u san d  d o lla rs  of tim e  d e p o s its  

(henceforth  w ritten  a s  $ 3 5 .9 6 /$ 1 0 0 0  T D ) .^  For banks w ith  d e p o s its  

over $50 m illio n , the  co rresp o n d in g  f ig u re s  a re  $ 2 ,0 4 2 .9  m illion  

an d  $ 3 5 .9 1 /$ 1 0 0 0  TD. A gainst th is  incom e m ust be  charged  th e  

tim e d e p o s it e x p e n s e s .  The la rg e s t  ex p en se  in c u rre d  by th e  time 

d e p o s it  fu n c tio n  i s ,  of c o u rse , the  c o s t  of in te re s t  paid  to d e p o s ito rs .  

For sm a lle r banks in  1962, th e  average  c o s t  of in te re s t  i s  $ 2 9 .4 0 /
OO

$1000 TD; th e  figure  fo r la rg e r ban k s is  $ 3 2 ,8 9 /$ 1 0 0 0  TD. Sub­

trac tin g  th is  in te r e s t  c o s t  from n e t p o rtfo lio  incom e le a v e s  $ 7 .5 4 /  

$1000 TD and $ 3 .0 1 /$ 1 0 0 0  TD a s  th e  am ount o f p o rtfo lio  incom e

22
As w ith  dem and d e p o s i t s ,  incom e and ex p en se s  e x p re sse d  per 

$1000 TD is  a rriv ed  a t by d iv id ing  to ta l  incom e cr e x p e n se  by the  
av erag e  volum e of d e p o s its  in 196 2 . The method u se d  in  e stim atin g  
av erag e  d e p o s its  is  ex p la in ed  in  th e  Source se c tio n  o f Table 3 -1 .

23
FDIC Annual Report for 1952, o p . c i t . , p .  150 . The to ta l 

am ount of in te re s t  p a id  on tim e  d e p o s its  by la rg e  a n d  sm all banks 
is  d iv id ed  by th e  av erag e  volum e o f tim e d e p o s its  o u ts ta n d in g  for 
each  g roup .
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rem aining  to  pay o th e r tim e d e p o s it  e x p e n s e s ,  ta x e s  and le a v e  a

p ro fit (if a n y ). The two FCA s tu d ie s  for sm alle r ban k s covering

the y e a r 1952 in d ic a te  a le v e l  of tim e d e p o s it ex p en se  o f $ 5 .7 5 /

24$1000 TD. This i s  p robab ly  som ew hat h igher th an  th e  ac tua l

av erag e  fig u re  for a l l  com m ercial b an k s w ith  d e p o s its  l e s s  th an

$50 m illion  in 1962, b e c a u se  bo th  s tu d ie s  a re  confined  to  th e  h ig h -

c o s t  n o rth e a s te rn  U nited  S ta te s .  To i l lu s tr a te  th is  p o in t, two New

England (Boston R eserve Bank) F u n c tio n a l C o st A n a ly sis  (FCA)

s tu d ie s  co v erin g  sm alle r banks in  1954-1963 and 1955-1964 a re

a v a ila b le  for com parison  w ith  more com prehensive  c o s t  s tu d ie s  for 

25th e  sam e y e a r s .  The in d ic a te d  le v e l of tim e d e p o s it ex p en se  

(e x c lu s iv e  o f in te re s t  ex p en se) in  the tw o New England s tu d ie s  is  

$ 5 .9 4 /$ 1 0 0 0  TD in  1964 , w h e rea s  a c o s t  s tudy  study  covering  216

b an k s in  the  New York, B oston and  P h ilad e lp h ia  R eserve  D is tr ic ts

*'■ 26in d ic a te s  a c o s t  of $ 4 .6 3 /$ 1 0 0 0  TD. Another s tu d y  o f 171 banks

in  th e  sam e th re e  d is t r ic ts  in d ic a te s  a c o s t  of $4 .80 ,/$1000  T D . ^

In 1955, the  lev e l of t im e  d e p o s it c o s ts  in d ic a te d  by  the  New

28
England FCA covering  th a t y e a r is  $ 6 .0 5 /$ 1 0 0 0  TD. Com pare th is

24
F ed e ra l R eserve Bank o f B o sto n , FCA 1 9 6 2 -1 9 6 1 , o p . c i t . , 

p .  A8 an d  Federal R eserve Bank of New Y o rk ., 1962 N et Earning 
Effect of C o st of M oney on E arnings a f te r  F edera l T ax es , o p . c i t .

25
FCA 84 New England Banks 1 9 6 4 -1 9 6 3 . o p . c i t . . FCA Com­

p a ra tiv e  Study 86 New England B anks 1 9 6 5 -1 9 6 4 , o p . c i t . , FCA 
C om parative  Study 146 Banks 1 9 6 4 -1 9 6 3 , o p . c i t . , FCA 171 Bank 
C om parative  Study D e p o s its  up  to  $50 m illio n , o p . c i t . , p .  A8 in 
e ach  s tu d y .

o r  9 7
° I b i d . , th e  f ir s t  th re e  FCA 's c i te d .  I b i d . , the  fourth s tu d y .

OO
I b i d . , th e  second  s tu d y .



c o s t  w ith  th e  $4 .89 /$ lO O 0 TD in d ic a ted  for 171 b an k s in  th e  New 

York, Boston and  P h ilad e lp h ia  R eserve D is tr ic ts  an d  th e  $ 4 .3 4 /

$1000 TD in d ic a te d  in  a  581 b a n k , eight d is t r ic t ,  FCA for 1 9 6 5 .^

In  other w o rd s , tim e d e p o s it  e x p en se s  for b an k s  throughout th e  

en tire  coun try  seem  to  b e  about s e v e n ty -f iv e  p e rc e n t of th e  le v e l 

of c o s ts  o f banks lo c a ted  in  th e  New England a re a . In c id e n ta l ly , 

a co m parison  of the  dem and d e p o s it  e x p e n se s  in d ic a te d  in  th e s e  

sam e su rv ey s re v e a ls  on ly  a s lig h t v a ria tio n  (around five percen t) 

b e tw een  New England and o th e r  re g io n s , per $1000 D D . S ev en ty - 

five  p e rcen t of th e  $ 5 .7 5  in  tim e d e p o s it e x p en se  show n in  the  1952 

FCA is  $ 4 .3 1 /$  1000 TD—w hich  w ill be  th e  lev e l of time d e p o s it  

c o s ts  a ssu m ed  to  have b e e n  incu rred  b y  sm a lle r  b an k s in  1952.

This e x p en se  m ust b e  ch arged  to  th e  $ 7 .5 4 /$ 1 0 0 0  TD rem aining  

a f te r  d ed u ctin g  th e  c o s t  o f in te re s t  from th e  n e t p o rtfo lio  incom e o f  

b a n k s  w ith  d e p o s its  of le s s  th a n  $50 m illio n . The rem aining 

$ 3 .2 3 /$ 1 0 0 0  TD i s  c re d ite d  to  p ro fit ea rn ed  on tim e d e p o s i t s .  In 

p e rc en ta g e  te rm s , th e  d is p o s it io n  i s  9 1 .3  p e rc en t to d e p o s ito rs  as  

in te re s t  and s e rv ic e , and 8 .7  p e rcen t to p ro fit on tim e d e p o s i t s .  

T hese p e rc en ta g e s  a re  s im ila r  to  th e  p ay o u t ra tio s  o f m utual s a v ­

in g s b an k s  (s e e  T able 10-1) and a lso  ten d  to  co n firm  doubt am ong

w rite rs  in the  m oney and banking  f ie ld  ab o u t th e  p ro f itab ility  of

30com m ercial bank tim e  d e p o s i t s .  A sp e c if ic  a llo c a tio n  o f a s s e t s

29 I b i d . , th e  fourth s tu d y .

3 ° See Leland J . P ritch ard , M oney and Banking 2nd edv{B oston : 
H o u g h to n -M ifflin , 1964), p p . 6 0 2 -6 1 6 .
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to  th e  tim e d e p o s it  fu n c tio n , i . e . ,  m o stly  illiq u id  a s s e t s ,  w ould 

ten d  to  en h an ce  th e  apparen t p ro f ita b ility  o f th is  fu n c tio n  (se e  p .  69 

a b o v e ) .

From T ab le  3 - 1 ,  th e  to ta l am ount o f  n e t F ed era l in te r e s t  

c re d ited  to  the  tim e d e p o s it fu n c tio n  of sm a lle r  b an k s  i s  $3 5 0 .2  

m illio n . A llocating  th is  sum  in  the  sam e w ay  a s  a ll  o f th e  tim e 

d e p o s it  n e t  incom e o f  banks in  th is  d e p o s it ra n g e  r e s u l ts  in  $3 1 9 .7  

m illion  a ttr ib u te d  to tim e  d e p o s ito r s ,  and $ 3 0 .5  m illion  to b an k  

p ro f its .

The $ 3 .0 1 /$ 1 0 0 0  TD rem ain ing  ou t of th e  n e t p o rtfo lio  incom e 

of ban k s w ith d e p o s its  o v e r $50 m illio n , a fte r d ed u c tin g  d e p o s ito r 's  

in te re s t  e x p e n s e s , in d ic a te s  th a t  l i t t l e  in  th e  w ay  o f p ro fit i s  due 

to  th is  fu n c tio n . In d e e d , no FCA exam ined in d ic a te s  a le v e l of 

tim e d e p o s it  ex p en se  low enough to  a llow  an y  b e fo re - ta x  p ro fit from 

th is  fu n c tio n . It th e re fo re  seem s ap p ro p ria te  to  a ttr ib u te  th e  en tire  

am ount of n e t  tim e d e p o s i t  p o rtfo lio  incom e earn ed  by  la rg e r banks 

in  1962 to  d e p o s ito rs  a s  in te r e s t  and  s e r v ic e .  The h ig h er ra te  of 

in te re s t  p a id  b y  la rg e r  b a n k s , co u p led  w ith  a  s l ig h tly  low er le v e l of 

p o rtfo lio  e a rn in g s , a c c o u n ts  for th e  d iffe re n c e s  in  th e  tim e d e p o s it  

fu n c tio n  b e tw een  la rg e  and sm all com m ercial b a n k s .  The e n tire  

am ount of F e d e ra l in te r e s t  c re d ite d  to  th e  tim e d e p o s it  fu n c tio n  of 

la rg e r b an k s  in T able 3 - 1 ,  $4 4 2 .1  m illio n , i s  a ttr ib u ta b le  to  d e p o s ­

ito rs  .
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Summary of Time D e p o s it F unction

As a  re s u l t  of th is  a n a ly s is  of th e  tim e  d e p o s it  fu n c tio n  o f 

com m ercial b a n k s , $7 6 1 .8  m illion  in  fed e ra l in te re s t  is  c re d ite d  to  

th e  ow ners o f com m ercial b an k  tim e  d e p o s its  and $30 .5  m illion  to  

com m ercial b an k  s to ck h o ld e rs  in the  form o f  g ro ss  p ro f it. Table 3 -3  

sum m arizes th is  a llo c a tio n  of th e  $ 7 9 2 .3  m illion  in  n e t fed e ra l in ­

te r e s t  a ttr ib u te d  to th e  tim e  d e p o s it  fu n c tio n  o f com m ercial b a n k s .

TABLE 3 -3

ALLOCATION OF THE FEDERAL INTEREST FLOWING THROUGH THE 
TIME DEPOSIT FUNCTION OF COMMERCIAL BANKS

1962
(Amounts in  M illions)

Banks w ith  D e p o s its  
o v e r $50 m illion

Banks w ith  D ep o sits  
under $50 m illion

Total

Profit •  • $ 3 0 .5 $ 3 0 .5
In te re s t  on

Time D e p o s its3 $442 .1 3 1 9 .7 7 6 1 .8
TOTAL $ 442 .1 $350 .2 $79 Z, 3

In c lu d es  im p lic it in te r e s t  in  th e  form o f s e rv ic e s  perform ed 
w ithout c h a rg e .

N et C ap ita l F unction

The a n a ly s is  o f th e  c ap ita l fu n c tio n  o f com m ercial banks is  

r e la t iv e ly  s tra ig h tfo rw a rd . It is  n o t n e c e s s a ry  to  a n a ly z e  th e  d is ­

p o s itio n  of a ll  th e  incom e earn ed  b y  th e  c ap ita l fu n c tio n , a s  w as 

done w ith  the dem and an d  tim e d e p o sit fu n c tio n s , b e c a u s e  no
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31e x p en se s  a re  ch arged  to c a p i ta l .

From T able 3 -1 /  $ 7 9 .6  m illion  in  n e t fe d e ra l in te re s t  is  e s ­

tim ated  to  have b een  ea rn ed  by th e  n e t  c a p ita l function  o f commer­

c ia l b an k s  w ith  d e p o s its  under $50 m illion  in  1962. Banks w ith 

d e p o s its  in  e x c e s s  of $50 m illion  a re  c re d ite d  w ith  $ 1 4 2 .3  m illion  

in fed e ra l in te re s t  earn ed  by th e ir  net c a p i ta l .  To th e s e  sum s m ust 

be  added  th e  p ro fit from fe d e ra l in te re s t  o rig inating  in  th e  dem and 

and  tim e d e p o s it  b ran ch es  c£ th e  com m ercial banking sy s te m , $521 .8  

m illion and $ 3 0 .5  m illion  re s p e c tiv e ly  (from T ab les  3 -2  and 3 -3 ) . 

This y ie ld s  a  g rand  to ta l o f  $ 7 7 4 ,2  m illion  a s  the  am ount o f fed era l 

in te r e s t  a llo c a b le  to th e  s to ck h o ld e rs  o f com m ercial banks a s  g ro ss  

p ro fit from in te re s t  on U .S .  S e c u r it ie s .

Before sum m arizing w h a t h a s  b e e n  done th u s  fa r in d is trib u tin g  

th e  F ed era l in te re s t  re c e iv e d  by com m ercial b a n k s ,  i t  w ill be  u se fu l 

to  com pare th e  c o s t  e s tim a te s  b a se d  on th e  su rvey  d a ta  u sed  in  th is  

s tu d y  w ith  known ag g reg a te  com m ercial bank o p e ra tin g  e x p e n s e s .

Total com m ercial bank o p era ting  e x p e n se s  am ounted  to  $ 8 ,5 4 3 .7  

32m illion  in 1962. If the  e s tim a te d  le v e ls  of dem and d e p o sit and 

tim e d e p o s it e x p e n s e , in c lu d in g  in te r e s t  to  tim e d e p o s ito r s ,  i s  m ul­

tip lie d  by th e  ap p ro p ria te  a v e rag e  volum e of d e p o s its  (b ecau se  th e

31
S tarting  in  1966 , h o w ev er, FCA d id  b eg in  to  a s s e s s  e x p en ses  

a g a in s t the  c a p ita l fu n c tio n .
32

FDIC Annual R eport for 1952. o p . c i t . , p .  150.



ex p en se  e s tim a te s  are  p e r $1000 of d e p o s its )  th e  re s u lt in g  le v e l of 

opera ting  c o s ts  is  $ 8 ,2 9 5 .4  m illio n . This is  ra th e r  c lo se  to  th e  

ac tu a l to ta l in v iew  of th e  fe e t  th a t  no a cc o u n t i s  ta k e n  in  th e  e s ­

tim ated  lev e l of c o s ts  o f  th e  tru s t  d epartm en t fu n c tio n s  o f com m er­

c ia l  b a n k s , or of th e  s a fe  d e p o s it  fu n c tio n . For ex am p le , th e  in ­

com e of tru s t  d ep artm en ts  o f com m ercial b a n k s  in  1952 is  $543 .5  

33m illio n . The p o rtio n  of th is  incom e th a t  re p re se n ts  tru s t  d e p a r t­

m ent e x p e n se  cou ld  e a s i ly  acco u n t for th e  d is c re p a n c y  of $ 2 4 8 .3  

m illion  b e tw een  e s tim a te d  opera ting  c o s ts  o f  com m ercial banks and  

the  known ag g re g a te  am ount.

Summary

Table 3 -4  sum m arizes w h a t h a s  b een  acco m p lish ed  th u s  fa r  in  

the  a ttem p t to  tra c e  th e  flow  of U .S . In te re s t  th rough th e  com m ercial 

bank ing  sy s te m . It show s the a llo c a tio n  o f n e t F e d e ra l in te re s t  r e ­

ce iv ed  by  com m ercial banks in  1962 (la rg e  and  sm all b an k s  are in ­

c luded  to g e th e r) .

We have th u s  fa r a cc o u n te d  fo r $2 ,030  m illion  o f th e  $2 ,139  

m illion  in  fed e ra l in te re s t  e s tim a te d  to  have b e en  re c e iv e d  by  com­

m ercial ban k s in 1952. Two fu rth er a d ju s tm a its  a re  n eed ed  before 

th e  en tire  am ount is  acco u n ted  fo r , th e  p o rtfo lio  ex p en se  deduction  

($82 m illion) and the F edera l R eserve d iv id en d  paym ent to  com m er­

c ia l  b an k s  in  1952 ($27 m illio n ).
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TABLE 3-4

ALLOCATION BETWEEN DEPOSITORS AND BANK PROFITS OF THE 
NET FEDERAL INTEREST RECEIVED BY 

COMMERCIAL BANKS IN 1952 
(Amounts in  M illions)

Banks w ith  
over $50

D e p o s its
m illion

B anks w ith  
under $50

D e p o s its
m illion

Bank Function Profit D ep o sito rs P rofit D ep o sito rs T otala

Dem and D ep o sit $1 7 1 .7 $ 2 2 1 .2 $2 7 2 .8 $350 .1 $ 1 ,0 1 5 .8
Time D e p o sit 3 0 .5 31 9 .7 - 4 4 2 .1 7 9 2 .3
N et C ap ita l 7 9 .6 - 142 .3 — 22 1 .9

TOTAL $2 8 1 .8 $540 .9 $415 .1 $792 .2 $ 2 ,0 3 0 .0

3From T able 3 -1 .

From T able  3 - 4 ,  th e  to ta l am ount of n e t fe d e ra l in te re s t  a l lo ­

c a b le  to  ow ners o f demand d e p o s its  is  $ 5 7 1 .3  m illion; to  ow ners o f 

tim e d e p o s its  $ 7 5 1 .8  m illion; and to the ow ners of bank  c a p ita l 

$696 .9  fo r a  to ta l of $ 2 ,0 3 0 .0  m illio n . We d is tr ib u te  th e  $82 m il­

lion  in  p o rtfo lio  e x p e n s e s  e s tim a te d  to  have  b een  incurred  by  com ­

m ercial ban k s in  m anaging th e ir  p o rtfo lio  o f  governm ent s e c u r it ie s  

acco rd in g  to  th e  am ount of n e t in te r e s t  a llo c a b le  to  each  bank 

fu n c tio n . T hu s, 28 percen t g o e s  to  t h e  dem and d e p o s it  fu n c tio n  

($23 m illion ); 33 p e rcen t to  th e  tim e d e p o s it  fu n c tio n  ($31 m illion) 

and 34 p e rcen t to n e t  c a p ita l ($28 m illio n ). The ad d itio n  of th e s e  

sum s to  th e  n e t am ount of in te r e s t  a lre a d y  a llo c a te d  to  e a c h  function , 

p lu s  an  ad d itio n a l $27 m illion  in  F edera l R eserve d iv id en d s  to  th e
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34c a p ita l fu n c tio n , y ie ld s  th e  am ounts o f in te re s t  th a t  m ust b e  a l io 1 

c a te d  among th e  incom e c la s s e s  shown in  Table 3 -5 .

TABLE 3-5

AMOUNT OF FEDERAL INTEREST ATTRIBUTED TO OWNERS OF DEMAND 
DEPOSITS, TIME DEPOSITS AND CAPITAL AT COMMERCIAL BANKS

1952

Bank F unction Amount of In te re s t

Demand D e p o s its $ 5 9 4 .3  m illion
Time D e p o sits 7 9 2 .8
Bank C a p ita l 7 5 1 .9

TOTAL U .S . In te re s t  R eceived $ 2 ,1 3 9 .0  m illion
by C om m ercial Banks in  1962

This d iv id en d  in co m e i s  a ttr ib u te d  so le ly  to  c a p ita l b e c a u s e  i t  
is  a ssu m ed  th a t one o f th e  fu n c tio n s  of th e  c a p ita l re q u ire d  to  o rg an ize  
a bank  is  to p ro v id e  fo r th e  p u rc h a se  of s to ck  in  th e  Federal R eserve 
S ystem , w hen and i f  a  bank jo in s  th e  sy s te m .



ALLOCATION AMONG THE INCOME CLASSES OF 

FEDERAL INTEREST FLOWING THROUGH THE COMMERCIAL 

BANKING SYSTEM IN 1962
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In th is  s e c tio n  w e  a llo c a te  th e  fe d e ra l in te re s t  a ttr ib u te d  in 

Table 3-5  to  ow ners o f  com m ercial b an k  time d e p o s i t s ,  c a p ita l  and 

demand d e p o s i t s .  W e exam ine e ac h  o f th e s e  c a te g o r ie s  s e p a ra te ly  

and c h o o se  th e  v a rio u s  ap p ro p ria te  in d ic e s  of a llo c a tio n  to  d is tr ib u te  

the am ount of in te re s t  in v o lv e d . At th e  end of th e  d iscu s  si on of 

e ac h  c a te g o ry  a  sum m ary a llo c a tio n  a p p e a rs ,  and a t  th e  end  of th e  

c h ap te r  a n  overa ll sum m ary of th e  a llo c a tio n  by  incom e c la s s  of 

fed e ra l in te re s t  flow ing th ro u g h  com m ercial b an k s  in  1952 is  p re s e n te d .

It i s  p o s s ib le  to  have c o n s id e re d  tim e d e p o s i t s ,  bank c a p ita l 

and demand d e p o s its  s im u lta n eo u s ly  (or sep a ra te ly )  and added  to g e th e r  

the  am ounts to  b e  a l lo c a te d  from e a c h , acco rd in g  to  th e  in d e x  o f  d i s ­

trib u tio n  in v o lv ed , e . g . ,  th e  ow nersh ip  o f  p u b lic ly  trad ed  s to ck  is  

u se d  to  d is tr ib u te  p a rt o f th e  in te r e s t  on b u s in e s s -o w n e d  tim e and 

dem and d e p o s its  a s  w ell a s  bank c a p i t a l .  Such a  p rocedu re  would 

s im plify  the ex p o sitio n  if  on ly  a  few d iffe ren t in d ic e s  -were u se d  

re p e a te d ly . But in  f a c t ,  e ig h t d iffe ren t in d ic e s  a io  em ployed in  d i s ­

trib u tin g  the  federal in te re s t  ea rn ed  b y  com m ercial b a n k s , and on ly  

one i s  u se d  a s  o ften  a s  th ree  t im e s ,  tw o a re  u s e d  tw ic e  and the  

r e s t  on ly  o n ce  e a c h . S o , l i t t l e  w ould b e  g a in ed  b y  ask ing  th e  re a d e r  

to  w a it u n til  the  end of th e  c h ap te r  to  se e  th e  a llo c a tio n  among th e  

incom e c l a s s e s .  Of c o u r s e ,  th e  a lte rn a tiv e  p rocedu re  w ould re s u l t  

in  no su b s ta n tiv e  ch an g e  in  th e  a n a ly s is .
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A llocation  b y  Incom e C la s s  o f F ederal In te re s t 
C red ited  to  C om m ercial Bank Time D e p o sits

The $79 2 .8  m illion  in F edera l in te r e s t  b e n e f its  a ttr ib u te d  to  

com m ercial bank tim e  d e p o s its  (Table 3-5) m ust b e  d is tr ib u te d  

among the  money incom e c l a s s e s .  This e n tire  in te re s t  b e n e f it ,  

ho w ev er, c an n o t b e  a ttr ib u te d  d ire c tly  to  in d iv id u a ls  b e c a u s e  (as  

Table 3-5  show s) v a rio u s  in s ti tu tio n s  a lso  own com m ercial bank 

tim e d e p o s i t s .

TABLE 3-5

COMPOSITION OF COMMERCIAL BANK TIME DEPOSITS
1952

C la s s  o f  H o lder Amount P ercen t

1 . In d iv id u a ls $76 .1  b illio n 7 7 .1
2 . B u s in e sse s 12 .8 1 3 .0
3 , S ta te  and L ocal G o v t. 6 .5 6 .6
4 . Foreign 2 .6 2 .6
5 . In te rbank .4 0 .4
6 . U .S . G overnm ent __ «_3 0 .3

TOTAL $ 9 3 .7  b illio n 100 .0

Source: Sum of l in e s  1 and  2 , l in e s  3 th rough  6 and  T otal from
FDIC Annual R eport for 196 2 , o p . c i t . , p p . 1 2 2 -1 2 3 . L ines 1 and 
2 a re  l is te d  in th e  Annual R eport a s  an  om nibus c a te g o ry , Ind iv id ­
u a l s ,  P a rtn e rsh ip s  and  C o rp o ra tio n s— time d e p o s i t s ,  and b roken  down 
in to  th ree  su b c a te g o r ie s — Savings D e p o s its ,  D e p o s its  A ccum ulated  
fo r paym ent of p e rso n a l lo an s  a i d  O ther d e p o s its  of in d iv id u a ls , 
p a rtn e rsh ip s  and c o rp o ra tio n s . This IPC ca teg o ry  to ta ls  $88 .9  
b i l l io n ,  w h ich  is  th e  sum o f l in e s  1 and  2 in th e  t a b le .  The d iv i­
s io n  b e tw een  in d iv id u a ls  a n d  b u s in e s s e s  show n in  th e  ta b le  is  
g o tten  by ta k in g  th e  to ta l  am ount of s a v in g s  acco u n ts  o f in d iv id ­
u a ls  (from P ro jec to r and  W e is s ,  o p .  c i t . ,  p .  6 1 , n o t a  su rvey  
fig u re  b u t  ra th e r a  flow o f funds figu re  u s e d  by them ) $204 .2  b i l ­
l io n ,  and  su b trac tin g  from th is  th e  to ta l am ount of sav in g s  a cc o u n ts
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owned by  in d iv id u a ls  in M utual Sav ings B an k s , S av ings and Loan 
A ss o c ia tio n s , C red it U nions an d  P o s ta l Savings of $ 1 2 8 .4  b illio n  
(from S ta t is t ic a l  A b s tra c t ,  1964, o p . c i t .  , p .  4 65 ), le av in g  th e  
re s id u a l figu re  of lin e  1 . The rem ainder of th e  IPC to ta l is  B usi­
n e s s  ow nersh ip  o f  tim e  d e p o s its  a t com m ercial b a n k s , line  2 .

T able 3-7 a l lo c a te s  the  $ 7 9 2 .8  m illion  in  in te r e s t  b e n e f its  

a ttr ib u te d  to  com m ercial bank time d e p o s its  in  acco rd an ce  w ith  the  

p e rc en ta g e  ow nersh ip  of su ch  d e p o s its  by  d iffe re n t in v e s to r  c la s s e s  

(from Table 3 -6 ) . The $ 6 1 1 .2  m illio n  i n  in te re s t  from the  fed era l 

d e b t c re d ite d  to  in d iv id u a ls  in  T ab le  3 -7  is  d is tr ib u te d  among the  

money incom e c la s s e s  acco rd in g  to  th e  ow nersh ip  of tim e d e p o s its  

a t  com m ercial ban k s in  Table 3 -8 .

TABLE 3-7

ALLOCATION OF FEDERAL DEBT INTEREST ATTRIBUTED TO TIME 
DEPOSITS AT COMMERCIAL BANKS ACCORDING TO THE 

PERCENTAGE OWNERSHIP OF SUCH DEPOSITS
1962

O w nership  C la s s  o f 
C om m ercial Bank 

Time D eposits

P e rcen tag e  
O w nership  of 

Time D e p o sits

Amount of 
In te re s t 
B enefit

In d iv id u a ls 7 7 .1 $611 .2  m illion
B u s in e sse s 1 3 .0 103.1
State  and Local G o v t. 6 .6 5 2 .3
Foreign 2 .6 20 .6
In te rbank 0 .4 3 .2
U .S .  G overnm ent 0 .3 2 .4

TOTAL 1 0 0 .0 $792 .8  m illion

Source: P e rc e n tag e s  from T able 3 -5 .  Total am ount of in te re s t  is
from T able 3 -5 .



TABLE 3-8

DISTRIBUTION OF INTEREST BENEFITS TO INDIVIDUAL HOLDERS 
OF COMMERCIAL BANK TIME DEPOSITS ACCORDING 

TO OWNERSHIP OF COMMERCIAL BANK TIME 
DEPOSITS BY INCOME CLASS IN 1952

Income C la s s

P ercen tag e  
O w nership  of 

Time D e p o sits

Amount
of

In te re s t

1 . $ 0 -  2 ,9 9 9 15 .7 $ 9 3 .0 m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .4 8 8 .0
3 . 5 ,0 0 0 -  7 ,499 14 .2 8 6 .8
4 . 7 ,5 0 0 -  9 ,9 9 9 1 3 .3 8 1 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 19,:1 1 1 6 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .7 5 9 .3
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 6 .4 3 9 .1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 4 .7 2 8 .7
9 . 1 0 0 ,0 0 0 -an d  o v e r 2 ,5 1 5 .3

TOTAL 1 0 0 .0 $6 1 1 .2 m illion

Source: T able 2 -1 0  fo r p e rc e n ta g e  o w n ersh ip  of tim e  d e p o s its ;
T able 3-7  fo r to ta l am ount of in te r e s t  a l lo c a te d .

The $103 .1  m illion  a ttr ib u te d  to  B u s in e sse s  in  Table 3 -7  m ust 

be a llo c a te d  to  in d iv id u a ls  on  the b a s i s  of some assu m p tio n  a b o u t 

to  whom the  b e n e f its  o f  th e  in v e s tm e n t of b u s in e s s  funds flow . I t 

i s  here  a ssu m ed  th a t  th e  ow ners of bu s in e s s e s  re c e iv e  the  fed era l 

in te re s t  b e n e f its  flow ing through com m ercial banks in  form o f  tim e 

d e p o s it  in te r e s t  on b u s in e s s -o w n e d  com m ercial bank  tim e d e p o s its .  

The ju s t if ic a t io n  of th e  a ssu m p tio n  th a t  ow ners b e n e f it  from th e  firm 1 

in v e s tm en t of funds sp rin g s  from th e  tra d it io n a l th eo ry  of th e  firm 

m axim izing i t s  p ro f i ts .  To th e  e x te n t  th a t  n o n -f in a n c ia l firm s



p u rch ase  in co m e earn ing  a s s e t s  su ch  a s  governm ent s e c u r i t ie s  o r 

tim e  d e p o s i t s ,  th e y  a re  engaged  in  an ad d itio n a l d is t in c t  econom ic 

a c tiv i ty , i . e . ,  th e  lend ing  and in v es tin g  b u s in e s s .  The ea rn in g s  

from such  seco n d ary  a c t iv i t ie s  a s  len d in g  o r in v e s tin g  a r e  ju s t  a s  

c le a r ly  a ttr ib u ta b le  to  the o w n ers  of th e  firm  a s  are  the p ro f its  from 

th e  firm ’s p rin c ip a l l in e  o f  b u s in e s s .  There seem s to  be  l i t t l e  ju s t i ­

fic a tio n  for a ssu m in g  th a t th e  ea rn in g s  from such len d in g  and in v e s t­

ing a c t iv i t ie s  a re  a p p lie d  to  th e  c o s ts  of the  firm ’s p rin c ip a l o u tp u t— 

th ereb y  b en e fitin g  th e  custo m ers  o f th e  firm (in th e  form of low er 

p ric e s)  ra th e r th an  i t s  o w n e rs . The opportun ity  c o s t  o f an y  funds 

" n e c e ssa ry "  to  c a rry  on the  p roduction  o f th e  p rin c ip a l ou tpu t(s) is  

in c lu d ed  in th e  norm al p ro f its  of th e  firm a s  a  c o s t  of h iring  c irc u ­

la tin g  c a p i ta l .  Any su rp lu s  funds th a t  a re  in v e s te d  a re  p a rt o f  a  su b ­

s id ia ry  econom ic a c t iv i ty .  A fu lle r  d is c u s s io n  of th is  m atter a w a its  

the re a d e r in C h ap te r  7 of th is  s tu d y , w h ich  d e a ls  w ith  co rp o ra te  

h o ld in g s  o f U .S .  G overnm en ts. For th e  p re s e n t, th e  re a d e ' i s  a sk e d  

to  a c c e p t th e  a ssu m p tio n  th a t  th e  ow ners  of firm s p rim arily  b e n e f it  

from th e  in te re s t  on b u s in e s s -o w n e d  tim e  d e p o s i t s .

In acco rd an ce  w ith  th e  p re c e d in g  d is c u s s io n , w e m ust a l lo t  

th e  $103 .1  m illion  in in te re s t  c re d ited  to  b u s in e s s  firms in  T able 

3-7  to  th e  ow ners  of th e s e  f irm s . H ow ever, th e  ca teg o ry  "B u sin ess"  

i s  too vague to  permit^ an  a llo c a tio n  of in te re s t  b e n e f its  and a fu rther 

re finem en t of th is  c a teg o ry  a s  b e tw ee n  ty p es  of firm s i s  n e e d e d .

The $ 1 2 .8  b illio n  (Table 3-6) in  tim e d e p o s its  he ld  by b u s in e s s e s
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c o n s is t  of four ty p e s  o f  h o ld in g s: N eg o tiab le  and  N o n -n eg o tiab le

C e r tif ic a te s  of D ep o sit (C D 's ) , Savings C e r t i f ic a te s ,  Bank Savings

Bonds and Open A ccount tim e d e p o s i t s .  The m ost common ty p e  of

tim e d e p o s i t ,  th e  p a ssb o o k  sav in g s  a c c o u n t, i s  om itted  from th is

l i s t  b e c a u se  le g a l re g u la tio n s  (both of the F ed era l R eserve and o f

th e  FDIC) perm it on ly  in d iv id u a ls  and  c e r ta in  n o n -p ro fit groups to

3 Shold  such  d e p o s i t s .  N o n -n eg o tiab le  C D 's ,  Saving C e r tif ic a te s

and Bank Saving Bonds have  been  dev elo p ed  by com m ercial b an k s

35to  a ttra c t  th e  funds o f sm alle r b u s in e s s e s  and in s t i tu t io n s .  N ego­

tia b le  C D 's ,  on th e  o th a ' han d , g e n e ra lly  com e in  such  la rg e  deno ­

m inations (as  of D ecem ber 1962, n in e ty  p e rcen t of o u ts tan d in g

37n e g o tia b le  C D 's  w ere of $100 ,0 0 0  or la rg e r  denom ina tion  ) th a t 

th e  b u s in e s s e s  th a t p u rc h a se  them  are p rim arily  la rg e  n a tio n a l co r­

p o ra tio n s . Their s iz e  and  n e g o tia b il i ty  h a s  fo s te re d  th e  grow th of 

an a c tiv e  seco n d ary  m arket in  re c e n t y e a r s .  A F edera l R eserve

35Of th e  $ 7 6 .1  b illio n  in  tim e d e p o s its  a l lo t te d  in  In d iv id u a ls  
in  Table 3 - 6 ,  $ 7 1 .2  b illio n  is  c la s s i f ie d  a s  " sa v in g s  d e p o s i t s ,"  
w h ich  m ay b e  held only b y  in d iv id u a ls  and c e r ta in  n o n -p ro fit g ro u p s . 
The rem ain d er of th e  tim e d e p o s its  a l lo c a te d  to  in d iv id u a ls  c o n s is ts  
o f C D 's ,  Saving C e r t i f ic a te s ,  e t c .  In Table 3 - 8 ,  th e  tim e d e p o s it  
b a s is  for d is tr ib u tin g  in te re s t  b e n e f its  to 'in d iv id u a ls  by incom e c la s s  
in c lu d e s  a ll ty p e s  of tim e d e p o s its  and h e n ce  i s  com parab le  w ith  the  
d e fin itio n  in  Table 3 -5 .

35See th e  F ed e ra l R eserve B u lle tin . A p ril, 1966 for a  d is c u s s io n  
of th e  c h a ra c te r is t ic s  o f com m ercial bank tim e d e p o s i t s .

37L . Crum , Time D e p o s its  in  P resen t-D ay  C om m ercial B anking, 
U n iv e rs ity  o f F lorida M onograph 20 (G a in e sv ille , F la .:  U n iv e rs ity
of F lo rida  P re s s ,  Fall 1963), p .  2 7 .



su rv ey  a t  th e  end of 1962 p u ts  th e  am ount of N eg o tiab le  C D 's

(of $100 ,0 0 0  o r la rg e r  denom ination) o r ig in a lly  p u rc h a se d  by  c o r-

38p o ra tio n s  a t $ 3 .8  b i l l io n . This am ounts to  th ir ty  p e rcen t o f th e  

$ 1 2 .8  b illio n  in  tim e d e p o s its  a ttr ib u te d  to  b u s in e s s  in  Table 3 -6 .

If  w e assu m e th a t  th e  rem ain ing  sev e n ty  p e rcen t of b u s in e s s  tim e 

d e p o s its  a re  he ld  by sm a lle r  c o rp o ra tio n s , p a r tn e rs h ip s , e t c . ,  th en  

w e have tw o  d iffe re n t b a s e s  upon w h ic h  to  d is tr ib u te  the  in te r e s t  

b e n e f its  of b u s in e s s  h e ld  tim e  d e p o s i t s .  In th e  f ir s t  c a s e ,  la rg e  

co rpo ra te  h o ld e rs  of tim e d e p o s its  re c e iv e  in te r e s t  b e n e f its  w hich  

can  be  d is tr ib u te d  am ong incom e c la s s e s  acco rd in g  to  th e  ow nersh ip  

of p u b lic ly  tra d e d  s to c k . In the  sec o n d  c a s e ,  tim e  d e p o sit in te r e s t  

b e n e f its  can  be  d is tr ib u te d  acco rd ing  to  th e  ow n ersh ip  o f  c lo se ly  

h e ld  c o rp o ra tio n , p a r tn e rs h ip s , e tc .  The e s tim a te  of la rg e  co rp o ra ­

tio n  h o ld in g s  p o s s ib ly  u n d e rs ta te s  the  am ount th e y  he ld  b e ca u se  i t  

in c lu d e s  o n ly  N e g o tiab le  C D 's ,  w h e rea s  la rg e  co rp o ra tio n s  p robably  

a ls o  h e ld  som e of th e  o ther ty p e s  o f tim e  d e p o s i t s ,  e . g . ,  open  a c ­

co u n t tim e d e p o s i t s .  H ow ever, s in c e  n o  inform ation  e x is t s  about 

e x a c tly  how much la rg e  co rp o ra tio n s  own of time d e p o s i t s ,  o th e r  

th an  n e g o tia b le  C D 's ,  i t  seem s b e s t  to  m ere ly  assum e th a t th e y  

own th ir ty  p e rc e n t of b u s in e s s  tim e d e p o s i ts — a  figure  b a se d  so le ly  

on th e ir  n eg o tia b le  CD h o ld in g s .

38
F ed era l R eserve  B u lle tin . A pril, 1963, p .  463 .
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B ased on th e  p reced in g  d is c u s s io n ,  th ir ty  p e rc e n t  o f th e  in ­

te r e s t  b e n e f its  a ttr ib u te d  to  b u s in e s s  in T able 3 - 7 ,  o r  $ 3 9 .9  m il­

l io n , is  d is tr ib u te d  among the  m oney incom e c la s s e s  acco rd in g  to  

th e  ow n ersh ip  by incom e c la s s  o f p u b lic ly  tra d e d  s to c k . This i s  

d one  in  T able 3 - 9 .  Table 3-10 d is tr ib u te s  th e  rem ain ing  $ 7 2 .2  

m illion  in  in te r e s t  b e n e f its  to b u s in e s s  among th e  incom e c la s s e s  

accord ing  to  th e  o w n ersh ip  of eq u ity  in  c lo se ly  held  co rp o ra tio n s  

and farm and  non-farm  p a rtn e rsh ip s  n o t m anaged by  th e  su rv ey ed  

consum er u n it .

TABLE 3-9

DISTRIBUTION OF INTEREST BENEFITS FROM TIME DEPOSITS OWNED 
BY LARGE CORPORATIONS BASED ON THE OWNERSHIP OF 

PUBLICLY TRADED STOCK BY INCOME CLASS
1962

Incom e C la s s

P e rcen tag e  
O w nership  of 

Time D e p o s its

Amount o f 
In te re s t 
B enefit

1. $ 0 -  2 ,999 2 .7 $ 0 .8  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9 0 .9
3. 5 ,0 0 0 -  7 ,499 6 .1 1 .9
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .6 2 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 0 .5 3 .2
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 2 .4
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 13 .2 4 .1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 12 .0 3 .7
9 . 1 0 0 ,0 0 0 -an d  ov er 3 6 .2 1 1 .2

TOTAL 1 0 0 .0 $ 3 0 .9  m illion

Source: T able 2-5  for p e rc e n ta g e  d is tr ib u tio n  o f  s to c k  o w n e rsh ip .
Thirty  p e rc e n t of the  in te re s t  a ttr ib u te d  to  B u sin e ss-o w n e d  tim e d e p o s its  
in  Table 3-7  i s  th e  am ount d is tr ib u te d  a b o v e .
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TABLE 3 -1 0

DISTRIBUTION OF INTEREST BENEFITS FROM COMMERCIAL BANK 
TIME DEPOSITS OWNED BY CLOSELY-HELD CORPORATIONS 

AND PARTNERSHIPS BASED ON THE OWNERSHIP OF 
SUCH FIRMS BY INCOME CLASS 

1962

Incom e C la s s

P e rcen tag e  
O w nership of 

Equity in  Firms

Amount of 
In te re s t 
B enefit

1 . $ 0 - 2 ,999 0 .0 $ 0 .0  m illion
2 . 3 ,0 0 0 -  4 ,999 11.1 8 .0
3 . 5 ,0 0 0 -  7 ,499 3 .2 2 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 7 .2 5 .2
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 3 .5 2v5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 .6 6 .2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .7 2 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 4 .7 1 7 .9
9 . 1 0 0 ,0 0 0 -an d  over 37.7, 2 7 .4

TOTAL 100 .0 $ 7 2 .2  m illion

Source: T a b le  2 -7  fo r p e rc en ta g e  o w n ersh ip  of e q u ity . Seventy
p e rc en t o f  th e  in te re s t  a ttr ib u te d  to  B u sin e ss-o w n ed  tim e d e p o s its  
in  Table 3-7  is  the  am ount d is tr ib u te d  a b o v e .

The b a s is  o f th is  d is tr ib u tio n o o u ld  a lso  h av e  been  th e  ow ner­

sh ip  b y  incom e c la s s  of eq u ity  in  c lo s e ly  held  c o rp o ra tio n s , so le  

p ro p rie to rsh ip s  and p a rtn e rsh ip s  th a t w ere  m anaged by  som e member 

th e  P ro jec to r consum er u n its  su rv e y ed . The reaso n  fo r not using  

th is  b a s is  i s  th a t  firm s n o t m anaged b y  som e m em ber a re  lik e ly  to 

be  of a  som ew hat la rg e r average  s iz e ,  and  th u s  m ore l ik e ly  to in ­

v e s t  su rp lus fu n d s in  tim e  d e p o s i t s .  P ro p rie to rsh ip s , p a rtn e rsh ip s  

and sm all co rp o ra tio n s  a re  mere lik e ly  to  h a v e  su rp lus funds
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s iphoned  off by  ow ners in to  p e rso n a l bank d e p o s it  a c c o u n ts . This 

a ssu m e s  th a t  th e  n o t-m an ag ed  u n its  a re  l e s s  l ik e ly  to  d is tr ib u te  

su rp lu s  funds among ow ners; su rp lu s  here  ta k e n  to  r e f e r  to  fu n d s 

in e x c e s s  o f  cu rren t w orking c a p ita l  n e e d s .  This seem s lo g ic a l ,  

w hen  v iew ed  in  te rm s of th e  d iff icu lty  of a  firm re p o s s e s s in g  su ch  

f in a n c ia l s u rp lu se s  shou ld  th ey  be n eed ed  in  th e  fu tu re , w here  the  

ow ners a re  not a lso  the  d a y - to -d a y  m an ag e rs .

S ta te  and Local G overnm ents a re  c re d ited  w ith earn ing  $ 5 2 .3  

m illion  in  tim e d e p o s it  in te re s t  d e riv a b le  from th e  fe d e ra l d eb t in  

1952 (Table 3 -7 ) .  The a llo c a tio n  o f  th is  in te r e s t  among th e  m oney 

incom e c la s s e s  c a n  be  ap p roached  from two p o in ts  of v ie w . On 

the  one h a n d , it i s  p o s s ib le  to  argue th a t th e  le v e l of s ta te  and 

lo c a l ta x e s  (and borrow ing) i s  more or l e s s  g iv e n , and th a t w h a t­

e v e r  volum e of e x p en d itu re s  th a t  c a n  be supported  ou t of th e s e  

rev en u e  so u rc e s  d e te rm in es  th e  le v e l o f governm ent sp en d in g . The 

re c e ip t of in te re s t  w ould th en  be reg a rd ed  a s  p e rm ittin g  a  h igher 

lev e l o f ex p en d itu res  th a n  w ould  o th e rw ise  b e  p o s s ib le .  Time d e ­

p o s it  in te r e s t  w ould be  d is tr ib u te d  among the incom e c la s s e s  a c ­

cord ing  to  th e  re c e ip t  of th e  b e n e f its  o f s ta te  and lo c a l governm ent 

sp en d in g . T his ap p ro a ch , h o w ev er, d o es  n o t ap p ea r to  be  a s  p la u ­

s ib le  a s  an a lte rn a tiv e  th a t  reg a rd s  the  lev e l of ta x a tio n  (and bo r­

rowing) a s  th e  d ependen t v a r ia b le . The le v e l o f  ex p en d itu res  is  

th e n  more or l e s s  au tonom ously  de term in ed  b a se d  on so c ia l  n e e d s .

In th is  c a s e  it  i s  th e  le v e l  o f ta x e s  th a t is  l e s s  th an  o th e rw ise
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and th e  in te r e s t  pa id  on tim e d e p o s its  should  be d is tr ib u te d  a c ­

cord ing  to  the  burden of s ta te  and lo c a l ta x e s  by  incom e c l a s s .  

This i s  th e  a ssu m p tio n  u tiliz e d  in th is  s tudy  and c a r r ie d  out in  

Table 3 -1 1 .

TABLE 3-11

ALLOCATION OF INTEREST PAID ON TIME DEPOSITS OWNED BY 
STATE AND LOCAL GOVERNMENTS ACCORDING TO THE 

STATE AND LOCAL TAX BURDEN BY INCOME CLASS

Incom e C la s s e s
P ercen t of 

Tax Burden
Amount of 

In te re s t

1. $ 0 - 2 ,999 9 .7 $ 5 .1  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .5 7 .6
3 . 5 ,0 0 0 -  7 ,499 2 1 .2 11 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 19 .8 1 0 .4
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 16 .6 8 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .9 4 .1
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .9 2 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 .7 U 4
9 . 1 0 0 ,0 0 0 -a n d  over 3 .5 1 .8

TOTAL 100 .0 $ 5 2 .3  m illion

Source: Table 2 -15  for p e rc en ta g e  d is tr ib u tio n  of th e  ta x  b u rd e n .
The am ount o f in te r e s t  d is tr ib u te d  is  from Table 3 -7 .

The $20 .6  m illion  a ttr ib u te d  to  Foreign tim e  d e p o s its  in  

Table 3-7 re p re se n ts  p a r t  of th e  " rea l"  ex te rn a l tra n s fe r  burden  of 

th e  d e b t. The in te r e s t  c re d ited  in  Table 3 -7  to  U .S .  G overnm ent- 

owned tim e  d e p o s its  ($2 .4  m illion) is  a ssu m ed  to  flow b a c k  to th e  

T reasury  and b e n e f it  no group of in d iv id u a ls . In terbank  b a la n c e s  

a re  c re d ited  w ith  $ 3 .2  m illion  in  tim e d e p o s it  in te r e s t ,  an  am ount
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so sm all th a t  i t  w ill s im p ly  be  ig n o red . T h u s, $ 2 6 .2  m illion  in 

fed e ra l in te re s t  a ttr ib u te d  to  th e  tim e d e p o s it  fu n c tio n  o f  com m ercial 

banks i s  n o t co n s id e red  fu rth er and m ay b e  regarded  a s  a le ak a g e  

from th e  s tream  of in te re s t  b e n e f i ts .

Table 3 -1 2  sum m arizes the  d is tr ib u tio n  am ong th e  incom e 

c la s s e s  of the  $792 .8  m illion  in  in te re s t  from U .S . S e c u r it ie s  earned  

by ow ners of time d e p o s its  a t  com m ercial b an k s  in  1962.

TABLE 3-12

DISTRIBUTION AMONG THE INCOME CLASSES OF FEDERAL INTEREST 
EARNED BY OWNERS CF COMMERCIAL BANK TIME DEPOSITS

1962

P e rcen t o f Amount of
Incom e C la s s e s In te re s t In te re s t

1 . $ 0 -  2 ,999 13 .3 $101 .9 m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 1 3 .7 104 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 13 .3 10 2 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 1 3 .0 9 9 .6
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 17 .1 131,. 1
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .4 7 2 .0
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 6 .2 4 7 .9
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 6 .7 5 1 .7
9 . 1 0 0 ,0 0 0 -an d  over 7 .3 5 5 .7

TOTAL 100 .0

T otal In te re s t  A llocab le  Among Incom e C la s s e s $766 .6 m illion

In te re s t  L eakage  (Foreign , U .S .  T reasury
and  In terbank  Time D ep o sits ) 2 5 .2 m illion

T otal F edera l In te re s t $792 .8 m illion
Earned by  th e  Time D e p o sit F unction  of
C om m ercial B anks, 1952

Source: T ab les: 3 - 8 ,  3 - 9 ,  3 -1 0 , 3 -11
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A llocation  by  Incom e C la s s  o f  F ed era l 
In te re s t  C red ited  to  C om m ercial Bank C ap ita l

In Table 3 - 5 ,  $751 .9  m illion  in in te re s t  from U .S . S e c u ritie s  

is  a ttr ib u te d  to ow ners of bank  c a p i ta l .  S ince no sp e c if ic  s e r ie s  

on the o w n ersh ip  of bank s to c k  b y  incom e c la s s  e x i s t s ,  i t  is  n e c e s ­

sary  to find  a  s u ita b le  p roxy . One p o s s ib le  in d ic a tio n  of th e  ow ner­

sh ip  of bank e q u ity  by incom e c l a s s  is  th e  ow nersh ip  of p u b lic ly  

traded  s to c k , th e  sam e s e r ie s  u sed  in Table 3-9  to d is tr ib u te  th e  

b en e fits  of tim e d e p o s its  ow ned  by  la rg e  c o rp o ra tio n s . This w ould 

be  a n  ad eq u a te  in d ex  o f  bank s to ck  o w n ersh ip  i f  the sh a re s  of com ­

m ercial b an k s w ere  w id e ly  held  and a c tiv e ly  traded  on o rg an ized  

sec u rity  m a rk e ts . A vailab le  ev id en ce  te n d s  to  in d ic a te ,  h o w ev er,

th a t the m arket fo r bank s to ck  is  ex trem ely  th in  and  th a t m ost banks

39are  ra th e r  c lo se ly  he ld  c o rp o ra tio n s . H ow ever, th e  la rg e s t  b an k s  

( th o se  w ith  d e p o s its  in  e x c e s s  of $500 m illion) p robab ly  had a su b ­

s ta n t ia l  number of sh a re s  trad ed  (s e e  n .  39); m oreover, in 19 62 the  

s ix ty -fo u r  la rg e s t  banks in th e  U n ited  S ta te s  he ld  fo rty -o n e  p e rc e n t

The fo llow ing sum m ary of a  re c e n t su rv ey  by W e s te r lin  for the  
H ouse Banking and C urrency  C om m ittee i l lu s tr a te s  th e  poin t:

1) 56 percen t of a  11 b a n k s  have few er th an  f i f ty  s h a re h o ld e rs .
2) 75 percen t of a ll b an k s have  few er th an  ten  th o u san d  

sh a re s  o u ts ta n d in g .
3) O fficers  and d ire c to rs  of 38 p e rc e n t of a ll  b an k s  ow ned 

51 p e rcen t cr more o f the  b a n k 's  o u ts tan d in g  s to c k .
All d a ta  in d ic a te  th e  g re a te s t  c o n ce n tra tio n  of ow nersh ip  for 

sm alle r b a n k s . O nly v e ry  la rg e  ban k s had a su b s ta n tia l  num ber of 
sh a re s  tra d e d . S e e , H ouse B anking and C urrency  C om m ittee , The 
M arket for Bank S tock  (W ashington: U .S .  G overnm ent P rin ting  O ffice ,
D ecem ber, 1964).
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of the  to ta l  c a p ita l  of a ll  in su re d  com m ercial b a n k s . ^  B ecause  no 

s in g le  proxy a p p ea rs  to  be a d e q u a te , a  d u a l b a s is  for d is tr ib u tin g  

the  $751 .9  m illion  in in te re s t  b e n e f its  to  ow ners o f  b an k  c a p ita l  

w ill b e  u s e d .  F o rty -o n e  p e rc en t o r ,  $30 8 .3  m illio n , w ill be d i s ­

tr ib u ted  among th e  incom e c l a s s e s  b a se d  on the  ow nersh ip  of p u b lic ly  

trad ed  s to c k ,  w h ile  the  rem ain ing  f if ty -n in e  p e rcen t o r ,  $ 4 4 3 .6  m illio n , 

is  d is tr ib u te d  accc rd in g  to th e  ow n ersh ip  of eq u ity  in farm and no n ­

farm p ro p r ie to rsh ip s , p a r tn e rsh ip s  and c lo s e ly  held  co rp o ra tio n s  man­

aged  a t  l e a s t  p a r tly  by  som e m em ber of th e  consum er u n it .  T hese 

tw o d is tr ib u tio n s  a re  show n in T ables 3 -1 3  and 3 -1 4 .

TABLE 3-13

INTEREST BENEFITS TO BANK CAPITAL DISTRIBUTED ACCORDING 
TO OWNERSHIP OF PUBLICLY TRADED STOCK

1962

Inc ome C la s s
P ercen t of 

Stock Owned
Amount 

o f In te re s t

1 . $ 0 - 2 ,999 2 .7 $ 8 .3  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9 8 .9
3 . 5 ,0 0 0 -  7 ,4 9 9 6 .1 1 8 .8
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .6 2 5 .5
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 0 .5 3 2 .4
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 2 3 ,7
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 3 .2 4 0 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 .0 3 7 .0
9 . 1 0 0 ,0 0 0 -a n d  up 3 5 .2 1 1 2 .0

TOTAL 100. 0 $ 3 0 3 .3  m illion

Source: T able 2-6  for d is tr ib u tio n  of s to ck  o w n e rsh ip . The to ta l
am ount o f in te re s t  is  fo r ty -o n e  p e rc en t o f  th e  in te re s t  a ttr ib u te d  to  
bank c a p ita l in  Table 3 -5 .

—  4 « )  ■ ■ ■■■■

FDIC Annual Report fo r 1962, o p . c i t . , p .  134.
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TABLE 3 -14

DISTRIBUTION OF INTEREST BENEFITS TO BANK CAPITAL ACCORDING 
TO OWNERSHIP OF CLOSELY HELD FIRMS IN WHICH THE 

OWNERS PLAYED SOME ROLE IN MANAGEMENT
1952

Incom e C la s s

P ercen tag e  
O w nership  of 

Equity
Amount 

of In te re s t

1 . $ 0 -  2 ,999 9 .5 $ 4 2 .1  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 5 .8 2 5 .7
3 . 5 ,0 0 0 -  7 ,4 9 9 1 1 .2 4 9 .7
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3 3 5 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .7 4 7 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 .2 3 5 .4
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 2 .5 5 5 .5
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 2 .3 9 8 .9
9 . 1 0 3 ,0 0 0 -a n d  over 11 .5 5 1 .0

TOTAL 1 0 0 .0 $4 4 3 .6  m illion

Souce: T ab le  2-3  for th e  o w n ersh ip  of e q u ity  d is tr ib u tio n . The to ta l 
am ount of in te re s t  i s  f if ty -n in e  p e rcen t of th e  in te re s t  a ttr ib u te d  to 
bank  c a p ita l in  Table 3 -5 .

T able 3-15 sum m arizes the  d is tr ib u tio n  among th e  incom e c la s s e s  

of th e  $751 .9  m illion  in  fe d e ra l in te re s t  a ttr ib u te d  to  th e  ow ners of

com m ercial banks
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TABLE 3-15

DISTRIBUTION AMONG THE INCOME CLASSES OF INTEREST 
ATTRIBUTED TO COMMERCIAL BANK CAPITAL

1962

Incom e C la s s
P a r e n t  of 

In te re s t
Amount of 

In te re s t

1. $ 0 -  2 ,999 6 .7 $ 5 0 .4  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 4 .6 3 4 .6
3 . 5 ,0 0 0 -  7 ,499 9 .1 6 8 .5
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .4 6 3 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .6 7 9 .9
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 .0 6 0 .1
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 2 .8 9 5 .2
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 8 .1 135 .9
9 . 1 0 0 ,0 0 0 -a n d  over 2 1 .7 163 .0

TOTAL 1 0 0 .0 $7 5 1 .9  m illion

Source: T ables 3 -1 3  and  3 -1 4 .

A llocation  by  In co m e C la s s  o f F edera l In te re s t  
C red ited  to  Com m ercial Bank Dem and D e p o s its

Owners o f  com m ercial bank  dem and d e p o s its  are  c re d ite d  w ith  

$ 5 9 4 .3  m illion  in  in te r e s t  b e n e f its  from th e  fed e ra l d e b t in 1952 

(Table 3 -5 ) . As w ith  th e  bank  c a p ita l  an d  tim e d e p o s it  in te r e s t  

b e n e f its  from th e  d e b t, th e  u ltim a te  o b je c tiv e  is  to  d is tr ib u te  th is  

am ount am ong the  incom e c l a s s e s .  If i t  i s  assu m ed  th a t  th e  am ount 

of in te re s t  b e n e f its  a cc ru in g  to  a  dem and d e p o s it  acco u n t i s  propor­

tio n a l to th e  s iz e  of the  a c c o u n t, th e n  th e  re la t iv e  ow nersh ip  of 

dem and d e p o s its  can b e  ta k en  to b e  in d ic a to r  of th e  am ount of
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41im p lic it in te re s t  re c e iv e d  by  dem and d e p o s it o w n ers .

TABLE 3-16A

DISTRIBUTION AMONG OWNERSHIP GROUPS BASED ON THE 
OWNERSHIP OF DEMAND DEPOSITS OF THE IMPLICIT 

INTEREST BENEFIT PAID ON DEMAND DEPOSITS
1962

O w nership  G roup
P ercen tag e  O w nership 
of Demand D e p o s its

Amount of 
In te re s t

In d iv id u a ls , P a rtn e r-  
sh ip s  and C orpo ra tions 7 8 .2 $ 454 .7  m illion

In terbank  B alances 9 .0 5 3 .5

S ta te  and Local G o v t. 7 .4 4 4 .0

U .S . G overnm ent 4 .2 2 5 .0

F oreign  Banking 1 .2 7 .1
TOTAL 100 .0 $ 5 9 4 .3  m illion

a

In c lu d es  c e r tif ie d  and tra v e le rs  c h e c k " , on  th e assu m p tio n
th a t in d iv id u a ls  and b u s in e s s e s  c h ie f ly  u s e  th e se  in s tru m e n ts .

Source: Total am ount of in te r e s t  from Table 3 -5 . P e rcen tag e
ow nersh ip  from F ederal R eserve  B u lle tin . April 1963, p . 501.

41 This may no t be  an  a c c u ra te  a ssu m p tio n  if sm all acco u n ts  a re  
very  a c tiv e  ( i . e . ,  m any c h e c k s  w ritten  and  p ro c e s s e d , th e  a d v ice  
of th e  bank  is  sough t f re q u e n tly , e t c . ) .  H ow ever, banks an a ly ze  
th e ir  dem and d e p o s it a cc o u n ts  and u s u a lly  lev y  an o v e ra c tiv ity  
charg e  w hen the  av erag e  s iz e  of th e  d e p o s it  b a la n c e  ap p ea rs  too  
sm all to  ju s tify  the volum e of, s e rv ic e s  being  p ro v id e d . The s iz e  
of co m p ensa ting  b a la n c e s  req u ired  w hen  a  b u s in e s s  lo an  i s  m ade 
is  d e term ined  p a r tly  on  how a c tiv e  an acco u n t i s ,  w h ich  w ould  
a ls o  ten d  to  m ake re la tiv e  ow nersh ip  of dem and d e p o s its  in d ic a tiv e  
of the am ount of s e rv ic e  re n d e red . G overnm ent d e p o s it a cc o u n ts  
may re c e iv e  more b e n e f its  th a n  is  in d ic a te d  by th e ir  s iz e ,  but th is  
is  p u re ly  c o n je c tu ra l .
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TABLE 3-16B

DISTRIBUTION AMONG OWNERSHIP GROUPS OF THE IMPLICIT 
INTEREST PAID ON DEMAND DEPOSITS AFTER ALLOCATING 

INTEREST ON INTERBANK BALANCES AMONG THE 
REMAINING OWNERSHIP GROUPS

O w nership  Group Amount o f In te re s t

In d iv id u a ls , P a rtn e rsh ip s  
and C orpo ra tions $5 1 0 ,7  m illion

S ta te  and L ocal G overnm ent 4 3 .3

U .S . G overnm ent 2 7 .5

F oreign  Banking 7*1
TOTAL $5 9 4 .3

Source: The $ 5 3 .5  m illion  p a id  a s  im p lic it in te re s t  on In terbank
demand d e p o s its  in  T able 3-16A is  a llo c a te d  among th e  rem ain ing  
four c a te g o r ie s  b a se d  on th e  p roportion  of in te re s t  (net of In te r­
bank  in te re s t)  a llo c a b le  to  each  o f th e  rem ain ing  c a te g o r ie s .

In te rbank  o r co rre sp o n d en t b a la n c e s  a re  a llo c a te d  $53 .5  m il­

lio n  in  im p lic it in te r e s t  b e n e f its  in  Table 3-16A . The co rresp o n d en t 

bank ing  re la tio n sh ip  i s  one  in  w hich one  com m ercial bank  (u su a lly  

lo c a te d  in  a n  ou tly ing  a rea) m ain ta in s  a d e p o s it  w ith  ano ther com ­

m ercial b a n k , and in re tu rn  the  f i r s t  bank  re c e iv e s  ch eck  c le a r in g , 

c re d it and in v e s tm en t s e rv ic e s  from th e  second  b a n k . The s iz e  of 

b a la n c e  k ep t a t  th e  b an k  w ith w h ich  th e  co rre sp o n d en t re la tio n :, is  

m ain ta in ed  is  su p p o sed  to  co m p en sa te  th a t  b an k  for the  s e rv ic e s  

i t  p erfo rm s. (P resum ab ly , th e  d e p o s it is  in v e s te d  and the  incom e
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from th e  in v estm en t c o m p en sa te s  th e  bank  fo r the  e x p e n se s  i t  in ­

cu rs  in  perform ing co rresp o n d en t s e rv ic e s ;  in  th is  c a s e  th e  incom e 

is  from th a t p a rt of the  co rresp o n d en t b a la n c e s  in v e s te d  in U .S . 

G overnm ent S e c u r it ie s .)  It th e re fo re  seem s lo g ic a l to  a ttr ib u te

th e  b e n e f its  a sc r ib e d  to in te rbank  b a la n c e s  to  th e  o ther c a te g o r ie s

42of dem and d e p o s it ow nersh ip '—T able 3-16A . This im p lic itly  a s ­

sum es th a t  p art of the  free  s e rv ic e s  ren d ered  by  com m ercial ban k s 

to  th e ir  demand d e p o sit cu sto m ers  c o n s is ts  in s e rv ic e s  th a t  r e ­

qu ire  the u s e  o f  the  b a n k 's  co rre sp o n d en t f a c i l i t i e s .  Other c u s ­

tom er? of th e  bank th a t  d e s ire d  u se  of th e  b a n k 's  co rresp o n d en t 

re la tio n s  w ould p resum ab ly  be  req u ired  to  pay  a  se rv ice  c h a rg e , 

e . g . ,  a  tim e d e p o s it  cu sto m er w ho w ish ed  to  p u rch ase  a governm ent 

se c u rity  or make a foreign  re m itta n c e . C on tinu ing  w ith  th e  a ssu m p ­

tion  th a t  th e  am ount ow ned of dem and d e p o s its  i s  in d ic a tiv e  of th e  

am ount of im p lic it in te re s t  a ttr ib u ta b le  to  e ac h  ca teg o ry  of demand 

d e p o s it o w n e rsh ip , th e  $ 5 3 .5  m illion  in  im p lic it in te re s t  a ttr ib u te d  

to  in te rb an k  b a la n c e s  in  T able 3-16A is  d is tr ib u te d  among the  o th er 

four c a te g o r ie s  of ow nersh ip  (IPC , S ta te  and L ocal G overnm en ts,

U .S .  G overnm ent, an d  Foreign Banking) b a se d  on th e  p roportion  of 

in te re s t  (net of In te rb an k  in te re s t)  a llo c a b le  to  e ach  of the  other 

four c a te g o r ie s .  The r e s u l t  o f  th is  s te p  is  show n in  Table 3-16B .

42 No am ount of th is  in te re s t  b e n e f it i s  a llo tte d  to  bank p ro fit 
b e c a u s e  th e  im p lic it in te r e s t  a ttr ib u te d  to dem and d e p o s its  i s  n e t 
of p ro f its .
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T able 3 -1 7  b reak s  down th e  $ 5 1 0 .7  m illion  in  in te r e s t  a s ­

s ig n a b le  to  th e  IPC c a te g o ry , accord ing  to  th e  ow nersh ip  of 

dem and d e p o s its  in c lu d ed  in  th e  IPC c a te g o ry . N ote th a t  the 

F ed era l R eserve su rv ey  o f  th e  ow nersh ip  of dem and d e p o s its  th a t 

i s  u ti l iz e d  in  Table 3 -17  i s  a s  of January  1951— the su rv ey  d a te  

c lo s e s t  to  th e  y e a r 1962.

The four c a te g o rie s  o f  dem and d e p o s it o w n e rsh ip , IP C , S ta te  

and Local G overnm ent, U .S . G overnm ent and F oreign  B anking , w ill 

be d is c u s s e d  in  th a t o rd e r—w hich  co rresp o n d s to  th e ir  im portance  

and co m p lex ity .

T able 3 -1 7 's  s e c to ra l  b reakdow n o f th e  IPC c a teg o ry  show s

b u s in e s s  firm s re c e iv in g  5 8 .9  p e rcen t of th e  IPC in te r e s t  b e n e fit
)

in  1952 and o v e r h a lf  o f th e  en tire  am ount of im p lic it in te r e s t  paid  

to  dem and d e p o s i t s .  This r a is e s  som e fundam ental q u e s tio n  for 

the  a n a ly s is ,  of th e  d is tr ib u tio n a l e ffe c ts  of th e  fed e ra l d e b t. To 

whom should be  a sc r ib e d  th e  in te re s t  b e n e f it  a ttr ib u te d  to b u s in e s s  

f irm s , th e  o w n ers  or c u sto m ers  of th e  firm s?  D oes th e  im p lic it 

in te re s t  re c e iv e d  by  firm s (am ounting to $300 .8  m illion  in  1952) 

r e s u l t  in  h igher p r o f i t s , b e c a u s e  c o s ts  are  low er th a n  th e y  w ould 

be  i f  banks ch arg ed  fu lly  for th e ir  s e rv ic e s  o r ,  a re  p ro d u c t p r ic e s  

lo w er b e c a u se  c o s ts  a re  lo w e r. In m any w a y s , th e  s itu a tio n  is  

s im ila r  to  th e  a n a ly s is  of th e  in c id e n c e  of a ta x .  I t is  not p o s ­

s ib le  to  exam ine  th e  s i tu a tio n  in  th e  p re se n c e  and in  the  a b se n c e  

o f im p lic it in te r e s t  p ay m en ts  and then  com pare th e  outcom e in
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ord er to  a rriv e  a t a judgem ent a s  to  whom th e  b e n e f its  o f th e  im ­

p lic i t  in te re s t  a c c ru e s .  Several w ay s of v iew ing th e  s itu a tio n  w ill 

b e  d is c u s s e d  before  a  f in a l d e c is io n  i s  m a d e .

TABLE 3-17

BREAKDOWN OF THE IPC CATEGORY CF DEMAND DEPOSIT OWNERSHIP 
AND DISTRIBUTION OF THE INTEREST BENEFITS ACCORDING TO 

THE PERCENTAGE OWNERSHIP OF DEMAND DEPOSITS IN
1951

Type of 
D em and D ep o sit 

Owner (IPC)

P ercen t o f Demand 
D e p o s its  Owned 

on Jan . 2 5 , 1951
Amount of 

In te re s t

C orporate  B u sin ess 4 5 .4 $231 .9  m illion
N o n -co rp o ra te  B u sin ess 13 ,5 6 8 .9
In d iv id u a ls  (personal) 2 9 .7 151 .7
N o n -p ro fit 4 .8 2 4 .5
Farm O perato rs 3 .7 18 .9
T rust D e p t, of Banks 2 .0 1 0 .2
Foreign 0 .9 4 .6

TOTAL 1 00 .0 $510 .7

Source: F ed era l R eserve  B u lle tin . April 1951, p .  4 0 5 , fo r th e  p e r­
c en ta g e  d is tr ib u tio n  of d e p o s it o w n e rsh ip . The to ta l am ount of in ­
te re s t  i s  from Table 3-16B .

In order to a sc r ib e  th e  im p lic it in te re s t  re c e iv e d  by  b u s in e s s  

firm s to  th e ir  ow ners i t  m ust b e  p o s s ib le  to  d em o n stra te  th a t  the  

le v e l  of p ro fits  is  h ig h e r th an  th e  opportun ity  c o s ts  of c a p ita l p lus 

som e r is k  prem ium  th a t  v a r ie s  am ong in d u s tr ie s  ( th e se  tw o e lem en ts  

to g e th e r a re  u s u a lly  la b e le d  "norm al" p ro f its ) . Time and sp a c e  l i ­

m ita tio n s  o b v io u sly  p rev en t a d e ta ile d  exam ination  o f  e v e ry  in d u s try
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m ust b e  su ff ic ie n tly  g e n e ra l to  perm it a  d e c is io n  to  b e  made as  

to  w hether ow ners or cu sto m ers  (or som e com bination  o f both) a re  

the  prime b e n e f ic ia r ie s  of th e  im p lic it in te re s t  paid  by com m ercial 

b a n k s . The tra d itio n a l m ech an ism  by m eans of w h ich  p r ic e s  a re  

eq u a ted  to  c o s ts  (including  norm al p ro fits) i s  th e  e x is te n c e  of 

" e x c e s s "  or "abnorm al" p ro fits  i n  c e r ta in  in d u s tr ie s  or firm s.

The m igration of c a p ita l c a u s e d  by the  a p p ea ran ce  o f  e x c e s s  p ro ­

f i t s ,  in  order to  cap ture  som e of th e se  p ro f i ts ,  c a u s e s  o u tpu t to 

expand and p roduct p rice  to  d e c lin e  u n til s ta b i l i ty  in  the  num ber of 

firm s in  th e  in d u s try  w here th e  e x c e s s  p ro fits  app eared  f in a lly  r e ­

s u l t s .  This w ill o ccu r o n ly  w hen a ll  su p er-n o rm al p ro fits  a re  w iped  

out and p r ic e  e q u a ls  long  run av erag e  c o s t .  H ow ever, if  it is  co n ­

ten d ed  th a t th e  paym ent by com m ercial b an k s  o f im p lic it in te r e s t  

r e s u l ts  in  f irm s ' c o s ts  b e in g  l e s s  th an  p r ic e s  in the  long ru n , th en  

som e a lte rn a te  m echanism  of a d ju s tin g  p r ic e s  and c o s t s  m ust be 

p o s i te d .  On th e  o th er h a n d , if  a ll com m ercial banks p ay  im p lic it 

in te r e s t ,  th e n  n o  firm or in d u s try  w ill b e  earn ing  abnorm al p ro f i ts ,  

on th is  a c c o u n t, due to  the  fa c t  th a t  a ll firm s re g a rd le s s  of w hat 

in d u s try  th e y  o p era te  in w ill re c e iv e  im p lic it in te r e s t .  It ap p ea rs  

th a t  th e  fa c t  th a t im p lic it in te re s t  i s  so  w id e ly  re c e iv e d  by  firm s 

e ffe c tiv e ly  b lo ck s  th e  m echan ism  b y  w h ich  any  su rp lu s  or e x c e s s  

p ro fits  could  b e  sq u eezed  out of p roduct p r ic e s .  A lso , if m arkets
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are  im p erfec tly  co m p etitiv e  or if  firm s do not s e e k  to  m axim ize 

p ro f i ts ,  th e s e  are  tw o  ad d itio n a l re a so n s  w hy e x c e s s  p ro fits  may 

p e r s is t  over long  p e r io d s . U nlike tim e d e p o s i t s ,  w h ich  a re  le s s  

liq u id  but y ie ld  an e x p lic it  re tu rn , dem and d e p o s its  a re  held  by 

firm s p rim arily  fo r th e ir  liq u id ity  y ie ld .  That i s ,  p rofit m ax im iza­

tio n  d ic ta te s  th a t  p a rt of a f irm 's  a s s e t s  be  held  in  th e  form of 

dem and d e p o s i t s .  If th is  i s  th e  c a s e ,  dem and d e p o s it  in te r e s t ,  

lik e  tim e d e p o s it  in te r e s t ,  is  a ttr ib u ta b le  to  ow ners of firm s b e ­

c a u se  normal p ro fit in c lu d e s  in te r e s t  on in v e s te d  c a p i ta l .  If the  

foregoing d is c u s s io n  i s  judged to  b e  a  va lid  a n a ly s is  o f  th e  eco n o ­

mic im p ac t of im p lic it in te r e s t  on  demand d e p o s i t s ,  th e  in te r e s t  

a ttr ib u te d  to  d e p o s its  ow ned  by  b u s in e s s  firm s m ust be  c re d ite d  

to th e  ow ners o f f irm s.

A gainst the  argum ent p re se n te d  in  th e  p reced in g  p a ra g ra p h , i t  

can  be  p o in ted  out th a t  f irm s ' money c o s ts  a re  l e s s  th an  th e y  w ould  

be if  b an k s charged  fu lly  for th e i r  s e rv ic e s  and th a t p roduct p r ic e s  

a re  th e re fo re  l e s s  than  o th e rw is e . In th is  c a s e  th e  im p lic it in te r e s t  

w ould b e  a ttr ib u ta b le  to  th e  c u s to m ers  of firm s ra thar than  th e ir  

o w n e rs . Im p lic it in te r e s t  p e rm its  firm s to  h ire  a la rg e r am ount of 

p ro d uctive  s e rv ic e s  w ith  any  g iven  m oney o u tla y  than  w ould o th e r­

w ise  b e  p o s s ib le .  M oney c o s ts  in cu rred  by  firm s a re  l e s s  th an  

th e y  would be  if com m ercial b an k s ch arg ed  fu lly  fo r th e i r  s e r v ic e s .

And if  oppo rtun ity  c o s ts  and r isk  prem ium s (which m ust b e  in c lu d ed  

in  lo n g -ru n  p r ic e s  if firm s a re  to  con tinue  to  opera te) a re  u n c h an g e d ,
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then  i t  seem s lo g ic a l to  a ssu m e  th a t  p roduct p r ic e s  are l e s s  than  

w ould o th e rw ise  b e  th e  c a s e /  and th e  b e n e f it  o f  th e  im p lic it in ­

te re s t  re c e iv e d  by firm s ough t to  be c re d ited  to  in d iv id u a ls  a s  c o n ­

sum ers ra th e r th a n  a s  ow ners of f irm s. This v iew  is  re in fo rced  when 

i t  i s  re co g n ized  th a t im p lic it in te re s t  d o es  not in v o lv e  th e  firm re ­

ce iv in g  funds d ire c tly  th a t can b e  s ip h o n ed  off in to  p ro f its . Even 

m ore im p o rtan t/ b e c a u s e  b an k s  h av e  a lw ay s  p a id  im p lic it in te r e s t  

(s in c e  1933 th ey  have  b e e n  forb idden  to  pay  e x p lic it  in te re s t ;  p rio r 

to  th a t d a te  th ey  p a id  b o th ) , the  s itu a tio n  n ever a ro se  in  w hich 

firm s th a t o nce  pa id  for dem and d e p o s it  s e rv ic e s  sudden ly  found 

th a t  b a n k s  w ould then cefo rth  p rovide th e s e  s e rv ic e s  free  of c h a rg e .

In su ch  a  s i tu a t io n /  p ro d u c t p ric e s  might no t fa ll  pari p a ssu  w ith 

c o s ts  and su rp lu s  p ro fits  m ight a r i s e .  But b e c a u s e  b an k s a lw ay s 

perform ed th e se  s e rv ic e s  fre e  o f c h a rg e / a t  no tim e could  the c o s t 

of dem and d e p o s its  have  fa lle n  w h ile  p roduct p r ic e s  rem ained  un ­

ch an g ed . This a n a ly s is  s t r e s s e s  th e  dynam ic e lem en ts  o f p rice  and 

c o s t  c h an g e s  and  le a d s  to  th e  co n c lu s io n  th a t  cu sto m ers  o f  firms a re  

th e  u ltim a te  b e n e f ic ia r ie s  of the  im p lic it in te r e s t  paid  on b u s in e s s -  

ow ned dem and d e p o s i t s .

I t s t i l l  rem ain s  to  d e c id e  w hether consum ers or ow ners of 

firm s b e n e f it  p rim arily  from the  im p lic it in te r e s t  p a id  on dem and d e ­

p o s i t s .  B ecau se  th e  c a s e  for e i th e r  in te rp re ta tio n  i s  n o t e n tire ly  

co n v in c in g / an  e c le c tic  approach  seem s a p p ro p ria te . F ir s t /  th e
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in te re s t  w ill b e  d is tr ib u te d  acco rd in g  to  th e  a ssu m p tio n  th a t  c o n ­

sum ers b e n e f it  from i t ,  u sing  consum ption  by incom e c la s s  a s  

th e  in d ex  of d is tr ib u tio n . This is  done in  T able 3—18 w here  the  

$1 8 .9  m illion  in  im p lic it in te re s t  a ttr ib u te d  to  farm er-ow ned dem and 

d e p o s its  (Table 3-17) is  added  to  th e  $3 0 0 .8  m illion  c re d ited  to  

b u s in ess -o w n ed  d e p o s i t s ,  on th e  a ssu m p tio n  th a t food p r ic e s  a s  

w e ll a s  o th e r p ro d u c t p r ic e s  a re  low er on acco u n t o f im p lic it 

in te re s t .

TABLE 3-18

DISTRIBUTION CF IMPLICIT INTEREST ON DEMAND DEPOSITS 
OWNED BY BUSINESSES AND FARMS, ACCORDING TO 

CONSUMPTION BY INCOME CLASS 
1952

Income C la s s
Percent of Total 

C urren t C onsum ption
Amount of 

In te re s t

1 . $ 0 -  2 ,999 1 0 .8 $ 3 4 .5  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .6 4 6 .7
3 . 5 ,0 0 0 -  7 ,4 9 9 2 2 .0 7 0 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 2 1 .1 6 7... 4
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 18 .7 5 9 .8
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 2 0 .8
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3 7 .4
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .8 5 .8
9 . 1 0 0 ,0 0 0 -a n d  over 2 ,2 7*0

TOTAL 100 .0 $319 .7  m illion

Source: Table 2 -13  for the  consum ption  in d ex ; T able 3 -17  fo r th e
to ta l  am ount of im p lic it in te r e s t  ea rn ed  by  on  d e p o s its  ow ned by 
C orpora te  B u s in e s s e s ,  N o n -co rp o ra te  B u s in e s se s  and Farm O p e ra to rs .
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The a lte rn a tiv e  a ssu m p tio n , th a t  o w n ers  o f firms b e n e f it  from im p lic it  

in te re s t  i s  c a rried  out in  T ab les  3 -19  and 3 -2 0 . Table 3-19 d i s ­

tr ib u te s  the $231 .9  m illion  in  im p lic it in te re s t  (Table 3-17) pa id  on 

dem and d e p o s its  ow ned by c o rp o ra te  b u s in e s s e s  in  1932. The b a s is  

fo r d is tr ib u tio n  i s  th e  ow n ersh ip  of p u b lic ly  trad ed  s to ck  b y  incom e 

c l a s s .  The im p lic it in te r e s t  on demand d e p o s its  ow ned by non­

co rp o ra te  b u s in e s s e s  and faim o p e ra to rs , $ 8 7 .8  m illio n , i s  d is tr ib u te d  

in Table 3 -20  according  to th e  ow nersh ip  by incom e c la s s  of eq u ity  

in  farm  and non-farm  s o le  p ro p r ie to rsh ip s , p a rtn e rsh ip s  and c lo s e ly -  

he ld  co rp o ra tio n s  m anaged b y  som e m em ber of th e  consum er u n i t .

At the end  of th is  c h a p te r ,  th e  e ffe c t o f  each  a lte rn a tiv e  a ssu m p ­

tio n  c a n  b e  ju d g ed  by com paring th e  o v era ll d is tr ib u tio n  b y  income 

c la s s  of the  U .S . In te re s t  re c e iv e d  by  com m ercial banks in  1962, 

u sing  f ir s t  th e  consum ption  a ssu m p tio n  and then  th e  eq u ity  a ssu m p ­

tio n  a s  th e  b a s is  of d is tr ib u tio n .

The ca teg o ry  In d iv id u a ls  in  T able  3-17 is  a ttr ib u te d  w ith  

$ 151 .7  m illion  in  im p lic it in te r e s t  on  dem and d e p o s i t s .  Ind iv idual 

ow ners a re  assu m ed  to  b e n e f it  from th e  im p lic it  in te r e s t  th a t  i s  pa id  

on the dem and d e p o s its  th a t th e y  o w n . Table 3-21 d is tr ib u te s  th e  

$151 .7  m illion  acco rd in g  to  th e  e s tim a te d  ow nersh ip  o f  dem and 

d e p o s its  b y  incom e c l a s s .

The n o n -p ro fit c a te g o ry  of IPC o w n e rsh ip  of dem and d e p o s its  

in  Table 3 -17  c o n s is ts  o f su ch  d iv e rs e  in s ti tu tio n s  a s  re lig io u s  or­

g a n iz a t io n s , e d u c a tio n a l in s t i tu t io n s ,  fra te rn a l g ro u p s , fo u n d a tio n s ,
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TABLE 3-19

DISTRIBUTION OF IMPLICIT INTEREST PAID ON CORPORATE- 
OWNED DEMAND DEPOSITS BASED ON OWNERSHIP 

CF PUBLICLY TRADED STOCK 
1962

Incom e C la s s
P e rcen tag e  

O w nership  of S tock
Amount of 

In te re s t

1. $ 0 -  2 ,999 2 .7 $ 6 .3  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9 6 .7
3 . 5 ,0 0 0 -  7 ,4 9 9 6 .1 14.1
4 . 7 ,5 0 0 -  9 ,999 8 .6 19 .9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 0 .5 2 4 .3
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 17.9
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 13 .2 3 0 .6
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 .0 2 7 .8
9 . 1 0 0 ,0 0 0 -a n d  over 3 6 ,2 8 4 .3

TOTAL 100 .0 $ 231 .9  m illion

Source: Table 2 - 6 .  The to ta l  am ount o f in te r e s t  is  from Table 3 -1 7 .

e tc .  It is  n e c e s s a ry  to  d e v is e  some m ethod for a llo c a tin g  among the 

incom e c la s s e s  th e  $ 2 4 ,5  m illion  in  im p lic it  in te re s t  p a id  on dem and 

d e p o s its  ow ned by n o n -p ro fit o rg a n iz a tio n s . R eceip t of im p lic it in ­

te r e s t  by  n o n -p ro fit groups probab ly  h a s  the  e ffe c t of en ab lin g  them 

to  ca rry  on a  h ig h e r le v e l of a c t iv i ty  th a n  w ould  o th e rw ise  b e  p o s ­

s ib le .  In  o ther w o rd s , rev en u e  is  th e  in d ep en d en t v a ria b le  ( e . g . ,  

co n trib u tio n s) th a t  governs th e  sco p e  of th e ir  a c t iv i t i e s .  Im p lic it 

in te re s t  e n a b le s  more to  b e  done w ith  every  d o lla r  o f rev en u e  r e ­

c e iv e d . U nder th is  a ssu m p tio n , th e  b e n e f it  of im p lic it in te r e s t  on
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TABLE 3 -20

DISTRIBUTION OF IMPLICIT INTEREST PAID ON NCN-CORPORATE 
BUSINESS AND FARM-OWNED DEMAND DEPOSITS BASED 

ON OWNERSHIP OF SUCH FIRMS 
19S2

Incom e C la s s
P e rcen tag e  O w nership  

o f Equity in  Firms
Amount of 

In te re s t

1 . $ 0 - 2 ,999 9 .5 $ 8 .3  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 5 .8 5 .1
3 . 5 ,0 0 0 -  7 ,499 11 .2 9 .8
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3 7 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 0 .7 9 .4
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 .2 7 .2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 12 .5 1 1 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 2 .3 19 .6
9 . 1 0 0 ,0 0 0 -an d  over 11 .5 1 0 .1

TOTAL 100 .0 $8 7 .8  m illion

Source: T ab le  2 - 8 .  Equity in  firms re fe rs  to  e q u ity  in farm and 
non -farm  so le  p ro p r ie to rsh ip s , p a rtn e rsh ip s  and c lo se ly  held co rp ­
o ra tio n s  th a t w ere  m anaged b y  som e member of th e  su rv ey ed  c o n ­
sum er u n i t .  The to ta l  am ount o f in te r e s t  a llo c a te d  i s  from Table 
3 -17; th e  am ount a ttr ib u te d  to  N o n -co rp o ra te  b u s in e s s  and Farm 
O perator dem and d e p o s i ts  is  added  to g e th e r .

n o n -p ro fit g ro u p s ' dem and d e p o s its  a c c ru e s  to  th o se  who b e n e f it  

from th e  a c t iv i t ie s  o f n o n -p ro fit o rg a n iz a tio n s . W hat i s  a ssu m ed  

here  is  th a t th e  b e n e f its  from th e  n o n -p ro f it  s e c to r  of th e  econom y 

a re  d is tr ib u te d  am ong the  incom e c la s s e s  acco rd in g  to  th e  b e n e fit 

d e riv ed  from th e  p ro fit s e c to r ,  i . e . ,  co n su m p tio n . Table 3-22 

d is tr ib u te s  the  $24 .5  in  in te r e s t  c re d ited  to  dem and d e p o s its  owned 

by n o n -p ro fit o rg a n iz a tio n  in a cco rd an ce  w ith  the p e rc e n t of c o n ­

sum ption  a ttr ib u te d  to  e a c h  incom e c l a s s .
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TABLE 3-21

DISTRIBUTION OF THE IMPLICIT INTEREST PAID ON PERSONAL 
DEMAND DEPOSIT ACCOUNTS ACCORDING TO OWNERSHIP

BY INCOME CLASS 
1962

Incom e C la s s
P ercen tag e  O w nership  

o f Demand D e p o sits
Amount of 

In te re s t

1 . $ 0 -  2 ,999 11.9 $ 18 .1  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 7 .5 1 1 .4
3 . 5 ,0 0 0 -  7 ,4 9 9 1 2 .3 1 8 .7
4 . 7 ,5 0 0 -  9 ,9 9 9 11 .7 1 7 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 3 .4 2 0 .3
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 1 .5 1 7 .4
7 . 2 5 ,0 0 9 -4 9 ,9 9 9 9 .9 15 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 9 .2 14 .0
9 , 1 0 0 ,0 0 0 -a n d  over 12 .6 19 .1

TOTAL 1 0 0 .0 $1 5 1 .7  m illion

Source: Table 2 -2 0  for th e  p e rc en ta g e  d is tr ib u tio n  of dem and d e p o s it
o w n e rsh ip . Total in te re s t  i s  from T able  3 -1 7 .

The $ 1 0 .2  m illion  in  im p lic it in te re s t  a ttr ib u te d  to  th e  T rust 

dep artm en ts  of com m ercial b an k s in Table 3 -17  is  d is tr ib u te d  among 

th e  incom e c la s s e s  acco rd in g  to th e  ow nersh ip  of an in te re s t  in  an 

b e n e f ic ia l tru s t  in  Table 3 -2 3 ,

The $ 4 .6  m illion  in in te re s t  on fo re ig n -o w n ed  (IPC) dem and 

d e p o s its  s t i l l  rem a in s  in  T able 3 -1 7  to  b e  a l lo c a te d .  This sum , 

lik e  fo re ig n -o w n ed  tim e d e p o s i t s ,  w ill be  c o n sid e re d  a s  a le ak a g e  

from th e  sy stem  and ig n o re d . In a d d it io n , Table 3-16B a ttr ib u te s  

$ 7 .8  m illion  to  Foreign Banking dem and d e p o s i t s .  This am oun t.
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TABLE 3 -22

DISTRIBUTION ACCORDING TO CONSUMPTION BY INCOME CLASS 
OF THE IMPLICIT INTEREST PAID ON DEMAND DEPOSITS 

OWNED BY NON-PROFIT ORGANIZATIONS
1962

Incom e C la s s
P ercen t of 

C onsum ption
Amount of 
In te re s t

1 . $ 0* 2 /999 10 .8 $ 2 .6  m illion
2 . 3 ,0 0 0 -  4 /999 14 .6 3 .6
3 . 5 /0 0 0 -  7 ,4 9 9 2 2 .0 5 .4
4 . 7 /5 0 0 -  9 ,9 9 9 21 .1 5 .2
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 18 .7 4 .6
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 1 .6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3 0 .6
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .8 0 .4
9 . 1 0 0 ,0 0 0 -a n d  over 2 .2 0 .5

TOTAL 1 0 0 .0 $ 2 4 .5  m illion

Source: Table 2 -13  for the  p e rcen tag e  d is tr ib u tio n  o f co n sum ption .
Total in te re s t  a llo c a te d  i s  from Table 3 -1 7 .

too, w ill be  ig n o re d . Table 3-16B a lso  a ttr ib u te s  $ 2 7 .5  m illion  in  

im p lic it in te r e s t  to  dem and d e p o s its  ow ned by th e  U .S . G overnm ent. 

As w ith  tim e  d e p o s its  ow ned by th e  F edera l G overnm ent/ th e  am ount 

w ill b e  ig n o re d . T h u s, a  to ta l  of $3 9 .9  m illion  in  im p lic it  in te re s t  

p a id  on fo reign  and U .S . G overnm ent dem and d e p o s its  i s  no t a l lo ­

c a te d  among th e  incom e c l a s s e s .

Only th e  $ 4 8 .3  m illion  pa id  on dem and d e p o s its  owned by  

s ta te  and  lo c a l governm en ts  (Table 3-16B) rem ain s  to  be  a llo c a te d  

of th e  $ 5 9 4 .3  m illion  in  fe d e ra l in te r e s t  flow ing through com m ercial
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TABLE 3-23

DISTRIBUTION OF THE IMPLICIT INTEREST PAID ON DEMAND 
DEPOSITS OWNED BY BANK TRUST DEPARTMENTS BASED 

ON TRUST OWNERSHIP BY INCOME CLASS
1952

Income C la s s
P e rcen tag e  O w nership  of 

In te re s t in  B en efic ia l T rust
Amount of 

In te re s t

1 . $ 0 -  2 ,999 0 .7 $ 0 .1  m illion
2 . 3 ,0 0 0 -  4 ,999 0 .1 0 .0
3 . 5 ,0 0 0 -  7 ,4 9 9 2 4 .1 2 .5
4# 7 ,5 0 0 -  9 ,9 9 9 1 .8 0 .2
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 .4 0 .2
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 8 .6 0 .9
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 4 5 .3 4 .5
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 4 .6 0 .5
9 . 1 0 0 ,0 0 0 -an d  over 1 2 .3 1 .3

TOTAL 100 .0 $ 1 0 .2  m illion

Source: P e rcen tag e  d is tr ib u tio n  of T rust ow nersh ip  is  from Table 2 -26 ,
The to ta l am ount of in te re s t  i s  from T able 3 -1 7 .

b an k s a s  im p lic it in te r e s t  in 1952. The a llo c a tio n  of th is  $48 .3  m il­

l io n  is  ca rried  ou t in  T able 3 -2 4 , u s in g  a s  the  in d e x  of d is trib u tio n  

the  s ta te  and lo c a l ta x  b u rd en  by  incom e c l a s s .  This w ay cf t r e a t ­

in g  im p lic it in te r e s t  re c e iv e d  by S ta te  and lo c a l  governm ents is  

an a lo g o u s to  th e  trea tm en t of th e  tim e d e p o s it in te r e s t  re c e iv e d  by  

th e s e  u n its  of governm ent. The free  dem and d e p o s it s e rv ic e s  pro­

v id ed  by com m ercial banks i s  a ssu m ed  to  perm it a  lo w er lev e l of 

ta x a t io n  to  support an y  le v e l  of governm ent sp en d in g .
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TABLE 3 -24

DISTRIBUTION ACCORDING TO STATE AND LOCAL TAX BURDEN BY 
INCOME CLASS OF THE IMPLICIT INTEREST PAID ON DEMAND 

DEPOSITS OWNED BY STATE AND LOCAL GOVERNMENT
1962

Incom e C la s s
P e rcen tag e  of 

Tax Burden
Amount of 

Im p lic it In te re s t

1 . $ 0 -  2 ,9 9 9 9 .7 $ 4 .7  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .5 7 .0
3 . 5 ,0 0 0 -  7 ,4 9 9 2 1 .2 1 0 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 19 .8 9 .6
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 16 .6 8 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .9 3 .8
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .9 1 .9
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 .7 1 .3
9 . 1 0 0 ,0 0 0 -an d  ov er 3 .5 1 .7

TOTAL 1 0 0 .0 $ 4 8 ,3  m illion

Source: Table 2-15  for th e  ta x  b u rd e n . Table 3-16B fo r the  to ta l
am ount of in te r e s t .

Table 3-25  sum m arizes the  a llo c a tio n  am ong th e  incom e 

c la s s e s  o f th e  $ 5 9 4 .3  m illion  in  fed era l in te re s t  a ttr ib u te d  to  

ow ners of dem and d e p o s its  a t com m ercial b a n k s  in 1952.

Summary

The fin a l sum m ary of th e  a llo c a tio n  b y  incom e c la s s  o f th e  

$2 ,139  m illion  in  fe d e ra l in te r e s t  e a rn e d  by the com m ercial b an k in g  

sy stem  in  1962 is  show n in T ab le  3 -2 5 . In c lu d ed  th e re  i s  a  com ­

p a ra tiv e  a llo c a tio n  o f th e  in te r e s t ,  one  show ing  th e  o v e ra ll d i s t r i ­

bu tion  w hen  im p lic it in te re s t  o n  b u s in ess-o w n e< i dem and d e p o s its
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TABLE 3-25

SUMMARY OF ALLOCATION BY INCOME CLASS OF 
IMPLICIT INTEREST PAID ON DEMAND DEPOSITS

1962

Incom e C la s s
C onsum ption  Assumption'*' 
Amount P ercen t

O
Equity A ssum ption 

Amount P ercen t

1. $ 0 -  2 ,999 $ 6 0 .0 m illion 1 0 .8 $ 4 0 .1 m illion 7 .2
2 . 3 ,0 0 0 -  4 ,9 9 9 6 8 .7 1 2 .4 3 3 .8 6 .1
3 . 5 ,0 0 0 -  7 ,499 107 .2 1 9 .3 6 0 .8 1 1 .0
4 . 7 ,5 0 0 -  9 ,9 9 9 100.1 18 .1 5 9 .9 1 0 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 9 2 .9 16 .8 6 6 .8 1 2 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 4 4 .5 8 .0 4 3 .8 8 .8
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 9 .4 5 .3 6 3 ,6 1 1 .5
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 2 .0 4 .0 6 3 .6 1 1 .5
9 . 1 0 0 ,0 0 0 -an d  o v e r 2 9 .6 5 .3 117 .0 2 1 ,1

SUBTOTAL $ 554 .4 m illion 10 0 .0 $ 5 5 4 .4 m illion 1 0 0 .0

In te re s t  on U .S .
G overnm ent & Foreign
ow ned demand de p o s its

3 9 .9 39 .9

TOTAL Federal
In te re s t  Paid  o n
D em and D e p o s its  $5 9 4 .3 m illion $ 5 9 4 .3 m illion

The consum ption  a ssu m p tio n  d is tr ib u te s  the im p lic it i n te r e s t  on 
b u s in e s s -o w n e d  dem and d e p o s its  acco rd in g  to  consum ption  by incom e 
c l a s s .

2
The e q u ity  a ssu m p tio n  d is t r ib u te s  th e  im p lic it in te re s t  on b u s i ­

n e ss -o w n e d  derran d  d e p o s its  accord ing  to  th e  o w n ersh ip  of b u s in e s s  
e q u ity  by incom e c l a s s .

Source: T ab les 3 -1 8 , 3 -1 9 , 3 -2 0 , 3 -2 1 , 3 -2 2 , 3 -2 3  and 3 -2 4 .

is  a ttr ib u te d  to  co n sum ers an d  one show ing the a llo c a tio n  w hen 

ow ners o f firm s a re  a ssu m ed  to  b e n e f it  from th i s  in te r e s t .
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TABLE 3-26

ALLOCATION BY INCOME CLASS OF FEDERAL INTEREST 
RECEIVED BY COMMERCIAL BANKS DURING 1952

1 r, 2C onsum ption  A ssum ption Equity Assum ption 
Incom e C la s s  Amount P ercen t Amount P ercen t

1. $ 0 - 2 ,999 $ 2 1 2 .3 m il. 1 0 .2 $ 1 9 2 .4 m il. 9 .3
2 . 3 ,0 0 0 -  4 ,9 9 9 2 0 7 .8 1 0 .0 172.9 8 .3
3. 5 ,0 0 0 -  7 ,499 277 .9 1 3 .4 23 1 .5 1 1 .2
4 . 7 ,5 0 0 -  9 ,999 2 5 3 ,0 12 .7 22 2 .8 10 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 303 .9 1 4 .7 27 7 .8 1 3 .4
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 176.6 8 .5 180.9 8 .7
7. 2 5 ,0 0 0 -4 9 ,9 9 9 173 .5 8 .4 2 07 .7 1 0 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 0 9 .6 10 .1 2 5 1 .2 12 .1
9 . 1 0 0 ,0 0 0 -a n d  over 2 4 8 .3 12.^0 335 .7 1 6 .3

TOTAL $2,,0 7 2 .9 m il. 1 0 0 .0 $2 ,0 7 2 .9 mil .1 0 0 .0

In te re s t  on U .S .
G overnm ent, F oreign  
and In te rbank  Time
D e p o s its  2 5 .2  2 6 .2

In te re s t  on  U .S .
G overnm ent & Foreign
Dem and D e p o s its  3 9 .9  39»_9

Total F edera l In te re s t  
Earned by C om m ercial
Banks $ 2 ,1 3 9 .0  m il. $ 2 ,1 3 9 .0  mil

The consum ption  a ssu m p tio n  d is tr ib u te s  th e  im p lic it in te r e s t  on  
b u s in e s s -o w n e d  dem and d e p o s its  accord ing  to  co n su m p tio n  by incom e 
c l a s s .

2
The eq u ity  a ssu m p tio n  d is tr ib u te s  th e  im p lic it in te re s t  on 

b u s in e s s -o w n e d  dem and d e p o s its  acco rd in g  to  th e  ow nersh ip  of 
b u s in e s s  eq u ity  by  incom e c l a s s .

Source: T ab les 3 -1 2 , 3 -1 5 , 3 -2 5 .



CHAPTER IV

INDIVIDUALS

In d iv id u a ls  held  d ire c tly  $ 6 5 .2  b illio n  o f  th e  fed e ra l d eb t 

a t  y earend  1962 (Table 2 -1 ) ,  w hich re p re se n te d  tw en ty -o n e  p e r­

c e n t of th e  to ta l  d eb t o u ts tan d in g  a t  th e  tim e . This i s  the  second  

la rg e s t  c a teg o ry  of d eb t o w n ersh ip . $ 4 5 .9  b illio n  of in d iv id u a lly  

he ld  deb t in  1962 c o n s is te d  o f sav in g s  b o n d s , n o n -n e g o tia b le  in ­

strum ents  su ch  a s  the fa m ilia r  S eries  E Sav ings B onds. The re ­

m aining $ 1 8 .3  b illio n  w as h e ld  .in th e  form o f  m arke tab le  T reasury  

i s s u e s  such  a s  b i l l s ,  b o n d s , n o te s ,  e t c . 1 The am ount of in te re s t  

p a id  on in d iv id u a lly  ow ned d eb t m ust f i r s t  b e  d e te rm in e d , th e n  d is ­

trib u ted  am ong t)ie incom e c l a s s e s .

The T reasury  d o es  n o t in d ic a te  th e  am ount of in te r e s t  paid  to  

each  c a teg o ry  o f d eb t h o lder ( e . g . ,  com m ercial b a n k s ,  in su ra n ce  

c o m p a n ie s , in d iv id u a ls ,  e t c . ) ,  b u t ra th e : th e  am ount p a id  on each  

ty p e  o f se c u rity  o u ts ta n d in g  ( e . g . ,  sav in g s  b o n d s ,  b i l l s ,  e t c . ) .  It

S t a t i s t i c a l  A b strac t o f  th e  U .S . .  1954 . o p . c i t . , p .  4 0 1 .
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is  therefo re  n e c e s s a ry  to  e s tim a te  th e  am ount o f in te re s t  pa id  to 

in d iv id u a l h o ld e rs  o f th e  d e b t .  B ecause  U .S . Savings Bonds may 

le g a lly  b e  held  on ly  by in d iv id u a ls ,  th e  e n tire  am ount of in te re s t  

a ttr ib u te d  to  th i s  ty p e  of s e c u r ity  b y  the  T reasury  is  c re d ite d  to  

in d iv id u a l o w n e rsh ip . The am ount o f a cc ru ed  d isc o u n t on sav in g s  

bonds in  1962 w as $ 1 ,3 9 7  m illio n . This sum  in c lu d e s  bo th  c a sh  

in te re s t  paym ents to  in d iv id u a ls  redeem ing  th e ir  sav in g s  bonds a s  

w e ll a s  in te r e s t  acc ru ed  bu t no t p a id  out o n  b o n d s  no t redeem ed 

during th a t  y e a r . The rea so n  for in c lu d in g  both  c a sh  and acc ru ed  

in te re s t  i s  th a t an in d iv id u a l 's  f in an c ia l p o s itio n  is  enhanced  

eq u a lly  w h e th e r  he re c e iv e s  a  c a s h  paym ent from th e  governm ent 

or a  c la im  a g a in s t  i t  th a t i s  c a s h a b le  w ithou t r is k  a t  any  tim e .

To deny  th e  v a lid ity  of th e  p reced in g  s ta tem en t w ould  fo rce  u s  to  

a ssu m e , fo r ex am p le , th a t  an in d iv id u a l b e n e f its  from in te r e s t  on 

h is  sav in g s  d e p o s it in  a  bank  only  w hen  he  w ith d raw s i t  in  c a s h ,  

not w hen i t  is  c re d ited  to h is  a c c o u n t. In d e e d , w e w ould be 

fo rced  to  abandon  a ll  forms of a cc ru a l acco u n tin g  and re s o r t  to  

c a sh  a c c o u n tin g .

The am ount of in te r e s t  p a id  on m ark e tab le  i s s u e s  i s  l e s s  

e a s i ly  de term in ed  th an  th e  in te re s t  on n o n -m ark e tab le  is s u e s  b e ­

c a u se  th e  co m p o sitio n  o f  th e  m arke tab le  po rtfo lio  of in d iv id u a ls  i s  

n o t know n, bu t m ust in s te a d  b e  e s t im a te d . The to ta l  am ount o f 

m arke tab le  i s s u e s  h e ld  by in d iv id u a ls  (as o f  D ecem ber 3 1 , 1962)



i s  broken dow n by  type  of i s s u e  in  Table 4 - 1 ,  b a se d  on th e  r e la -
3

t iv e  p roportions of ow nersh ip  found  in  P ro jec to r and  W e is s ' su rv ey . 

B ecause  o f th e  su b s ta n tia l am ount of underreporting  en co u n te red  in 

th is  su rv e y , the  r e la t iv e  ho ld ings co u ld  not b e  d ire c tly  e s tim a te d . 

W itn e ss  the fa c t  th a t  w hen th e  m ean am ount of each  ty p e  of is s u e  

in d ic a ted  a s  b e in g  h e ld  by consum er u n its  .in e ac h  incom e c la s s  of 

th e  survey  i s  w e ig h ted  by the num ber of consum er u n its  in  each  

c l a s s ,  a  to ta l of $8 b illio n  in  m arke tab le  s e c u r i t ie s  and $ 2 7 .1  

b illio n  in  n o n -m ark e tab le  s e c u r i t ie s  r e s u l t s .  T hese  f ig u res  do no t 

com pare w ith  th e  known ag g reg a te  am ounts of $ 1 8 .3  b illio n  and 

$ 45 .9  for m arketab le  and n o n -m ark e tab le  i s s u e s ,  re s p e c tiv e ly .

T his underrepo rting  i s  no doubt due  to  th e  w e ll-k n o w n  re lu c ta n c e

of in d iv id u a ls  to  v o lu n ta rily  re v e a l th e  true  e x ten t of th e i r  w ea lth
/

or incom e.

N e x t, w e m ust e s tim a te  the  am ount of in te re s t  earn ed  by in ­

d iv id u a ls  on th e ir  p e rso n a l h o ld in g s  of U .S .  S e c u r itie s . As no ted  

p re v io u s ly , th e  to ta l am ount earned  in 1962 on n o n -m ark e tab le  i s s u e s  

is  $1 ,397  m illio n . For th e  m ark e tab le  i s s u e s ,  th e  am ount of in te re s t  

re c e iv e d  m ust be e s tim a te d  by  app ly ing  th e  av erag e  r a te  of in te re s t  

pa id  by  th e  T reasury  on e a c h  ty p e  o f is s u e  during 1962 to  th e

3
P ro jec to r and W e is s ,  o p . c . i t . , p .  123 . The re la tiv e  propor­

tio n  of e ach  type of s e c u rity  i s  d e riv ed  by tak ing  th e  m ean am ount 
of each  type o f se c u rity  h e ld  by  e a c h  incom e c la s s  an d  w eigh ting  
i t  by  the  num ber of consum er u n its  in each  c l a s s .  The sum over 
a ll c la s s e s  is  the  e s tim a te d  to ta l  of e ac h  ty p e  h e ld  by  in d iv id u a ls .
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TABLE 4-1

INDIVIDUALLY-OWNED MARKETABLE DEBT BY TYPE OF ISSUE
1952

Type of I s s u e Amount of I s s u e P ercen t

B ills $8 ,456  m illion 4 6 .2

Bonds 6 ,5 3 3 3 5 .7

N otes 2 ,8 1 8 1 5 .4

C e r tif ic a te s 493 JU Z
TOTAL $ 1 8 ,3 0 0  m illion 10 0 .0

Source: P ro jec to r and W e is s ,  o p .  c i t . . p .  123 fo r th e  p e rcen tag e
b reakdow n , w hich  w as  derived  b y  ta k in g  th e  m ean am ount of each  
ty p e  of s e c u r ity  h e ld  by  each  incom e c la s s  and  w e ig h tin g  i t  by th e  
num ber of consum er u n its  in  e a c h  c l a s s .  The sum ov er a ll c la s s e s  
is  the e s tim a te d  to ta l  o f e ach  type h e ld  by in d iv id u a ls . The r e ­
su ltin g  proportions w ere th e n  ap p lied  to  th e  $ 1 8 .3  b illio n  in  
m arketab le  i s s u e s  ow ned b y  in d iv id u a ls .

am ount o f each  ty p e  he ld  (Table 4 -1 ) .  U n fo rtu n a te ly , b e c a u se  w e 

have th e  breakdow n by  type  of i s s u e  on ly  a s  of D ecem ber 3 1 , 1962, 

i t  i s  n e c e s s a ry  to  app ly  th e s e  r a te s  o f in te re s t  to y earend  h o ld in g s , 

ra th e r th an  av erag e  h o ld in g s  th roughou t th e  y e a r .  But th e  e ffe c t of 

th is  shortcom ing may no t b e  a s  g re a t as one m ight s u s p e c t  b e c a u s e  

in d iv id u a l ow nersh ip  of the  d e b t is  p robably  not a s  v o la ti le  a s  are  

o th e r c a te g o r ie s  of o w n e rsh ip , e . g . ,  com m ercial b a n k s . T ab le  4 -2  

show s th e  e s tim a te d  am ount of in te re s t  earn ed  by each  ty p e  of 

d ire c tly  h e ld  fed era l sec u rity  in  1962.
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TABLE 4-2

AMOUNT OF INTEREST EARNED BY EACH TYPE OF 
INDIVIDUALLY-OWNED FEDERAL DEBT ISSUE

1962

Type of I s s u e Amount of In te re s t

S avings Bonds $ 1 ,3 9 7 .0  m illion

B ills 239 .8

Bonds 2 58 .1

N otes 100.6

C e r tif ic a te s 14 ,8
TOTAL $ 2 ,0 1 0 .3  m illion

Source: The fo llow ing  ra te s  o f in te r e s t  w ere ap p lie d  to  th e  am ount
of e a c h  ty p e  o f is s u e  show n in  T able 4 -1 : b i l l s ,  2 .8 4  p ercen t;
b o n d s , 3 .9 5  p e rcen t; n o te s ,  3 .5 7  p e rcen t; and c e r t i f ic a te s ,  3 .0 1  
p e rc e n t. The b i l l  r a te  i s  the  m ean o f th e  3 m o. and 5 m o. r a t e s .  
F edera l R eserve  B u lle tin , July 1963, p .  9 7 4 . Sav ings .Bond in te re s t  
is  from th e  Sta t i s t i c a l  A b strac t 1964 . o p . c i t f . p .  4 0 1 .

The $ 2 ,0 1 0 .3  m illion  in  fed era l in te re s t  earned  by  in d iv id u a ls  

on th e ir  p e rso n a l d e b t h o ld in g s  (Table 4 -2 ) m ust now b e  a llo c a te d  

among th e  incom e c la s s e s .  This i s  done in  T able 4 -3  b a se d  on th e  

ow nersh ip  o f in d iv id u a lly  held  d e b t by  incom e c l a s s .  The p e rc en ta g e  

d is tr ib u tio n  u sed  a s  th e  b a s is  o f  a llo c a tio n  i s  deriv ed  from th e  sam e 

su rvey  m entioned  a b o v e . N ote  th e  in o rd in a te ly  la rg e  proportion  

(3 0 .8  percen t) of c e r t i f ic a te s  a ttr ib u te d  to  th e  $ 0 r2 ,9 9 9  incom e 

c la s s  in  th e  lo w e r p a rt of Table 4 - 3 .  This i s  th e  r e s u l t  of the
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TABLE 4-3

DISTRIBUTION ACCORDING TO THE OWNERSHIP BY INCOME CLASS 
OF INTEREST ON INDIVIDUALLY-OWNED U .S .' SECURITIES

1962

Amount (m illions)

Incom e C la s s Savings
Bonds Bonds B ills N o tes  C e r tif ic a te s

1 . $ 0 - 2 ,999 $2 0 1 .0 $ 0 .0 $ 0 .0 $ 0 .0 $ 0 .0
2 . 3 ,0 0 0 -  4 ,9 9 9 2 0 1 .0 4 .1 0 .0 0 .0 0 .0
3 . 5 ,0 0 0 -  7 ,499 191 .0 5 .4 0 .7 0 .0 0 .0
4 . 7 ,5 0 0 -  9 ,9 9 9 2 1 9 .0 2 9 .5 0 .0 0 .0 0 .0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 4 0 .0 3 0 .5 0*0 1 .5 0 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 168 .0 4 9 .0 0 .7 5 7 .2 0 .0
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 7 3 .0 4 9 .3 18 .7 1 4 .8 0 .4
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 6 4 ,0 4 3 .5 2 0 7 .7 2 1 .2 1 .2
9 . 1 0 0 ,0 0 0 -a n d  over 4 1 .0 41^8 1 2 .0 _ 5 * 8 1 3 ^ 2

TOTAL $1 ,3 9 7 .0 $258 .1 $ 2 3 9 .8 $100 .6 $14 .8

Incom e C la s s

P ercen t

S avings
Bonds Bonds B ills N o tes C e r tif ic a te s

1* $ 0 - 2 ,999 1 4 .4 0 .0

O•o

0 .0 3 0 .8a
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .4 1 .6 0 .0 0 .0

O•o

3 . 5 ,0 0 0 -  7 ,4 9 9 1 3 .7 2 .1 0 .3 0 .0

o•o

4 . 7 ,5 0 0 -  9 ,9 9 9 1 5 .7 1 1 .4

o•O

0 .0 0 .0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .2 11 .8 0 .0 1 .5 0 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 2 .0 1 9 .0 O • CO 5 6 .9

o•o

7 . 2 5 ,0 0 0 -4 9 ,9 9 9 5 .2 19 .1 7 .8 1 4 .7 2 .6
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 4 .6 18 .8 86„6 2 1 .1

CO•

9 . 1 0 0 ,0 0 0 -a n d  over 2 .9 1 6 .2 5 .0 5 .8 58 .9
TOTAL 1 0 0 .0 1 00 .0 1 0 0 .0 10 0 .0 100 .0

a The 3 0 .8  p e rc en t o f c e r t i f ic a te s  a ttr ib u te d  to  th e  lo w est in c o m e  
c la s s  is  the re s u lt  of a  ve ry  sm all ($4) m ean am ount of ho ld ings 
b e in g  w eig h ted  by  a  huge num ber o f  consum er u n its  (over 16 m illio n ). 
As in d ic a te d  in  th e  t e x t ,  th e  $4 is  not s ta t i s t ic a l ly  d iffe ren t from
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zero; th e re fo re  th e  in te r e s t  th a t  w ould  b e  a ttr ib u te d  to the f i r s t  
c la s s  b a se d  on th e  p e rc en ta g e  of c e r t i f ic a te s  in d ic a te d  as  be ing  
he ld  by  th a t c la s s  i s  in s te a d  c re d ited  to  the n in th  c la s s  in  th e  
u pper p a rt o f th e  ta b le .

Source: Sta t i s t i c a l  A b s tra c t. 1964 . o p . c i t .  ,  p .  401 for th e  to ta l
am ount of in te re s t  on s a v in g s  b o n d s . The in te r e s t  to ta ls  for th e  
m arke tab le  i s s u e s  are from T able 4 - 2 ,  T ab le  2 -4  is  the  so u rce  
of th e  p e rc en ta g e  ow n ersh ip  by  incom e c l a s s  of each  type of 
i s s u e .

v e ry  t in y  ($4) m ean am ount o f  h o ld in g s  a ttr ib u te d  to th is  c la s s  

b e in g  w eig h ted  by a  huge num ber of consum er u n its  (1 6 .3  m illion  

o r ,  28 p e rc en t o f th e  to ta l)  in  co n stru c tin g  the  t a b le .  A ccording 

to  the  Federal R eserve B oard 's D iv is io n  of R esearch  and S ta t i s t ic s ,
4

the  so u rce  of th e  su rv e y .

The problem  i s  th a t ,  ev en  w ith  the s p e c ia l ly  d e s ig n e d  
sam ple  u sed  for th e  Survey of F in an c ia l C h a ra c te r is t ic s  of 
C on su m ers , th e  ow nersh ip  o f  U .S . G overnm ent C e r tif ic a te s  
i s  so  narrow  th a t our e s tim a te s  a re  b a se d  on th e  h o ld in g s  
of a  very  sm all num ber o f sam ple  c a s e s .  A lthough w e did 
no t com pute any  s ta n d a rd  erro rs  a s s o c ia te d  w ith  th e  m eans 
fo r p a r tic u la r  incom e c l a s s e s ,  i t  can  be in fe rred  from w hat 
inform ation  w e have on th e s e  h o ld in g s  th a t  th e  m ean in  
q u e s t io n , $4 for th e  $ 0 -2 ,9 9 9  incom e c l a s s ,  is  not s ig ­
n if ic a n tly  d ifferen t from z e ro .

B ased  on th is  s ta te m e n t, none of th e  $ 1 4 .8  m illion  in  in te r e s t

earn ed  on in d iv id u a lly  h e ld  'C e rtif ic a te s  is  c re d ite d  to  th e  f ir s t

incom e c la s s  in  Table 4 - 3 .  The am ount invo lved  ($4 .6  m illion)

is  in s te a d  added  to  th e  in te r e s t  a llo c a te d  to th e  to p m o st c l a s s .

^P erso n a l le t te r  from  Erling T . T h o re se n , E conom ist, C onsum er 
C re d it and  F in an ces  S e c tio n , D iv is io n  o f R esearch  and S ta t i s t i c s ,  
Board of G overnors o f th e  F edera l R eserve  System ,. W ash in g to n , 
D . C . ,  April 1 , 1969.
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T able 4 -4  sum m arizes th e  d is tr ib u tio n  by incom e c la s s  o f  th e  

fed era l in te r e s t  e a rn ed  by in d iv id u a ls  on t h e i r  p e rso n a l ho ld in g s  of 

U .S . G overnm ent s e c u r i t ie s  during  1962.

TABLE 4-4

TOTAL INTEREST RECEIVED BY EACH INCOME CLASS FROM 
INDIVIDUAL OWNERSHIP OF U .'S . SECURITIES

1962

Incom e C la s s Amount P ercen t

1 . $ 0 -  2 ,9 9 9 $ 2 0 1 .0  m illion 1 0 .0
2 . 3 ,0 0 0 -  4 ,9 9 9 2 0 5 .1 1 0 .2
3 . 5 ,0 0 0 -  7 ,4 9 9 1.95,8 9 .7
4 . 7 ,5 0 0 -  9 ,9 9 9 2 4 3 .5 1 2 .4
5 . 10„a00-14„999 2 7 2 .0 1 3 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 2 7 5 .3 1 3 .7
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 5 6 .2 7 .8
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 3 4 2 .6 17 .0
9 . 1 0 0 ,0 0 0 -a n d  over 113*8 5 .6

TOTAL $ 2 ,0 1 0 .3  m illion 100 .0

Source: T able 4 - 3 ,  w here  th e  in te r e s t  a ttr ib u te d  to  e ac h  incom e
c la s s  is  added  h o riz o n ta lly  in  the  upper p a rt of th e  ta b le .



CHAPTER V

U .S .  GOVERNMENT TRUST ACCOUNTS

Let us b eg in  th e  a n a ly s is  o f  th e  incom e d is tr ib u tio n  e f fe c ts  

of T reasury  in te re s t  paym ents  on d eb t ow ned by  fed era l t ru s t  and 

in v estm en t a c c o u n ts  by  co n sid e rin g  th e  g e n e s is  o f  th e s e  h o ld in g s . 

T rust funds are  sim ply  governm ent a c c o u n ts  e s ta b lis h e d  to fin an ce  

sp e c if ic  program s such  a s  S o c ia l S e c u rity . Earm arked re v e n u e s  

(such  a s  S oc ia l S ecurity  payro ll ta x es )  are  ch an n e lled  in to  th e s e  

a cc o u n ts  and  u se d  to  f in a n c e  th e  program  for w hich  th e  fund w as 

e s ta b lis h e d . In  a d d it io n , m any in d ep en d en t governm ent a g e n c ie s ,  

su ch  a s  th e  F ed era l D e p o sit In su ran ce  C o rp o ra tio n , accu m u la te  su b ­

s ta n t ia l  fu n d s  a s  p a r t of th e i r  o p e ra tio n s  and m ost o f th e s e  funds 

a re  in v e s te d  in T reasury  S e c u r it ie s . W hen c u rre n t re c e ip ts  o f  tru s t 

funds o r a g e n c ie s  ex ceed  ex p en d itu re s  the  su rp lu s  is  a v a ila b le  for 

in v e s tm en t in  U .S .  G overnm ent o b l ig a t io n s .’*’ The in te re s t  and

p rin c ip a l on su ch  o b lig a tio n s  p rovide c la im s a g a in s t th e  T reasury
2

for fu tu re  rev en u e  n e e d s .  M oreover, to  th e  ex ten t th a t  cu rren t

*Only a  sm all proportion  of th e  a s s e t s  o f tru s t  funds and a g en ­
c ie s  is  h e ld  in  th e  form  of c a s h .

2
The accu m u la tio n  o f  su rp lu se s  by m ost of th e  funds i s  a c tu a r ily  

req u ired  in  order to  a s s u re  a d eq u a te  re s o u rc e s  to  m eet a ll fu tu re  
c la im s .

135
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tru s t  fund and  ag en cy  r e c e ip t s ,  ex c lu s iv e  of in te re s t  re c e iv e d  on 

s e c u r it ie s  a lre ad y  o w n ed , e x ce e d  e x p en d itu res  and the su rp lu s  is  

u sed  to  p u rc h a se  T reasury  i s s u e s ,  th e  t ru s ts  and a g e n c ie s  a re  

he lp in g  to  f in a n c e  g en e ra l governm ent sp en d in g . For exam ple, 

general governm ent e x p en d itu res  may p a rtly  be  fin a n c ed  out of 

Social S ecu rity  ta x e s  w hen  th is  tru s t  fu n d 's  ta x  re c e ip ts  ex ceed  

ex p en d itu res  an d  th e  su rp lu s  i s  in v e s ted  in U .S .  G overnm en ts.

There is  no th ing  in h e re n tly  wrong w ith  th is  p ro ced u re . All i t  m eans 

is  th a t co n trib u to rs  to  tru s t  funds a re  req u ired  to  p u rch ase  in d ire c tly  

p a rt o f  th e  p u b lic  d e b t. This may re s u lt  in  a  more w id esp read  

ow nersh ip  th an  w ould r e s u l t  from so le ly  vo lun tary  p u rc h a se s  of 

d e b t. Any su rp lu s  o f tru s t  o r  a g en c y  re c e ip ts  o v e r ex p en d itu res  

u sed  to  b u y  U .S . S e c u ritie s  th a t  re s u l ts  from th e  re c e ip t of T reasury  

in te re s t  s im ply  m eans th a t th e  in te r e s t  took  a  roundtrip  from the  

T reasu ry . W h en , on th e  o th e r  h a n d , curren t (n o n -in te re s t)  re c e ip ts  

of t ru s t  funds and a g e n c ie s  fa ll  short of e x p e n s e s , th e  d e f ic it  i s  

co vered  by  in te re s t  from the  T reasury  and (if n e ce ssa ry ) by  redem p­

tio n  o f G overnm ent S e c u ritie s  o w n ed . Such a  s itu a tio n  m eans th a t  

g en era l T reasury  re v e n u e s , p a id  o u t a s  in te re s t  on th e  U .S .H e b t ,  

i s  h e lp in g  to  f in a n c e  a c t iv i t ie s  th a t  b e n e f it  th o s e  for whom th e  

t ru s t  funds and a g e n c ie s  ca rry  o u t th e ir  a c t i v i t i e s .  This is  the  

re d is tr ib u tiv e  e ffe c t o f  se rv ic in g  th e  d eb t ow ned by t ru s t  funds and  

governm ent a g e n c ie s .
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At th e  end o f 1962, U .S .  G overnm ent T rust and Agency a c ­

co u n ts  ow ned $ 5 5 .6  b illio n  o f  th e  o u ts tan d in g  d e b t, 1 8 .3  p e rc en t 

3
o f th e  to ta l .  This re p re se n ts  a  doub ling  from th e  $ 2 7 .0  b illio n

4
(9 .7  percen t) th a t th e y  owned r ig h t a f te r  WW I I .  Only e le v e n  of 

th e  m any t ru s t  and  ag en cy  a c c o u n ts  hold a lm o st a ll  o f the  d eb t 

h e ld  by th e  n o n -T reasu ry  F ed e ra l G overnm en t. Table 5-1  show s th e  

e lev en  funds th a t  to g e th er ow ned 5 5 .1  b illio n  o f th e  $55 .6  b illio n  

in v o lv e d . The fo llow ing  d is c u s s io n  d e a ls  only  w ith  th e s e  e lev en  

a cc o u n ts  b e c a u se  of th e  la rg e  num ber of sm all a cc o u n ts  th a t  own 

th e  rem ain ing  $500 m illio n .

The funds a re  grouped to g e th e r  in  T able 5 -1  roughly  accord ing  

to  ty p e . The f i r s t  th re e  fu n d s , S o c ia l S ecu rity , R ailroad  R etirem ent 

and C iv il S erv ice  R e tire m e n t,,c o m p rise  th e  F edera l G overnm ent's  

old a g e ,  su rv ivo rs  and d is a b il i ty  w e lfa re  p rogram s. R ailroad Re­

tirem e n t and C iv il S erv ice  R etirem ent a re  s im ila r to  th e  Social S ecurity  

program s of th e  governm en t, b u t th e  form er co v ers  w orkers in  th e  

tra n sp o rta tio n  in d u s try  and th e  la t te r  th e  F edera l G overnm en t's  own 

e m p lo y e es . The unem ploym ent t ru s t  fund i s  the  v e h ic le  for f in a n c ­

ing the U nem ploym ent In su ra n ce  program  th a t  is  la rg e ly  ad m in is te red  

by  the  s t a t e s .  V e te ran 's  Life In su ra n ce  a c tu a lly  re p re s e n ts  th re e  

d iffe ren t but q u ite  s im ila r t ru s t  funds s e t  up to  fin an ce  in s u ra n c e

3
Table 2 -1 .

4
Ib id .



for v e te ra n s  of th e  F irs t and  Second W orld W ars and the  Korean 

W ar. C iv il S erv ice  Life In su ra n ce  is  an in su ra n c e  program  for 

Federal G overnm ent em p lo y e es . The H ighw ay Trust Fund re c e iv e s  

and d is b u rs e s  th e  earm arked  federal g a so lin e  ta x  in  order to f in a n c e  

road  c o n s tru c tio n . The FDIC and th e  Federa l Savings and Loan 

In su ran ce  C orpora tion  in su re  bank  d e p o s its  (the  la t te r  in su re s  

Sav ings and  Loan d e p o s its )  a g a in s t  bank fa ilu re s . The Home 

Loan Banks p ro v id e  l iq u id i ty  to  th e  h ousing  m ortgage m arke t b y  

providing lend ing  and re d isc o u n tin g  f a c i l i t ie s  to  m em bers (such  a s  

Savings and  Loan A sso c ia tio n s ) . The P osta l Savings System  is  a 

p o s t o ffice  sav in g s  acco u n t sy stem  s im ila r to  th a t u sed  in  m any 

foreign  c o u n tr ie s . I t  p a y s  ve ry  low in te r e s t  r a te s  and  h a s  b een  

d ec lin in g  in  im p o rtan ce  for a num ber o f y e a r s .

Table 5 -2  l i s t s  th e  r e c e ip ts  and e x p en d itu re s  o f th e  e lev e n  

fu n d s . The Social S ecurity  fund h a d  cu rren t (1962) e x p en se s  

$ 2 ,0 3 9 .5  m illion  g re a te r  th a n  current (n o n -in te re s t)  r e c e ip ts .

$582 .7  m illion  of th a t  d e f ic it  w a s  covered  by  in te r e s t  from the  U .S . 

T rea su ry , th e  r e s t  by a s s e t  l iq u id a tio n . This $ 5 8 2 .7  m illion  re p re ­

s e n ts  a  tra n s fe r  from ta x p ay e rs  a t  la rg e  to  Social Security  b en e ­

f ic ia r ie s .  A s im ila r d e f ic it  of $ 1 4 1 .3  m illio n  w as  re a liz e d  by 

th e  Railroad R etirem ent tru s t  fu n d . $1 3 8 .1  m illion  o f  th a t d e f ic it  

w as co v ered  by in te r e s t  from th e  T rea su ry . The C iv il S erv ice  Re­

tirem en t Fund had  a  s u rp lu s , s im ila rly  c a lc u la te d ,  of $710 m illio n .
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TABLE 5-1

TRUST FUND AND GOVERNMENT AGENCY 
OWNERSHIP OF FEDERAL DEBT 

D ecem ber 3 1 , 1962

Fund o r  Agency Amount in  M illio

1 . Old A ge, Survivors and D isa b ility  
In su ra n ce  (S ocial Security) T rust 
Fund $19,316

2 . R ailroad R etirem ent T rust Fund 3 ,408

3 . C iv il S erv ice  R etirem ent and 
D is a b il i ty  T rust Fund 12*415

4 . U nem ploym ent T rust Fund 6 ,2 6 5

5 .
a

V eterans Life In su ran ce

6 . C iv il Serv ice  Life In su ran ce 27 lb

7 . H ighw ay T rust Fund 223b

8 . F ed era l D ep o sit In su ran ce  
C orporation

2 ,6 2 7

9 . F ed era l Sav ings an d  Loan 
In su ra n ce  C orpora tion 633

10 . F ed era l Home Loan Banks 1 ,531

1 1 . P o sta l S av ings System  
TOTAL

___ 547b
$55 ,109

A ctually  c o n s is ts  o f  th ree  t r u s t  funds: U .S .  G w em m en t
Life In su ran ce  T rust Fund (WW I ) ,  N a tional S erv ice  Life In su ran ce  
T rust Fund (WW II) and V e te ran 's  S pec ia l L ife In su ran ce  T rust Fund 
(Korean W ar).

E stim ates  b a se d  on  m ean o f 1962 and  1963 f is c a l  y e a r  
fig u res  •
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Sources:

1 . S ocia l S ecu rity  A d m in is tra tio n / Social Security  B u lle tin , "Trust 
Fund O p e ra tio n s / 1 9 6 2 ,"  (W ashington: U .S .  G overnm ent P rin ting  
O ffice , M ay , 1953), p .  18 .

2 . I b i d . , p .  22.

3 . I b i d . ,  P . 23 .

4 . I b i d . , p p . 2 1 -2 2 .

5 . U .S .  V e te ran 's  A d m in is tra tio n , Annual R eport, 1962 (W ashington: 
U .S .  G overnm ent P rin ting  O ffice , 1962), p p . 274-278; 1963 , p p . 
2 0 5 -2 9 9 .

6 .  U .S .  C iv il S e rv ice  C o m m issio n , Annual R eport. 1962 (W ash in g - 
ton: U .S . G overnm ent P rin ting  O ffice , 1963), p p . 49 and  54 .

7 . U .S .  Budget B ureau , B udget o f th e  U . S . ,  A ppendix 1963 (W ash in g - 
ton : U .S .  G overnm ent P rin ting  O ffice , 1963), p .  212 .

8 . F ederal D ep o sit In su ran ce  C o rp o ra tio n , An n u a l Report fo r 1962 
(W ashington: U .S . G overnm ent P rin ting O ffice , 1953).

9 .  F ed era l Home Loan Bank B oard , Annual R eport. 1962 ( W ashington:
U .S . G overnm ent P rin ting O ffice , 1963), p .  7 2 .(

1 0 . Ib id . , p .  65 .

1 1 . U .S .  C o n g re ss , 88th C o n g re s s , 2nd S e s s io n , H ouse  D ocum ent 
251 , Report o f  O p era tio n s  o f  the  P o s ta l Savings S y s te m , (W ashington: 
U .S . G overnm ent P rin ting  O ffice , 1963), p .  3 .

This su rp lu s  along w ith  th e  $323 m illion  in  in te ie s tr e c e iv e d  by th is  

fund is  m o stly  re tu rn ed  to  th e  T reasury  in  the  form  of s e c u r ity  pu r­

c h a s e s .  The incom e re d is tr ib u tio n  th a t r e s u l ts  from th e  o p era tio n  

o f th e  S oc ia l S ecurity  and R ailroad  R etirem ent funds i s  m easu red  by 

th e  $ 7 2 0 .8  m illion  com bined  in te r e s t  th a t  th e y  re c e iv e d  w h ich  w a s  

u sed  to  p ay  b e n e f i ts .  This sum is  d is tr ib u te d  among th e  incom e 

c la s s e s  in  T able  5'=-3 acco rd ing  to  th e  rece ip t of Social In s u ra n c e  

b e n e f i ts .
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TABLE 5-2

INCOME AND EXPENDITURES DURING 1952 OF THE ELEVEN PRINCIPAL 
TRUST FUNDS AND AGENCIES OWNING FEDERAL DEBT

(in m illions)

Incom e O ther E xpen- Surplus T re a s -  
Fund o r Agency Than T reasury  d itu re s  o r D e fic ita  ury

In te re s t  In te re s t

1 . OASDI (S ocial Security) $ 1 2 ,7 4 4 .2 $ 1 4 ,7 8 3 .7 - $ 2 , 039 .5 $582 .7

2 . R ailroad R etirem ent 9 1 7 .7 1 ,0 5 9 .0 mm 141 .3 138.1

3 . C iv il S erv ice  R etirem ent 1 ,8 2 0 .0 1 ,1 1 1 .0 + 7 1 0 .0 323 .0

4 . U nem ploy m ent 3 ,5 7 6 .0 3 ,3 1 6 .0 260 .0 198.0 '

5 . V e te ran 's  L ife Insurance*3 723 .9 8 7 0 .9 - 147 .0 20 6 .8

6 . C iv il S erv ice  L ife In s .* 3 148 .5 100 .8 + 4 7 .7 11 .7

7 . H ighw ay T rust Fund0 3 ,1 2 7 .0 3 ,1 3 9 .0 - 1 2 .0 4 .0

8 . FDIC 7 6 .6 1 2 .9 + 6 3 .7 8 4 .6

9 . F ed e ra l S & L I n s .  C o rp . 5 7 .9 8 .8 *¥■ 4 9 .1 16 .9

10. F ed e ra l Home Loan Banks 9 5 .7 9 5 .2 + .5 4 5 .3

11.
T _

P o sta l Sav ings System . 6 1 5 .3 - 1 4 .7
$1

1 5 .4
,6 2 6 .5

a

Surplus o r D e fic it Excluding T reasu ry  in te r e s t ,

^F ig u res  b a se d  on m ean of 1962 and 1963 f is c a l  y e a r  d a ta .  

In c lu d es  in te re s t  on  a s s e t s  o ther T reasu ry  s e c u r i t i e s .

Sources:
1 . S ocia l S ecu rity  A d m in is tra tio n , S oc ia l S ecu rity  B u lle tin , "T rust 

Fund O p e ra tio n s , 1 9 6 2 ,"  M ay 1963 , o p . c i t . , p p . 18 , 2 1 .

2 . Ib id . , p .  22 .
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3 . I b id ,* p .  23 .

4 .  I b id , ,  p p . 2 1 -2 2 .

5 . U .S . V e te ran 's  A d m in is tra tio n , Annual R eport, 1962. o p . c i t . .
p p . 274-278; 1953 , p p . 2 9 5 -2 9 9 .

6 . U .S .  C iv il S erv ice  C om m issio n , Annua l R eport, 196 2 . o p . c i t f , 
p .  43 and  p .  51 .

7 . U .S . Budget B ureau , 1953 B udget, o p . c i t . .  p .  271 .

8 . FD IC , Annual Report for 1962, o p . c i t . .  p .  19 .

9 .  F ed era l Home Loan Bank B oard, Annual R eport. 1952 . o p . c i t . .
P . 72 .

10 . Ib id . .  p .  69 .

11 . U .S .  C o n g re s s , 88th C o n g re s s , 2nd S e s s io n , H ouse  D ocum ent
2 6 1 , Report o f O perations o f  the  P o s ta l Sav ings S y stem , o p . c i t . . p .  3 .

The U nem ploym ent tru s t  fund , th e  F D IC , th e  F edera l Savings and 

Loan In su ra n ce  C o rp o ra tio n , th e  Home Loan Banks and  the  C iv il S erv ice  

Life In su ran ce  t ru s t  fund a l l  had n e t  su rp lu se s  of cu rren t re c e ip ts  (ex­

c lu d in g  T reasury  in te re s )  o v e r e x p e n d itu re s . H e n ce , no incom e tra n s ­

f e r  re su lte d  from se rv ic in g  th e  d eb t th a t  th ey  ow ned and no further

c o n s id e ra tio n  of them  is  n e ce ssa ry *  The $4 m il ion  in  in te re s t  re c e iv e d  

by  th e  H ighw ay T rust Fund is  su ffic ie n tly  sm all so  th a t i t  c an  sa fe ly  

be  ig n o red .

The rem ain ing  tw o a c c o u n ts .  V e te ran 's  L ife In su ran ce  an d  the 

P o sta l Sav ings S ystem , both  had d e f ic i ts  th a t  w ere  co v ered  by  T rea­

su ry  in te re s t  p a y m en ts . The th re e  frunds th a t  com prise  th e  V e te ran 's  

Life In su ra n ce  ca teg o ry  in  Table 5 -2  w ere  a ll  in  d e f ic i t ,  w ith  a
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com bined to ta l of $1 4 7 .6  m illio n . This d e f ic it  w as e n tire ly  covered  

by in te re s t  on U .S .  S e c u ritie s  cw ned by the th re e  tru s t  fu n d s . The 

$147 .6  m illion  is  d is tr ib u te d  among the incom e c la s s e s  a s  a  tra n s fe r  

e ffe c t o f  se rv ic in g  th e  d e b t .  This is  done in  Table 5 - 4 ,  w here th e  

in d ex  of b e n e f it  is  th e  ow nersh ip  of life  in s u ra n c e  by  incom e 

c l a s s .  $ 1 4 .7  m illion  of th e  d e f ic it  of th e  Postal Savings System  

w as co v ered  by T reasu ry  in te re s t  in 1962 . T his am ount i s  d is tr ib u te d  

among th e  incom e c la s s e s  in  Table 5 -5  acco rd in g  to th e  ow nersh ip  

of sa v in g s  d e p o s its  a t m utual sav in g s  b a n k s .

To sum m arize, the  e lev en  tru s t  and  agency  a cc o u n ts  d is c u s s e d  

in th is  c h ap te r  re c e iv e d  a to ta l of $ 1 ,6 2 6 .5  m illion  in  T reasury  in ­

te r e s t  (Table 5 -2 ) . All b u t $883 .1  m illion  w as re tu rn ed  to  the 

T reasury  in  th e  form of ad d itio n a l s e c u r ity  p u rc h a s e s .  T ab les 5 -3 ,

5 -4  and  5-5  a llo c a te  among the  incom e c la s s e s  the  $883 .1  m illion  

th a t i s  th e  am ount o f incom e th a t  w as re d is tr ib u te d  in  the p ro c e ss  of 

paying in te re s t  on th e  d e b t o w e d  by  th e  e lev e n  funds and a g e n c ie s . 

About $15 m illion  w as earn ed  on th e  $500 m illion  o f  tru s t  fund h o ld - 

'in g s  no t c o n sid e re d  in  th is  s tu d y . This sum i s  ig n o re d .

Table 5-5 p re s e n ts  a  sum m ary of th e  a llo c a tio n  by  incom e 

c la s s  o f th e  $8 8 3 .1  m illion  in  in te r e s t  on th e  d eb t flow ing through 

th e  t ru s t  funds and  a g e n c ie s  in 1952 th a t i s  a ttr ib u ta b le  to  in d iv id u a ls .
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TABLE 5 -3

DISTRIBUTION AMONG THE INCOME CLASSES OF THE FEDERAL 
INTEREST RECEIVED BY THE SOCIAL SECURITY AND RAIL­

ROAD RETIREMENT TRUST FUNDS ACCORDING TO 
THE RECEIPT OF SOCIAL INSURANCE BENEFITS

1962

Incom e C la s s
P e rcen t o f 

S o c ia l In su ran ce  
B enefits  R eceived

Amount o f 
In te re s t

1. $ 0 - 2 ,999 4S .4 . $ 3 3 4 .6  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2 2 .2 1 6 0 .0
3 . 5 ,0 0 0 -  7 ,499 1 3 .5 9 7 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3 5 9 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 7 .9 5 6 .9
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 .2 8 .6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 0 .3 2 .2
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 0 .1 0 .7
9 . 1 0 0 ,0 0 0 -a n d  o v e r o_J_ 0 .7

1 0 0 .0 $ 7 2 0 .8  m illion

Source: Table 2 -5  fo r th e  p e rc en ta g e  d is tr ib u tio n  of so c ia l  in su ra n ce
b e n e f i ts ,  and T able 5 -2  fo r th e  to ta l  am ount of in te r e s t  a l lo c a te d .
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TABLE 5 -4

DISTRIBUTION AMONG INCOME CLASSES OF U .'S .’ INTEREST 
RECEIVED BY VETERANS LIFE INSURANCE TRUST FUNDS 

BASED ON THE OWNERSHIP' OF LIFE INSURANCE 
BY INCOME CLASS 

1962

Incom e C la s s
P ercen t o f 

Life In su ra n ce  
Owned

Amount of 
In te re s t

1 . $ 0 -  2 ,9 9 9 5 .5 $ 8 .1  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 8 .5 1 2 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 15 .6 2 3 .0
4 . 7 ,5 0 0 -  9 ,9 9 9 1 7 .0 2 5 .1
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 1 .5 31 .8
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 3 .0 1 9 .2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 8 .5 1 2 .5
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 4 .4 6 .5
9 . 1 0 0 ,0 0 0 -a n d  over 6 .0 8 .9

TOTAL 10 0 .0 $147 .6  m illion

Source: T able 2-19 for o w nersh ip  of in s u ra n c e . T able 5 -2  (Item 5)
for the  to ta l  am ount of in te r e s t  a l lo c a te d .
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TABLE 5-5

DISTRIBUTION AMONG INCOME CLASSES OF U .S ;' INTEREST 
RECEIVED BY THE POSTAL SAVINGS SYSTEM ACCORDING 

TO THE OWNERSHIP OF TIME DEPOSITS AT MUTUAL
SAVINGS BANKS 

1962

Incom e C la s s P ercen t o f  D e p o sits
Amount o f 

In te re s t

1 . $ 0 -  2 ,9 9 9 1 5 .6 $ 2 .3  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 1 2 .1 1 .8
3 . 5 ,0 0 0 -  7 ,4 9 9 1 2 .2 1 .8
4 . 7 ,5 0 0 -  9 ,9 9 9 18 .9

C
O•

CM

5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .0 2 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 3 .7 2 .0
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 4 .9 0 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 3 .9 0 .6
9 . 1 0 0 ,0 0 0 -a n d  o v e r 1 .7 0 .2

TOTAL 1 0 0 .0 $ 1 4 .7  m illion

Source: Table 2-11 for th e  p e rc en ta g e  d is tr ib u tio n  of ow nersh ip  of
tim e d e p o s its  a t  m utual s a v in g s  b a n k s . Table 5 -2  fo r th e  to ta l
am ount of in te r e s t  a l lo c a te d .
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TABLE 5-6

SUMMARY ALLOCATION OF U .’S . INTEREST FLOWING 
THROUGH UJ'S. TRUST FUNDS AND AGENCIES

1962

Incom e C la s s
Amount o f  

In te re s t
P ercen tag e

D is trib u tio n

1 . $ 0 -  2 ,9 9 9 $3 4 5 .0  m illion 3 9 .2
2 . 3 ,0 0 0 -  4 ,9 9 9 17 4 .3 1 9 .7
3 . 5 ,0 0 0 -  7 ,4 9 9 122 .1 1 3 .8
4 . 7 ,5 0 0 -  9 ,9 9 9 8 7 .7 9 .9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 9 1 .2 1 0 .3
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 2 9 .8 3 .4
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 5 .4 1 .7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 7 .8 0 .9
9 . 1 0 0 ,0 0 0 -a n d  o v e r 9 ,8 1*1

TOTAL $883 .1  m illion 100 .0

Source: T ab les 5 - 3 ,  5 - 4 ,  5-5



CHAPTER VI

FEDERAL RESERVE BANKS

At y earend  1962, th e  tw e lv e  Federa l R eserve System  ban k s 

he ld  $ 3 0 .8  b illio n  o f the  n a tio n a l d e b t (1 0 .1  p e rc en t of th e  to ta l) ,  

an  in c re a s e  from th e  $ 2 4 .3  b il l io n  (8 .7  percen t) th a t th ey  held  in

1 9 4 5 .1 A to ta l  o f  $1 ,039  m illion  in  in te re s t  w as  re c e iv e d  by  the

2
R eserve banks during 1962 on th e  U .S .  S e c u ritie s  th a t  th e y  ow ned .

M ost of th is  in te re s t  w a s ,  h o w e v er, re tu rn ed  to  th e  T reasury  v ia

v a rio u s  b ookkeep ing  t r a n s a c t io n s .  The ta s k  of th is  ch ap te r is  to

a llo c a te  among th e  incom e c la s s e s  th a t  po rtion  of th e  in te re s t

a ttr ib u ta b le  to in d iv id u a ls .

E arlier m easu rem en ts  of th e  incom e re d is tr ib u tio n  e ffe c ts  of

in te re s t  paym ents  on th e  d eb t ignored  th e  in te re s t  flow ing through
3

th e  Federal R ese rv e . Such a  tre a tm e n t i s  im proper in th e  opin ion  

of th e  p re se n t w rite r . If no one b e n e f ite d  from th is  in te re s t  flow 

o r , if  th e  d is tr ib u tio n  of th e  b e n e f its  and  c o s ts  w e re  id e n t ic a l ,

1
Table 2 -1 .

2
F ed era l R eserve B u lle tin . F eb ru a ry , 1963, p .  264.

3
See M ille r , o p . c i t . , p p . 9 3 , 119 , and  C o h en , o p . c i t . . 

p . 273 .
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th en  ignoring  the in te r e s t  re c e iv e d  by th e  Federa l R eserve m ight be 

a p p ro p ria te . But n e ith e r of th e s e  s itu a tio n s  e x i s t .  P eople do in ­

d eed  b e n e fit from the  s e rv ic e s  of th e  c e n tra l  bank  th a t are fin an ced  

b y  in te re s t  paym ents on th e  d e b t i t  h o ld s . And th e  d is tr ib u tio n  of 

th e s e  b e n e f its  i s  not th e  sam e a s  th e  d is tr ib u tio n  of th e  ta x e s  im­

p o sed  to  r a is e  th e  in te r e s t .  The p la n  here  is  to  f i r s t  g e t a num erical 

m easu re  o f the  am ount of th e se  b e n e f i ts .  And th e n  an ap p ro p ria te  

in d ex  for a llo c a tin g  th is  am ount among th e  incom e c la s s e s  is  ch o se n  

and u t i l iz e d .

Amount of B enefits

Table 6 -1  show s th e  so u rces  and u s e s  o f F edera l R eserve In­

com e in  1952. In te re s t on U .S .  G overnm ent S e c u ritie s  is  th e  on ly  

re a l so u rce  o f in c o m e . On the  cu tgo  s id e ,  th e  $ 7 9 9 .4  m illion  in  

in te r e s t  on Federa l R eserve  N o tes  p a id  to the  T reasury  re p re se n ts  

in te re s t  pa id  by  th e  T reasury  to  th e  F edera l R eserve  th a t  is  re tu rn ed  

to  the T reasu ry . T his is  a  p u re ly  bookkeeping  tra n s a c tio n  b e c a u se  

no  p e rso n s  b e n e fit d ire c tly  o r in d ire c tly  from in te re s t  paym ents
4

th a t a re  re tu rn ed  to  th e  T rea su ry . The item  c u rren t e x p en se s  in 

Table 6 -1  ($176 .1  m illion) is  th e  c o s t  o f running  th e  C en tra l Bank. 

The am ount tra n s fe rre d  t o  su rp lu s ($ 4 5 .5  m illion) is  u sed  to  b u ild -u p

^That i s ,  no  b e n e f it  a r is e s  b e ca u se  of the  n eed  to  s e rv ic e  th e  
d e b t. The funds re tu rn ed  re p re se n t t a x  m onies (or barrcw ed  funds) 
c o lle c te d  by  th e  T reasury  th a t  a re  s e n t o n  a  ro u n d -trip  to  the  
F ederal R eserve and th en  sp en t on o th e r governm ental a c t iv i t i e s .
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TABLE 6-1

SOURCES AND USES OF FEDERAL RESERVE INCOME
1962

Sources:

In te re s t  o n  U .S . S ecu ritie s  
O ther Income

Total C u rren t Incom e

U ses:
In te re s t on F ed era l R eserve  N o tes  
C urren t E xpenses 
T ransferred  to  Surplus 
D iv idend  Paym ents to  M em ber Banks 
N et D ed u ctio n s  from Incom e 

Total C urren t Incom e

a Rounded up from $ 5 6 ,0 0 0 .

Source: Board of G overnors o f  th e  F edera l R eserve S y stem , F o rty -
N inth Annual Report of th e  Board o f G overnors o f  the  F ederal Re­
s erve System  C overing  O p era tio n s  for th e  Year 1962 (W ashington: 
Board of G overnors o f  th e  F edera l R eserve  S y stem , 1963), p . 135.

th e  c a p ita l a cc o u n ts  o f  th e  S ystem . H ow ever,( s in c e  m ost su rp lu s  

funds a re  u s e d  to  p u rc h a se  T reasu ry  i s s u e s ,  th is  am ount i s  a c tu a lly  

re tu rned  to  the T rea su ry . The $ 2 7 .4  m illion in d iv id en d s  pa id  to  

member b an k s  of th e  Federal R eserve System  i s  th e  s ta tu to ry  s ix  

p e rcen t re tu rn  on  th e ir  h o ld in g s  o f s to ck  in th e  F ed era l R eserve 

B anks. N et ded u ctio n s  from incom e i s  th e  n e t c a p ita l lo s s  on  open 

m arket o p e ra tio n s  in  1962 . The la t te r  sum , p lu s  curren t o p e ra tin g  

e x p e n se s  and d iv id en d s  p a id  to  m ember ban k s is  th e  am ount o f

$ 1 ,0 3 9 .3  m illion  
9 .2  

$ 1 ,0 4 8 .5

7 9 9 .4  m illion  
176 .1  

4 5 .5  
2 7 .4  
0 . 1a 

$ 1 ,0 4 8 .5  m illion
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F edera l in te re s t  re c e iv e d  by th e  F edera l R eserve  Banks th a t w as n o t 

re tu rn ed  to  the  T reasury ( 'n e t1 in te re s t  r e c e ip ts ) .  B ecause  th e  $ 2 7 .4  

m illion  in  d iv id en d s  i s  a llo c a te d  among incom e c la s s e s  in  th e  c h a p te r  

ab o u t Com m ercial B an k s, no fu rth e r m ention  of i t  is  n e c e s s a ry  h e re . 

The item s cu rren t e x p e n se s  and  n e t d ed u c tio n s  from incom e, to ta lin g  

$176 .2  m illio n , is  th e  c o s t of p rov id ing  th e  b e n e f i ts  of a  c en tra l 

ban k  in  1962. Up to  th i s  p o in t w e h ave  a ssu m ed  th a t th e  U se s  of 

funds in  Table 6 -1  w ere  fin an ced  so le ly  w ith  F ederal in te r e s t .  Ac­

tu a l ly ,  in te re s t  on U .S .  S e c u ritie s  p rov ided  9 9 .1  pe rcen t of F ederal 

R eserve incom e in  1 9 5 2 .^  For th e  sa k e  of a c c u ra c y , the  c o s t  of 

prov id ing  for a  C en tral Bank in 1952 w as co v ered  on ly  9 9 .1  p e rcen t 

by  T reasury  in te re s t  p ay m en ts . T h e re fo re , $174 .5  m illion  i s  th e  

am ount o f federa l in te re s t  u s e d  to  p rovide fo r th e  b e n e f its  of th e  

Federa l R eserve S ystem . This is  the am ount to  be  a llo c a te d  among 

th e  incom e c la s s e s .

Index  of A llocation

B enefits  a r is in g  from th e  o p e ra tio n s  o f th e  Federal R eserve  are 

d iffe ren t from th o s e  a ris in g  from the  paym ent of in te re s t  to  o ther 

h o ld e rs  o f th e  d e b t. In d iv id u a ls  b e n e fit d ire c tly  from th e  in te re s t  

p a id  to  them  on th e ir  personal h o ld in g s  of T reasury  s e c u r i t ie s .

^T herefore th e  am ount of a ll  outgo item s in  Table 1 c o n s is ts  of
9 9 .1  p e rc en t o f T reasury  in te re s t  and 0 .9  of o th e r F ederal R eserve  
Incom e. This d is tin c tio n  is  ignored  in  the te x t un til th e  end  o f  the  
d is c u s s io n  on ly  in  o rder to sim plify  the  e x p o s it io n .
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In te re s t  pa id  to b an k s  and  in su ra n ce  c o m p a n ie s , for ex am p le , c an  

be  a ttr ib u te d  to  in d iv id u a ls  accord ing  to  th e i r  ow nersh ip  of bank 

d e p o s its  and bank c a p ita l or equ ity  in  .insurance p o l ic ie s ,  w e a lth  

and  s to c k h o ld in g s . But th e  n a tu re  of th e  s e rv ic e s  p rov ided  b y  a 

c e n tra l bank make it d iff icu lt to  a s c e r ta in  th e  am ount o f  b e n e f it  

a ttr ib u ta b le  to  d iffe ren t in d iv id u a ls . In th e  lan g u ag e  of p u b lic  

f in an ce  e c o n o m ic s , th e  s e rv ic e s  of the  F edera l R eserve a re  la rg e ly  

in d iv is ib le  and therefo re  a f fe c te d  w ith  a h igh  deg ree  of p u b lic n e s s ,  

a s  com pared to p r iv a te  goods th a t are  provided  in  unequal am ounts 

to  in d iv id u a ls  by th e  o p e ra tio n  of th e  e x c lu s io n  p rin c ip le  in  the 

m a rk e tp la ce . The p r iv a te  sec to r cou ld  not p rov ide th e  p ro p er am ount 

of c en tra l bank  s e r v ic e s ,  th e  n eed  for w h ich  seem s ob v io u s  in lig h t 

of m odem  incom e d e te rm in a tio n  th e o ry . The p ro fit m otive to  expand 

the  m oney supp ly  w ould be too  g rea t during p ro sp e rity  and too w eak  

during d e p re s s io n . In a d d itio n , people  a re  u n lik e ly  to  o ffer an 

a d eq u a te  demand p ric e  for a com m odity w h o se  b e n e f its  th e y  cou ld  

la rg e ly  en jo y  even if th e y  m ade no  co n trib u tio n  to  i t s  c o s t— a s i tu a ­

tio n  re su ltin g  from th e  q u a s i-p u b lic  n a tu re  o f  th e  se rv ice  in v o lv e d .

The b e n e f its  of a  c en tra l bank ex ten d  beyond the  banking and fin an ­

c ia l com m unity w ith  w hich i t  d e a ls  d ire c t ly .  G e n e ra lly , sp e a k in g , 

the e ffe c t o f  th e  fu n c tio n in g  of a  c e n tra l b an k s is  to  en h an ce  th e  

perform ance of th e  p riv a te  sec to r of th e  econom y, e . g . ,  by  a ttem p t­

ing to  m ain tain  fu ll em ploym ent and s ta b le  p r ic e s .  P a rtic ip a tio n  in 

th e  b e n e f its  of th e  p r iv a te  s e c to r  w ould seem  to  b e  a re a so n a b le
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proxy for th e  b e n e f its  th a t  an in d iv id u a l d e riv ed  from th e  o p era tio n  of 

th e  F ederal R eserve S ystem . And consum ption  i s  a  good in d ic a to r of 

th e  b e n e f its  re c e iv e d  from th e  p r iv a te  s e c to r .  Incom e i s  a n  a lte rn a tiv e  

in d ex  th a t co u ld  be u se d  to  a l lo c a te  th e  b e n e f its  of the  F ederal Re­

se rv e  S ystem . But th e  id e a  th a t p e o p le  b e n e f it from governm ental 

a c t iv i t ie s  in  p roportion  to  the  am ount of th e ir  p riv a te  consum ption  is
g

an old and eq u a lly  v a lid  c o n c e p t. As H obbes s ta te s  in  h is  L e v ia th a n .

fo r w h a t re a so n  is  th e r e ,  th a t  he w hich lab o u re th  m uch , 
and  sparing  th e  f ru its  o f h is  .labour, consum eth  l i t t l e ,  
shou ld  be more c h a rg e d , th e n  he th a t  l iv in g id le ly ,  g e tte th  
l i t t l e ,  and sp en d e th  a ll  he  g e ts ; see in g  th e  one hath  no 
m ore p ro te c tio n  from th e  C om m onw ealth , th en  th e  o ther?

T h ere fo re , th e  d is tr ib u tio n  of consum ption  by incom e c la s s  is  the

in d ex  of a llo c a tio n  u se d  in T able 6 -2  to  apportion  th e  $174 .5  m illion

in  b e n e f its  a r is in g  from th e  paym en t o f in te re s t  on d eb t ow ned by

the  Federal R eserve  S ystem .

Thomas H o b b e s , L ev ia than  (New York: E .P . D u tto n , 1950),
p . 298 .
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TABLE 6 -2

ALLOCATION OF THE INTEREST BENEFITS OF THE FEDERAL RESERVE 
BASED ON THE DISTRIBUTION OF CONSUMPTION BY INCOME CLASS

1952

Incom e C la s s  P ercen t of C onsum ption  Amount of In te re s t

1 . $ 0 -  2 ,9 9 9 1 0 .8 $ 1 8 .8  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .6 2 5 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 2 2 .0 3 8 .6
4 . 7 ,5 0 0 -  9 ,9 9 9 2 1 .1 3 5 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 18 .7 32 .6
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 1 1 .3
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3 4 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1-8 3 .1
9 . 1 0 0 ,0 0 0 -an d  over 2 .2 3 .8

TOTAL 100 .0 $174 .5  m illion

Source: P e rcen tag e  d is tr ib u tio n  of consum ption  from T able 2 -1 4 .
The to ta l am ount of in te re s t  a llo c a te d  is  ob ta in ed  from th e  te x t 
a b o v e .



CHAPTER VII

CORPORATIONS

This c h a p te r  d e a ls  w ith  th e  d is tr ib u tio n  among th e  incom e 

c la s s e s  of th e  in te r e s t  earned  on U .S .  G overnm ent s e c u r it ie s  

ow ned by  n o n -f in a n c ia l c o rp o ra tio n s . At. th e  end of 1962, such  

co rp o ra tio n s  h e ld  $20 .1  b illio n  w orth  of U .S . S ecu ritie s  c r ,  6 .6  

p e rc en t of th e  to ta l ou tstand ing .'* ' The am ount of in te re s t  earned  

on th e se  ho ld in g s  am ounted to  $ 4 1 9 .3  m illion  in  1962 (a re tu rn  o f

x 2abou t 2 .1  p e rcen t p e r annum ). To whom shou ld  th is  in te r e s t  in ­

com e be a ttr ib u te d , th e  ow ners of firm s o r th e ir  c u s to m ers?  The 

a n sw e r to th is  q u estio n  d e p e n d s  on  w h e th er th e  e ffe c t o f su ch  

in te re s t  incom e is  to  r a is e  th e  p ro fits  of firm s or to  low er the

■^Table 2 - 1 .  T his figu re  re p re se n ts  a d e c lin e  from the  $ 2 2 .2  
b illio n  (8 p e rc en t of th e  to ta l)  he ld  by co rp o ra tio n s  a t  the  end  of 
WW II .

2
U .S . T reasury  D ep artm en t, In te rn a l Revenue S e rv ic e , S ta t is t ic s  

o f In co m e. 1962 C orpora tion  Incom e Tax R eturns (W ashington: U .S .
G overnm ent P rin ting  O ffice , 1956), p p . 2 1 6 -2 1 9 . This am ount re p re ­
s e n ts  th e  fu lly  or p a rtly  ta x a b le  in te r e s t  on governm ent o b lig a tio n s  
earn ed  by  a c tiv e  co rp o ra tio n s  in  1962, o ther th a n  b a n k s ,  in su ra n ce  
com pan ies and other f in a n c ia l in s t i tu t io n s .  S ince s ta te  and lo c a l 
governm ent o b lig a tio n s  are ta x  ex em p t, i t  is  here assum ed  th a t 
th is  am ount re p re se n ts  in te re s t  o n  U .S . G overnm ent i s s u e s .  The 
re la tiv e ly  low  ra te  o f  re tu rn  re f le c ts  th e  sh o rt term  n a tu re  o f the  
i s s u e s  h e ld  by c o rp o ra tio n s .
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p ric e s  of th e  p ro d u c ts  th ey  p ro d u c e . A s im ila r problem  p re se n te d  

i t s e l f  in  th e  Com m ercial Banking c h ap te r in  reg ard  to  the  d is tr ib u ­

tio n  o f  th e  im p lic it in te r e s t  p a id  on co ip o ra te -o w n ed  dem and 

d e p o s its .  The p roblem  w as  re s o lv e d  th e re  by using  each  a ssu m p ­

tio n  s e p a ra te ly , i . e . ,  th a t  cu sto m ers  o r ow ners b e n e f i t ,  so  th a t 

th e  d iffe ren tia l im pac t o f  e ac h  o n  th e  o v e ra ll d is tr ib u tio n  of in te re s t  

cou ld  b e  m e a su re d . Such a  trea tm en t of th e  d a ta  d o es  no t seem  

c a lle d  for in the  p re s e n t s itu a tio n  b e c a u s e  th e  burden  of e v id en c e  

p re se n te d  below  seem s to in d ic a te  th a t  th e  m ain  e ffe c t of th is  

in te re s t  incom e is  to en h an ce  the p ro f it p o s itio n  of c o rp o ra tio n s .

A T reasury  su rvey  of d eb t o w n ersh ip  in d ic a te s  th a t a t th e  end

of 1952 abou t e igh ty  pe rcen t of co rp o ra te -o w n ed  governm ent s e c u r i-
3

t ie s  w ere  of o n e  y e a r  o r  l e s s  m a tu rity . T his w ould in d ic a te  th a t 

co rp o ra te  ho ld ings a re  p rim arily  d e sig n ed  to s a t is fy  th e  liq u id  a s s e t  

n eed s  o f  f irm s. The im p lica tio n  i s  th a t th e  a s s e t  dem and for c ash  

(w hat Keynes c a lle d  the  p re c au tio n a ry  and sp e c u la tiv e  dem and) h a s  

p robab ly  la rg e ly  b e e n  ta k e n  o v er by  sh o rt-te rm  in te re s t  b earin g  

s e c u r it ie s  th a t are  v e ry  l iq u id , such  a s  governm ent b i l l s .  R ecent 

s tu d ie s  of co rp o ra te  h o ld ings of U .S . S e c u ritie s  ten d  to confirm

3
F edera l R eserve  B u lle tin . Ju n e , 1965 , p . 859 . This su rvey  

covered  co rpo ra tions ow ning abou t o n e -h a lf  o f th e  d e b t h e ld  by 
n o n -f in a n c ia l c o rp o ra tio n s .
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4
th is  v ie w . Part o f the  co rp o ra te  demand for governm ent s e c u r it ie s  

i s  to  a cc ru e  in  ad v an ce  su ch  th in g s  a s  ta x  l i a b i l i t i e s .  Such b e ­

hav io r re d u c es  th e  n e t  ta x  p ay ab le  by a  firm and th u s  r a is e s  p ro f its , 

ev en  a f te r  a llow ing  for th e  ta x  on  the  in te r e s t  e a rn e d .^  Any re d u c ­

tion  in  the am ount of ta x  paid  p e r  d o lla r  of profit w ould te n d  to r a is e  

th e  am ount a v a ila b le  for d is tr ib u tio n  to  ow ners or re in v e s tm en t in 

the  firm . C orpora te  ow nersh ip  o f governm ents h as  a lso  b een  lin k e d  

to th e  b u s in e s s  c y c le .  Large firm s tend  to  accu m u la te  U .S .  Secu­

r i t ie s  during re c e s s io n s  a n d  s e l l  them o ff during  b u s in e s s  u p sw in g s—
£

a p a tte rn  of b eh av io r not a cc o u n te d  fo r by  in te re s t  ra te  m o v e m e n ts .0 

H ow ever/ v a ria tio n s  in  th e  e x p ec te d  ra te  o f  re tu rn  on  rea l in v e s t­

m ent w ith in  the  firm , along w ith th e  grcwth of in te rn a l c a p ita l 

f in a n c in g , d oes seem  to  o ffer a  p la u s ib le  e x p la n a tio n . In te rn a lly  

g en e ra ted  funds a re  accu m u la ted  in  th e  form o f  governm ent s e c u r it ie s  

(and o ther sh o rt-te rm  liq u id  a s s e ts )  w hen th e  b u s in e s s  ou tlook is  

dim and a re  d isp o se d  of in  o rder to h e lp  fin a n c e  re a l in v estm en t

4 ~
See E. B loch , "C orporate  Demand for G overnm ent S e c u r i t ie s ,"  

A m erican Econom ic R eview , LHI (D ecem ber, 1963), p p . 1058-1077 . 
A lso s e e  A. W . H e s to n , "An Em pirical S tudy o f C a s h , S ecu ritie s  
and  O ther C urrent A ccounts o f L arge C o rp o ra tio n s ,"  Yale Econom ic 
E s s a y s , II (Spring 1962), p p . 1 1 7 -6 8 .

^S uppose th a t $100 in  ta x e s  is  a cc ru ed  in ad v an ce  a t  3 p e r­
c e n t  p e r y ea r r a te  o f  in te r e s t .  Even a llow ing  for a  f if ty  p e rcen t 
ra te  of ta x  on  the  in te re s t  e a rn ed , the  n e t  ta x  payab le  is  $98 .50  
b e c a u se  o f the  e x tra  $ 1 .5 0  tha t h a s  been e a rn e d . See B loch , 
i b i d . ,  p .  1061.

6 I b i d . ,  p p . 1 0 5 2 -1 0 7 0 .



158

w hen p ro sp e c ts  b r ig h te n . Profit m axim ization  i s  c o n s is te n t  w ith  

such  a c tio n  b e c a u s e  a r i s e  in th e  e x p ec te d  re tu rn  on rea l in v estm en t 

r a is e s  th e  o p p o rtu n ity  c o s t  of hold ing  a s s e t s  in  the form o f  govern ­

m ent d e b t in s tru m e n ts . For ex am p le , su p p o se  th a t en trep ren eu rs  

req u ire  a  ra te  of re tu rn  on re a l  in v es tm en t a t  l e a s t  tw ic e  th a t 

being  paid  o n  r is k le s s  governm ent s e c u r i t i e s .  D uring r e c e s s io n s ,  

the  ex p ec ted  re tu rn  on  rea l in v estm en t fa l ls  to le s s  th an  doub le  

th e  governm ent bond y ie ld  and b u s in essm en  regard  th e  r is k  of re a l 

in vestm en t a s  too  g re a t in  lig h t of th e  p ro sp e c tiv e  re tu rn . They 

th e re fo re  ch o o se  to  in v e s t  funds accu m u la ted  from in te rn a l so u rces  

(d ep rec ia tio n  a l lo w a n c e s ,  inven to ry  l iq u id a tio n , e tc . )  in  governm ent 

s e c u r i t ie s .  P ro fits  a re  h igher th an  th e y  might o th e rw ise  b e  due to  

th e  fa c t th a t in te re s t  i s  earned  on funds th a t p e rh a p s  in  th e  p a s t  

w ould h av e  b e e n  h e ld  in  th e  form of id le  b a la n c e s .  T h u s , the  

c y c lica l beh av io r of co rp o ra te  h o ld in g s  of U .S .  S ecu ritie s  i s  a lso  

d esig n ed  to  en h an ce  th e  p ro f ita b ility  of co rp o ra tio n s  and  in te re s t  

earned  by them  on governm ent i s s u e s  i s  p roperly  a ttr ib u ta b le  to  the  

ow ners o f f irm s . M uch o f th e  p re c ed in g  a n a ly s is  i s  b a se d  on 

B lo ch 's  a r t ic le  c ite d  a b o v e , and som e comment about i t  is  in o rd e r.

7
In th e  com m ercial bank ing  c h a p te r , th e  n e t demand d e p o s it  

ex p en se  of com m ercial banks in 1952 is  e s tim a te d  a t  be tw een  
$14 .91  and $1 6 .9 7  p e r  $1000 of demand d e p o s i t s .  This re p re ­
se n ts  an  im p lic it in te r e s t  ra te  of ab o u t 1 .5  percen t p e r annum , 
l e s s  th a n  th e  2 .1  p e rcen t e s tim a te d  to  h av e  b een  earn ed  by  
co rp o ra tio n s  on th e ir  governm ent h o ld in g s .
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H is study  i s  con fined  to  th e  m anufacturing  s e c to r  of th e  econom y 

(which h e ld  o v e r h a lf of the  governm ent i s s u e s  ow ned by  n o n -f in a n -  

c ia l  c o rp o ra tio n s ). M oreover/ th e  tw o e ffe c ts  o f ta x  a c c ru a l and 

b u s in e s s  cy c le  f lu c tu a tio n s  in  governm ents i s  p re sen t on ly  fo r  th e
O

la rg e s t  m anufacturing  co rp o ra tio n s  ( a s s e ts  over $100 m illio n ). For 

sm alle r m anufacturing  c o rp o ra tio n s / on ly  the  se a so n a l ta x -a c c ru a l  

e ffec t w as fo u n d , p resum ably  b e c a u se  the  sm a lle r  c a s h  flow  of 

th e s e  co rp o ra tio n s  d id  no t perm it them  to  accu m u la te  fe d e ra l s e c u ­

r i t ie s  as  re a d ily  a s  th e  la rg e s t  c o rp o ra tio n s . For n o n -m an u fac tu rin g , 

n o n -f in an c ia l c o rp o ra tio n s , Bloch m entions in  a  fo o tno te  th a t  a ll  o f  

th e ir  ho ld ings b eh av e  in  a n  e s s e n t ia l ly  s e a s o n a l p a tte rn , w ith  no 

c y c lic a l com ponent.®  This fa c to r , h o w ev er, d o e s  no t seem  c ru c ia l 

for the p re s e n t a rg u m en t. The m ain p o in t is  th a t a ll n o n -f in a n c ia l 

co rp o ra tio n s  seem  to  se e k  to hold governm ent s e c u r it ie s  for e s s e n ­

t ia l ly  sh o rt-ru n  p u rp o se s . It seem s u n lik e ly  th a t  an y  in te re s t  earned  

on th e  sh o r t- te rm , h ig h ly  v o la ti le  h o ld ings o f  governm ent s e c u r it ie s  

by  co rp o ra tio n s  w ould  b e  ap p lied  a g a in s t th e  c o s ts  in cu rred  in p ro­

ducing  th e ir  p ro d u c ts  and re s u lt  in  low er p roduct p r ic e s  a sc r ib a b ie  

to  the  cu sto m ers  of firm s. ^

8 9
B loch , o p . c i t . , p .  1052. Ib id .

^ I t  shou ld  b e  no ted  th a t i f  one a c c e p ts  th e  view (w hich the  
p re s e n t w rite r  r e je c ts )  th a t  the co rp o ra tio n  in co m e ta x  is  sh ifted  
fo rw ard , sim ila r re a so n in g  w ould p resum ab ly  requ ire  th e  a ssu m p ­
tio n  th a t  th e  in te re s t  b e n e f it from U .S .  S e c u ritie s  i s  a l s o  sh if te d  
forw ard , i . e . ,  b e n e f its  co n su m ers . F urtherm ore, it  w ould  a ls o  
seem  to  im ply  th a t th e  in te re s t  b e n e fit on co rp o ra te -o w n ed  dem and 
and tim e d e p o s its  is  a ttr ib u ta b le  to  c o n su m e rs .
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^he a b so lu te  and  re la t iv e  d e c lin e  s in c e  1945 in  the  am ount of 

governm ent s e c u r it ie s  h e ld  by n o n -f in a n c ia l co rp o ra tio n s  i s  p robably  

du e  to  the  in c re a se d  u s e  o f o th e r m oney m arket in s tru m e n ts , cf 

liq u id ity  com parab le  to  governm ent i s s u e s  b u t y ie ld in g  a h ig h er 

ra te  of re tu rn . In c re a se d  h o ld in g s  by  co rp o ra tio n s  of n e g o tia b le  

C e r tif ic a te s  o f  D e p o s it , f in a n c e  com pany com m ercial paper a id  

fo reign  money m arket i s s u e s  a t t e s t s  to  th is  d e v e lo p m e n t .^  This 

d e c lin e  in  governm ent h o ld in g s  is  p a r t  of a  b roader p a tte rn  of ch ange  

in  the  co m position  of co rp o ra te  liq u id  a s s e t s .  Firms have  ten d ed  

to  econom ize on th e ir  c a sh  h o ld in g s  and  acq u ired  la rg e r and  more 

d iv e rs if ie d  p o rtfo lio s  o f incom e earn ing  a s s e t s .

N e x t, i t  i s  n e c e s s a ry  to  a l lo c a te  among the  incom e c la s s e s  

th e  $ 4 1 9 .3  m illion  in  U .S . in te r e s t  earn ed  by  n o n -f in a n c ia l co rpo­

ra tio n s  during  1962 . No a llo w an c e  i s  m ade for any  paym ent of 

co rp o ra tio n  incom e ta x e s  out of th is  sum b e c a u s e  th e  federa l co rp ­

o ra te  incom e ta x  i s  c o n s id e re d  s e p a ra te ly  in  the  ta x  a llo c a tio n  

s e c tio n  o f th i s  s tu d y . In a d d itio n , s ta te  and  lo c a l co rp o ra tio n  in ­

com e ta x e s  a re  ignored  here  and e lse w h e re  b e c a u s e  th e  ra te s  in -

12vo lved  a re  s o  lo w , th e  m ost common ra te  b e in g  four o r five  p e rc e n t.

^ I b i d . . p p . 1074-75 .

12
Bernard P . H e rb e r , M odem  Public  F in a n c e . (H om ew ood. 111.; 

R ichard D . Irw in , 1967), p .  257 .
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Table 7-1 d is tr ib u te s  among th e  incom e c la s s e s  th e  $4 1 9 .3  

m illion  in  fe d e ra l in te re s t  re c e iv e d  by  n o n -f in an c ia l co rp o ra tio n s  in  

1962. O w nership of p u b lic ly  trad ed  s to c k  by incom e c la s s  i s  th e  

proxy fo r d is tr ib u tio n  em ployed in  7 - 1 .

TABLE 7-1

DISTRIBUTION AM ON G THE INCOME CLASSES OF THE INTEREST 
RECEIVED BY CORPORATIONS ACCORDING TO THE 

OWNERSHIP OF PUBLICLY TRADED STOCK
1952

P ercen t of Amount of
Incom e C la s s  Stock Owned In te re s t

1 . $ 0 -  2 ,999 2 .7 $ 11 .3
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9 12 .2
3 . 5 ,0 0 0 -  7 ,499 6 .1 25 .6
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .6 35 .1
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .5 4 4 .0
6. 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 3 2 .3
7. 2 5 ,0 0 0 -4 9 ,9 9 9 1 3 .2 5 5 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 .0 5 0 .3
9 . 1 0 0 ,0 0 0 -a n d  ov er 3 5 .2 152 .2

TOTAL 100 .0 $419 .3

Source: P ercen tag e  d is tr ib u tio n  of s to ck  o w n ersh ip  from T able  2-6
The to ta l am ount of in te r e s t  a llo c a te d  i s  from 1962 C orporation  
Incom e Tax R etu rn s, o p . c i t . . p p . 2 1 6 -2 1 9 .



CHAPTER V ni

STATE AND LOCAL GOVERNMENTS

As of D ecem ber 3 1 , 1962 , s ta te  and lo ca l governm ental u n its  

he ld  $ 1 9 .5  b illio n  of th e  fe d e ra l d e b t . '1' This am ount re p re se n ts  

6 .4  p e rc e n t c£ the  to ta l  d eb t o u ts ta n d in g  a t  th a t  t im e , a  sharp  

in c re a se  from th e  2 .3  p e rcen t ($6 .5  b illio n ) th a t th e y  held  a t  the  

end of W orld W ar I I . 2

The C en su s  B u reau 's  Com pendium  of G overnm ent F in an ces

(1962 C ensus o f G overnm ents) g iv e s  a  breakdow n of s ta te  and  lo ca l

ho ld ings o f  U .S .  S e c u r i t ie s ,  acco rd in g  to  th e  p u rp o se  for w hich
3

they  a re  h e ld , e . g . ,  p e n s io n  fu n d s , d eb t re tire m e n t, e t c .  But 

b e c a u s e  the  c e n su s  figu res a re  for governm ents w h o se  f isc a l y ea r 

ended som etim e in  1952, ra th e r th a n  o n  a  c a le n d a r y ear b a s i s ,  

th e  a g g reg a te  h o ld in g s  of U .S .  S e c u ritie s  by s ta te  and local g o vern ­

m ents in d ic a ted  in  th a t so u rc e  i s  $ 2 0 .3  b i l l io n .^  This d isc rep a n c y  

i s  overcom e by ap p ly in g  th e  p e rcen tag e  b reakdow n of th e  m otives

1T able 2 - 1 .  2 Ib id .
3

U .S . C en su s  B ureau , C ensus o f G overnm ents 1962, Vol. IV, 
Com pendium  of G overnm ent F in a n c es  (W ashington: U .S . G overn­
m ent Printing O ffic e , 1964), p .  33c

Ib id .
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for ho ld ing  U .S .  S e c u ritie s  from the  c e n s u s  to  th e  av erag e  h o ld in g s  

during 1962, b a se d  o n  b eg in n in g  and e n d -o f-y e a r  f ig u re s , of s ta te  

and lo ca l go v ern m en ts . This p ro ced u re  re u lts  in  th e  follow ing 

b reakdow n , by m o tiv e , of th e  d eb t ow ned b y  s ta te  and lo ca l 

governm ents:

Em ployee R etirem ent and  Pension  Funds $5 ,806  m il.
O ther T rust Funds 1 ,2 2 2
O ffse t to  D ebt (Bond Sinking Funds) 1 ,5 8 5
Bond Funds (P roceeds o f new  is s u e s )  3 ,7 4 4
Other N on-T rust F unds 6 ,742

$ 19 ,103  m il.

N ote  th a t  th e  $ 1 9 .1  b illio n  is  le s s  th an  th e  $ 1 9 .5  b illio n  he ld  on 

D ecem ber 3 1 , 1962 b e c a u s e  the farm er fig u re  i s  an  av e rag e  fo r the  

en tire  y e a r .

In te re s t  E stim ate

The n ex t s tep  in  analyzing  th e  s ta te  and  lo c a l ho ld ings of 

d eb t i s  to  de term in e  th e  am ount o f  in te re s t  e a rn e d . B ecau se  no 

d ire c t inform ation a b o u t th e  am ount o f  in te re s t  re c e iv e d  i s  a v a i l ­

a b le ,  i t  i s  n e c e s s a ry  to  m ake an e s t im a te . The p ro ced u re  u sed  in 

e s tim a tin g  th e  am ount of in te r e s t  is  to  a s c e r ta in  th e  m aturity  

s tru c tu re  o f  the  U .S . S e c u ritie s  ow ned by th e s e  governm ents and 

th en  to  ap p ly  th e  p ro p e r r a te  cf in te re s t  to  each  c la s s  of se c u rity  

h e ld . The so u rc e  of th is  m atu rity  s tru c tu re  is  th e  T rea su ry 's  

su rvey  of d eb t o w n e rsh ip .^  This su rvey  in c lu d e s  two c a te g o rie s

5
U .S . T reasury  D epartm en t, B u lle tin , F eb ru a ry , 1962, p . 63; 

F eb ru a ry , 1963 , p .  7 0 ,
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for s ta te  and lo ca l governm en ts: Pension  and R etirem ent P lan s  and

G enera l F u n d s . In  o rder to  c a lc u la te  th e  in te re s t  e a rn in g s , th e  

m aturity  s tru c tu re  of th e s e  tw o c a te g o r ie s  m ust be  m atched  w ith  

th e  m otives for ho ld ing  d e b t in d ic a te d  a b o v e , so a s  to derive  the  

m aturity  s tru c tu re  of th e  va rio u s  m o tiv e s . P ension  and Retirem ent 

P lans in  th e  T reasury  su rvey  a re  assum ed  to  co rrespond  to  th e  

Em ployee R etirem ent and P ension  F u n d s , the O ther Trust Funds and 

th e  O ffse t to  D ebt m otives for hold ing  d e b t ,  m ain ly  b e ca u se  o f the 

lo n g -te rm  n a tu re  of a ll of th e s e  m o tiv e s . The T rea su ry 's  G eneral 

Fund ca teg o ry  i s  ta k e n  to  b e  re p re se n ta tiv e  of the  rem ain ing  two 

m otives for s ta te  and lo c a l d eb t ow nership: Bond Funds and  O ther

N o n -T ru s t, b e c a u s e  of th e  sh o rt-te rm  nature of th e s e  m o tiv e s . In 

o rd er to  d e riv e  the m atu rity  d is tr ib u tio n  of th e  Pension  and Retirem ent 

P lans an d  th e  G eneral Fund c a te g o r ie s  in  the  T reasu ry  su rv e y , the 

m ean of y earen d  1961 and 1952 ho ld ings of each ty p e  of sec u rity  

( e . g . ,  b i l l s ,  n o te s ,  e tc . )  in c lu d ed  in each  of th e s e  c a te g o r ie s  w as 

c a lc u la te d . This re su lte d  in  a  p e rc e n ta g e  breakdow n o f th e  av erage  

ho ld in g s  of th e  two c a te g o r ie s  b y  type  o f i s s u e .  B ecause  the 

T reasury  co n d u c ts  a su rv e y , not an  en u m era tio n , i t  w as n e c e s s a ry  

to  f i r s t  g e t a  p e rc en ta g e  b reakdow n of h o ld ings and  then  app ly  i t  

to  th e  known ag g reg a te  ho ld in g s of $19 .1  b i l l io n .  The re su ltin g  

m atu rity  b reakdow n of th e  T rea su ry 's  P en sio n  and  Retirem ent P lans 

ca teg o ry  w a s  th e n  ap p lied  to  th e  $8 ,6 1 3  m illion  in  U .S . S ecu ritie s
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held  b y  s ta te  and lo c a l governm ents for Em ployee R etirem ent and  

P ension  F u n d s , O ffse t to  D eb t and O ther Trust Fund m otives (from 

page 1 6 3 ) . The m atu rity  s tru c tu re  d e riv ed  for the  T rea su ry 's  

G enera l Fund ca teg o ry  w as  ap p lied  to  the o th e r tw o s ta te  and 

lo c a l m o tives for hold ing  d e b t .  Bond Funds and Other N o n -T ru s t, 

to ta l $10 ,436  m illion  (page 163). At th is  po in t w e h ave  th e  e s tim a te d  

m atu rity  s tru c tu re  o f th e  av erag e  h o ld in g s  by  s ta te  and  local govern ­

m ents of U .S . S e c u ritie s  in  1932 . To c a lc u la te  the  am ount o f in ­

te r e s t  earn ed  on  th e se  h o ld in g s  .it is  on ly  n e c e s s a ry  to  ap p ly  th e

app ro p ria te  a v e rag e  ra te  of in te r e s t  pa id  b y  th e  T reasury  to  th e
0

am ount of e ac h  type of is s u e  h e ld . This p ro ced u re  r e s u l ts  in  th e

am ounts show n in  Table 8 -1  b e in g  e s tim a te d  a s  the  in te re s t  earned  

by s ta te  and  lo c a l governm ents on th e ir  various h o ld in g s of d eb t 

in  1952.

A llocation  Among th e  Incom e G roups

The am ounts o f in te r e s t  show n in  T able 8 -1  m ust now b e  a l­

lo c a te d  am ong th e  incom e c l a s s e s .  The ca teg o ry  O ffse t to  D eb t is  

a type of bond redem ption  sinking  fu n d , Bond Funds a re  the p ro ceed s

6
The in te re s t  ra te s  u s e s  a re  a s  fo llo w s: b i l l s ,  2 .8 4  p e rc e n t

(nean  of 3 and  5 m o. ra te s ) ;  b o n d s , 3 .9 5  p e rcen t; n o te s ,  3 .5 7  
p ercen t; c e r t i f ic a te s ,  3 .0 1  percen t; and  n o n -m a rk e ta b le , 3 .3 6 .
All b u t th e  n o n -m ark e tab le  r a te s  a re  from th e  F edera l R eserve Bull­
e t in , Ju ly , 1963, p .  974; n o n -m ark e tab le  ra te  from  th e  T reasury  
B u lle tin , F eb ru a ry , 1963 , p . 30 .
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TABLE 8-1

FEDERAL INTEREST EARNED BY STATE AND LOCAL 
GOVERNMENTS DURING 1962

M otive fo r O w nership Amount of In te re s t

Em ployee R etirem ent and Pension  Funds $2 2 3 .7  m illion
Other T rust Funds 4 7 .1
O ffse t to  D ebt 6 1 .5
Bond Funds ) 354 6
O ther N on-T rust )

TOTAL $686 .9  m illion

of new  bond i s sues  by  s ta te  and lo c a l  governm ents th a t  a re  p la c e d  in  

an in te re s t  ea rn in g  form p rio r to  be ing  s p e n t .  O ther N o n-T rust i s  a s ­

sum ed to b e  g enera l governm ental re v e n u e s  th a t  a re  p la c e d  in an in ­

com e earn ing  fo rm , m uch a s  co rp o ra te  t r e a s u r e r 's  m anage tem porarily  

id le  fu n d s , so  a s  n o t to  forego any  in te re s t  incom e. I t  seem s lo g ica l 

to  assum e th a t th e  $4 1 6 ,1  m illion  in  fe d e ra l in te re s t  a ttr ib u te d  to 

th e s e  th re e  c a te g o r ie s  te n d s  to  red u ce  th e  c o s t  of governm ent, to  

s ta te  and lo c a l ta x p a y e rs ,  and th u s  shou ld  be  d is tr ib u te d  acco rd in g  

to  the  s ta te  and lo c a l ta x  burden by incom e c l a s s .  This is  b a s e d  on 

th e  a ssu m p tio n  th a t  i t  i s  the le v e l of ex p en d itu re  th a t i s  th e  in d ep en ­

d en t v a ria b le  and th a t  th e  le v e l of ta x e s  (or borrow ing) i s  a d ju s te d  

acc o rd in g ly . The e ffe c t of th e  in te re s t  i s  to  r a i s e  th e  n o n -ta x  

rev en u es  of s ta te  and lo c a l governm ents and m ake p o s s ib le  a  low er 

le v e l of ta x e s  p e r d o lla r of e x p en d itu re . If  one re je c ts  th e  h y p o th e s is  

th a t e x p en d itu re s  are th e  in d e p e n d e n t v a r ia b le  and a ssu m e s  in s te a d
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th a t spen d in g  i s  de term ined  b y  th e  le v e l of t a x e s ,  th en  th e  in te re s t  

should  be  d is tr ib u te d  among th e  incom e c la s s e s  accord ing  to the 

re c e ip t of th e  b en e fits  so f in a n c e d . Such an a ssu m p tio n , to  be 

m ade o p e ra tio n a l, w ould re q u ire  an in v e s t ig a tio n  in to  th e  n a tu re  

and d is tr ib u tio n  of s ta te  and lo ca l governm ent s e rv ic e s  by incom e 

c la s s .  A side from th e  e ffo rt invo lved  in  such  a t a s k ,  and the 

dub ious m erit of try in g  to a ttr ib u te  th e  s e rv ic e s  of a ll  ty p e s  of 

governm ent program s to  c la s s e s  of in d iv id u a ls , i t  seem s u n lik e ly  

th a t th e  re c e ip t  of in te re s t  incom e (which is  a  tin y  frac tio n  of s ta te  

and lo c a l re v e n u e ) , per s e ,  i s  go ing  to c a u se  a h igher le v e l of 

sp en d in g . It seem s much m ere p la u s ib le  th a t  the  le v e l of sp en d ­

ing is  th e  determ in ing  v a ria b le  and th a t  the  re c e ip t of in te re s t  

m erely m akes lo w er th e  n e c e s s a ry  ta x  burden  to  acco m p lish  th a t 

sp en d in g . A ccord ing ly , T able 8 -2  d is tr ib u te s  th e  $416 .1  m illion  

in U .S .  In te re s t  earn ed  b y  s ta te  and  lo c a l governm ents on th e ir  

ho ld ings of U .S . D ebt in  the  form of O ffse t to  D e b t, Bond Funds 

and Other N o n -T ru s t, b a se d  on the p e rcen tag e  d is tr ib u tio n  of the  

s ta te  and lo c a l ta x  burden  by  incom e c l a s s .

Table 8-1  a ttr ib u te s  $ 2 2 3 .7  m illion  in  in te r e s t  to  Employee 

R etirem ent an d  P ension  F u n d s . It w as p o s s ib le  in  C h ap te r V to  

a llo c a te  the  in te re s t earned  by  the  sev e ra l so c ia l in su ra n ce  funds 

of the  F ed era l G overnm ent among th e  incom e c la s s e s  acco rd in g  to  

the  re c e ip t o f so c ia l in su ra n c e  b e n e f i ts .  This p roced u re  i s  no t 

fu lly  a p p lic a b le  in the  p re sen t s i tu a tio n , ho w ev er, b e c a u s e —u n lik e
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TABLE 8-2

DISTRIBUTION ACCORDING TO THE STATE AND LOCAL TAX BURDEN 
BY INCOME CLASS OF U .S . INTEREST RECEIVED BY THE GENERAL 

FUNDa CATEGORY OF STATE AND LOCAL DEBT OWNERSHIP
1962

Incom e C la s s P ercen t of 
Tax Burden

Amount of 
In te re s t

1 . $ 0 - 2 ,999 9 .7 $ 4 0 .4  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .5 6 0 .4
3 . 5 ,0 0 0 -  7 ,499 2 1 .2 8 9 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 19 .8 8 2 .4
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 16 .6 6 9 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .9 3 2 .8
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .9 16 .1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 .7 11 .2
9 . 1 0 0 ,0 0 0 -a n d  over 3 .5 1 4 .5

TOTAL 10 0 .0 $416 .1  m illion

G eneral Fund in c lu d e s  O ffse t to  D e b t, Bond Funds and O ther 
N on-T rust c a te g o r ie s .

Source: The ta x  b u rden  d is tr ib u tio n  is  from Table 2 -15 ; the  to ta l
am ount of in te r e s t  a l lo c a te d  is  from T able 8 - 1 ,  O ffse t to  D eb t, 
Bond Funds and O ther N on-T rust c a te g o r ie s .

th e  fed e ra l t ru s t  fu n d s— s ta te  and  lo c a l  Em ployee R etirem ent a id  

P en sio n  Funds d id  no t n eed  U .S .  In te re s t  to  cover cu rren t d is b u rs e ­

m en ts . That i s ,  the  fed era l t r u s t  fu n d 's  curren t rev en u es  (ex c lu s iv e  

of U .S . In te re s t)  fe ll  sh o rt of cu rren t o u tla y s  in  1952 and th e  r e s u l t ­

ing 'defic it*  w as  co v ered  (partly) by  in te r e s t  paym ents from the  

T reasu ry . S ta te  and lo ca l p en sio n  s y s te m s , on th e  o ther h an d , 

had cu rren t n o n -in v es tm en t incom e more th an  a d eq u a te  to  co v er a ll  

d isb u rse m e n ts . To i l lu s t r a te ,  du ring  1962 s ta te  and  local re tirem en t
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sy stem s had total re v e n u e s  o f  $ 4 ,2 2 1  m illion  (inc lud ing  $888 m illio n  

of incom e from a l l  ty p e s  of in v e s tm e n ts ) , w h ile  d isb u rsem e n ts  w ore
7

only  $ 1 ,6 6 4  m illio n . It w ould seem  illo g ic a l to a ttr ib u te  a ll  in ­

v estm en t incom e, in c lu d in g  th e  $2 2 3 .7  m illion  in  U .S . In te re s t ,  

o n ly  to  cu rren t p e n s io n e rs  b e c a u s e  co n trib u tio n s  a lo n e  -could h av e  

covered  o u tla y s  to  th em . A more s a tis fa c to ry  app ro ach  w ould seem  

to  be one th a t  a ssu m e s  incom e from in v e s tm en ts  w as  poo led  w ith  

cu rren t c o n tr ib u tio n s  in  o rd er to  m eet the  c la im s of c u rren t p e n s io n e rs  

and b u ild  "he eq u ity  v a lu e  of th o se  who w ill re tire  in  th e  fu tu re — 

th e  c u rren t c o n tr ib u to rs . In a c c o rd a n c e  w ith  th e  p reced in g  d is c u s s io n ,  

the  $ 2 2 3 .7  m illion  in  U .S . In te re s t ea rn ed  by s ta te  and lo c a l Em­

p lo y ee  R etirem ent and Pension  Funds in  1962 re p re se n ts  5 .3  p e rcen t 

of the  to ta l rev en u e  of th e s e  funds in  th a t y e a r .  The sam e p e rcen t 

of th e ir  cu rren t d isb u rsem e n ts  of $ 1 ,6 6 4  m illion  o r ,  $88 .2  m illio n , 

is  the am ount of fed e ra l in te r e s t  a ttr ib u ta b le  to  cu rren t p en sio n  

re c ip ie n ts  in  1962 , w h ile  5 .3  p e rc en t of th e  su rp lu s  o f  to ta l re v e ­

nue over d isb u rsem e n ts  ($ 4 ,2 2 1 -1 ,6 6 4  =  2 ,5 5 7 ) o r ,  $1 3 5 .5  m illion

is  th e  am ount of in te r e s t  u se d  to  in c re a s e  th e  e q u ity  value  of th e s e

8p e n sio n  s y s te m s . T able 8 -3  a l lo c a te s  th e  $ 8 8 .2  m illion  c red ited  

7
S ta t is t ic a l  A b strac t 1954 . o p . c i t . . p .  2 9 5 . F ig u res  g iven  

a re  m ean of f is c a l  1952 and 1963.
g
C o n ce iv a b ly , som e p a rt (or a ll)  o f  th is  su rp lu s cou ld  be u sed  

to  buy more U .S . G overnm ent S e c u ritie s .
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TABLE 8-3

ALLOCATION OF FEDERAL INTEREST ATTRIBUTED TO CURRENT STATE 
AND LOCAL PENSION RECIPIENTS ACCORDING TO THE RECEIPT

OF SOCIAL INSURANCE 
1952

Incom e C la s s

P e rcen tag e  
D is trib u tio n  of 

Social In su ra n ce  
B enefits

Amount of 
In te re s t

1. $ 0 -  2 ,999 4 6 .4 $40 .8
2 . 3 ,0 0 0 -  4 ,9 9 9 2 2 .2 19 .6
3 . 5 ,0 0 0 -  7 ,4 9 9 1 3 .5 11 .9
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3 7 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 7 .9 7 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 .2 1 .1
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 0 .3 0 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 0 .1 0 .1
9 . 1 0 0 ,0 0 0 -an d  over 0 .1 0 .1

TOTAL 1 0 0 .0 $3 8 .2

Source: P e rcen tag e  d is tr ib u tio n  of so c ia l  in su ra n ce  b e n e f its  from
Table 2 - 5 .  The to ta l  am ount of in te re s t  a llo c a te d  is  a rrived  at 
in  the te x t  from Table 8 - 1 .

to  cu rren t p e n s io n e rs  on th e  b a s is  of th e  d is tr ib u tio n  of s o c ia l in ­

su ran ce  b e n e f its  by  incom e c l a s s ,  a  proxy fo r s ta te  and lo c a l re t i r e ­

m ent in co m e . In T able 8 - 4 ,  the $ 1 3 5 .5  m illion  a ssu m ed  to enhance  

th e  eq u ity  p o s itio n  of th e s e  re tirem en t system s is  a llo c a te d  among 

th e  incom e c la s s e s  b a s e d  on the  d is tr ib u tio n  o f so c ia l in su ra n ce  

c o n tr ib u tio n s , a  su rro g a te  for th e  b e n e f it to  th o se  cu rren tly  b u ild in g -  

up th e ir  eq u ity  in s ta te  and  local re tirem en t p la n s .
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TABLE 8-4

ALLOCATION OF FEDERAL INTEREST ATTRIBUTED TO OWNERS OF 
EQUITY IN STATE-LOCAL RETIREMENT PLANS ACCORDING 

TO SOCIAL INSURANCE CONTRIBUTIONS
1952

Incom e C la s s

P ercen tag e  
D is trib u tio n  of 

Social In su ran ce  
C on tribu tions

Amount of 
In te re s t

1. $ 0 - 2 ,999 4 .6 $ 6 . 2  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 .2 1 9 .2
3. 5 ,0 0 0 -  7 ,4 9 9 2 5 .5 3 4 .6
4 . 7 ,5 0 0 -  9 ,999 2 4 .9 3 3 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 1 .7 2 9 .4
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 8 .8
7. 2 5 ,0 0 0 -4 9 ,9 9 9 1 .6 2 .2
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 0 .7 0 .9
9 . 1 0 0 ,0 0 0 -a n d  over _ J k 3 0 .4

TOTAL 1 00 .0 $135 .5  m illion

Source: P e rcen tag e  d is tr ib u tio n  of so c ia l in su ra n ce  co n trib u tio n s
from Table 2 -2 1 . The to ta l am ount of in te re s t  a llo c a te d  is  arrived  
a t in  the  te x t  from T able 8 - 1 .

There rem ains to  c o n s id e r  in  th is  ch ap te r on ly  the  $47 .1  

m illion  in  in te r e s t  c re d ited  in Table 8 -1  to  O ther T rust Funds of 

s ta te  and lo c a l g o v ern m en ts . No inform ation is  g iven  in th e  C en su s  

of G overnm ents abou t w h a t so rt o f programs a re  fin an ced  ou t of th is  

c a teg o ry  of t ru s t  fu n d s . An exam ination  of th e  s o c ia l  w elfa re  ex ­

p e n d itu re s  of s ta te  and lo c a l g o v e rn m en ts , h o w ev er, re v e a ls  th a t 

th e  m ost l ik e ly  fu n c tio n  of th e s e  tru s t  funds is  to  fin a n c e  w orkm en 's



172

TABLE 8 -5

ALLOCATION OF FEDERAL INTEREST RECEIVED BY OTHER STATE 
AND LOCAL TRUST FUNDS ACCORDING TO THE RECEIPT

OF DISABILITY INCOME 
1962

Income C la s s

P e rcen tag e  
D is trib u tio n  of 

D isa b ility  Incom e
Amount of 

In te re s t

1 . $ 0 -  2 ,999 8 .2 $ 3 .9  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 10 .5 4 .9
3 . 5 ,0 0 0 -  7 ,499 16 .2 7 .6
4 .  7 ,5 0 0 -  9 ,999 19 .0 8 .9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 4 .7 11 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 15 .3 7 .2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .8 1 .8
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .5 0 .7
9 . 1 0 0 ,0 0 0 -a n d  over 0 .8 -Q.,4

TOTAL 1 00 .0 $47 .1  m illion

Source: Table 2 -23  for th e  p e rcen tag e  d is tr ib u tio n  of d is a b i l i ty  in ­
co m e, Table 8 -1  (O ther T rust Funds) fo r the  to ta l am ount of in te r e s t  
a l lo c a te d .

g
co m p en sa tio n  p ro g ram s. The b e s t  proxy found to  d is tr ib u te  the  

$4 7 .1  m illion  o n  th e  a ssu m p tio n  th a t  re c ip ie n ts  o f w orkm en’s com ­

p en sa tio n  a re  th e  prim e b e n e f ic ia r ie s  is  th e  d is tr ib u tio n  o f  the  r e ­

c e ip t o f d is a b i l i ty  incom e by  incom e c l a s s .  This is  the  in d ex  of 

a llo c a tio n  u se d  in T able 8 - 5 .

F in a lly , Table 8-6  p re se n ts  a sum m ary of the a llo c a tio n  by 

incom e c la s s  o f th e  fe d e ra l in te re s t  flowing through s ta te  and lo c a l  

governm ent u n its  in  1952.

9
Sta t i s t i c a l  A b s tra c t. 1964 , o p . c i t . ,  p .  281 .
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TABLE 8 - 6

SUMMARY ALLOCATION OF INTEREST RECEIVED BY STATE-LOCAL 
GOVERNMENTS DURING 1952

Incom e C la s s Amount of In te re s t P ercen t

1 . $ 0 -  2 ,9 9 9 $ 9 1 .3 m illion 13 .3
2 . 3 ,0 0 0 -  4 ,9 9 9 104 .1 1 5 .2
3 . 5 ,0 0 0 -  7 ,4 9 9 1 4 3 .4 2 0 .8
4 . 7 ,5 0 0 -  9 ,9 9 9 1 3 2 .4 19 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 1 7 .1 17 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 4 9 .9 7 .3
7. 2 5 ,0 0 0 -4 9 ,9 9 9 2 0 .4 3 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 12 .9 1 .9
9 . 1 0 0 ,0 0 0 -a n d  over 1 5 .4 2 .2

TOTAL $686 .9 m illion 100 .0

Source: T ab les 8 - 2 ,  8 - 3 ,  8 -4  and 8 -5 .



CHAPTER IX

INSURANCE COMPANIES

The ca teg o ry  In su ran ce  C om panies i s  c re d ited  w ith owning

$ 1 1 .5  b illio n  of fed era l d eb t in  1962 (3 .8  p e r c e n t ) .1 This is  a

sharp  d e c lin e  from th e  $ 2 4 .0  b illio n  a ttr ib u te d  to  in su ra n ce  com -
o

p a n ie s  in  1945 (8 .6  p e rc e n t) . This d ec lin e  in  ow nersh ip  i s  th e  

n e t r e s u l t  of a  r i s e  in  U .S . G overnm ents ow ned b y  property  and 

c a s u a lty  in su ra n ce  co m p an ies  (from $ 3 .5  b illio n  in  1945 to  $ 5 .3  

b illio n  in  1962) b e in g  m ere th an  o f f s e t  by  th e  d e c lin e  in  th e  ho ld ­

in g s  o f l i f e  in su ra n c e  com pan ies (from $ 2 0 .5  b illio n  to  $ 6 .2  b illio n
O

in  the  sam e tim e p e rio d ). B ecause  o f fundam ental d iffe ren c es  in  

th e  n a tu re  of th e ir  o p e ra tio n s , l ife  in su ra n ce  com pan ies a re  d e a lt  

w ith  s e p a ra te ly  from property  and c a s u a l ty  in su ra n c e  c o m p an ies .

Life In su ran ce  C om panies

The a n a ly s is  of th e  flow  of fed e ra l in te re s t  th rough life  in ­

su ran ce  com pan ies re q u ire s  a  b r ie f  re c o n s id e ra tio n  of th e  p rin c ip le s

1 Table 2 -1 .  2Ib id .
3

In s ti tu te  o f  L ife In su ra n c e , L ife In su ran ce  F ac t B ook. 1967 . 
p .  69 for l i f e  in su ra n ce  com panies; c a s u a lty  and p ro p erty  in su re rs  
ta k e n  a s  a  r e s id u a l .
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of life  in s u ra n c e . The funds th a t  en ab le  life  in su ran ce  com pan ies 

to  acq u ire  incom e earn ing  a s s e t s  a r is e  p rim arily  b e c a u se  som e ty p e s  

of l i f e  in su ra n c e  c o n tra c ts  in co rp o ra te  a sav in g s  acco u n t fe a tu re .

Such l i f e  in s u ra n c e , in w hich  th e  p o licy h o ld e r a cq u ire s  an  e q u ity , 

is  known by su ch  nam es a s  w hole l i f e ,  s tra ig h t l i f e ,  lim ited  p ay ­

ment l i f e  and endow m ent life  in s u ra n c e . L ife in su ran ce  th a t d o es  

not co n ta in  any  sav in g s  fe a tu re  is  c a lle d  term  in su ra n c e . I t i s  th e  

p u re s t form o f  life  in su ra n c e  b e c a u se  i t  in s u re s  a g a in s t  the  r isk  of 

th e  in su re d  dying  during a lim ited  co n tra c t period  by pooling  th e  

r is k s  of many in d iv id u a ls . Term p o l ic ie s  u s u a lly  do  not run for 

p e rio d s  longer th a n  five  y e a r s ,  th o u g h  th e y  are  o ften  ren ew ab le  a l ­

m ost a u to m a tic a lly . B ecause  of th e  p ro b a b ility  e le m e n t, term  in ­

su ran ce  i s  c h a ra c te r iz e d  b y  h ig h e r ra te s  w ith  advancing  a g e , in  

order to  provide a su ffic ie n t pool cf funds to  pay d ea th  c la im s on 

th o s e  p o lic y h o ld e rs  in  an in su re d  ag e  group th a t d ie  w ith in  the  

c o n tra c t p e rio d . B ecause  cf th e  ad ju stm en t of r a te s  to  m orta lity  

r i s k ,  and b e c a u se  of th e  ra th e r short period of tim e  invo lved  in 

term  in su ra n c e  c o n tra c ts , th e re  i s  l i t t l e  n eed  for p o lic y  re se rv e s  

to  he lp  pay d ea th  c la im s . In f a c t ,  v e ry  sm all re s e rv e s  are  m ain ­

ta in e d  by in su ra n ce  com pan ies to  cover u n fo rseen  em erg en c ies  w ith  

regard  to  term  in s u ra n c e . B a s ic a l ly , it is  o n ly  n e c e s s a ry  for the  

in su ra n ce  com panies to  ch arg e  a c tu a r ily  a c c u ra te  premiums to  any  

in su re d  a g e  group in  order to  a ssu re  a d eq u a te  rev en u es  to  pay  term
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in su ra n ce  d ea th  c la im s . H ea lth  and a c c id e n t in s u ra n c e , a s  w ell

a s  property  and c a s u a lty  in s u ra n c e , b e c a u s e  of th e  pooling of r is k s

in v o lv e d , is  e s s e n t ia l ly  s im ila r to  te rm  l i f e  in s u ra n c e . About h a lf
4

of th e  life  in su ra n ce  in  force in  1962 w as term in s u ra n c e . W hole 

life  (and i ts  v a rian ts) in s te a d  of in su rin g  a g a in s t  the  r is k  o f d eath  

a ssu m e s  the c e r ta in ty  of d e a th  of th e  p o licy h o ld e r during  the co n ­

t ra c t  p e r io d . Such c o n tra c ts  a re  is s u e d  for th e  life tim e  of th e  in ­

su red . In o ther w c rd s ,  w ho le  life  p o lic ie s  a ssu m e th a t a death  

b e n e fit m ust e v e n tu a lly  be paid  and incorpora te  a sav in g s  acco u n t 

in  th e  p o lic y  to  p rov ide  su ch  paym en t. In a d d itio n , and of sp e c ia l 

im portance  fo r th e  p re s e n t d is c u s s io n ,  l i f e  in su ra n ce  w ith  a sav in g s  

fea tu re  u t i l iz e s  a  le v e l premium r a te .  This m eans th a t during the  

ea rly  y ea rs  of the  co n tra c t premium paym ents ex ceed  the am ount 

n eeded  to pay  b e n e f it c la im s . This su rp lus p rov ides th e  in su ran ce  

com pany p o licy  re s e rv e s  th a t  are u se d  to acq u ire  incom e earn ing  

a s s e ts  an d  are th e  b a s is  for p o lic y h o ld e rs ' e q u ity . This eq u ity  

(p lus com pound in te re s t  deriv ed  from th e  a s s e t s  acqu ired ) is  u sed  

to  he lp  pay  b e n e fit c la im s in  th e  la te r  y e a rs  of th e  c o n tra c t , w hen 

th e  le v e l premium ra te  i s  to o  low to  co v er a ll b e n e f its  th a t  m ust b e  

pa id  out by th e  c o m p an ies . M ost of the  in su ra n ce  coverage  in the 

e a r ly  y e a rs  of such p o l ic ie s  is  like  term  in su ra n ce  b e c a u s e  th e  p o licy

4
I b i d . . p p . 19 , 25 .
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has l i t t le  eq u ity  v a lu e . H ow ever, th e  prem ium s during th e s e  y ears  

a re  g rea te r th a n  n eeded  to  p u rc h a se  term  in su ra n c e  equal to  the  

fa c e  v a lu e  of th e  p o lic y . The su rp lu s  m entioned  above d e riv e s  

from th is  "overpaym ent" for in s u ra n c e . W ith th e  p a s s a g e  of t im e , 

th e  sav in g s  acco u n t eq u ity  grow s and the  am ount of pure  in su ran ce  

needed  to  pay  th e  fa c e  v a lu e  of th e  p o lic y  co rresp o n d in g ly  d e c l in e s .  

U ltim a te ly , th e  sav in g s  po rtion  e q u a ls  the fa c e  v a lu e  of th e  p o licy  

(the p o licy  en d o w s). This i s  how th e  c e r ta in  c laim  a g a in s t  the  

p o licy  for a  death  b en efit can  b e  p a id .^  At th e  tim e o f endow m ent, 

th e  death  b e n e f it  (or annuity ) re p re se n ts  th e  p o lic y h o ld e rs ' savings 

p lu s  acc ru ed  in te r e s t .  The p o in t o f th e  p reced in g  d is c u s s io n  is  to 

dem onstra te  th a t  th e  portion  of U .S .  In te re s t  ea rn ed  by life  com panies 

a ttr ib u ta b le  to p o licy h o ld e rs  i s  a ttr ib u ta b le  to  th e  m in  acco rd an ce  

w ith  th e ir  ow nersh ip  of eq u ity  in  l i f e  in s u ra n c e  p o l ic ie s .

In te re s t E stim ate

N e x t, we tu rn  to  th e  c a lc u la tio n  of the  am ount of fed e ra l in ­

te r e s t  earn ed  b y  l i f e  co m pan ies during 1952. No d ire c t ev id en ce

^The above  d is c u s s io n  i s ,  of c o u rs e ,  a  s im p lific a tio n  but 
c lo se ly  ap p rox im ates r e a l i ty .  For exam ple , prem ium s vary  w ith 
th e  ag e  o f  the  in su re d  a t  th e  tim e  th e  c o n tra c t i s  w ritten  bu t 
rem ain  a t  th a t  lev e l for th e  l i f e  of th e  c o n tra c t . This re f le c ts  
d iffe ren t m orta lity  ra te s  for d iffe ren t a g e  groups and th e  num ber 
of y ea rs  n eed ed  to  endow  a p o lic y . The a g e  of endowm ent 
i s  100 for some p o lic ie s  (s tra ig h t l i f e ) ,  b u t cou ld  be tw en ty  
y ears  a fte r  th e  co n tra c t is  w ritten  (lim ited  paym ent l i f e ) .  Pre­
miums a re  h ig h e r in  th e  seco n d  c a s e  in  o rder to perm it more 
rap id  accu m u la tio n  o f th e  eq u ity  portion  o f th e  c o n tra c t.
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on th is  su b je c t e x i s t s ,  so  an e s tim a te  m ust be  m ade. U tiliz ing  

th e  T rea su ry 's  survey of ow nersh ip  of the d e b t ,  th e  p e rc en ta g e  

m aturity  s tru c tu re  of l ife  com pany h o ld in g s  d e riv ed  from the su rv ey  

is  ap p lied  to  th e  av erag e  to ta l  h o ld in g s  of U .S .  S e c u ritie s  by l if e  

in su ra n ce  com pan ies during 1962. This r e s u l ts  in  a  breakdow n by 

ty p e  of i s s u e  ( b i l l s ,  n o te s ,  e t c . , ) .  W hen th e  ap p ro p ria te  ra te  o f  

in te r e s t  i s  m u ltip lied  ’ey th e  amount of h o ld in g s  of each  type  of 

is s u e  a  figu re  of $ 2 3 5 .8  m illion  i s  a rriv ed  a t (e x c lu s iv e  of in te re s t 

on g u a ran teed  is s u e s ) .

In te re s t A llocation

The e s tim a te d  am ount of in te re s t  m ust b e  d iv id ed  be tw een  

p o licy h o ld e rs  and s to ck h o ld e rs  of l ife  in su ra n ce  co m p an ie s . A vail­

ab le  inform ation  in d ic a te s  th a t  abou t e ig h ty  p e rcen t o f  th e  prem ium  

and n e t in v estm en t in co m e of l i f e  in s u ra n c e  co m p an ies  is  a ttr ib u ta b le  

to  p o licy h o ld e rs  in  th e  form of b e n e f it  paym ents an d  ad d itio n s  to
g

eq u ity  r e s e r v e s .  The rem aining tw en ty  p e rc en t i s  consum ed as  

0
U .S .  T reasury  D ep artm en t, B u lle tin , February  1952, p .  6 3 and  

F ebruary  1953 , p . 70 for su rv ey  of o w n ersh ip  of th e  d e b t .  The 
m atu rity  s tru c tu re  is  d e riv ed  from the  mean of beg in n in g  and  end 
of y e a r  f ig u r e s .  A verage to ta l  ho ld in g s  a re  a lso  the  m ean of 
b eg in n in g  and end of y ear figu res*  $6 ,152  m illion  during 1962 , 
a s  com pared to  y ea ren d  h o ld in g s  of $ 6 ,2 0 0  m illio n .

7
The in te r e s t  r a te s  u se d  a re  g ive  in  n .  6 ,  C h ap te r VIII.

g
In s ti tu te  o f  L ife In su ra n c e , Life In su ra n ce  F a c t Book ,  1965,

p • 55*
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op era ting  e x p e n s e s  (15 p e rcen t; a g e n t 's  co m m issions an d  o ffice  

e x p e n s e s ) , ta x e s  (4 pa-cen t)^  and d iv id en d s  (1 p e rc e n t) . Let us 

assu m e th a t  e ig h ty  p e rc e n t of th e  fed era l in te re s t  re c e iv e d  by l i f e  

in su ra n ce  co m p an ies  is  a ttr ib u ta b le  to  p o lic y h o ld e rs , $ 1 8 9 ,4  m illio n . 

S ince o p era tin g  e x p e n se s  c o n s is t  of a g e n t 's  com m issions and o ffice  

e x p e n s e s , i t  d o es  not seem  c o rre c t to  ch arg e  such  ex p en se s  

a g a in s t  U .S .  In te re s t  in co m e . T h u s, the  rem ain ing  tw enty  percen t 

of fed era l in te r e s t  can  be  ta k en  to  re p re se n t g ro ss  p ro fit befo re  

t a x e s .  Of th e  v a rio u s  ty p e s  of ta x e s  paid by l i f e  in su ra n c e  com ­

p a n ie s ,  s o c ia l  s e c u rity  t a x e s ,  re a l  e s ta te  t a x e s ,  s ta te  ta x e s  on 

prem ium s, l ic e n s e s  and fe e s  and fe d e ra l co rpora te  incom e t a x e s ,  

only  the  la t te r  w ould  seem  to  p roperly  be  reg a rd ed  a s  fa llin g  on 

in v estm en t in c o m e , inc lud ing  U .S .  In te re s t .  (The o th e r ta x e s  a re  

p resum ab ly  b o rn e  out of prem ium  in c o m e .)  S ince fed e ra l co rpo ra te  

incom e ta x e s  a re  c o n s id e re d  s e p a ra te ly  in  Part II of th is  m onograph, 

w e are h e re  on ly  co n cern ed  w ith  th e  g ro ss  am ount of p ro fit from 

in te re s t  a ttr ib u ta b le  to  s to c k h o ld e rs . T h u s, the  rem ain ing  tw en ty  

p e rcen t of th e  $ 2 3 5 .8  m illion  in  fed era l in te r e s t  ea rn ed  by  l i f e  

in su ra n ce  co m p an ies  in 1952, or $ 4 7 .4  m illio n , i s  a ssu m ed  to  

b e n e f it th e  s to ck h o ld e rs  of th e s e  in s t i tu t io n s .  An ex am in atio n  o f 

a v a ila b le  d a ta  p rov ides u s  w ith  a  c ru d e  ch eck  of th e  above

9
D irec t in v estm en t ta x e s  (such  a s  re a l e s ta te  ta x e s )  a re  ex ­

c lu d ed  from th is  f ig u re , b u t fed era l incom e ta x e s  a re  in c lu d e d .
See Ib id .
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apportionm ent p ro c e d u re . All U .S . L ife In su ran ce  C om panies to ­

ge th er p a id  $582 m illion  in  fed e ra l co rpo ra tion  incom e ta x e s  in 

1962.'*'^ In a d d itio n , two a u th o r itie s  on l i f e  in su ra n c e  com pany 

tax a tio n  e s tim a te  th a t  n in e ty  p e rc e n t of th e s e  ta x e s  w ere bom e 

out of in v estm en t i n c o m e .^  N in e ty  p ercen t of $582 m illion  o r ,

$524 m illion  w ould th e re fo re  seem  to  b e  a  re a so n a b le  e s tim a te  

of th e  am ount of fed era l incom e ta x e s  pa id  by life  com pan ies  o u t 

of th e ir  n e t  in v estm en t incom e in  1952 . D uring th a t  sam e y e a r , 

$5 ,0 4 4  m illion  w as th e  n e t in v estm en t incom e of th e s e  c o m p an ies , 

inc lud ing  $ 2 3 6 ,8  m illion  in  U .S .  In te re s t .  We have e s tim a te d  here 

th a t  a b o u t e ig h ty  p e rc e n t o f in v e s tm en t incom e o r ,  $4 ,035  m illio n ,
19

i s  a ttr ib u ta b le  ( tax -free ) to  p o lic y h o ld e rs . The rem ain ing  $1 ,009  

m illion  i s  p resum ed  to  be g ro ss  in v estm en t p ro fit befo re  t a x e s .  

A ssum ing a 52 percen t ra te  o f  co rp o ra te  incom e t a x ,  $524 m illion  

i s  th e  e s tim a te d  fed era l incom e ta x  l ia b il i ty  on in v estm en t incom e— 

e x a c tly  th e  sam e a s  th e  am ount in d ep en d en tly  e s tim a te d  above!

Some c o n fid e n c e , th e re fo re , may b e  p la c e d  in th e  a llo c a tio n  o f  

$1 8 9 .4  m illion  in fe d e ra l  in te r e s t  to  th e  p o lic y h o ld e rs  o f  l i f e

•^ Life In su ra n ce  F ac t B ook. 1965 . o p . c i t . ,  p .  56 .

■^A. F . W hitman a n d  H . E. Thom pson, "The Im pact of the  1959 
Incom e Tax Act on S tock and M utual C o m p a n ie s ,"  The Toumal of 
Risk and In s u ra n c e . XXXIV (June, 1967), p .  217 .

12 T ax -free  in  th e  s e n se  th a t th is  sum is  a  d e d u c tio n  from in ­
com e fc r l i f e  com pan ies in  c a lc u la tin g  fed e ra l co rpo ra te  t a x e s .
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com pan ies and $ 4 7 .4  m illion  to th e ir  s to c k h o ld e rs . N o te , l a s t ly ,  

th a t  any  portfo lio  e x p e n se s  a ttr ib u ta b le  to  fe d e ra l  in te re s t  incom e 

h as  b een  igno red  in the s e n s e  th a t  th e  b a s is  o f apportionm ent 

b e tw een  p ro fit an d  p o licy h o ld e rs  c a rrie d  out above i s  d e riv ed  from 

ag g reg a te  d a ta  u s in g  n e t (of in v e s tm en t e x p e n se s )  in v estm en t in ­

com e, and ap p lied  to  g ro s s  U .S .  In te re s t .  B ecause th e  p o rtfo lio  

e x p en se s  o f  U .S . S e c u ritie s  a re  l ik e ly  very  s m a ll ,  any  re su ltin g  

e rro r i s  d e f in ite ly  sm a ll .  M oreover, we have assu m ed  throughout 

th is  s tudy  th a t  th e  b e n e f it  of th e  p o rtfo lio  e x p en se  acc ru e s  to  th e  

b e n e f ic ia r ie s  o f th e  n e t in te r e s t  in  p roportion  to  th e  am ount re c e iv e d .

The n ex t s tep  in  the  a n a ly s is  of l i f e  in su ra n ce  co m p an ies  is  

re la tiv e ly  s tra ig h tfo rw ard . T able 9 -1  d is tr ib u te s  the $ 1 8 9 .4  m illion 

a llo c a te d  to  p o licy h o ld e rs  acco rd in g  to  th e  ow nership  of eq u ity  in  

life  in su ra n c e  p o lic ie s  (cash  su rrender v a lu e ) . The $ 4 7 .4  m illion  

csredited to  s to ck h o ld e rs  i s  ap p o rtio n ed  am ong th e  incom e c la s s e s  

in  Table 9 -2  b a se d  on th e  ow nersh ip  of p u b lic ly  tra d e d  s to c k .

One fina l note on  the  tre a tm e n t g iven  here  to  life  in su ra n ce  

com pan ies  sho u ld  be m ad e . In the fo llo w in g  sec tio n  o f th is  c h a p te r , 

d ea lin g  w ith  p roperty  and  c a s u a lty  in su ra n c e  c o m p a n ie s , th e  m utual 

and s to ck  com pan ies  a re  a n a ly z e d  s e p a ra te ly . A re a d e r aw are  of 

th e  fa c t  th a t  both forms of o rg a n iz a tio n  a ls o  e x is t  in th e  life  

in su ra n ce  in d u s try , m ay q u estio n  th is  asym m etry  of tre a tm e n t. The 

c a u s e  is  s im p ly  th a t a v a ila b le  d a ta  on th e  life  in su ra n ce  in d u stry
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TABLE 9 -1

DISTRIBUTION OF INTEREST ATTRIBUTED TO LIFE INSURANCE 
POLICYHOLDERS ACCORDING TO THE OWNERSHIP OF 

EQUITY IN SUCH POLICIES 
1962

Incom e C la s s P ercen t of Equity Amount of In te re s t

1 . $ 0 - 2 ,999 5 .5 $ 1 0 .4  m illion
2 .  3 ,0 0 0 -  4 ,999 8 .5 16 .1
3 . 5 ,0 0 0 -  7 ,4 9 9 15 .6 2 9 .5
4 . 7 ,5 0 0 -  9 ,9 9 9 1 7 .0 3 2 .2
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 1 .5 4 0 .8
6 .  1 5 ,0 0 0 -2 4 ,9 9 9 1 3 .0 2 4 .6
7 .  2 5 ,0 0 0 -4 9 ,9 9 9 8 .5 16 .1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 4 .4 8 .3
9 . 1 0 0 ,0 0 0 -an d  over 6 .0 1 1 .4

TOTAL 1 0 0 .0 $ 1 8 9 .4  m illion

Source: P e rcen tag e  d is tr ib u tio n  of in su ra n c e  eq u ity  from Table 2 -1 9 .
The to ta l am ount of in te re s t  a l lo c a te d  is  o b ta in ed  from th e  te x t .

d o es  no t p rov ide  sep a ra te  tre a tm e n t of s to ck  and m utual c o m p an ie s , 

a s  d o e s  d a ta  for th e  p ro p e rty  and c a s u a lty  in d u s try .

P roperty  and C a su a lty  C om panies

Property  and c a su a lty  in su ra n c e  c o v e rs  th a t  segm ent of th e  

in su ra n c e  b u s in e s s  th a t in s u re s  a g a in s t  lo s s e s  due to  f i r e ,  f lo o d s , 

e a r th q u a k e s , a c c id e n ts ,  r i o t s ,  r o b b e r ie s ,  e t c .  I t o p e ra te s  on the  

p r in c ip le  of pooling r isk s  among la rg e  num bers of p o lic y h o ld e rs  so  

a s  to  sp read  th e  c o s t  of l o s s e s .  Funds for in v estm en t by  p ro p erty  

and  c a s u a l ty  co m p an ies  a r is e  from prem ium s c o lle c te d  in  e x p e c ta tio n
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TABLE 9 -2

DISTRIBUTION OF INTEREST ATTRIBUTED TO STOCKHOLDERS OF 
LIFE INSURANCE COMPANIES BASED ON OWNERSHIP OF 

PUBLICLY TRADED STOCK 
1962

Incom e C la s s P ercen t of S tock Owned Amount of In te re s t

1 . $ 0 -  2 ,9 9 9 2 .7 $ 1 .3  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2»9 1 .4
3 . 5 ,0 0 0 -  7 ,4 9 9 6 .1 2 .9
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .6 4 .1
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 0 .5 5 .0
6 .  1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 3 .6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 3 .2 6 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 .0 5 .7
9 . 1 0 0 ,0 0 0 -an d  over 3 5 .2 17 ,1

TOTAL 100 .0 $ 4 7 .4  m illion

Source: P e rcen tag e  d is tr ib u tio n  of s to c k  ow nersh ip  from T able 2 -6 .
The to ta l am ount o f  in te r e s t  a llo c a te d  is  o b ta in ed  from the  te x t .

of lo s s  c la im s by p o lic y h o ld e rs , c a p ita l (in stock  com panies) and

re in v estm en t of p o rtfo lio  in co m e.

T hese  com pan ies ow ned about $ 5 .3  b illio n  of U .S . S ecu ritie s  

13a t the  end of 1962. No d ire c t  e v id en c e  e x is t s  ab o u t th e  to ta l 

am ount of in te re s t  ea rn ed  on th e s e  s e c u r it ie s  during  1962. A figure  

of $196 .7  m illion  i s  a rriv ed  a t  b y  e s tim a tin g  the  m atu rity  d is tr ib u tio n

13N o . 3 a b o v e . A ccording to  B e s t 's  F ire  and C a su a lty  Aggre­
g a te s  and A verages (New York: Alfred M . B e s t , 1963), p p . 5 4 -5 5 ,
1 5 4 -1 5 5 , p roperty  and c a s u a l ty  com pan ies he ld  $5 ,676 m illion  o f  
U .S .  S ecu ritie s  o n  D ecem ber 3 1 , 1952, W hy th is  d isc re p a n c y  
should  e x is t  i s  n o t a p p a re n t, e x c e p t th a t  B e s t 's  m ay in c lu d e  U .S .  
Agency s e c u r i t ie s .
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of p roperty  and c a s u a lty  com pany ho ld ings and apply ing  the

proper ra te  of in te re s t  to  e a c h  c l a s s  of U .S .  S ecu rity  h e ld .

The p ro cedu re  u se d  i s  th e  same a s  th a t  d e sc r ib e d  for e s tim atin g

the  in te re s t  earn ed  b y  life  c o m p an ie s , e x c e p t o f  co u rse  th a t  the

m atu rity  d is tr ib u tio n  o f p roperty  and c a s u a lty  com pan ies w as  u sed  

14in s te a d .

Two m ajor form s of o rg a n iz a tio n , th e  s to ck  com pany and th e

m utual com pany , acco u n t for o v e r n in e ty - f iv e  p e rc en t of th e

property  and  c a s u a lty  in su ra n c e  in d u s try , in  term s of a s s e t s  and

15th e  v a lu e  of prem ium s w r it te n . During 1962 , $ 5 2 .1  m illion  of 

th e  U .S . In te re s t  earned  b y  p ro p e rty  an d  c a s u a lty  in su ra n ce  com ­

p a n ie s  w as re c e iv e d  by m utual c o m p a n ie s , and $144 .6  m illion  by 

s to ck  c o m p a n ie s , b a se d  on th e  re la t iv e  ow nersh ip  of U .S .  S ecu ri-

B ecu ase  th e re  are  no s to ck h o ld e rs  in v o lv ed  in  th e  m utual form 

of b u s in e s s  o rg a n iz a tio n , a ll  o f th e  in te re s t  ea rn ed  b y  th e s e

14
See n . 6 for so u rc e s  o f m atu rity  d is tr ib u tio n  and  n , 7 for 

in te re s t  r a te s  u s e d . The m ean h o ld in g s  to  w hich  the p e rcen tag e  
m aturity  s tru c tu re  w as a p p lie d  is  b a se d  on  b eg inn ing  and  end of 
y e a r  re s id u a l fig u res  d e riv ed  by  deducting  life  com pany ho ld ings 
from to ta l in su ra n c e  in d u s try  h o ld in g s .

15
B e s t 's ,  o p . c i t . ,  p . 155.

16
Ib id . . p p . 5 5 , 155. R ela tive  ow nersh ip  of the $5 ,676  m il­

lio n  in  U .S .  S e c u ritie s  in d ic a ted  a s  b e ing  ow ned  by the  in d u s try  
in  B e s t 's ,  s e e  n .  13 ab o v e . This a ssu m e s  th e  sam e portfo lio  
com position  o f  U .S .  S e c u ritie s  fo r s to ck  and m utual c o m p an ie s .



com pan ies i s  a t tr ib u ta b le  to  th e i r  p o lic y h o ld e rs . The on ly  ta x  paid

by m utual property  and c a s u a lty  com pan ies  th a t is  l ik e ly  to  be borne

17out of in v estm en t incom e i s  th e  fed era l co rpora tion  incom e ta x .

S ince th is  lev y  is  c o n s id e re d  se p a ra te ly  in Part I I ,  no acco u n t o f i t  

need  b e  ta k en  here  and the  to ta l  am ount of fe d e ra l in te re s t  earn ed  

by  m utual com pan ies  i s  im puted to  p o lic y h o ld e rs . I t shou ld  b e  

n o te d , h ow ever, th a t  such  a tre a tm en t p robab ly  d oes in tro d u ce  

some erro r in to  th e  a n a ly s is ,  in so fa r  a s  th e  trea tm en t of m utual 

com pan ies is  c o n c e rn e d . If th e  co rpo ra tion  incom e ta x  is  a ssu m ed  

to  b e  borne by  c a p ita l  and is  ap p o rtio n ed  am ong the  incom e c la s s e s  

b a se d  on s to ck  o w n e rsh ip , th a t  p a rt o f th e  im post fa llin g  on  m utual 

com pan ies w ill be  im properly  a l lo c a te d .  The p ro b ab le  error in tro ­

duced  by th is  s itu a tio n  is  l ik e ly  to  b e  sm all b e c a u s e  about tw en ty

p e rcen t of th e  in v es tm en t incom e o f  m utual com pan ies (including

18U .S .  In te re s t)  w a s  pa id  out a s  fed e ra l incom e ta x e s  in  1962.

And th is  m eans th a t  abou t $10 m illion  o f  th e  $52 m illion  in  in te r e s t  

earned  by mutual co m pan ies w ould  b e  in v o lv ed . N o te , to o ,  th a t  

th is  sum w ill b e  d is tr ib u te d , b u t no t co rrec tly ; th is  is  le s s  of an  

error th an  n o t b e in g  d is tr ib u te d  a t  a l l .

17
The p rin c ip a l o th e r ta x  p a id  is  s ta te  ta x e s  o n  g ro ss  prem ium  

r e c e ip ts ,  so rt o f an e x c i s e  o n  in su ra n c e  prem ium s th a t shou ld  b e  
a ttr ib u te d  to  th a t so u rce  of re v e n u e . B e s t 's ,  p .  155.
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As for th e  $144 .6  m illion  in  fed e ra l in te re s t  earned  b y  s to ck  

property  an d  c a s u a lty  in su ra n ce  c o m p an ie s , i t  m ust b e  d iv ided  

be tw een  p o licy h o ld e rs  and s to c k h o ld e rs . A C om m ission on M oney 

and C red it m onograph ab o u t th e  p roperty  and c a s u a lty  in su ra n ce  

in d u stry  s ta te s  th a t  about s e v e n ty  percen t o f  th e  in v es tm en t incom e 

of s to ck  co m p an ies  i s  a ttr ib u ta b le  to  s to ck h o ld ers  and th a t th ir ty  

p e rcen t i s  u s e d  to  expand underw riting a c t iv i t i e s ,  w hich  pre­

sum ably  b e n e f it  p o l i c y h o l d e r s . U s i n g  th is  d iv is io n  a s  our b a s is  

of ap p o rtio n m en t, $101 .2  m illion  in  in te re s t  is  im puted to  s to ck ­

h o ld ers  and  $ 4 3 .4  m illion to  p o lic y h o ld e rs .

The $ 1 0 1 .2  m illion  in  b e n e f its  to sh a reh o ld e rs  of stock  

com pan ies m ust b e  d is tr ib u te d  am ong th e  incom e c la s s e s .  Owner­

sh ip  of p u b lic ly  trad ed  s to ck  is  th e  proxy u sed  in  Table 9 -3  to  

d is tr ib u te  th is  sum .

W hen th e  am ount im puted to  p o licy h o ld e rs  of m utual and 

s to ck  co m pan ies is  ad d ed  to g e th e r , $ 9 5 .5  m illion  i s  the  am ount

Property  and C a su a lty  In su ra n ce  C om pan ies; T heir Role a s  
F in an c ia l In te rm e d ia r ie s ,  a  m onograph p repared  for th e  C om m ission 
on  M oney and C r e d i t , (Englewood C l i f f s ,  N .J . :  P re n tic e -H a ll , 1962),
p .  3 3 . As u s u a l ,  th e  am ount a ttr ib u te d  to s to ck h o ld e rs  is  g ro ss  of 
ta x e s  b e c a u s e  th e  fe d e ra l co rpo ra te  incom e ta x  i s  co n sid e red  
s e p a ra te ly , a n d  o th e r ta x e s  paid  b y  p ro p erty  and c a su a lty  com­
p a n ies  do n o t l ik e ly  fa ll on in v estm en t in co m e . See n .  17 a b o v e . 
N or is  an y  a cc o u n t tak en  of p o rtfo lio  e x p e n se s  b e c a u s e  they  are 
assu m ed  to  b e n e f i t  the  re c ip ie n ts  o f  n e t  in te re s t  in  p roportion  to  
th e  am ount re c e iv e d .



187

TABLE 9 -3

ALLOCATION OF FEDERAL INTEREST ATTRIBUTED TO THE STOCK­
HOLDERS CF STOCK PROPERTY AND CASUALTY INSURANCE 

COMPANIES BASED ON THE OWNERSHIP OF PUBLICLY 
TRADED STOCK BY INCOME CLASS 

1962

Incom e C la s s
P ercen t of 

S tock O w nership
Amount o f  

In te re s t

1. $ 0 -  2 ,999 2 .7 $ 2 ,7  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9 2 .9
3 . 5 ,0 0 0 -  7 ,4 9 9 6 .1 6 .2
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .6 8 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 10 .5 10 .6
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 7 .8
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 3 .2 1 3 .4
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 .0 12 .1
9 . 1 0 0 ,0 0 0 -a n d  over 35*2 3 5 .8

TOTAL 100 .0 $101 .2  m illion

Source: D is trib u tio n  o f  s to ck  ow nersh ip  from Table 2 - 5 .  The to ta l
am ount o f  in te r e s t  a llo c a te d  is  o b ta in ed  from th e  te x t .

o f p o lic y h o ld e rs ' b e n e fit th a t m ust b e  a llo c a te d  among the incom e 

c l a s s e s .  S ince p ro perty  in su ra n c e  c o v e rs  lo s s e s  of p roperty  c au se d  

by  f i r e s ,  f lo o d s , r i o t s ,  e a r th q u a k e s , e t c . ,  w h ile  c a s u a lty  in su ra n ce  

p e rta in s  to  the  l ia b i l i ty  c la im s .insured  a g a in s t by  ow ners o f  a u to ­

m o b ile s , b u s in e s s e s ,  h o m e s , e t c . ,  th a t  r e s u l t  from th e  u s e  and 

ow nersh ip  of such  ty p e s  of p ro p e rty , the  ap p ro p ria te  in d ex  of b en e fit 

to  d is tr ib u te  th e  in te r e s t  among p o licy h o ld e rs  w ould  seem  to  b e  the 

ow nersh ip  o f  w ea lth  an d  p ro p erty . B ecau se  som e fo rty  p e rc e n t o f 

p roperty  and c a s u a l ty  in su ra n c e  w ritte n  (in  v a lu e  term s) is  a u to ­

m obile in s u ra n c e , fo rty  p e rc e n t o f th e  $ 9 5 .5  m illion  im puted  to
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p o lic y h o ld e rs , o r $33 .2  m illio n , i s  a llo c a te d  am ong the  incom e 

c la s s e s  on th e  b a s is  of au tom obile  ow nersh ip  (in v a lu e  term s) in
on

Table 9 - 4 .  The rem ain ing  $ 5 7 .3  m illion  in  in te re s t  a llo c a b le  

to  p o licy h o ld e rs  i s  d is tr ib u te d  among the incom e c la s s e s  in  T able 

9 -5  acco rd ing  to  th e  in d ex  of w ea lth  ow nersh ip  c o n s tru c te d  in 

Table 2 -2 4 .

TABLE 9 -4

DISTRIBUTION OF INTEREST ATTRIBUTED TO POLICYHOLDERS OF 
AUTOMOBILE PROPERTY AND CASUALTY INSURANCE BASED 

ON THE GROSS VALUE OF AUTOMOBILES OWNED BY
INCOME CLASS 

1952

Incom e C la s s
Percen t of 

A utom obile Value
Amount of 

In te re s t

1 . $ 0 -  2 ,999 6 .6 $ 2. 5 m illion
2 . 3 ,0 0 0 -  4 ,999 12 .6 4 .8
3 . 5 ,0 0 0 -  7 ,499 2 2 .0 8 .4
4 .  7 ,5 0 0 -  9 ,999 2 3 .3 8 .9
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 21 .6 8 .3
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .6 3 .7
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .7 1 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 0 .8 0 .3
9 . 1 0 0 ,0 0 0 -an d  over 0 .8 0 .3

TOTAL 1 0 0 .0 $ 3 3 .2  m illion

Source: P e rcen tag e  d is tr ib u tio n  of au tom obile  ow nersh ip  from Table
2 -2 5 . The to ta l  am ount o f in te r e s t  a llo c a te d  i s  o b ta in ed  from th e  
te x t .

U . S . D e p t, o f C om m erce, Bureau of the  C e n u s , S ta t is t ic a l  
A b strac t o f the  U . S . .  1966 (W ashing ton : U .S .  G overnm ent Printing
O ffic e , 1956), p . 4 8 0 .
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TABLE 9-5

DISTRIBUTION OF INTEREST ASSUMED TO BENEFIT POLICY­
HOLDERS OF PROPERTY AND CASUALTY INSURANCE 

COMPANIES ACCORDING TO THE OWNERSHIP 
OF WEALTH BY INCOME CLASS 

1962

Incom e C la s s
P ercen t of 

W ealth  Owned
Amount of 

In te re s t

1 . $ 0 -  2 ,9 9 9 8 .1 $ 4 .6  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 8 .3 4 .8
3 . 5 ,0 0 0 -  7 ,499 1 2 .8 7 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 14 .7 8 .5
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 4 .3 8 .2
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 9 .4 5 .4
7 , 2 5 ,0 0 0 -4 9 ,9 9 9 9 .5 5 .4
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 10 .1 5 .8
9 . 1 0 0 ,0 0 0 -a n d  over 12 .7 7 ,1

TOTAL 10 0 .0 $ 5 7 .3  m illion

Source: P e rcen tag e  d is tr ib u tio n  of w ealth  ow nersh ip  from Table 2 -2 4 ,
The to ta l  am ount of in te r e s t  a llo c a te d  is  o b ta in ed  from th e  te x t .



CHAPTER X

MUTUAL SAVINGS BANKS

The portfo lio  of U .S . G overnm ent s e c u r i t ie s  ow ned b y  m utual 

sav in g s  b an k s  am ounted to  $ 6 .1  b illio n  (or two percen t of th e  to ta l 

debt) a t  y earen d  1962 .*  I t  i s  e s tim a te d  th a t  th e  m utual sav in g s  

ban k s re c e iv e d  a  to ta l of $206 m illion  in  fed e ra l in te re s t  during 

1962. T his in te re s t  e s tim a te  is  d e riv ed  by  assum ing  tha t u n in su red  

(by the  FDIC) banks earn ed  th e  sam e r a te  of re tu rn  o n  U .S . S ecuri­

t ie s  a s  d id  in su red  b a n k s . In su red  b an k s re c e iv e d  $156 m illion  in  

U .S . in te r e s t  during  1962, a  ra te  o f re tu rn  of 3 .3 6  p a"cen t on
2

th e ir  end of y e a r  h o ld ings of $4 ,639  m illion  in  U .S .  S e c u r itie s . 

Applying th i s  sam e ra te  of re tu rn  to  th e  $1 ,489  m illion  in  U .S . 

S ecu ritie s  ow ned by u n in su red  banks a t th e  end of 1952 y ie ld s  $50 

m illion  a s  th e i r  e s tim a te d  federa l in te r e s t  in co m e , w h ich  w hen  added  

to  th e  in te re s t  earned  b y  in su re d  b an k s  re s u l ts  in  th e  $205 m illion
3

figu re  c ite d  ab o v e .

*See Table 2 -1 .

2
Federal D e p o sit In su ra n ce  C o rp o ra tio n , Annual Report fo r 1962 , 

QP. c i t . , p .  7 6 .
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In order to  a llo c a te  th e  in te re s t  re c e iv e d  by m utual sav in g s  

ban k s among th e  m oney incom e c la s s e s  i t  i s  n e c e s s a ry  t o  f ir s t  

exam ine th e  n a tu re  of su ch  in s t i tu t io n s .  S av ings b an k s a re  p roperly  

regarded  a s  f in a n c ia l in te rm e d ia rie s  b e c a u s e  th e y  s tan d  be tw een  th e  

u ltim a te  le n d e rs  and b o rro w e rs . They tra n s fe r  ow nersh ip  o f e x is tin g  

funds from th e ir  d e p o s ito rs  to  d e f ic i t  and eq u ity  is su in g  u n its  in  

th e  econom y , from whom sav in g s  b a n k s  acq u ire  a s s e t s  in  th e  form 

of m o rtg ag e s , b o n d s , s to c k s ,  e tc .  U nlike th e  o p e ra tio n  of com m er­

c ia l  b a n k s ,  no c rea tio n  of m oney r e s u l t s  from th is  a s s e t  a c q u is i t io n . 

M utual sav in g s  banks h ave  n o  s to ck h o ld e rs  and borrow v irtu a lly  

none of th e ir  fu n d s , d e p o s its  and re ta in e d  earn in g s being  the o n ly  

rea l so u rce  o f  in v e s t ib le  fu n d s . I t  is  here  a ssu m ed  th a t  th e  incom e 

earned  by th e s e  b an k s  is  a ttr ib u ta b le  e n tire ly  to  th e ir  d e p o s ito rs .

About th re e -fo u r th s  of th e  cu rren t incom e re c e iv e d  by  m utual sav in g s  

ban k s in  1962 w as pa id  d ire c tly  to d e p o s ito rs  in  the  form o f in te re s t  

(s e e  Table 1 0 -1 ) . The rem ainder of incom e (of w hich  U .S .  In te re s t  

w as o n ly  a  part) w as ad d ed  to re s e rv e s  or consum ed a s  o p sra tin g  

e x p e n s e s . Even though  re s e rv e s  and e x p en se s  do no t r e s u l t  in  a 

d ire c t c a s h  flow to  d e p o s i to r s ,  the b e n e f it  o f incom e u se d  for such  

p u rp o ses  c le a r ly  red ounds to  th e m . R eserv es  s tren g th en  the  f in a n ­

c ia l  p o s itio n  o f  th e  b an k s  and opera ting  e x p e n se s  a re  in cu rred  so 

th a t  th e  b an k  may c a n y  on i t s  o p e ra tio n s , inc lud ing  th e  pay ing  of 

in te re s t  and  provid ing  o f s e rv ic e  to  d e p o s ito rs . In o th e r w o rd s .
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TABLE 10-1

DISPOSITION OF THE CURRENT OPERATING INCOME OF ALL 
MUTUAL SAVINGS BANKS DURING 1962 

(Amounts in  M illions)

.Amount
P ercen t 

of Incom e

In te re s t  Paid to  D ep o sito rs $ 1 , 5 3 0 .5 7 5 .7

C urren t E x penses 2 9 4 .8 1 4 .5

R etained  Earning s 1 6 7 .3 8 .2

Taxes 18 .9 1 .0

N et N o n -recu irin g  D ed u c tio n s3 10 .8 0 .5
TOTAL INCOME $2, 0 2 2 .3 100 .0

a T his is  a  n e t figu re  a rriv ed  a t  b y  co n sid e rin g  th e  fo llow ing  
item s: N et n o n -recu rrin g  ex p en se  $ 2 .4  m illio n . N et p ro fit on A sse ts
(c a p ita l g a in s) $34 .8  m illio n , N et tra n s fe r  to  v a lu a tio n  re se rv e s  
$ 4 3 .2  m illio n . The f irs t and  th ird  item s a re  ch a rg es  a g a in s t incom e 
(-) w h ile  th e  sec o n d  i s  an a d d itio n  to  incom e (+). The a lg e b ra ic  
sum of th e s e  n o n -recu rrin g  item s is  -$ 1 0 .8  m illio n , show n in  th e  
Table a s  a  n e t ch arg e  a g a in s t  in co m e .

Source: N a tio n a l A sso c ia tio n  of M utual Sav ings B anks, M utual
S av ings B ank ing , M ay 1963 , F a c ts  and F ig u res  su p p lem en t, p .  26 
and M ay 1954 , p .  2 7 .

b e c a u s e  th e re  are no o ther c la im an ts  on th e  incom e of sav in g s  b a n k s , 

su ch  a s  s h a re h o ld e rs , a ll  of th e  b e n e f it  o f  th e ir  o p e ra tio n s  m ust be  

c re d ite d  to  ow ners of sav in g s  d e p o s its  a t th e s e  in s t i tu t io n s .

N a tu ra lly , th a t  p a rt o f incom e th a t i s  U .S .  In te re s t  i s  a ssu m ed  to  

b e  s im ila rly  a t tr ib u ta b le .
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T able 10-2  d is tr ib u te s  th e  $205 m illion  in  fed era l in te re s t  

earned  by sav in g s  ban k s in  1962 am ong th e  incom e c la s s e s  acco rd ­

in g  to th e  p ro p o rtio n  a£ m utual s a v in g s  bank d e p o s its  ow ned by each  

c l a s s .  A ccount is  n o t ta k en  of n o n -in d iv id u a l ow nersh ip  of th e se  

d e p o s its  b e c a u s e  co rp o ra tio n s  (excep t n o n -p ro fit ones) are  n o t p e r­

m itted  by  law  to  own such d e p o s i t s ,  and o n ly  $30 m illion  of th e  

$ 4 1 .5  b illio n  in  d e p o s it l ia b i l i t ie s  of m utual sav in g s  ban k s w ere  

owned by governm ental u n its  (m ostly  s ta te  and lo ca l)  a t  yearend  

1 9 6 2 .4

TABLE 10-2

ALLOCATION CF THE FEDERAL INTEREST RECEIVED BY MUTUAL 
SAVINGS BANKS ACCORDING TO THE OWNERSHIP OF 

DEPOSITS AT MUTUAL SAVINGS BANKS 
1962

Incom e C la s s
Percent of 

D e p o s its  Owned
Amount o f 

In te re s t

1 . $ 0 - 2 ,9 9 9 15 .6 $ 3 2 .1  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 12 .1 2 4 .9
3 . 5 ,0 0 0 -  7 ,4 9 9 1 2 .2 2 5 .1
4 . 7 ,5 0 0 -  9 ,9 9 9 18 .9 3 9 .1
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .0 3 5 .0
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 13 .7 2 8 ,2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 4 .9 •10,1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 3 .9 8 .0
9 . 1 0 0 ,0 0 0 -a n d  over 1 .7 .3,5

TOTAL 1 0 0 .0 $ 2 0 5 .0  m illion

Source: P e rcen tag e  d is tr ib u tio n  of o '/m ersh ip  o f d e p o s its  i s  from T able
2 -1 2 . The to ta l  am ount o f in te re s t  a llo c a te d  is  o b ta in ed  from th e  
te x t  ab o v e .

10I b i d . . p .  1 2 2 .



CHAPTER XI

SAVINGS AND LOAN ASSOCIATIONS, DEALERS AND BROKERS, 
CORPORATE PENSION TRUST FUNDS AND 

NON-PROFIT GROUPS

The to ta l h o ld ings o f U .S .  S e c u ritie s  by th e s e  fo u rca te g o ri.e s

of ow nersh ip  w as $12 .7  b illio n  o n  D ecem ber 3 1 , 1962 , 4 .2  p e rc e n t

o f the  to ta l  o u ts tan d in g  d e b t . '1' This figu re  re p re se n ts  a  r i s e  from

th e  $ 6 .6  b illio n  o r 2 .4  pe rcen t held  by th e s e  four c a te g o r ie s  (lum ped

to g e th e r in  T reasury  f ig u re s  u n d er th e  h ead in g  "O ther").- a t  th e  end 

o
of 1945. The breakdow n of ow nersh ip  am ong the  fo u r, a t  yearend  

1962, i s  a s  fo llow s: s a v in g s  an d  lo an  a s s o c ia t io n s ,  $ 5 ,5 6 3  m illion;

d e a le rs  an d  b ro k e rs , $ 4 ,2 6 8  m illion; co rp o ra te  p e n s io n  t ru s t  fu n d s , 

$2 ,3 5 4  m illio n , th e  re s id u a l $515 m illion  is  a ttr ib u te d  to  n o n -p ro fit 

o rg a n iz a tio n s .^

1T able 2 -1 .

2 Ib id .
3

S ta t is t ic a l  A b s tra c t. 1964 . o p . c i t . . p p . 2 9 3 , 4 0 4 , 4 5 3 . 
F ed e ra l R eserve B u lle tin . M arch  1963, p .  364 . About one p e rcen t 
of sav in g s  an d  lo an  ho ld ings and o n e - te n th  of one p e rcen t of 
p e n s io n  t ru s t  h o ld in g s  a re  g u a ran teed  i s s u e s ,  w h o se  in te re s t  i s  
ex clu d ed  from d is c u s s io n  a b o v e .

194
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In te re s t E s tim a te s

B ecau se  no d ire c t  e v id en ce  ab o u t how much in te r e s t  w as

earned  on U .S .  G overnm ent i s s u e s  by  each  of th e s e  four c a te g o rie s

of ho ld e r is  a v a i la b le ,  i t  is  n e c e s sa ry  to  make an e s tim a te  of th e

am oun ts . E xcep t for n o n -p ro fit o rg a n iz a tio n s , th is  i s  acco m p lish ed

by f ir s t  app ly ing  th e  p e rc en ta g e  m aturity  d is tr ib u tio n  fo r e ach  c a te -
4

g o ry , deriv ed  from the  T rea su ry 's  Survey o f O w nership  of th e  D eb t, 

to  the  a v s ”ag e  to ta l  d e b t h e ld  b y  each  c a te g o ry  during  1962.

A verage h o ld in g s  are th e  m ean of y earen d  1951 and 1962 ho ld in g s  

for sav in g s  and  lo an  a s s o c ia t io n s  ($ 5 ,3 8 6  m illion) and co rpo ra te  

p en s io n  t ru s t  funds ($ 2 ,2 6 4  m illio n ). For d e a le rs  and b ro k e rs , th e  

av erage  th a t  i s  u s e d  is th e  mean o f m onthly  f ig u re s  fo r  1962 ($ 3 ,3 2 0  

m illion) b e c a u s e  of th e  v o la t i l i ty  of th e s e  h o ld in g s . Average ho ld ­

in g s  o f n o n -p ro fit o rg a n iz a tio n s  ($1,180 m illion) i s  a re s id u a l a r ­

r iv e d  a t  by  d ed u ctin g  th e  av erag e  h o ld in g s  of sav in g s  and lo an  

a s s o c ia t io n s ,  p e n s io n  tru s t  fu n d s and d e a le rs  and b ro k e rs  from 

th e  a v e rag e  (mean of y earen d  1951 and  1952) h o ld in g s  of th e  T reasury  

ca teg o ry  " O t h e r . T h e  e s tim a te d  am ount o f  e a c h  ty p e  of s e c u r i ty s

^U . S. T reasury  Bu l le t in ,  February  1952 , p . 6 3 , February  1953, 
P . 70 .

^ S ta tis t ic a l  A b s tra c t. 1964 . o p . c i t . ,  p p . 293 , 4 0 4 , 453 and 
Fed era l R eserve  B u lle tin , M arch 1953, o p . c i t . . p .  364 . The 
a v e rag e  ho ld in g s  of n o n -p ro fit o rg a n iz a tio n s  i s  so much la rg e r 
th an  th e  y earen d  h o ld in g s  b e c a u s e  the figure  i s  a  re s id u a l and 
th e re  i s  a  b ig  d iffe ren ce  b e tw een  yearen d  and average  ho ld in g s  
o f  d e a le rs  an d  b ro k ers  ($4 ,268  m illion v e rs u s  $ 3 ,3 2 0  m illio n ).
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held  by e ac h  c a teg o ry  i s  th en  m u ltip lied  by  th e  ap p ro p ria te  r a te  of

in te re s t  in  o rder to  a rriv e  a t the to ta l  am ount of in te r e s t  earned  by 
£

each  c a te g o ry . This p ro ced u re  r e s u l ts  in  th e  follow ing e s tim a te d  

am ounts of U .S .  In te re s t  ea rn ed  during  1932: sav in g s  and lo an

a s s o c ia t io n s ,  $ 2 0 1 .4  m illion; d e a le rs  and b ro k e rs , $ 9 9 .1  m illion; 

and co rp o ra te  p e n s io n  tru s t  fu n d s , $79 m illio n . The am ount of in ­

te r e s t  a ttr ib u ta b le  to  n o n -p ro fit o rg a n iz a tio n s  i s  more d iff ic u lt to  

a s c e r ta in  b e c a u se  no ev id en ce  abou t th e  m atu rity  s tru c tu re  of 

th e ir  h o ld in g s  is  g iven  in  the  T reasury  su rv ey  or e lsew h ere ; nor 

is  there  any  d i r e c t  e v id en c e  abou t the  am ount of in te re s t  e a rn ed .

If  a l l  n o n -p ro fit h o ld in g s  w ere  b i l l s ,  th e  in te r e s t  earned  (b ased  on 

av e rag e  hold ings) during 1962 w ould  have  b een  $ 3 3 .5  m illion; if  

a ll n o n -p ro fit h o ld in g s  w ere  in  the  form o f b o n d s , a  to ta l of 

$46 .6  m illion  in  in te re s t  w ould  h ave  b een  e a rn e d . B ecause m ost 

n o n -p ro fit o rg a n iz a tio n s  a re  l ik e  in v e s tm en t t ru s ts  (fo u n d a tio n s , 

u n iv e r s i t ie s ,  e tc .) , ,  th e  h o ld in g s  a re  m ore l ik e ly  to  b e  lo n g -term  

in  c h a ra c te r  th an  s h o r t.  A fig u re  o f around $40 m illion  seem s 

re a s o n a b le ,  b u t i t  m ust b e  s t r e s s e d  th a t  th is  i s  m ere ly  a  g u e s s .

Table 11-1 show s th e  to ta l  am ount of in te re s t  a l lo c a te d  to  sav ings

£
The in te r e s t  r a te s  u sed  are th e  sam e a s  e lse w h e re  in  th is  study  

for th e  pu rpose  of e s tim a tin g  in te re s t :  b i l l s ,  2 .8 4  p e rc en t (m ean of
3 and 6 month b i l l  ra te ) ;  b o n d s ,  3 ,9 5  p e rcen t; n o te s ,  3 .5 7  p e rcen t; 
and  c e r t i f ic a te s ,  3 .0 1  p e rc e n t, a ll  from th e  Federa l R eserve  B u lle tin , 
July 1963, p .  9 7 4 .
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TABLE 11-1

TOTAL INTEREST EARNED BY "OTHER" OWNERS 
OF FEDERAL DEBT DURING 1962

Owner C ategory Amount o f In te re s t

Savings and  Loan A ssn 's $ 2 0 1 ,4  m illion

D ea le rs  and Brokers 9 9 .1

C orporate  P ensions 7 9 .0

N on-P ro fit 4 0 .0
TOTAL $ 419 .5  m illion

and loan  a s s o c ia t io n s ,  d e a le rs  and b ro k e rs , co rp o ra te  p e n s io n  tru s t  

funds and n o n -p ro fit o rg a n iz a t io n s .

A llocation  Among the  Incom e C la s s e s  

S avings and  Loan A sso c ia tio n s

The a llo c a tio n  o f th e  $ 2 0 1 .4  m illion  in  fed e ra l in te r e s t  earned  

by sa v in g s  and loan a s s o c ia t io n s  is  ca rried  out in T able  1 1 -2 , w here 

th e  index  of d is tr ib u tio n  em ployed i s  th e  o w nersh ip  of d e p o s its  a t  

th e s e  in s t i tu t io n s .  B ecau se  sav in g s  an d  lo a n  a s s o c ia t io n s  a re  

o rg an ized  overw helm ingly  on  a  m utual b a s i s ,  s im ila r to  m utual 

s a v in g s  b a n k s ,  a ll  o f th e  in te re s t  b e n e f it is  c re d ited  to  d e p o s ito rs . 

No d ed u c tio n  fo r incom e ta x e s  is  m ade due  to  th e  fa c t  th a t  ta x e s  

a re  c o n sid e red  se p a ra te ly  in  Part II o f th is  s tudy  (only abou t tw o  

p e rcen t of th e  g ro ss  incom e of sav in g s  and lo a n ’s w a s  p a id  out a s
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TABLE 11-2

ALLOCATION OF THE FEDERAL INTEREST EARNED BY SAVINGS AND 
LOAN ASSOCIATION ACCORDING TO DEPOSIT OWNERSHIP

1962

Incom e C la s s

Percen t of 
Savings and Loan 

D e p o s its  Owned
Amount of 

In te re s t

1 . $ 0 -  2 ,9 9 9 1 7 .5 $ 3 5 .2  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 1 2 .5 2 5 .2
3 . 5 ,0 0 0 -  7 ,4 9 9 16 .9 3 4 .0
4 . 7 ,5 0 0 -  9 ,9 9 9 1 5 .3 3 0 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 7 .7 3 5 .7
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 1 0 .8 2 1 .8
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 6 .6 1 3 .3
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .3 2 .6
9 . 1 0 0 ,0 0 0 -a n d  o v e r 1 ,4 2 .8

TOTAL 10 0 .0 2 0 1 ,4  m illion

Source: O w nership of d e p o s its  from T able 2 -1 2 . The to ta l  am ount
o f in te r e s t  a l lo c a te d  is  from T able 1 1 -1 .

7
ta x e s  in  1962 .)

7
U .S . Sav ings and Loan L eag u e , Sav in a s  and Loan F ac t Book 

1965-. p p . 9 9 , 1 0 3 -1 0 4 . The re a so n  for the  low  le v e l of ta x e s  i s  
th a t  sav in g s  and lo an  a s s o c ia t io n s ,  l ik e  m utual sav in g s  b a n k s , a re  
perm itted  to  m ake la rg e  ta x - f r e e  ad d itio n s  to  r e s e rv e s  o u t of n e t in ­
com e, b e c a u se  th e y  h ave  no c ap ita l c u sh io n  to  p ro te c t  d e p o s ito rs .

In te re s tin g ly , if  s to ck h o ld e rs  a re  a ssu m ed  to  b e a r  th e  burden  
of th e  co rp o ra tio n  incom e ta x ,  a  d is tr ib u tio n  o f th a t  ta x  among the  
incom e c la s s e s  b a s e d  on  ow nersh ip  of s to ck  w ould  b y p a ss  tha t p a rt 
of th e  t a x  fa llin g  o n  p a r tic ip a n ts  in  m utual o rg a n iz a tio n s , l ik e  
sav in g s  an d  l o a n 's ,  m utual s a v in g s  b a n k s  and som e in su ra n ce  com ­
p a n ie s ,  F o r tu n a te ly , h o w ev er, b e c a u se  th e y  w ere  a ll  l ig h tly  tax ed  
in  196 2 , the  e rro r w ould  b e  sm a ll. See above p .  1 9 0 .
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D e a le rs  and Brokers

The fed era l in te re s t  earned  by d e a le rs  and b ro k e rs , $99 .1  

m illio n , i s  a llo c a te d  am ong th e  incom e c la s s e s  in  T able 1 1 -3 , 

acco rd ing  to  th e  ow n ersh ip  of eq u ity  in  p a r tn e rsh ip s  and c lo se ly  

he ld  co rpo ra tions in  w hich no  m em ber o f the  co n su m er u n it p layed  

a  ro le  in  m anagem ent. I t is  a ssu m ed  th a t  th e  n a tu re  of th e  s e c u r i­

t ie s  b u s in e s s  i s  su ch  th a t th is  in d e x  o f  d is tr ib u tio n  i s  a m ore a c ­

c u ra te  in d ic a to r  of th e  d isp e rs io n  o f  con tro l o f d e a le rs  and brokers 

th a n  a re  the  a lte rn a tiv e  in d ic e s  a v a ila b le  to  u s ,  ow nersh ip  of pub­

l ic ly  traded  s to c k  and e q u ity  in  p ro p r ie to rsh ip s , p a rtn e rsh ip s  and 

co rp o ra tio n s  m anaged by  the  consum er un it su rv e y e d . The la t te r  

w ould tend  to  be  the s m a lle s t  firm s in  th e  econom y , th e  former 

th e  la rg e s t .  A ttributing  th e  in te r e s t  b e n e f it  to  th e  ow ners of th e s e  

firm s a ssu m e s  th a t  th e y  p ro fit from i t ,  r a th e r  th an  th e i r  c u s to m e rs . 

H o w ev e r, even i f  one w ere to  a ttr ib u te  the b e n e f it  to  c u s to m e rs , 

the  p roper in d ex  of d is tr ib u tio n  w ould  be  ow nersh ip  o f  p u b lic ly  trad ed  

s to ck  (b e c au se  in v e s to rs  in  s e c u r i t ie s  m arkets  are the  c u s to m e rs ) , 

w hich  is  not v e ry  d iffe ren t from th e  in d e x  u se d  un d er th e  p re se n t 

a ssu m p tio n  (c f. T ab les  2-6 and 2 -7 ) . No d e d u c tio n , a s  u s u a l ,  is  

m ade fo r incom e ta x e s  b e c a u s e  of th e  s e p a ra te  trea tm en t th ey  a re  

acco rd ed  in Part I I .

C orpora te  P ension  Funds

The $79 m illion  in  in te r e s t  ea rn ed  by co rpora te  p en sio n  tru s t
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TABLE 11-3

DISTRIBUTION OF FEDERAL INTEREST EARNED BY DEALERS AND BROKERS 
ACCORDING TO OWNERSHIP CF PARTNERSHIPS AND CLOSELY- 

HELD CORPORATIONS (NOT MANAGED)
1952

Incom e C la s s
P e rcen tag e  O w nership  

o f Equity
Amount of 

In te re s t

1 . $ 0 -  2 ,999 0 ,0 $ 0 m il.
2 . 3 ,0 0 0 -  4 ,9 9 9 1 1 .0 10.9
3 . 5 ,0 0 0 -  7 ,499 3 .2 3 .2
4 .  7 ,5 0 0 -  9 ,9 9 9 7 .2 7 .1
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 3 .5 3 .5
6. 1 5 ,0 0 0 -2 4 ,9 9 9 8*6 8 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 3 .7 3 .7
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 2 4 .7 2 4 .5
9 , 1 0 0 ,0 0 0 -an d  over 3 3 .1 37 .7

1 0 0 .0 9 9 .1  m il.

Source: P e rcen tag e  d is trib u tio n  of e q u ity  o w n ersh ip  is  from T able  2 - 7 ,
w h ile  th e  to ta l  am ount o f in te re s t  a l lo c a te d  is  from Table 1 1 -1 ,

f  unds is  a llo c a te d  $21 m illion  to  c u rren t p e n s io n  b e n e f ic ia r ie s  and 

$58 m illion  to  ow ners o f  eq u ity  in  p en sio n  and re tire m e n t p la n s  (non­

go v ern m en ta l), The b a s is  for th is  d iv is io n  is  the fa c t  th a t  current 

(1962) re c ip ie n ts  of p e n s io n  p lan  b e n e f its  can n o t b e  a ttr ib u te d  w ith  

th e  e n tire  am ount cf in te re s t  b e c a u se  in v estm en t incom e w a s  not 

req u ired  to  cover any  p a rt of th e  d isb u rsem e n ts  m ade in  1952.

C urren t n o n -in v es tm en t incom e (co n trib u tio n s) of co rp o ra te  p en sio n  

p la n s  w as $ 3 ,9 1 3  m illion  in 1962 , w h ile  d isb u rsem e n ts  (b enefit
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paym ents and e x p en se s)  to ta le d  on ly  to  $1 ,4 3 7  m illio n . In v estm en t 

incom e from a ll so u rc e s  w as  $ 1 ,4 4 3  m illio n , w hich  w hen  added to  

n o n -in v e s tm e n t incom e y ie ld s  to ta l  r e c e ip ts  of $5 ,3 5 6  m illio n .^

The $79 m illion  in  U .S . in te re s t  ea rn ed  by  th e se  p en s io n  tru s ts  

in  1962 re p re se n ts  1 .5  pe rcen t of th e ir  to ta l  incom e th a t  y e a r .  A s­

sum ing a pool of funds trea tm en t of incom e, 1 .5  p e rc e n t of cu rren t 

d isb u rsem e n ts  o r , $21 m illio n , i s  a ttr ib u ta b le  to  cu rren t p en sio n  

r e c ip ie n ts .  1 .5  p e rc en t of u n d is tr ib u te d  incom e o r , $58 m illio n , 

is  a llo c a b le  accord ing  to  th e  o w n e rsh ip  of e q u ity  in  pension p la n s . 

T able 11-4  d is tr ib u te s  th e  $21 m illion  acco rd in g  to  th e  d is tr ib u tio n  

o f so c ia l in su ra n c e  b e n e f i ts  by incom e c l a s s ,  w hich  is  tak en  a s  

approx im ating  th e  d is tr ib u tio n  of p riv a te  p e n s io n  p lan  b e n e f i t s .

T able 11-5 d is tr ib u te s  th e  $58 m illion  among th e  incom e c la s s e s  

b a se d  on the  o w n ersh ip  of eq u ity  in  p en sio n  and  re tirem en t p la n s .  

T axes do n o t e n te r  in to  th e  a n a ly s is  o f co rpo ra te  p en sio n  tru s t  funds 

b e c a u s e  v ir tu a lly  a l l  of them  en joy  a  ta x -e x em p t s ta tu s .

N o n -P ro fit O rg an iza tio n s

The e s tim a te d  $40 m illion  in  in te re s t  earn ed  by n o n -p ro fit 

o rg a n iz a tio n s  during  1952 is  d is tr ib u te d  in  T ab le  11-6  accord ing  

to  consum ption  b y  incom e c l a s s .  This m ethod of a llo c a tio n  d e riv e s  

from th e  a ssu m p tio n  th a t  in d iv id u a ls  b e n e f it from the n o n -p ro fit

O

S ta t is t ic a l  A b s tra c t , 1964. o p . c i t . ,  p .  2 9 3 .

Ib id .
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TABLE 11-4

ALLOCATION OF FEDERAL INTEREST EARNED BY CORPORATE PENSION 
TRUST FUNDS AND ATTRIBUTABLE TO CURRENT PENSIONERS 

ACC CEDING TO RECEIPT OF SOCIAL INSURANCE
19S2

Incom e C la s s

P ercen t of 
S oc ia l In su ran ce  

B enefits  R eceived
Amount of 
In te re s t

1 . $ 0 -  2 ,9 9 9 4 5 .4 $ 9 .7  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 2 2 .2 4 .7
3 . 5 ,0 0 0 -  7 ,4 9 9 1 3 .5 2 ,8
4 . 7 ,5 0 0 -  9 ,9 9 9 8 .3 1 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 7 .9 1 .7
6 .  1 5 ,0 0 0 -2 4 ,9 9 9 1 .2 0 .3
7 .  2 5 ,0 0 0 -4 9 ,9 9 9 0 .3 0 .1
8 .  5 0 ,0 0 0 -9 9 ,9 9 9 0 .1 0 .0
9 .  1 0 0 ,0 0 0 -a n d  over 0 ,0

TOTAL 100 .0 $ 2 1 .0  m illion

Source: P e rcen tag e  d is tr ib u tio n  o f  so c ia l in su ra n ce  b e n e f its  i s  from
Table 2 - 5 .  Total in te re s t  a llo c a te d  is  from T able 1 1 -1 .

se c to r  in  p roportion  to  th e  b e n e f it  th e y  re c e iv e  from th e  m arket 

econom y. No co n sid e ra tio n  of ta x e s  is  n e c e s sa ry  b e c a u s e  n o n ­

p ro fit o rg an iza tio n s  a re  ta x -e x e m p t.
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TABLE 11-5

ALLOCATION BY INCOME CLASS ACCORDING TO OWNERSHIP OF 
PENSION PLAN EQUITY CF FEDERAL INTEREST EARNED BY 

CORPORATE PENSION TRUST FUNDS AND ATTRIBUTABLE 
TO THE OWNERS OF EQUITY IN  SUCH FUNDS

1952

Income C la s s

P e rcen tag e  
O w nership  of Equity 

in  P ension  P lans
Amount of 

In te re s t

1 . $ 0 - 2 ,9 9 9 0 .2 $ 0 .1  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 4 .3 2 .5
3 . 5 ,0 0 0 -  7 ,499 18 .1 10 .5
4 .  7 ,5 0 0 -  9 ,9 9 9 2 2 .0 12 .8
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 5 .2 15 .2
6 . 15,000~24*999< 2 0 .5 1 2 .0
7 .  2 5 ,0 0 0 -4 9 ,9 9 9 4 .9 2 .8
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 .2 1 .2
9 . 1 0 0 ,0 0 0 -a n d  over 1 .6 0 .9

TOTAL 100 .0 $ 5 8 .0  m illion

Source: P e rcen tag e  d is tr ib u tio n  of ow nersh ip  of p e n sio n  p la n  eq u ity
i s  from T able 2 -2 2 . T o tal in te r e s t  a llo c a te d  i s  from Table 1 1 -1 .
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TABLE 11-5

DISTRIBUTION OF FEDERAL INTEREST EARNED BY 
NON-PROFIT ORGANIZATIONS ACCORDING 

TO CONSUMPTION BY INCOME CLASS 
1952

Income C la s s
P ercen t of 

C onsum ption
Amount of 

In te re s t

1 . $ 0 -  2 ,9 9 9 1 0 .8 $ 4 ,3  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .6 5 .8
3 . 5 ,0 0 0 -  7 ,499 2 2 .0 8 .9
4 . 7 ,5 0 0 -  9 ,9 9 9 21 .1 8 .4
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 18 .7 7 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 2 .6
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3 0 .9
8 . 50 ,000-r99 ,999 1 .8 0 .7
9 . 1 0 0 ,0 0 0 -a n d  over ,2 ft2 0 .9

TOTAL 100 .0 $ 4 0 .0  m illion

Source: P ercen tag e  d is tr ib u tio n  o f  consum ption  is  from Table 2 -1 3 .
Total in te re s t  a llo c a te d  is  from  Table 11 .1



CHAPTER Xn

SUMMARY OF INTEREST ALLOCATION

Table 12-1  sum m arizes the a llo c a tio n  by incom e c la s s  of 

th e  in te re s t  paym en ts  on  th e  d eb t m ade during  1962 th a t is  

ca rried  out in  d e ta il  in  C h ap ters  3 through 11 . The am ount of 

in te r e s t  a ttr ib u te d  to  e a c h  incom e c la s s  from each  c a teg o ry  of 

d eb t o w n e rsh ip , a s  w e ll a s  th e  to ta l  in te r e s t  c re d ite d  to e a c h  

c l a s s ,  i s  p re s e n te d . The tw o a lte rn a tiv e  a ssu m p tio n s  about 

th e  d is tr ib u tio n  of im p lic it in te r e s t  on  b u s in e s s -o w n e d  dem and 

d e p o s its  (E, th a t  ow ners of firm s b e n e f it;  C th a t consum ers b e n e ­

fit) is  p re sen te d  in  th e  C om m ercial Banks co lum n, a s  w e ll a s  in 

the  Total colum n of 1 2 -1 . N ote  th a t  w h ile  the  e ffe c t of th e  a l­

te rn a tiv e  a ssu m p tio n s  in  a lte r in g  th e  re la tiv e  d is tr ib u tio n  of in ­

t e r e s t  flow ing through th e  com m ercial b an k s is  n o tic e a b le  in  the 

Com m ercial Banks co lum n , th e  im pact on  th e  o v era ll d is tr ib u tio n  

of in te re s t  in  th e  Total colum n i s  m in im al. This i s  d u e  to  th e  

fa c t  th a t  th e  am ount o f in te re s t  s u b je c t to  th e  a lte rn a tiv e  a s ­

sum ption ($317 .9  m illion) i s  sw am ped in  i ts  e ffe c t on  th e  to ta l 

by  th e  rem ain ing  sev en  b illio n  d o lla rs  in  in te re s t  th a t  i s  a llo c a te d

205
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among th e  incom e c l a s s e s .  Such w ill be th e  r e s u l t  w henever an 

a lte rn a tiv e  assu m p tio n  a ffe c ts  only  a  sm all proportion  of th e  to ta l 

b e in g  a l lo c a te d , a s  we sh a ll see  ag ain  in  th e  a llo c a tio n  o f th e  

ta x  b u rd en .

Of th e  $ 8 ,9 6 8  m illion  in  in te r e s t  e s tim a te d  to  have been  pa id  

in  1952 to  th e  c a te g o r ie s  of ow nersh ip  shown in  T able 1 2 -1 , $7 ,306  

m illion  i s  a c tu a lly  a llo c a b le  among th e  incom e c l a s s e s .  The r e s t  i s  

a ttr ib u te d  to  the U .S .  G overnm ent and to  fo re ig n -o w n ed  b an k  d e ­

p o s i ts .  The read e r may w onder how  th e  $8 ,9 5 8  m illion  in te re s t

e s tim a te  in  T able 12-1  com pares w ith  rep o rted  T reasury  in te re s t  

paym ents  in  1952. About $ 9 ,5 0 0  m illion  is  th e  am ount rep o rted  by

th e  T reasury  as  pa id  in in te re s t  on th e  n a tio n a l d e b t in  1962.'*'

This in c lu d e s  a cc ru e d  a s  w e ll a s  c a sh  p ay m en ts , and a l s o ,  in te re s t  

paym ents to  th e  U .S .  G overnm ent T rust fu n d s . The d isc re p a n c y  

b e tw een  th is  fig u re  and th e  e s tim a te  a rrived  a t in  th is  s tu d y  is  not 

a s  la rg e  a s  i t  m ight f i r s t  ap p ear to  b e .  About $ 1 5 .3  b illio n  of 

d eb t d ire c tly  he ld  by fo re ig n e rs  (Table 2-1) i s  e n tire ly  ignored  in 

th e  p re s e n t in te re s t  a llo c a tio n  b e c a u se  w e a re  h e re  co n cern ed  only  

w ith  th e  e ffe c ts  on th e  U nited  S ta te s  incom e d is tr ib u tio n . And the 

am ount of in te re s t  p a id  by th e  T reasury  on  th a t sum is  lik e ly  la rg e  

enough to  e lim in a te  th e  d iffe ren c e  b e tw een  re p o rted  in te re s t  paym ents 

by  the  T reasu ry  and the e s tim a te d  am ount p re se n te d  in  Table 1 2 -1 .

* S ta tis tic a l A b s tra c t , 1954 , o p . c i t . ,  p .  4 0 3 . M ean o f f isc a l 
y e a rs  1962 and 1963 .
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A ssum ing an in t e r e s t  r a te  of th re e  p e rc e n t ,  w h ich  w a s  ab o u t th e  

ra te  p a id  in  19S2 by th e  T rea su ry , $450 m illion  in  in te r e s t  is  a t  

tr ib u ta b le  to  fo re ig n e rs  an d  th e  d isc re p a n c y  b e tw een  ac tu a l an d  

e s tim a te d  in te r e s t  paym ents  v ir tu a lly  d is a p p e a r s .



TABLE 12-1

SUMMARY OF INTEREST ALLOCATION

CATEGORIES OF OWNERSHIP (Amounts in  M illions)

Income C la ss

Com m ercial

c 1

Banks

E 2

Ind iv id u als U .S . G ov t. F ederal 
T rusts  R eserve 

Banks

Corpo­
ra tio n s

1 . $ 0 -  2 ,999 $212 .3 192 .4 $201 .0 $3 4 5 .0 $ 18 .8 $ 1 1 .3

2 . 3 ,0 0 0 -  4 ,999 207 .8 172.9 205 .1 174 .3 2 5 .5 1 2 .2

3 . 5 ,0 0 0 -  7 ,499 2 7 7 .9 23 1 .5 195 .8 122 .1 3 3 .6 2 5 .6

4 . 7 ,5 0 0 -  9 ,999 2 5 3 .0 222 .8 248 .5 8 7 .7 3 5 .8 3 6 .1

5 . 1 0 ,0 0 0 -1 4 ,9 9 9 303 .9 2 77 .8 272 .0 9 1 .2 3 2 .6 4 4 .0

6 . 1 5 ,0 0 0 -2 4 ,9 9 9 176 .6 180.9 275 .3 2 9 .8 1 1 .3 3 2 .3

7 . 2 5 ,0 0 0 -4 9 ,9 9 9 173 .5 207 .7 156 .2 1 5 .4 4 .0 5 5 .3

8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 0 9 .6 2 5 1 .2 342 .6 7 .8 3 .1 5 0 .3

9 . 1 0 0 .0 0 0 -an d  over 2 4 8 .3 335 .7 113 .8 9 .8 3 .8 152 .2
TOTAL
ALLOCATED

$ 2 ,0 7 2 .9 $ 2 ,0 7 2 .9 $ 2 ,0 1 0 .3 $883 .1 $174 .5 $ 419 .3

U .S .  GOVT,1 
AND FOREIGN 6 6 .1 .66 J . 7 5 8 .4 8 3 7 .5

$ 2 ,1 3 9 .0 $ 2 ,1 3 9 .0 $ 2 ,0 1 0 .3 $ 1 ,6 4 1 .5 $ 1 ,0 1 2 .0 $ 419 .3



State  & 
Local 
G o v t.

In su r­
an ce
G o 's .

M utual
Savings

Banks O ther

TOTAL

A ssum ption C  ̂ A ssum ption

$ 9 1 .3

104 .1

1 4 3 .4

1 3 2 .4

117 .1

4 9 .9

2 0 .4

12.9

1 5 .4  
$686 .9

$■•21.5

3 0 .0

5 4 .3

6 2 .4

7 2 .9

4 5 .1

4 2 .2

3 2 .2

7 2 .9  
$433. 5~

$ 32 .1  

24 .9

2 5 .1

3 9 .1

3 5 .0

2 8 .2

10 . 1  

8 . 0

$ 4 9 .3

4 9 .1  

5 9 .4  

6 0 .8  

63 .6

4 5 .2  

2 0 . 8  

2 9 .0

 3.J5 4 2 .3
$205 .0  $419 .5

$ 982 .6

8 3 3 .0  

942 .2

9 5 6 .8  

1 ,0 3 2 .3

69 3 .7

497 .9

695 .5

 6 6 2 .0
$ 7 ,3 0 6 .0

$ 9 6 2 .7

798 .1  

895 .8  

9 26 .6  

1 ,0 0 5 .2

698 .0

532 .1

737 .1

7 4 9 .4
$ 7 ,3 0 5 .0

too
00

$686 .9  $433 .5 $ 205 .0  $419 .5
$ 1 .6 6 2 .0
$ 8 ,9 5 8 .0

$ 1 .6 6 2 .0
$ 8 ,9 6 8 .0
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TABLE 12-1 (C ontinued)

*The E and  C in  th e  Com m ercial Banks and  Total colum n re fe r  
to  th e  a lte rn a tiv e  a ssu m p tio n s  under w h ich  im p lic it in te r e s t  on b u s in e s s  
owned dem and d e p o s its  ($ 3 1 9 ,7  m illion) i s  a l lo c a te d , E a t tr ib u te s  i t  to  
th e  ow ners o f f i rm s , C to  th e  c u sto m ers  of f irm s ,

2
O ther c o n s is ts  o f  S av ings and Loan A s s o c ia tio n s , D e a le rs  and 

B ro k e rs , N on-P rofit O rg an iza tio n s  and C orporate  P ension  Trust F unds,
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CHAPTER XIII

TAX BURDEN ALLOCATION

In th is  s e c tio n  w e a l lo c a te  th e  1962 fed e ra l ta x  burden  among 

th e  n ine  incom e c l a s s e s .  The w ay in  w hich  th e  to ta l ta x  bu rden  

is  d is tr ib u te d  among the  incom e c la s s e s  is  a ssu m ed  to  in d ic a te  the  

w ay in  w hich  th a t f ra c tio n  of th e  ta x e s  u s e d  to  p ay  in te re s t  i s  d is ­

tr ib u te d . Only th o se  fed e ra l t a x e s  w h o se  re v e n u es  cou ld  be u sed  to  

pay in te re s t  on the  d eb t in  1962 a re  c o n s id e re d , v i z . ,  th e  in d iv id u a l 

and co rpo ra te  incom e t a x ,  cu sto m s and e x c is e  t a x e s ,  g if t  and  e s ta te  

ta x e s  and em ploym ent (payroll) t a x e s ,  excep t fo r th o s e  e x c is e  ta x e s  

earm arked for th e  H ighw ay T rust Fund (the g a so lin e  and d ie s e l  o il 

t a x e s ,  e x c is e s  on t i r e s ,  t r u c k s ,  e t c . ) ,  and th o se  payro ll ta x e s  co v e r­

ing  th e  Old Age, Survivors and  D isa b il ity  In su ran ce  System  (so c ia l 

secu rity ) and  th e  R ailroad R etirem ent S ystem . Why th e s e  ta x e s  should  

be  om itted  re q u ire s  som e e x p la n a tio n . From Table 5 -2  in  th e  ch ap te r 

dealing  w ith  U .S .  G overnm ent T rust F u n d s , we s e e  th a t  the ta x  re ­

c e ip ts  o f th e  H ighw ay 'Trust Fund fe ll sh o rt o f  ex p en d itu res  in 1962. 

No p a rt o f  th e  e x c is e  ta x e s  re se rv e d  for th is  fund c a i ld  have  b e e n
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u se d  b y  th is  t r u s t  fund to  buy a d d itio n a l s e c u r i t ie s  from th e  

T reasury  and th e reb y  m ake the  t a x  re v e n u e s  a v a ila b le  fo r  paym ent 

of in te re s t  on  the  d e b t .  As fo r th e  s o c ia l  s e c u r ity  and  ra ilro ad  

tru s t  fu n d s , both o f them  ex p en d ed  more in  p ay in g  out b e n e f its  

th a n  th ey  rece iv ed  from payro ll ta x e s  during 1962 (Table 5 -2 ) ,  

a ls o  fo rec lo s in g  th e  p o s s ib i l i ty  th a t  any  p a r t o f  th e s e  ta x e s  

cou ld  have  found th e ir  w ay in to  the gen era l fund of th e  T reasury  

and be u sed  to  s e rv ic e  the d e b t .  Again re fe rrin g  to  Table 5 - 2 ,  

on ly  th e  C iv il S erv ice  R etirem ent an d  U nem ploym ent Trust Funds 

had p ay ro ll ta x  re v e n u e s  in  e x c e s s  o f d is b u rs e m e n ts , w ith  the  

re su ltin g  surp lus b e in g  c h a n n e le d  back  to  th e  T reasu ry  in  th e  form 

of sec u rity  p u rc h a se s  and th u s  m ade a v a ila b le  for in te re s t  paym en ts  

on th e  debt.'* ' B ecau se  o n ly  th e  am ount of such  su rp lu s  cou ld  have 

b e en  so  u s e d , only  the  su rp lu s  is  c o n s id e re d  to  be  p a rt of th e  

a llo c a b le  ta x  b u rd e n , $710 m illion  from  C iv il S erv ice  R etirem ent 

and $260 m illio n ffc m th e  U nem ploym ent In su ra n ce  T rust F u n d s,

Table 13-1 show s each  ta x  so u rce  c o n sid e re d  in th e  ta x  a l lo ­

c a tio n  p rocedure  an d  th e  am ount of rev en u e  d e riv ed  from e a c h .

The fa c t  th a t som e p a rt of th e  in te r e s t  pay m en ts  on the n a tio n a l 

d eb t i s  f in an ced  out of new  borrow ing by  th e  T reasu ry  i s  c o n s id ­

ered  in th e  fina l c h a p te r . $ 8 0 ,438  m illion  is  th e  to ta l ta x  burden  

in  Table 13-1 th a t  m ust b e  d is tr ib u te d  am ong th e  incom e c l a s s e s .

^Federal em ploym ent (payroll) ta x e s  a re  on ly  u sed  to  f in a n c e  
th e  o p e ra tio n s  of th e  four tru s t  funds m en tio n ed  above: so c ia l
s e c u r i ty ,  ra ilro ad  re tire m e n t, c iv il  s e rv ic e  (federa l) re tirem en t 
and  unem ploym ent in s u ra n c e .
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TABLE 13-1

FEDERAL TAX REVENUES FOR INTEREST PAYMENTS
1962 _____________

Tax Amount

1 . In d iv id u a l Incom e Tax $ 4 3 ,7 0 0 m illion

2 . C orpora tion  Incom e Tax 2 2 ,7 0 0

3 . C ustom s and E x c ise  T ax es3 11 ,0 4 4

4 . G ift and E s ta te  Taxes 2 ,0 2 4

5 . Payroll Taxes*3 970
$ 80 ,433 m illion

E xcludes e x c is e  ta x e s  earm arked  for H ighw ay T rust F und .

b
C o n s is ts  of C iv il S erv ice  R etirem ent and U nem ploym ent 

In su ran ce  T rust F u n d s 'su rp lu s  of ta x  re c e ip ts  over e x p e n d itu re s .

Source: 1 . U .S .  D epartm ent of C om m erce, Survey of C urrent 
B u s in e s s . April 1954 , p .  9 .  Com pare the  fig u re  g iv en  in  th e  ta b le  
w ith  $ 4 6 ,5 8 0  m illio n , w h ich  is  th e  mean o f in d iv id u a l incom e ta x  
re c e ip ts  fo r f is c a l  1962 and  1953 show n in th e  S ta t is t ic a l  A b strac t 
1964 . o p . c i t . ,  p .  3 9 2 . T his d is c re p a n c y  i s  u n ex p la in ed  and un ­
im portan t b e c a u s e  i t  on ly  a ffe c ts  th e  to ta l  am ount of ta x  b e in g  
a l lo c a te d ,  not i ts  re la t iv e  d is tr ib u tio n . T he fig u re  u sed  in  th e  
ta b le  above i s  ch o sen  b e c a u s e  i t  com es from th e  sam e so u rce  a s  
th e  d is tr ib u tio n  o f th e  in d iv id u a l incom e ta x  b y  incom e c l a s s .

2 . U .S .  D epartm en t of C om m erce, Survey o f C urren t 
B u s in e s s ,  July 1956, p .  2 1 . A d isc re p a n c y  lik e  th a t n o ted  in 
1 . above ap p ea rs  h e re ,  to o .  The figu re  from  th e  S ta tis t ic a l  
A b s tra c t, ib id . ,  i s  $21 ,051  m illio n , w hich is  a lso  th e  m ean of 
f is c a l  1962 and 1953 . E ither f ig u re  cou ld  h av e  b een  u sed  b e ­
c a u se  the in d e x  o f  a l lo c a tio n  u se d  in  d is tr ib u tin g  th e  co rp o ra tio n  
incom e t a x  i s  d e riv ed  in  th e  p re se n t m onograph . A gain , on ly  
th e  a b so lu te  am ount a llo c a te d  w ould b e  a f fe c te d .
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T able  5-2 
1963.

3 . S ta t is t ic a l  A b strac t 1964. o p . c i t . . p p . 39 2 , 395; and 
in  th is  s tu d y . F ig u res  u s e d  a re  m ean of f is c a l  1962 and

4 . Ib id . , p .  3 9 5 . M ean o f  f is c a l  1962 and  1963.

5 . T ab le  5 - 2 ,  C iv il S erv ice  R etirem ent T rust Fund S u rp lu s, 
$710 m illio n . U nem ploym ent In s u ra n c e  Trust Fund S u rp lu s , $260 
m illio n .



CHAPTER XIV

THE INDIVIDUAL INCOME TAX

The a llo c a tio n  of th e  fed e ra l in d iv id u a l incom e ta x  among 

th e  incom e c la s s e s  i s  q u ite  s tra ig h tfo rw ard . After a  b r ie f  e x ­

p la n a tio n  o f w h y  th e  s e r ie s  of d is tr ib u tio n  u s e d  w as ch o sen  the  

ta x  i s  a llo c a te d  among the  incom e c la s s e s  acco rd in g  to  D epartm ent 

of Com m erce d a ta .  The im p ac t of th is  ta x  is  a ssu m ed  to  c o in c id e  

w ith  i t s  u ltim a te  in c id e n c e ,  i . e . ,  no forw ard  o r backw ard  sh iftin g  

of th e  ta x  i s  c o n s id e re d .

For a  num ber of y e a r s ,  th e  In te rna l Revenue S erv ice  h a s  pub­

lis h e d  e x te n s iv e  s ta t i s t ic a l  in form ation  ab o u t in d iv id u a l incom e ta x  

paym ents in  i ts  S ta t is t ic s  of Incom e s e r i e s ,  p u b lish e d  a n n u a lly . * 

U n fo rtu n a te ly , a ll  o f th is  d a ta  i s  c la s s i f ie d  by A djusted  G ro ss  In ­

com e (AGI) c l a s s e s .  AGI is  a  c o n c e p t of in co m e th a t  s u b s ta n tia lly

d iffe rs  from p e rso n a l o r m oney in c o m e , th e  m ost common d e fin itio n s

2
of incom e u se d  in  s tu d ie s  o f the s iz e  d is tr ib u tio n  of in co m e.

* U .S . T reasu ry  D ep artm en t, In te rn a l R evenue S e rv ic e , S ta t is t ic s  
of In co m e , 1932 In d iv id u a l Incom e Tax R eturns (W ashington: U .S .  
G overnm ent P rin ting  O ffic e , 1965).

2
P ersonal incom e g e n e ra lly  d iffe rs  from money incom e in  th a t  

th e  form er i n d u d e s  im puted  in co m e .

215



216

Excluded from AGI a re  su ch  v i ta l  com ponents of incom e a s  t r a n s f e r s ,

g if ts  and  in h e r i ta n c e s ,  in te re s t  on s ta te  and lo c a l b o n d s , p a r t of

3
d iv idend  incom e and  all im puted in co m e. In a d d itio n , AGI r e ­

s u lts  from d ed u c tin g  th in g s  lik e  b u s in e s s  e x p e n se s  o f earn ing
4

in co m e , and o n e -h a lf  of n e t  lo n g -te rm  c a p ita l g a in s . To a ttem pt 

to  co n v ert ta x  l ia b i l i t ie s  d is tr ib u te d  acco rd ing  to AGI in to  a  d is ­

trib u tio n  b a se d  on  m oney o r p e rso n a l incom e w ould  b e  q u ite  a  ta s k .  

M erely  a sc e r ta in in g  the  am ount of exem ptions and d ed u c tio n s  for 

e ach  AGI c la s s  i s  not enough b e c a u se  th e  ta x  p ay e rs  in  e ac h  

c la s s  m ust th en  b e  re c la s s if ie d  acco rd in g  to the  new , b ro a d e r , 

d e fin itio n  of in co m e . B. O kner h a s  done a l l  o f th i s  w ith  th e  aid
5

of an e lec tro n ic  co m p u te r, for the  y e a rs  1962 and 1965 . But 

s t i l l  th is  d a ta  i s  n o t u se fu l for our p u rp o se s  b e c a u se  th e  b a s ic  u n it 

of c la s s if ic a t io n  i s  th e  ta x  re tu rn  (or ta x p a y e r) , not th e  consum er 

u n it w h ich  i s  u s e d  th roughou t th is  s tu d y . T h u s, p e rso n s  w hose 

incom e is  so  low  a s  no t to  have f ile d  a re tu rn  w ill be  e n tire ly  

ex clu d ed  from th e  d a ta . And fam ily  o r  consum er u n it incom e w ill

3
For a  d is c u s s io n  of th e  m eaning of a d ju s te d  g ro ss  incom e se e  

Sta t i s t i c s  of Inco m e, 1962 In d iv idual Incom e Tax R etu rns,  o p . c i t . , 
p .  26; an d  Joseph P echm an , F edera l Tax P o licy  (W ashington: 
Brookings In s t i tu t io n s ,  1966), p .  5 2 .

^Ib id .

^B, O k n er, Incom e D is trib u tio n  and The F ederal Incom e Tax 
(Ann Arbor: In s t i tu te  of P ublic  A d m in is tra tio n , U n iv e rs ity  of
M ich ig an , 1966).
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b e  s p li t  up among in d iv id u a l incom e e a r n e r s ,  to  the  e x te n t th a t  each  

f i le s  a s e p a ra te  re tu rn , th e re b y  g re a tly  in c re a s in g  the  num ber of 

low er incom e r e tu r n s . Fee: ex am p le , in 1962 th e re  w ere  5 7 .9  m illion
g

consum er u n its  and 6 2 .7  m illion  ta x  re tu rn s  f i le d . F in a lly , e x ­

c luded  p a rts  p a r ts  of incom e su ch  a s  tra n s fe rs  and s ta te  and local 

bond in te re s t  w ould n o t be  ta k e n  in to  a cc o u n t a t  a l l  in  s e tt in g  up 

the  incom e c l a s s e s .  All in  a l l ,  th e  p rob lem s po sed  by th e  S ta t is t ic s  

of Incom e d a ta  a re  too  g re a t  to  ju s t ify  th e ir  u se  and re c o u rse  must 

b e  had to  o ther so u rces  in o rd er to  d is tr ib u te  th e  ind iv id u a l incom e 

ta x  b u rd en . F o r tu n a te ly , th e  U .S .  D epartm ent of Com m erce h as  

pu b lish ed  for a  num ber o f  y e a rs  the d is tr ib u tio n  of federal in d iv id u a l 

incom e t a x  l ia b i l i t ie s  by p e rso n a l incom e c l a s s .  The co n cep t of 

personal incom e d iffe rs  from th e  m oney incom e c o n ce p t u se d  through­

out th is  p a p e r  ch ie f ly  in  th a t  th e  former in c lu d e s  the im puted incom e

8from o w n er-o ccu p ied  h o m e s , and  food and fuel consum ed on fa rm s . 

This d iffe ren ce  d oes in tro d u ce  som e in co m p arab ility , b u t no t enough 

to  b a r u se  of th is  d a ta .  T able 14-1  p re se n ts  the  a llo c a tio n  of the 

in d iv id u a l incom e ta x  burden  b y  incom e c la s s  tak en  bo d ily  from th e  

Commerce D ep artm en t's  s e r ie s .

0
P ro jec to r and W e is s ,  o p . c i t . ,  p .  151 and  S ta t is t ic s  o f  In co m e. 

o p . c i t . ,  p .  3 .

7U .S* D epartm ent of C om m erce, Survey of C urrent B u s in e s s .
April 196 4 , p . 9 .

8 I b id . . April 1963, p . 14.
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TABLE 14-1

ALLOCATION OF PERSONAL INCOME TAXES 
1952

Incom e C la s s Amount (m illions) P ercen t

1 . $ 0 -  2 ,999 $ 771 1 .8
2 . 3 ,0 0 0 -  4 ,9 9 9 2 ,8 1 2 6 .4
3 . 5 ,0 0 0 -  7 ,4 9 9 6 ,9 6 4 15 .9
4 . 7 ,5 0 0 -  9 ,9 9 9 6 ,7 7 6 1 5 .5
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 8 ,159 1 8 .6
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 ,4 2 2 1 6 .9
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 5 ,3 2 5 1 2 .2
8 .
9 .

5 0 ,0 0 0 -9 9 ,9 9 9  
1 0 0 ,0 0 0 -an d  over 5 ,4 7 1 1 2 .5

TOTAL $ 4 3 ,700 1 0 0 .0

Source: U .S . D epartm ent o f C om m erce, Survey o f  C urrent B u s in e s s .
April 1964 , p . 9 .



CHAPTER XV

THE CORPORATION INCOME TAX

U nlike  th e  in d iv id u a l incom e ta x ,  w here  the p o in t of ta x  

im pact is  regarded  a s  b e in g  id e n tic a l  w ith  th e  po in t of in c id e n c e , 

th e  q u e s tio n  of w hether or no t co rp o ra tio n s  b e a r  th e  u ltim a te  

burden of th e  co rp o ra te  in co m e  ta x  is  no t so  e a s i ly  re s o lv e d .

W hen a  t a x  i s  su b je c t to  su b se q u e n t m arket t ra n s a c tio n s  i t  b e ­

com es p o ss ib le  for the  fina l b u rd en  to  r e s t  so m ep lace  o th e r th an  

the  in ten d ed  p la c e .  Such is  the  c a s e  w ith  th e  co rp o ra te  incom e 

t a x ,  b e c a u se  e ith e r  p r ic e s  of th e  p ro d u c ts  th a t  co rp o ra tio n s  s e l l  

may b e  r a is e d  o r  the  p r ic e s  of the  in p u ts  th a t  th e y  buy may be 

red u ced  in  an a ttem p t to  th row  o ff the burden  of th e  t a x .  G en e ra lly  

s p e a k in g , th e  w id e r the  im p ac t o f  a  ta x  the  more lik e ly  is  sh iftin g  

b e c a u s e  m ost p eo p le  (or firm s) w ill b e  a ffe c ted  by th e  ta x  and a t ­

tem pt to  co m p en sa te  for i t  v ia  m arket t r a n s a c t io n s ,  and th e re  w ill 

b e  few u n tax ed  a c t iv i t ie s  or goods th a t  c an  s e rv e  a s  s u b s t i tu te s .

On the  o ther h a n d , the m ore d ire c t  a  ta x  th e  l e s s  l ik e ly  i s  sh if tin g  

b e c a u s e  of lim ited  m arket o p p o r tu n itie s , i . e . ,  th e  po in t c£ im pact 

i s  c lo s e  enough to  ind iv idua l w e a lth  and incom e so th a t  fu rther

219
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m arket tra n s a c tio n s  do  not in te rv e n e  to  perm it an  opportun ity  to 

s h if t .  The in d iv id u a l incom e t a x  i s  very  d ire c t  in  th is  s e n s e ,  b u t 

sh iftin g  m ight b e  p o s s ib le ,  for exam ple , if  trad e  unions dem anded 

h igher w ag es  in re s p o n se  to  h igher ta x e s  and a c tu a lly  ach iev ed  

th is  g o a l .  The w id esp read  im pact o f  th e  in d iv id u a l incom e ta x  

in c re a s e s  th e  p o s s ib i l i ty  of s h if t in g , but i ts  d ire c tn e s s  is  a lm ost 

u n iv e rsa lly  reg ard ed  as  the co n tro llin g  fa c to r  th a t  p rev en ts  s h if t in g . 

B ecause  th e  co rp o ra tio n  incom e ta x  is  both  w id e sp rea d  in i ts  im ­

p a c t and  su b je c t to  s u b s ta n tia l  fu rther m arke t t r a n s a c t io n s ,  th e  

p o s s ib il i ty  of i t s  being sh if te d  forw ard to co n su m ers  in  th e  m anner 

of a  s a le s  ta x  o r , backw ard  to  la b o r lik e  a payro ll le v y  i s  very  

re a l and c o n tro v e rs ia l .

If firm s a re  eq u a tin g  m arginal rev en u e  to  m arginal c o s t  in order 

to  m axim ize p ro f i ts ,  and th e  ta x  d oes not f a l l  on th a t  e lem en t o f  

p ro fit th a t i s  a  n e c e s sa ry  re tu rn  to  c a p i ta l ,  th e n  the p ro fit m ax­

imizing p r ic e  and output w ill b e  the  sam e b e fo re  and a fte r  th e  im ­

p o s itio n  of the  t a x .  This is  b e c a u s e  n e ith e r m arginal c o s t  o r 

m arginal rev en u e  h a s  been  a f fe c te d . Even if th e  ta x  fa l ls  on  the  

n e c e s sa ry  rew ard  of c a p i t a l ,  no forw ard o r  backw ard  sh iftin g  is  

p o s s ib le  in  th e  sh o rt-ru n  b e c a u s e  normal p ro fit i s  a  fixed  c o s t  and 

th u s  p lay s  no  ro le  in p r ic e  or o u tp u t d e c is io n s  in the  sh o r t- ru n .

The assu m p tio n  th a t  sh o rt-ru n  forward sh iftin g  of th e  co rp o ra tion  

incom e ta x  o c c u rs  d e r iv e s  b a s ic a l ly  from th e o r ie s  o f th e  firm th a t
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do not p o s tu la te  p ro fit m ax im iza tio n . W ide segm en ts  o f the  econom y, 

e sp e c ia l ly  th e  co rp o ra te  s e c to r ,  a re  b e lie v e d  to  b e  c h a ra c te r iz e d  by 

com plex , in te rd e p en d e n t o lig o p o ly  p ric in g  in  w hich  s ig n if ic a n t m ar­

k e t pow er is  p o s s e s s e d .  This p o w er i s  n o t fu lly  exercised ,, ou t of 

fe a r  o f governm ent a n ti tru s t  p o l ic ie s  or to  fo re s ta ll  e n tra n c e  by com - 

p e t i to tr s .  The in tro d u c tio n  cor in c re a s e  in  the  corpora tion  incom e 

ta x  c a u s e s  th e s e  f irm s , i t  is  a rg u e d , to  u t i l iz e  th e ir  m arket pow er 

in  an  a ttem p t to  re c o v e r  p a rt of th e ir  ta x  l ia b i l i ty  by  ra is in g  p roduct 

p r ic e s .  Firm s may se e k  to  m ain ta in  on ly  a  ta rg e t le v e l o f p ro fits  

or ra te  o f re tu rn  o r  (w hat am oun ts  to  a lm o st th e  sam e thing) th e y  

seek  to  c o v e r  av erag e  to ta l  c o s ts  for som e norm al le v e l o f  ou tput 

p lu s som e s tan d a rd  p ro fit m a rk -u p . T axes a re  som etim es though t to  

be  in c lu d ed  in  su ch  c o s t  c a lc u la t io n s ,  i t  th e n  b e ing  assum ed  th a t 

en trep ren eu rs  know th e  le v e l of incom e ta x  l ia b i l i ty  th a t th e y  w ill 

in cu r a t a  g iv en  le v e l  o f o u tp u t. This la t te r  a ssu m p tio n  a ttr ib u te s  

a kind o f know ledge and fo re s ig h t to  b u s in e ssm e n  th a t  the  ad h eren ts  

o f f u l l - c o s t  p ric in g  u s u a lly  d en y  in  o ther c o n n e c tio n s , e . g . ,  th ey  

u su a lly  a s s e r t  th e  im p o ss ib ility  of knowing w hat m arginal c c s t  and

■''An e x c e lle n t b r ie f  d is c u s s io n  of th e  a lte rn a tiv e  th e o r ie s  u n d e r­
ly in g  th e  a ssu m p tio n s  a b o u t th e  sh iftin g  of th e  co rp o ra te  incom e 
ta x  a p p ea rs  in  R. G o o d e , "R ates o f  R etu rn , Income S h a re s , and 
C orporate  T a x ,"  in  M . K rzyzan iak , e d . .  E ffects o f  C orporation  In­
com e Tax (D etro it: W ayne S ta te  U n iv e rs ity  P re s s , 1966), p p .
2 0 9 -1 1 , and  a lso  in  M . K rzyzaniak and R. A. M u sg rav e , The 
Shifting o f The C orpora tion  Incom e Tax (Baltim ore: The Johns
H opkins U n iv e rs ity  P r e s s ,  1963 ), C h ap te r  I .
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m arginal rev en u e  are  in  the rea l w orld and hen ce  th e  need  for " ru le s  

o f thum b" in  se tt in g  p r ic e s .  W hat e x a c tly  d e te rm in es  th e  m ark-up  

u sed  or w hy su c h  p o lic ie s  m ust re s u l t  in p r ic e s  l e s s  th an  th e  

p ro fit-m ax im iz ing  so lu tio n  (so  a s  to  le a v e  a  m argin for upw ard a d ­

ju stm en t and forw ard sh ifting) is  no t u s u a lly  e x p la in e d , th o u g h , by 

th o s e  ad v o ca tin g  such a v ie w . All a ssu m p tio n s ab o u t sh o rt-ru n

forward sh iftin g  a lso  m ust a ssu m e the  ap p ro p ria te  m a c ro -le v e l f is c a l
\

and m onetary  ad ju s tm en ts  th a t  perm it th is  c o s t-p u s h  ty p e  of in f la ­

t io n , Up to  th is  p o in t, t h e  d is c u s s io n  has been  en tire ly  in  term s 

of a  p eriod  of tim e  sh o rt enough to  p e im it th e  assu m p tio n  of a n  

u n ch anged  c a p ita l s to c k .  N a tu ra lly , i f  th e  co rp o ra tion  incom e ta x  

is  no t sh if te d  in  the  s h o r t- ru n , th e  re tu rn  to  co rp o ra te  c a p ita l  w ill 

be  red u ced  and lo n g -ru n  e ffe c ts  on  the  ra te  of in v e s tm en t and  s to ck  

of c a p ita l  m ay e n s u e .  B ecause  they  found fu ll (or g rea ter) sh iftin g

of th e  t a x ,  M usgrave and K rzyzaniak co n c lu d ed  th a t  i t  had no  e ffe c t 

2
on in v e s tm e n t.

If th e  r a te  o f  re tu rn  is  red u ced  in  th e  sh o r t- ru n  bu t en trep re ­

neu rs  com e to  b e lie v e  th a t th e  norm al (minimum a c c e p ta b le ,  r is k  

ad ju sted ) r a te  o f p ro fit i s  perm anen tly  low ered  a s  a  re s u lt  of the  

ta x ,  and no u n tax ed  a re a s  of in v estm en t e x i s t ,  th e re  may be  l i t t l e  

e ffe c t o n  the  r a te  o f  in v e s tm e n t,

2
K rzyzaniak and M u sg rav e , o p . c i t . ,  p .  6 6 .
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S lito r p o in ts  out th a t  th e  e x is te n c e  of a  n o n -co rp o ra te  s e c tc r  

may not b e  the  a t tra c t iv e  ta x  haven th a t f i r s t  im p re ss io n s  might 

c o n v ey , ?oecause of th e  p re s e n c e  of th e  p e rso n a l incom e ta x  and 

th e  n eed  to  ca rry  on m any b u s in e s s e s  in  th e  co rp o ra te  form of

O
o rg a n iz a tio n .0 T his d iffe ren tia l bu rden  t h e s i s ,  co up led  w ith  the

n e c e s s i ty  of th e  co rp o ra te  form of b u s in e s s ,  is  c o n s is te n t  w ith .

th e  s e c u la r  r is e  in th e  re la tiv e  im portance  of th e  co rpo ra te  form of

e n te rp r is e , an d  w ith  the in c re a s e d  u s e  of th e  ch eap e r d e b t c a p ita l

4
re la t iv e  to  eq u ity  c a p i ta l .  Firm s seem  to  p re fe r to  a d ju s t  to  the  

ta x  ra th e r  th a n  e sch ew  the co rp o ra te  se c to r  a lto g e th e r . A djust may 

m ean s h if t ,  b u t i t  can  a ls o  m ean ch an g es  in  th e  d e b t/e q u ity  r a t io ,  

a  red u c tio n  in  c a p ita l  fo rm atio n , o r a  m ore in te n s iv e  u s e  of 

c a p i ta l .  N a tu ra lly , ch an g es  in  th e  inpu t m ix and flow  of in v e s t­

m ent a re  lo n g -ru n  a d ju s tm e n ts , p resum ab ly  re su ltin g  from th e  ta x  

not being  sh if te d  (or o n ly  p a rtly  sh ifted ) in  th e  s h o r t- ru n . A re d u c ­

tio n  in  th e  r a te  o f investm en t ip  re s p o n se  to  th e  ta x  n o t b e ing  

sh ifted  in  th e  sh o rt-ru n  w ould lo w er the  cap ita l /o u tp u t  ra tio  and 

ra is e  th e  p r e - ta x  r a te  o f re tu rn  o n  c a p i ta l .^  If th is  occu rred

3
R, S lito r , " C orpora te  Tax In c id en ce : Econom ic A djustm ents

to  D iffe re n tia ls  U nder a  T w o-T ier Tax S tru c tu re ,"  in  M . K rzyzan iak , 
e d . .  o p . c i t . ,  p p . 1 9 1 -1 9 7 .

4
G o o d e , o p . c i t . ,  p .  229 .

^The ta x  d iffe re n tia l no tion  p o in ts  up th e  f a c t ,  som etim es ov er­
looked  in  d isc u ss io n s  on the  s u b je c t ,  th a t  e q u a liz a tio n  of th e  ra te  o f  
re tu rn  b e tw een  the co rpo ra te  and  n o n -c o rp o ra te  s e c to rs  d o es  not r e ­
q u ire  a  do u b lin g  of th e  p re - ta x  ra te  o f  r&tum (w ith a  f if ty  p e rcen t 
co rp o ra te  ta x  r a t e ) .
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th roughou t th e  econom y, th e  n a tu re  of th e  a g g re g a te  p ro d u c tio n  

fu n c tio n  w ould d e term ine  th e  e ffe c t on re la t iv e  s h a re s , A r i s e  

in  c a p i ta l 's  b e fo re - ta x  sh are  of incom e w ould m ean th a t  some p a rt 

o f th e  ta x  b u rd en  w as sh if te d  to  n o n -c a p ita l fa c to rs  o f  p roduction

(m ostly  labor) in  th e  lo n g -ru n . The fa ir c o n s ta n c y  of the  p roperty/

incom e share  in  th e  U .S . co u ld  b e  tak en  as  e v id en c e  th a t th e  

co rp o ra tio n  incom e ta x  is  borne by c a p i ta l is ts  a s  a  w h o le , i f  i t  

w ere  p o s s ib le  to  d em o n stra te  th a t  o ther fo rc e s , such  a s  the  n a tu re  

of te c h n ic a l p ro g re s s , w ould  not have o th e rw ise  red u ced  th e  sh are  

of c a p ita l in  the lo n g -ru n .

I t shou ld  be  c lea r  from th e  p reced ing  d is c u s s io n  th a t a  priori 

re a so n in g  a lone can n o t in d ic a te  how th e  burden  of the  fed era l co r­

poration  incom e ta x  should  b e  d is tr ib u te d  as  be tw een  th e  ow ners 

of co rpo ra te  c a p ita l and co n sum ers cr w o rk e rs . R esort m ust be  

had to  em pirical in fo rm atio n .

Em pirical S tu d ies  o f  C orporate  Tax In c id en ce

In th e ir  study  of th e  in c id e n ce  of the  co rp o ra tion  incom e ta x

M usgrave and K rzyzaniak (M-K for short) found a t  l e a s t  100 p e rc e n t ,

6
and  p o s s ib ly  a s  h igh  a s  134 p e rc e n t, forw ard .'shafting. The low er 

figu re  re p re se n ts  th e  d eg ree  o f  sh if tin g  in d ic a te d  w hen th e  e ffe c ts  

of p ric e  in fla tio n  on r a te s  of re tu rn  i s  a llo w ed  for in  th e ir  m odel.

6
M . K rzyzaniak and R. A. M u sg rav e , o p . c i t . .  p p . 4 5 ,  5 4 -5 5 .
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M -K 's s tan d a rd  model co v e rs  th e  period  1935-1942 and 1 9 4 8 -1959 / 

for a ll co rp o ra te  m an u fac tu r in g , w ith  the  cap ita l b a s e  d e fin ed  as 

n e t w orth p lu s  d e b t ,  and w ith  p ro fits  c a lc u la te d  to  in c lu d e  in te re s t  

on d e b t . '  Their re s u lts  h ave  been  s u b je c t to  a  b a rrag e  of c r itic ism
O

in  re c e n t y e a rs  an d  few e co n o m is ts  a p p e a r  w illing  to a c c e p t th e m .0 

C ritic ism  h as  cen te re d  around the  fa ilu re  of th e  M-K m odel to  

p roperly  take in to  a c c o u n t ch an g es  in  th e  o v era ll lev e l of econom ic 

a c tiv ity  th a t  cou ld  h av e  c a u s e d  th e  p r e - ta x  r a te  of re tu rn  on  corpo­

ra te  c a p ita l  to  r is e  co n co m itan tly  w ith  th e  r is e  in co rp o ra te  ta x  

r a t e s ,  and h en ce  w hich cou ld  a cco u n t for th e  in c re a s e  in  th e  p re ­

ta x  ra te  o f re tu rn  on c a p ita l th a t  i s  a ttr ib u te d  to  forw ard sh iftin g  

by M -K. A nother d iff icu lty  w ith  th e ir  fin d ings is  th e ir  in a b ility  to

re c o n c ile  more th a n  full forw ard sh iftin g  in  the  sh o rt-ru n  w ith  a

q
c o n stan t p ro fits  sh a re  o f  incom e in  m an u fac tu rin g . The p la u s i­

b il i ty  o f 100 p o 'c e n t o r  g re a te r  forw ard sh ifting  i s  a l s o  underm ined 

by the  v e ry  low ra te s  o f  re tu rn  th a t  a re  im p lie d , c e te r is  p a r ib u s ,  in

^The in fla tio n  a d ju s te d  e s tim a te  u s e s  a  c a p ita l b a s e  th a t  in ­
c lu d e s  on ly  eq u ity  c a p i ta l ,

O
°S ee  G o o d e 's  and  S li to r 's  a r t ic le s  m entioned  a b o v e , in  M . 

K rzyzan iak , e d . .  E ffects  o f  C orporation  Incom e T ax , o p . c i t .  In ­
c lu d ed  are M -K 's  re p ly  and re jo in d e rs  by  G oode and S lito r . Other 
c r itic ism s  of M -K can  b e  found in  J .G .  C rag g , A , C .  H arberger 
and P . M ie sz k o w sk i, "Em pirical E v idence on th e  In c id en ce  o f th e  
C orporation  Income T a x ,"  Toumal o f P o litic a l Econom y, LXXV, 
(D ecem ber, 1967), p p . 8 1 1 -8 2 .

^ M . K rzyzaniak and  R. A. M u sg rav e , o p . c i t . .  p .  6 5 .
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th e  a b se n c e  of a  ta x  th a t w a s  sh if te d  forward.'*'® The co n c lu s io n  

of M -K th a t a ll  (or more) o f th e  co rp o ra tio n  incom e ta x  i s  sh if te d  

forw ard a lm o st in s ta n ta n e o u s ly  by  upw ard p r ic e  a d ju s tm e n ts  c o n flic ts  

w ith th e  id e a  th a t i t  is  the  d if fe re n tia l b u rd en  of th e  ta x  th a t  is  

c ru c ia l .  An a ttem pt to  e q u a liz e  th e  r a te  of re tu rn  on  c o rp o ra te  a s  

com pared to  n o n -c o rp o ra te  incom e w ould  requ ire  th a t  o n ly  th e  d if­

fe re n tia l be  s h if te d . One hundred p e rc e n t (or 134 p ercen t) sh iftin g  

seem s to  im ply th a t th e  re sp o n se  of e n trep ren eu rs  to  th e  ta x  (or an 

in c re a se  in  it) is  to  a tte m p t to  recoup th e  e n tire  burden  of co rp o ra te  

incom e ta x a t io n /  and  in d eed  to  improve th a ir  p ro fit p o s itio n  re la t iv e  

to  w hat i t  w as  prior to  th e  t a x .  Such a  co u rse  of ev en ts  would 

e s ta b lis h  th e  co rp o ra te  se c to r  a s  a  v irtu a l ta x - f r e e  san c tu a ry  fo r 

in v estm en t th a t  w ould s e t  in  m otion pow erful fo rc e s  making for la rg e  

s c a le  c a p ita l m ovem ents in to  th e  co rp o ra te  sec to r o r , su b s ta n tia l 

in c re a s e s  in  r e n t ,  in te re s t  and  other form s of n o n -c o ip o ra te  p ro fits  

income.'*''*' T his d o e s  n o t seem  to  b e  an a c c u ra te  d e sc r ip tio n  o f 

th e  e ffe c ts  o f  th e  co rp o ra tio n  incom e ta x .

The f a c t  th a t the  m ost p rom inent ex p o n en ts  of forw ard sh if tin g  

h ave  n o t d em o n stra ted  th e i r  c a s e  to  the s a tis fa c t io n  of th e ir  fe llow  

eco n o m ists  d o es  not m ean th a t  th e i r  view  of th e  w orld i s  n e c e s s a r i ly

10
S lito r , o p .  c i t . ,  p p . 1 6 6 -1 6 7 . For e x am p le , a  50 p e rc e n t ta x  

sh if te d  forw ard 133 p e rc e n t m eans th a t an  o b serv ed  ra te  of re tu rn  of 
20 p e rc en t w ould  h ave  b e e n  o n ly  6 2 /3  p e rc e n t w ith o u t th e  ta x .

11
S lito r , o p . c i t . .  p p . 1 9 1 -1 9 2 .



227

in c o rre c t. Perhaps th ey  ju s t  have b een  u n ab le  to  s e p a ra te  e co n o -

m etrica lly  th e  rea c tio n s  to th e  t a x  from th e  w e lte r  of o th e r  fo rces

a ffec tin g  co rp o ra te  p ro f its .

Robert J . G ordon, in  a  recen t econom etric  a n a ly s is  o f  th e  s h o r t-

run sh ifting  of th e  ta x  in  co rp o ra te  m anufacturing  co n clu d ed  th a t ,

"co rpo ra tions su ffe red  th e  fu ll burden  of th e  ta x  during  the  period

12
of s tu d y ,"  1 9 2 5 -1 9 5 2 . Like M -K , he u s e s  tim e s e r ie s  re g re s s io n s  

to  determ ine th e  d eg ree  of sh iftin g  bu t h is  in d e p en d e n t v a r ia b le s  a re  

derived  from a  fu ll-b lo w n  model of firm  b e h a v io r  th a t  p o s tu la te s  

m ark-up  p r ic in g . One of th e  in d ep en d en t v a r ia b le s  i s  a  ta x  v a r ia b le , 

th e  c o e ff ic ie n t of w hich in d ic a te s  th e  d e g re e  o f sh if t in g . The d e p e n ­

den t v-ariable i s  p ro f i ts ,  e x p re s se d  a lte rn a tiv e ly  a s  a  ra te  o f re tu rn  

concep t and a s  an incom e sh a re  c o n c e p t. M-K do no t d evelop  a 

form al model from w h ich  th e i r  e s tim atin g  e q u a tio n s  a re  d raw n . In­

s tea d  th ey  to y  w ith  v a rio u s  p la u s ib le  in d e p en d e n t v a r ia b le s  and 

s e le c t  th o s e  th a t  y ie ld  th e  b e s t  f i t .  C ritic ism  of M-K h a s  rev o lv ed  

around th e ir  ch o ice  of in d e p en d e n t v a r ia b le s .  M oreover, th e  non­

lin e a r  e stim atin g  p ro ced u re  u s e d  by  Gordon i s  c la im ed  to  b e  s u -

13perio r to  th e  in s tru m en ta l v a r ia b le  te c h n iq u e  em ployed by M -K .

U sing  th e ir  own eq u a tio n  (for th e  sam e tim e period) Gordon show s

12 Robert J . G ordon , "The In c id e n ce  o f th e  C orporation  Incom e 
Tax in  U .S . M an u fac tu rin g , 1 9 2 5 -1 9 6 2 ."  Am erican Econom ic Re­
v ie w . LVII (S ep tem ber, 1967), p .  733 .

13 I b id . ,  p p . 7 3 8 -3 9 , 7 4 1 -4 4 .



th a t  th e  d eg ree  of sh if tin g  is  re d u c e d  from 134 p e rc en t to  92 p e r­

cen t by  m erely  su b s titu tin g  th e  n o n lin e a r fo r th e  in s tru m en ta l 

v a riab le  m e th o d .^  E xam ination of th e  c o e ff ic ie n t of th e  in d ep en ­

d en t ta x  v a ria b le  in  G ordon 's  model show s i t  to  b e  .1 1 0  w hen  

p ro fit is  e x p re sse d  a s  a  ra te  of re tu rn , and .057  w hen p ro fit is  

an  incom e share ,*®  T h u s , firms d id  no t ra is e  th e ir  m ark-up  m ar- 

g in s  in  re s p o n se  to  in c re a s e d  co rpo ra te  incom e t a x e s .  W ith co n ­

s ta n t m ark-up  m argins and the more in te n s iv e  u se  of a s s e t s  (fall 

in  th e  c a p ita l /o u tp u t  ra tio ) th a t  w as o b s e rv e d , th e  r a t io  of p ro f i ts /  

s a le s  w as u n changed  b u t th e  r a te  o f  re tu rn  on  a s s e t s  rose,-*-®

This ex p la in s  th e  w e ll-know n  r i s e  in  th e  o b serv ed  ra te  o f  re tu rn  

th a t  i s  som etim es a ttr ib u te d  to  ta x  s h if t in g . The fa ll  in  th e  c a p i­

ta l /o u tp u t  ra t io  m ay be  th e  lo n g -ru n  ad ju stm en t to  an u n sh if te d  

co rpo ra tion  incom e ta x  th a t  burdens c a p ita l  fu lly  in  th e  sh o rt-ru n . 

N o te , to o ,  th a t  th e s e  fin d in g s  of e s s e n t ia l ly  zero  sh iftin g  are u n ­

a ffe c ted  by  w hether the  r a t e  of re tu rn  o r  th e  p ro fit sh a re  of incom e 

is  u s e d . R eca ll th a t M -K w ere  u n ab le  to  reco n c ile  th e ir  finding  of 

fu ll sh o rt-ru n  forw ard sh iftin g  in term s of a r a te  of re tu rn  on c a p i­

ta l w ith  th e  known c o n s ta n c y  o f th e  p ro fit s h a re . It is  a ls o  in ­

te re s tin g  to  re c o g n iz e  th a t  G ordon 's  m odel h y p o th e s iz e s  m ark-up 

p r ic in g , the  foundation  of th e  b e l ie f  th a t  the ta x  i s  sh ifted  forw ard .
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Firm s m ay im p lic itly  b e  m axim izing  p ro fits  ev en  w hey  th ey  se t

p r ic e s  by  add ing  a m ark -up  to  av erag e  c o s ts  b y  m erely  a d ju s tin g

th e  m ark-up  m argin w hen i t  is  deem ed p ro f i ta b le .  Gordon found

th a t  m ark-up  m argins v a ried  w id e ly  among in d u s t r ie s ,  b u t th a t

17ra te s  o f re tu rn  w e re  in  a  narrow  ran g e  of 11 to  14 p e rc e n t.

Varying m argins of m ark-up  is  c o n s is te n t  w ith  p ro f it  m axim ization  

b e c a u se  of vary ing  c ap ita l in te n s ity  am ong in d u s t r ie s ,  and e q u a lity  

in the ra te  o f re tu rn  re f le c ts  in te r in d u s try  c a p ita l m ovem ents in 

re sp o n se  to  p ro fit d i f f e r e n t ia ls .  If th e  p rev a ilin g  m argin i s  r e ­

garded  a s  th e  m ost p ro fitab le  by  e n tre p re n e u rs , th e  in tro d u c tio n  o f, 

or in c re a se  in ,  th e  co rp o ra tio n  incom e ta x  w ill no t ch an g e  the  

optim al p r ic e /o u tp u t com bination  b e ca u se  such  a  p o s itio n  w ill s t i l l  

y ie ld  th e  g re a te s t  before  an d  a f te r - ta x  p ro f it .  A ttem pts to  sh if t  

th e  ta x  forw ard b y  ra is in g  the  p ro fit m ark -up  w ill b e  s e lf -d e fe a tin g .

The p reced in g  d is c u s s io n  c an n o t b e  reg a rd ed  a s  a sy s te m a tic  

a n a ly s is  of th e  problem  of co rp o ra te  ta x  in c id e n c e , a  to p ic  w orthy 

of an en tire  s tudy  by i t s e l f .  T hese  rem arks a re  on ly  m eant to  

po in t to  the  fac t th a t  a  rev iew  of th e  re c e n t li te ra tu re  in  th e  fie ld  

d is c lo s e s  good re a so n  to  r e je c t  th e  h y p o th e s is  th a t  th e  co rpo ra tion  

incom e ta x  is  s ig n if ic a n tly  sh if te d  forw ard  and th a t  th e  h y p o th e s is  

of zero  sh iftin g  d o e s  not seem  to  be  in  c o n flic t w ith  em pirica l 

ev id en ce  and a  p rio ri re a so n in g  abou t how th e  econom y fu n c tio n s . 

T h e re fo re , th e  co rp o ra te  ta x  l ia b i l i ty  w ill be  a llo c a te d  among th e  

incom e c la s s e s  accord ing  to th e  ow n ersh ip  o f  co rp o ra te  e q u ity .

17Ib id T
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A llocation  of th e  Tax

D uring 196 2 , U .S .  co rpo ra tions in cu rred  fed e ra l incom e ta x

18l ia b i l i t ie s  am ounting to  $22 ,700  m illio n . In acco rd an ce  w ith  th e  

p reced ing  d is c u s s io n  of th e  in c id e n c e  of the  t a x ,  th is  am ount is  

to  be  a llo c a te d  among th e  incom e c la s s e s  acco rd in g  to th e  ow ner­

sh ip  o f  co rp o ra te  eq u ity  c a p i ta l .  But befo re  th is  is  d o n e , c e r ta in  

a s p e c ts  o f th e  s itu a tio n  m ust b e  c la r if ie d . Part of th e  co rp o ra te  

incom e ta x  is  u n doub ted ly  borne o u t of funds th a t w ould have  b een  

paid  a s  d iv id en d s  to  s to c k h o ld e rs , a n d  im puting  th is  p a r t of th e  

ta x  to  them  is  q u ite  proper; bu t p a rt o f  th e  ta x  is  a lso  borne out 

of funds th a t  w ould  have  bean re ta in e d  in th e  b u s in e s s ,  and iiie 

ra tio n a le  for a ttr ib u tin g  th is  p a rt of th e  ta x  to  s to ck h o ld e rs  is  l e s s  

c le a r .  To th e  ex ten t th a t  re ta in e d  ea rn in g s  do b e a r  th e  ta x ,  growth 

in  th e  v a lu e  of the  e q u ity  w ill be  l e s s  th a n  o th e rw ise — a s  long a s  

the  funds han d ed  over to  th e  governm ent cou ld  have  p ro fitab ly  b een  

em ployed . A b u rden  s t i l l  f e l ls  o n  th e  o w n e rs , b u t i t  i s  l e s s  d ire c t 

and im m ed ia te  than  w hen d iv id en d s  a re  a f fe c te d . T his is  not to 

say  th a t s to ck  c a p ita l  g a in s  a re  governed  p rim arily  b y  th e  s iz e  of 

re ta in e d  e a rn in g s , b u t m erely  th a t  r e a l iz e d  and e x p ec te d  p ro fits  

w ill l ik e ly  be  l e s s  an d  hen ce  th e  v a lu e  o f e q u ity  w ill grow  le s s  

rap id ly  (or d e c lin e ) th an  in  th e  a b se n c e  o f th e  ta x .  T h u s, i t  seem s

18U .S .  D epartm ent of C om m erce, Survey of C urrent B u s in e s s . 
Ju ly , 1956, p .  2 1 .
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ev iden t th a t th e  b u rden  o f th e  co rpora tion  incom e ta x  m ust be  re ­

garded  a s  u ltim a te ly  com ing to  r e s t  on th e  ow ners of co rp o ra te  

e q u ity  c a p i ta l .  In  an y  g iv e n  y e a r ,  h o w ev a :, i t  i s  im p o ssib le  to  

de term ine  fo r th e  ag g reg a te  co rp o ra te  s e c to r  how m uch of th e  ta x  

com es out of funds th a t w ould have b e e n  re ta in e d  and how  much 

o u t of d iv id e n d s . B ut, fo r tu n a te ly , fo r our p u rp o ses  th is  in fo rm a­

tio n  is  n o t n e c e s s a ry .

T able 15-1  a l lo c a te s  the  $ 2 2 .7  b illio n  in fe d e ra l co rp o ra te  

incom e ta x e s  p a id  in  1952 among th e  incom e c la s s e s  acco rd in g  to 

th e  ow nersh ip  of p u b lic ly  tra d e d  s to c k . The p roportion  of eq u ity  

in  co rp o ra tio n s  ow ned by e a c h  incom e c la s s  is  taken  to  be in d ic a ­

t iv e  of th e  p o rtio n  of th e  ta x  burden  fa llin g  on e a c h  c l a s s .  This 

m eans roughly  th a t  th e  av erage  ra te  of p ro fit on  co rp o ra te  equ ity  

c a p ita l  is  a ssu m e d  to  b e  th e  sam e among th e  v a rio u s  income 

c l a s s e s .
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TABLE 15-1

ALLOCATION OF THE CORPORATE INCOME TAX AMONG THE INCOME 
CLASSES RASED ON THE OWNERSHIP OF PUBLICLY TRADED STOCK

1952

Incom e C la s s
P ercen t o f 

S tock  O w nership
Amount of Tax 

(m illions)

1 . $ 0 -  2 ,9 9 9 2 .7 $ 612 .9
2 . 3 ,0 0 0 -  4 ,9 9 9 2 .9 6 5 8 .3
3 . 5 ,0 0 0 -  7 ,4 9 9 6 .1 1 ,3 3 4 .7
4 .  7 ,5 0 0 -  9 ,9 9 9 8 .6 1 ,9 5 2 .2
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 0 .5 2 ,3 3 3 .5
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 7 .7 1 ,7 4 7 .9
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 1 3 .2 2 ,9 9 6 ,4
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 2 .0 2 ,7 2 4 .0
9 . 1 0 0 ,0 0 0 -a 'n d  over 3 6 .2 8 .2 4 0 .1

TOTAL 100 .0 $ 2 2 ,7 0 0 .0

Source: The p e rc en ta g e  d is tr ib u tio n  of ow n ersh ip  of p u b licy  trad ed
s to ck  is  from T ab le  2 - 5 .  T otal am ount o f ta x  from U .'S . D epartm ent
of C om m erce, Survey of C urren t B u s in e s s .  July 1 9 6 6 , p .  2 1 .
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APPENDIX CHAPTER 15

Even though th e  a ssu m p tio n  o f forw ard  sh iftin g  of th e  corpo­

ra tio n  incom e ta x  is  re je c te d  in  th e  p re se n t s tu d y , i t  is  fe lt  th a t  

som e c o n s id e ra tio n  o f th e  im p ac t o f th is  a ssu m p tio n  should  b e  

c o n s id e re d  b e c a u se  som e re a d e rs  may not a c c e p t the  v iew  th a t  

th e  ta x  i s  n o t sh if te d  fo rw ard . If  i t  i s  a ssu m ed  th a t  th e  co rpo ra te  

ta x  is  sh if te d  forw ard 100 p a -c e n t, th e  extrem e opposite o f  th e  a s ­

sum ption m ade in C h ap te r 1 5 , then  th e  ap p ro p ria te  in d ex  for a llo ­

ca tin g  th e  ta x  burden  is  th e  d is tr ib u tio n  of consum ption  by  incom e 

c l a s s .  T ab le  15-2  a l lo c a te s  th e  $22 ,700  m illion  in  co rpora te  in ­

com e ta x e s  c o lle c te d  in 1962 among th e  incom e c la s s e s  acco rd in g  

to  the d is tr ib u tio n  of co n su m p tio n ,

TABLE 15-2

ALLOCATION OF THE CORPORATE INCOME TAX ACCORDING 
TO CONSUMPTION BY INCOME CLASS 

1962

Income C la s s P ercen t o f C onsum ption Amount of Tax

1 . $ 0 - 2 ,999 1 0 .8 $ 2 ,4 5 1 .6  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .6 3 ,3 1 4 .2
3 , 5 ,0 0 0 -  7 ,499 2 2 .0 4 ,9 9 4 .0
4 . 7 ,5 0 0 -  9 ,999 2 1 .1 4 ,7 8 9 .7
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 18 .7 4 ,2 4 4 .9
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 1 ,4 7 5 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3 52 2 .1
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .8 4 0 3 .6
9 . 1 0 0 ,0 0 0 -a n d  over

_  2*2 499.: 4
— 1 0 0 .0 $ 2 2 ,7 0 0 .0  m illion

Source: P e rcen tag e  d is tr ib u tio n  of consum ption  from Table 2 -1 3 ,



CHAPTER XVI

EXCISE AND CUSTOMS TAXES

The n ex t c a te g o ry  o f fe d e ra l ta x a t  ion  th a t w e tu rn  our a t te n ­

tio n  to  i s  th e  e x c is e s  and  custom s t a x e s .  This i s  a  m ixed bag  

of le v ie s  fa llin g  on a  w ide  v a rie ty  of consum ption  and  in v estm en t 

g o o d s , im posed  on e ith e r  an ad valorem  or a  s p e c if ic  b a s i s .  As 

no ted  in  C h ap ter XIII, th e  fe d e ra l e x c is e  ta x e s  earm arked  for th e  

H ighw ay T rust Fund are ex c lu d ed  from c o n s id e ra tio n  here  b e c a u se  

th e y  w ere  a l l  expended  on road  c o n s tru c tio n  during 1962 and  cou ld  

no t have  b e e n  u se d  to  pay in te re s t  on the  d e b t . '1' The rem aining 

e x c is e  and cu s to m s y ie ld e d  a  to ta l of $11 ,044  m illion  (Table 1 3 -1 ) , 

w hich  is  th e  am ount th a t  m ust b e  a llo c a te d  among th e  incom e c l a s s e s .  

C ustom s a re  tre a te d  here lik e  e x c is e  ta x e s  on im ported goods and

assu m ed  to  b e  d is tr ib u te d  among th e  incom e c la s s e s  in  the  sam e

2
w ay a s  th e  e x c is e s .

•*-The am ount o f ta x e s  earm arked  for th e  H ighw ay Trust Fund w as 
$3 ,127  m illion  in  1952 (Table 5 -2 ) .

^C ustom s ta x e s  (d u ties) am ounted  to  $1 ,173  m illion  in 19 62 , 
m ean of f is c a l  1952 and 1953 f ig u re s . S ta t is t ic a l  A b strac t 1 9 6 4 . 
on .  c i t . ,  p .  392 .
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Amost a ll w rite rs  on the s u b je c t  e x p re ss  the b e l ie f  th a t  th e  

burden  o f e x c is e  ta x e s  fa lls  upon  in d iv id u a ls  in  p ro p o rtio n  to  the  

am ount of the  ta x ed  good or s e rv ic e  co n su m ed . As P ro fesso r Due 

s a y s ,  "for th e  m ost p a r t ,  an y  ta x  on s a le s  or ou tpu t te n d s  to  sh if t 

d ire c tly  to  th e  consum ers of th e  p roduct and is  borne p rim arily  in
O

re la tio n  to  Consum er e x p en d itu res  on th e  tax ed  g o o d . B ecau se  

of th e  w id esp read  a c c e p ta n c e  of th is  v iew  among e c o n o m is ts , th e re  

d o e s  n o t seem  to b e  any  n eed  to  undertak e  a n ' ex tensive  d is c u s s io n  

of e x c is e  ta x  sh if t in g . W hat fo llo w s th e re fo re  i s  an a ttem p t to  a l ­

lo c a te  th e  re le v a n t  p a rt o f th e  fe d e ra l e x c is e  ta x  burden  am ong th e  

incom e c la s s e s  acco rd in g  to th e  proportion  of to ta l  consum ption  

a ttr ib u te d  to  each  c l a s s .

Table 16-1  d is tr ib u te s  th e  $ 1 1 ,0 4 4  m illion  in  federa l e x c is e s  

and custom s th a t w ere  p a rt of th e  ta x - tra n s fe r  p ro c e s s  in  1952 b a se d  

on the in d ex  o f consum ption  by  incom e c la s s  th a t  w as co n s tru c te d  

in  Table 2 -1 3 . T otal co n su m p tio n  i s  u se d  in s te a d  of th e  consum p­

tio n  of s p e c if ic a l ly  ta x ed  item s for s e v e ra l r e a s o n s .  F irs t o f a l l ,  

m any of th e  e x c is e  ta x e s  can n o t b e  regarded  a s  fa llin g  on a  sp e c if ic  

com m odity o r  group of c o m m o d itie s , e . g . ,  th e  e x c is e  ta x  on b u s i­

n e s s  te le p h o n e  c a l l s ,  or th e  ta x  on fuel u se d  in  m otor tru c k s .

About $2 b illio n  o f th e  to ta l e x c is e  and cu s to m s ta x e s  c o lle c te d  in

3
John F .  D u e , G overnm ent F in a n c e . R ev ised  e d . (H om ew ood,

111.: R ichard D . Irw in , 1959),, p .  2 9 6 .
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1962 fa ll  in to  th is  c a te g o ry . S eco n d ly , the Bureau of Labor S ta t is ­

t i c s '  su rv ey  of co n su m er e x p e n d itu re s , w h ich  i s  our b a s ic  so u rce  

o f consum ption  in fo rm atio n , i s  n o t d e ta i le d  en o u g h , in  the opin ionI

of th e  p re se n t w rite r , to  p e rm it u se fu l e s t im a te s  to  b e  m ade of th e  

consum ption  of sp e c lf ic  goods and  s e rv ic e s  by th e  u p p e r-m o st 

incom e c l a s s e s .  R ecall th e  c o n s tru c tio n  of T able 2 -1 3 , th e  con­

sum ption in d ex  u se d  in  Table 1 6 -1 , w h ere  d a ta  lim ita tio n s  m ade i t  

n e c e s s a ry  to  u s e  re g re s s io n  a n a ly s is  to  e stim ate  th e  m ean le v e l of 

to ta l  consum ption  fcr th e  s ix th ,  e igh th  and  n in th  incom e c l a s s e s .  

W hile  su ch  e s tim a tin g  p ro ced u res  do n o t seem  so o b je c tio n ab le  

w hen dealin g  w ith  to ta l  consum ption  by  incom e c l a s s ,  i t  hard ly  

seem s ap p ro p ria te  to  e s tim a te  th e  consum ption  o f  sp e c if ic  com m odi­

t ie s  b y  the upper incom e groups b a se d  on th e  ex trap o la tio n  of b e ­

h av io r by  th e  lo w er incom e c l a s s e s .  Such a p rocedure  would in tro ­

d u ce  a  sp u rio u s  n o te  of a c c u ra c y  and  d e ta il in to  th is  s tu d y . F in a lly , 

a  qu ick  ch eck  of th e  consum ption  of s p e c if ic  item s  show ed th e  p e r­

c en ta g e  d is tr ib u tio n  (for th o se  c la s s e s  fo r w h ich  d a ta  i s  a v a ilab le ) 

to  b e  q u ite  s im ila r to  th a t for to ta l  co n su m p tio n . And the  c la s s e s  

for w hich  d a ta  i s  a v a ila b le  a cco u n t for abou t n in e ty  p e rcen t of 

to ta l co n su m p tio n . T h u s, l i t t l e  w ould .be g a in ed  b y  c o n s tru c tin g  

a  v a rie ty  a  sp e c if ic  consum ption  in d ic e s .

One o th e r p o in t sh o u ld  b e  n o te d . The u s e  of cu rren t co n ­

sum ption  and cu rren t incom e to  a l lo c a te  the  e x c is e  ta x  burden  may
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ten d  to e x ag g e ra te  th e  re g re s s iv i ty  o£ th e  t a x .  R eg ress iv e  in  th e  

s e n s e  u sed  h e re  re fe rs  to th e  f a c t  th a t  the  ta x  te n d s  to  c o n s ti tu te  

a  la rg e r frac tio n  :bf incom e of low er incom e th a n  o f the  u p p er 

incom e fa m ilie s .  This d e r iv e s  from th e  fa c t th a t ch an g es  in 

consum ption  spending  te n d  to  la g  beh ind  ch an g es  in  cu rre n t in ­

com e, W hen a fam ily  su ffe rs  w h a t i t  b e lie v e s  to  b e  a  tem porary  

d e c lin e  in  in co m e , i t  w ill te n d  to consum e i ts  p rev io u s ly  a tta in e d  

lev e l of consum ption  w hich  is  g e a red  to  i t s  h igher le v e l  o f 

"perm anent" in co m e , ev en  though i t  o c c u p ie s  a  lo w er cu rren t in ­

com e c l a s s ,^  Thus ra is in g  th e  r a t io  of consum ption  to  incom e in  

th e  low er incom e s t r a t a ,  and  h en ce  th e  e x c is e  ta x  b u rd en , when 

incom e is  m easu red  in  cu rren t te rm s . If fa m ilie s  w ere  c la s s if ie d  

by perm anent incom e le v e l s ,  th e  ra tio  of consum ption  to  incom e 

w ould b e  lo w e r. S im ila rly , w hen a  fam ily  e x p e r ien c e s  a  tem porary 

in c re a s e  in  incom e i t  is  p u sh ed  in to  a  h ig h e r cu rren t incom e c l a s s ,  

y e t consum es acco rd in g  to  i ts  lo w e r perm anent in co m e . This lo w ers  

th e  ra tio  o f cu rren t consum ption  to  cu rren t incom e in  th e  c l a s s e s  

in to  w hich  such  fa m ilie s  m ove. O v e ra ll, th e  r a t io  o f  curren t 

consum ption  to  cu rren t incom e te n d s  to  b e  re d u c ed  in  th e  upper 

and ra is e d  in  th e 'lo w e r  incom e c l a s s e s .  In A ppendix T ab le  1 6 -2 , 

th e  e x c is e  and custom s ta x  burden  deriv ed  in  T able 1 6 - 1 , i s  e x p re sse d

4 See M , F ried m an , A Theory of th e  C onsum ption  Function  (P rince­
ton: N a tio n a l B ureau of Econom ic R ese a rch , P rin ce to n  U n iv e rs ity
P re s s , 1957 ), C h ap te r II I ,



as  a  p e rc e n t o f  th e  m ean  incom e o f  e a c h  incom e c l a s s .  N o te  the  

s te a d y  d e c lin e  in  th e  p e rc e n ta g e  t a x  burden  a s  incom e r i s e s .  The 

fa c t  th a t  th is  d is tr ib u tio n  d o es  n o t in c lu d e  the  e x c is e  ta x e s  e a r ­

m arked for th e  H ighw ay T rust jf-und re d u c es  th e  a b so lu te  am ount of 

ta x  a l lo c a te d ,  an d  th e  ta x  a s  a  p roportion  of in c o m e , b u t n o t th e  

re la tio n sh ip  among th e  p roportions b e c a u se  th e  sam e in d ex  of co n ­

sum ption  w ould  be  u s e d  to  ca rry  o u t th e  a l lo c a tio n .
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TABLE 16-1

DISTRIBUTION OF FEDERAL EXCISE AND CUSTOMS TAXES 
BASED ON CONSUMPTION BY INCOME CLASS

1962

Incom e C la s s
P ercen t o f Total 

C urren t C onsum ption Amount o f Tax

1 . $ 0 -  2 ,999 1 0 .8 $ 1 ,1 9 2 .8  m illion
2 . 3 ,0 0 0 -  4 ,9 9 9 14 .6 1 ,6 1 2 .4
3 . 5 ,0 0 0 -  7 ,499 2 2 .0 2 ,4 2 9 .6
4 . 7 ,5 0 0 -  9 ,9 9 9 2 1 .1 2 ,3 3 0 .3
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 8 .7 2 ,0 5 5 .2
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 .5 7 17 .9
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 2 .3 2 5 4 .0
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 1 .8 198 .8
9 . 1 0 0 ,0 0 0 -an d  o v e r 2 .2 2 4 3 ,0

TOTAL 1 0 0 .0 $ 1 1 ,0 4 4 .0  m illion

N ote th a t  th is  a llo c a tio n  d o e s  not in c lu d e  $ 3 ,1 2 7  m illion  in fed era l 
e x c is e  ta x e s  earm arked  fo r th e  H ighw ay T rust F und .

S ourcer T ab le  2 -1 3  for th e  p e rc en ta g e  d is tr ib u tio n  of co n su m p tio n ,
and Table 13-1  for th e  to ta l  am ount of t a x e s .
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APPENDIX TABLE 16-2

EXCISE TAX BURDEN AS A PERCENT OF INCOME
1962

M ean E xcise C onsum er U nit Tax a s
Incom e C la s s T axes Paid M ean Income % o f  Incom e

1 . $ 0 -  2 ,9 9 9 $ 7 3 .1 8 $1 ,576 4 .6 4
2 . 3 ,0 0 0 -  4 ,9 9 9 1 4 1 .4 3 3 ,9 7 0 3 .5 6
3. 5 ,0 0 0 -  7 ,4 9 9 19 9 .1 5 6 ,2 1 9 3 .2 0
4 . 7 ,5 0 0 -  9 ,9 9 9 2 5 8 .9 2 8 ,6 3 0 3 .0 0
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 3 3 3 .1 0 11 ,960 2 .7 9
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 3 5 8 .9 5 17 ,758 2 .0 2
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 5 0 3 .0 0 3 4 ,5 3 4 1 .4 7
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 9 9 4 .0 0 6 1 ,2 0 7 1 .6 2
9 . 1 0 0 ,0 0 0 -a n d  o v er $ 2 ,4 3 0 .0 0 $158 ,166 1 .5 4

N ote th a t  th e  e x c is e  ta x  b u rd en  c o n sid e re d  h a re  d o e s  n o t in c lu d e  th e  
e x c is e  ta x e s  earm arked  fo r tihe H ighw ay T ru st F u n d .

Source: The m ean e x c is e  ta x  burden  i s  a rriv ed  a t  by  d iv id ing  th e
to ta l  e x c is e  ta x  bu rd en  (from Table 16-1) of e a c h  incom e c la s s  by  
th e  num ber of consum er u n its  in  each  c la s s  (from Table 2 -3 ) .  
C onsum er u n it m ean incom e i s  from D . P ro jec to r and  G . W e is s ,  
Survey o f F in an c ia l C h a ra c te r is t ic s  o f  C o n su m ers ,  o p . c l t . ,  p .  149 .



CHAPTER XVII

ESTATE AMD GIFT TAXES

The fed e ra l e s ta te  and  g if t  ta x e s  a re  re la tiv e ly  m inor rev en u e  

so u rc e s  for th e  U .S .  T rea su ry . D uring 1952 th e  e s ta te  ta x  y ie ld e d  

$1 ,841  m illion  and  th e  g if t ta x  on ly  $183 m illio n , out of to ta l 

fe d e ra l ta x  c o lle c tio n s  of more th a n  $102 b i l l io n .*

A scerta in in g  th e  in c id e n c e  of th e  e s ta te  and  g if t  ta x e s  is  

th e  f i r s t  problem  th a t  m ust b e  re so lv e d  in  th is  c h a p te r . T h en , th e  

burden  o f  th e s e  ta x e s  m ust b e  a llo c a te d  among th e  incom e c la s s e s .

In the  c a s e  of th e  e s ta te  t a x ,  i t  seem s l ik e ly  th a t th e  po in t 

of ta x  im p ac t and  ta x  in c id e n c e  c o in c id e ,  i . e . ,  the in h e rito rs  b e a r  

th e  burden  o f  th e  ta x .  This w ould a p p ea r to  b e  a s e n s ib le  a ssu m p ­

tio n  i f  fo r n o  o th e r re a so n  th an  i t  i s  d if f ic u lt  to  a ttr ib u te  a t a x  burden

2
to  a  d e c e a se d  p e rso n . For th e  le g a to r  to  h ave  borne th e  ta x  i t

^S ta t is t ic a l  A b s tra c t .  1964 .  o p . c i t . . p .  3 9 5 , m ean o f  f i s c a l  
1962 and 1953 . Total ta x e s  in c lu d e s  a ll  e x c is e s  and payro ll t a x e s .

^The e s ta te  t a x  m ight be  reg a rd ed  a s  fa llin g  on th e  d e c e a se d  
in  the  form of a fin a l le v y  on u n re a liz e d  c a p ita l  g a in s ,  w h ich  a re  
no t ta x e d  a s  incom e if  h e ld  u n til d e a th .  But i t  i s  v e ry  d iff ic u lt 
to  de te rm in e  th e  q u a n tita tiv e  .im portance of th is  p o s s ib i l i ty .  See 
John F .  D u e , G overnm ent F in a n c e . 3rd e d . ,  (H om ew ood, 111,:
R ichard D . Irw in , 1953), p .  3 4 1 ,

241
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w ould b e  n e c e s s a ry  to dem onstra te  th a t  he re d u c ed  h is  life tim e  

lev e l of consum ption  in  o rder to  enab le  him  to  le a v e  a  g iven  n e t 

a f te r - ta x  e s t a t e .  Proving such  b eh av io r would b e  v e ry  d if f ic u l t .

As far a s  th e  g if t  ta x  i s  c o n c e rn e d , th e  donor is  s t i l l  a l iv e  and 

b e a rs  th e  im p a c t, but not n e c e s s a r i ly  the  in c id e n c e , of th e  ta x . 

U n le ss  th e  donor re d u c es  h is  le v e l  of consum ption  in  o rd e r to  g iv e  

aw ay  a  c e r ta in  su m , n e t of t a x e s ,  th e  re c ip ie n t  can b e  regarded  

a s  b earin g  th e  u ltim a te  b u rd e n . If i t  i s  a ssu m ed  th a t th e  re c ip ie n ts  

o f g if ts  and b e q u e s ts  ten d  to  o ccu p y  the  sam e cr a d ja c e n t incom e 

c la s s e s  a s  the donor o r le g a to r ,  i t  d o e s  no t m a tte r  much for our 

p u rp o ses  vupon whom th e  fina l b u rden  of th e s e  ta x e s  a c tu a lly  r e s t s .  

The co n ce rn  h e re  is  w ith  th e  ta x  burden  by incom e c l a s s ,  n o t w ith 

i t s  d is tr ib u tio n  am ong in d iv id u a ls ,  par s e .  G ifts  and b e q u e s ts  a re  

g e n e ra lly  m ade to  c lo se  r e la t iv e s  and f r ie n d s , m ost of whom a re  

in  econom ic c irc u m s ta n c e s  s im ila r  to  th e  p e rso n s  m aking th e  g if t 

o r b e q u e s t .  G ifts  and  b e q u e s ts  m ade to  c h a r ita b le  o rg an iza tio n s  

a re  not ta x a b le  and do n o t a f fe c t  th i s  s i tu a t io n ,  ex cep t a s  they  

may b e  m ade re s id u a l b e n e f ic ia r ie s .  In s u c h  a c a s e ,  b e ca u se  

o ther b e n e f ic ia r ie s  a re  g iven  sp e c if ie d  am ounts th e  t a x  is  e ffe c tiv e ly  

borne  out of th e  r e s id u a l  c la im a n t 's  s h a re . How su ch  a  s itu a tio n  

should  b e  tre a te d  in  term s of i t s  im pact on the a llo c a tio n  o f th e  

ta x  burden  b y  incom e c la s s  i s  le f t  to  th e  re a d e r  to  d e c id e .  F in a lly , 

no a cc o u n t is  ta k e n  of any  burden  o f th e  ta x  a ris in g  from i t s  p o s s ib le
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e ffe c ts  on  th e  volum e of sav ing  and  in v estm en t in  the  econom y. 

Only p u re ly  d is tr ib u tio n a l q u e s tio n s  in te r e s t  u s  h e r e .

N e x t, i t  i s  n e c e s s a ry  to  appo rtion  the  e s ta te  and g if t  t a x  

burden among th e  incom e c l a s s e s .  W ith re s p e c t  to  the e s ta te  t a x ,  

we can  lin k  the  am ount of ta x  p a id  to  th e  incom e c la s s e s  by  co r­

re la tin g  th e  s iz e  of e s ta te s  and the  am ount of ta x  paid  w ith  the  

a v e rag e  am ount of to ta l  w ea lth  ow ned by consum er u n its  in  each 

incom e c l a s s .  This is  shown in  T able 1 7 -1 .

TABLE 17-1

WEALTH, INCOME AND ESTATE TAXES 
1952

Incom e C la s s
M ean Total 

W ealth G ro ss  E sta te
E sta te
T axes

1 . $ 0 - 2 ,9 9 9 $ 7 ,609
2 . 3 ,0 0 0 -  4 ,9 9 9 10 ,025 -
3 . 5 ,0 0 0 -  7 ,499 13 ,207 -
4 . 7 ,5 0 0 -  9 ,9 9 9 19 ,131 -
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 28 ,0 2 1 -
6 . 1 5 ,0 0 0 -2 4 ,0 0 0 62 ,9 6 6 $ 6 0 ,0 0 0 -  2 0 0 , 0 0 0 $179 mil
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 291 ,317 2 0 0 ,0 0 0 -  500 ,000 433
8 . 5 0 ,0 0 0 -9 9 ,9 9 9 6 5 3 ,2 2 3 5 0 0 ,0 0 0 -1 ,0 0 0 ,0 0 0 334
9 . 1 0 0 , 000 -a n d  over $ 1 ,6 9 8 ,0 2 1  $1 , 0 0 0 , 000 -a n d  over 895

TOTAL $1 ,8 4 1  m il.

Source: Incom e c la s s e s  and  m ean w e a lth  from D . P ro jec to r and G .
W e is s ,  Survey of F in an c ia l C h a ra c te r is t ic s  of C o n su m ers , o p . c i t . 
p .  110 . G ross E s ta te  s iz e s  and th e  am ount o f e s ta te  ta x e s  p a id  
by e a c h  i s  from J . P echm an , Federa l Tax P o lic y , o p . c i t . . p .  292 .
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No p a rt o f  th e  ta x  is  a ttr ib u te d  to  consum er u n its  in  th e  f i r s t  s ix  

incom e c la s s e s  b e c a u s e  of th e  sm all s iz e  of th e ir  w e a lth . This 

m ethod of a llo c a tio n  i s  a p p ea lin g  a s  long a s  one i s  w illin g  to 

a cc e p t th e  v iew  th a t to ta l  w e a lth  i s  a  good proxy fo r in h e rite d  

w e a lth . U n fo rtu n a te ly , h o w ev er, th is  seem s to  b e  true only  for 

consum er u n its  in  th e  $100 ,000  and o v e r incom e c l a s s .  P ro jec to r 

and W e is s 's  su rv ey  o f  consum er w e a lth  re v e a le d  th a t  in  1952 fu lly  

f if ty -s e v e n  p e rcen t of th e  consum er u n its  in th e  $ 1 0 0 , 0 0 0  and o v er

incom e c la s s  rep o rted  th a t  a  " s u b s ta n t ia l" portion  of th e i r  to ta l

3 . *w ealth  w a s  in h e rite d . In the  n e x t lo w e s t incom e c l a s s ,  $ 5 0 ,0 0 0 -

9 9 ,9 9 9 , on ly  14 p e rc en t of co n su m er u n its  in d ic a te d  th a t  in h e rite d  

a s s e ts  co m p rised  a  " su b s ta n tia l"  po rtion  o f  th e ir  (much sm aller) 

to ta l w e a l th .^  For a l l  th e  o th e r incom e c l a s s e s ,  th is  p e rc en ta g e  

ranged  from th re e  to  e ig h t p e rc e n t .^  T h u s , i t  seem s th a t only 

consum er u n its  in  th e  topm ost incom e c la s s  re c e iv e d  w ea lth  t r a n s ­

fe rs  th a t  might c o n ce iv a b ly  have  b een  ta x e d  by th e  fed e ra l e s t a t e  

ta x .  This view  is  in  a cc o rd a n ce  w ith th e  g e n e ra l e f fe c t  of th e  ta x ,  

w here  e x e m p tio n s , d ed u ctio n s  a id  lo o p h o le s  re d u c e  the am ount of 

ta x  due to  in s ig n if ic a n c e  ex cep t fo r th e  v e ry  la rg e s t  e s t a t e s .  In 

1952, fo r ex am p le , e s ta te s  o f one  m illion  d o lla rs  or more acco u n ted

3
P ro jec to r an d  W e is s ,  o p . c i t .  ,  p .  148 .

4 Ib id . 5 Ib id .
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fo r on ly  th re e  p e rc en t o f  ta x a b le  e s ta te  re tu rn s  b u t acco u n ted  for 

48 percen t of th e  e s ta te  ta x e s  p a id . In  l ig h t of th e  p reced ing  

co m m en ts , i t  seem s s e n s ib le  to  c re d it th e  en tire  $1 ,841  m illion  

in e s ta te  ta x e s  p a id  in  19S2 to  the  $100 ,000  and o v e r incom e 

c l a s s .

W ith reg ard  to  the $183 m illion in  fe d e ra l g if t  ta x  paid  in  

1962 , i t  seem s b e s t  to  a ttr ib u te  th e  e n tire  sum to  th e  topm ost in ­

com e c l a s s ,  to o . This is  b a s e d  on th e  fa c t  th a t  p re s e n t exem ptions 

and d ed u c tio n s  re s u lt  in  g ift ta x  l ia b i l i ty  o n ly  in  th o se  c a s e s  w here  

tru ly  s u b s ta n tia l  sum s a re  tra n s fe r re d . For ex am p le , abou t 78 

percen t of th e  g ift ta x  p a id  in  1952 w as on ta x a b le  g if ts  in  e x c e s s  

of $ 1 0 0 ,0 0 0 . Only co n su m er u n its  a t th e  p in n ac le  o f th e  w ea lth  

and incom e pyram id cou ld  afford  to  make su ch  t ra n s fe rs .

^P echm an , Fe d e ra l Tax P o lic y , o p . c i t . .  p .  292 .

^ Ib id  .  ,  p . 29 3 .



CHAPTER XVIII

PAYROLL TAXES

B ecause of th e  grow th o f b e n e f its  and  th e  e x ten s io n  of 

c o v e ra g e , fed e ra l payro ll ta x e s  d e s ig n e d  to  co v er the  c o s t  of 

S ocia l S e c u rity , R ailroad R etirem en t, C iv il S erv ice  (federal) R etire­

m ent and  U nem ploym ent In su ra n ce  loom  la rg e r  th an  ev er b e fo re  in
i

th e  fed e ra l rev en u e  p ic tu re . About tw en ty  p e rc e n t of fe d e ra l ta x  

rev en u es  w ere  d e riv ed  from p ay ro ll ta x e s  in  1952 . T axes le v ie d  

to  fin an ce  th e s e  so c ia l in su ra n c e  program s a re  earm arked  ta x e s ,  

th e  rev en u e  from th e  ta x e s  on p ay ro lls  d o e s  no t c o n s ti tu te  p a rt of 

th e  T rea su ry 's  g en e ra l fund b u t in s te a d  i s  a ttr ib u te d  to  th e  v a rio u s  

sp e c ia l t ru s t  funds e s ta b lis h e d  fo r th e s e  p rog ram s.

Before co n sid erin g  th e s e  ta x e s  in  an y  d e ta i l ,  w e m ust f i r s t  

d e c id e  w h e th er o r no t th e y  ough t to  b e  c o n sid e red  in  th is  study 

a t  a l l .  Our a ttem p t to  m easu re  the  fed e ra l ta x  burden  by incom e 

c la s s  is  d e s ig n e d  to  m ake i t  p o s s ib le  to  com pare th e  d is tr ib u tio n  

of in te re s t  b e n e f its  a r is in g  from the  n eed  to  p ay  in te re s t  on a  la rg e  

d eb t w ith  the  burden of ta x a tio n  le v ie d  to  pay  th a t in te r e s t .  To 

th a t  p u rpose  w e h av e  exam ined  th e  p e rso n a l and co rp o ra te  incom e

245
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t a x ,  th e  fe d e ra l e x c i s e s ,  and e s ta te  and  g if t t a x e s .  The in c lu s io n  

of th e s e  ta x e s  in th is  s tu d y  is  beyond q u e s tio n  b e c a u s e  th e y  axe 

th e  so u rce  (along w ith  borrow ing) of the  g en e ra l T reasu ry  rev en u es  

out of w hich  in te r e s t  on the  n a tio n a l d e b t i s  p a id . But payro ll 

ta x e s  a re  earm arked  for th e  p ro v is io n  of so c ia l w e lfa re  b e n e f i ts ,  

not in te re s t  paym ents o n  the  d e b t. The on ly  w ay th a t  payro ll ta x  

re c e ip ts  could  find  th e i r  w ay in to  the g en era l fund i s  i f  t r u s t  fund 

ta x  re c e ip ts  ex ceed  cu rren t d isb u rsem e n ts  and the  su rp lu s  is  u se d  

to  acq u ire  T reasu ry  s e c u r i t i e s .  In d e e d , th is  u s u a lly  d o e s  occur 

and is  th e  b a s is ,  of th e  more than  fo rty  b il l io n  d o lla rs  in  T reasury  

is s u e s  h e ld  by th e  Social S e c u rity , R ailroad R etirem en t, C iv il 

S erv ice  R etirem ent and U nem ploym ent In su ra n ce  T rust Funds in 

1952. H ow ever, in  1952 d isb u rsem e n ts  o f th e  S ocia l S ecu rity  and 

R ailroad Trust Funds ex ceed ed  cu rren t ta x  c o n tr ib u tio n s , th e  d e f ic it  

b e in g  c lo se d  by in te r e s t  paym ents  on T reasu ry  is s u e s  an d  l iq u id a ­

tion  of some T reasu ry  h o ld in g s  (se e  T ab le  5 -2 ) ,  The C iv il S erv ice  

Retirem ent, and U nem ploym ent In su ran ce  T rust F u n d s ,  h o w ev er, w ere  

bo th  in  su rp lu s  (e x c lu s iv e  of in te r e s t  incom e) in  1962 an d  th u s  co n ­

tr ib u ted  to  g e n e ra l fund  re v e n u e s  v ia  a c q u is itio n  of T reasury  

s e c u r it ie s  (Table 5 -2 ) . In d e e d , th e  r a te s  and b a s e  of th e s e  fe d ­

e ra l p ay ro ll ta x e s  i s  d e s ig n e d  so  th a t  the  t ru s t  funds g e n e ra lly
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o p era te  a t  a su rp lu s  in  o rd e r to  provide a f in a n c ia l re s e rv e .  The 

d e f ic its  o f 1962 are u n u s u a l ,  and ra te s  an d  b a s e  w ere  ad ju s ted  

upw ard in  su cceed in g  y e a rs  to  p rov ide su ch  s u rp lu s e s .  N ev erth e ­

l e s s ,  a s  no ted  in C h ap ter X tll th e  f a c t  th a t a ll  o f  th e  ta x  re c e ip ts  

of th e  so c ia l  s e c u r ity  a n d  ra ilro a d  t ru s t  funds w ere  u se d  to  pay 

b e n e f ic ia r ie s  in  1952 m eans th a t  no p a rt o f th e s e  ta x e s  could  p o s ­

s ib ly  h av e  go tten  in to  th e  g en era l fund of th e  T reasu ry  to  b e  u se d  

to  pay  in te re s t  on th e  n a tio n a l d e b t .  T h e re fo re , th e  payro ll ta x e s  

le v ie d  to  fin an ce  so c ia l se c u rity  and ra ilro a d  re tire m e n t m ust b e  

excluded  from fu rther c o n s id e ra tio n  in  th e  ta x - t r a n s fe r  p ro c e s s .

As a ls o  n o ted  in C hap ter XII£ th e  C iv il S erv ice  R etirem ent and 

U nem ploym ent In su ran ce  T rust Funds bo th  c o lle c te d  m ore in payro ll 

ta x e s  th a n  th ey  d isb u rse d  in b e n e f it  p a y m en ts . I t  i s  th e  amount 

of th e  re su ltin g  s u rp lu s e s ,  $710 m illion  for th e  C iv il S erv ice  T rust 

Fund and $260 m illion  fo r the  U nem ploym ent T rust F u n d , th a t  re p ­

re s e n ts  th e  only  p a rt of fe d e ra l pay ro ll ta x e s  th a t  m ust be a l lo ­

c a te d  among th e .in c o m e  c l a s s e s . ^  T he n a tu re  o f t i ie s e  ta x e s  isf

such  th a t  o n e -h a lf  o f  th e  re tire m e n t lev y  i s  p a id  by th e  em ployee 

and o n e -h a lf  b y  th e  em ployer; and all of th e  unem ploym ent in su ra n ce  

payro ll ta x  is  p a id  b y  th e  em ployer. But th e  po in t o f  ta x  im pact 

d o e s  no t n e c e s sa r ily  in d ic a te  th e  p o in t of in c id e n c e , and i t  i s  to  

th is  q u es tio n  th a t we tu rn  our a tte n tio n  n e x t .

2T able 5 -2 .
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In c id en ce  of th e  Payroll T axes

The p o s s ib i l i ty  of sh iftin g  the  pay ro ll ta x  seem s m o st l ik e ly  

w ith  r e s p e c t  to  th e  e m p lo y e es  sh a re / w here  m arke t tra n sa c tio n s  

make i t  p o s s ib le  to  sh if t  p a r t or a ll  of th e  ta x  backw ard  to  .labor 

in  th e  form of low er w ag es  o r forw ard to  consum ers in  th e  form of 

h ig h er p r ic e s .  In a d d it io n / t ra d e  un ions may dem and and re c e iv e  

com pensa ting  w age in c re a s e s  to  cover th e  c o s t  of em ployee c o n ­

tr ib u tio n s  to  so c ia l in su ra n c e  p ro g ram s, th u s  p a s s in g  th e  e m p lo y ee 's  

sh are  to  em ployers and  th e n c e , p e rh a p s , to c o n su m e rs , But th e  

w id esp read  im pact of th e  p ay ro ll ta x  m ak es  i t  p ra c tic a lly  im p o ss ib le  

fo r lab o r to m ig ra te  to  u n taxed  a re a s  to av o id  paym ent of the  t a x .

"T hus, lik e  th e  personal incom e t a x ,  th e  em ployee payro ll ta x  is
3

no t sh if te d  a id  is  p robab ly  borne by th o s e  who pay  i t . "  In h is
4

ta x  a llo c a tio n  a n a ly s i s .  P ro fe sso r M usgrave a l s o  a c c e p ts  th is  v ie w .

The em p lo y e r 's  share  of th e  ta x  i s  m are d iff ic u lt to  a n a ly z e . It 

w ill r a is e  th e  m arginal c o s t  of h iring  lab o r a n d , o th e r th in g s  e q u a l ,  

le a d  to  a  s u b s titu tio n  in  consum ption  a g a in s t la b o r in te n s iv e  g o o d s , 

and in  th e  lo n g -ru n  a  s u b s titu tio n  in  p ro d u c tio n . G oods and  s e r ­

v ic e s  p roduced  w ith  r e la t iv e ly  mere labo r w ill r is e  in  p r ic e  and 

th e re  w ill b e  a  red u c tio n  in  em ploym ent and ou tput in  th e s e  in d u s tr ie s .

^J . Pechm an , F ed era l Tax P o lic y , o p . c l t . ,  p .  169 .
4

R. A. M usgrave  e t  a l . ,  "D is trib u tio n  o f Tax Paym ents by Incom e 
G roups: A C a se  Study for 1 9 4 8 ,"  N ational Tax Jou rna l. IV (M arch ,
1951), p .  2 3 .
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As equipm ent w e a rs  out and i t  b eco m es p o s s ib le  to  rea rran g e  th e  

te c h n iq u e s  o f p ro d u c tio n , re la tiv e ly  le s s  lab o r w ill b e  em ployed 

w herever p o s s ib le .  The e la s t ic i ty  of su b s titu tio n  o v e r th e  en tire  

ran g e  of in d u s try  w ill govern  th is  e ffe c t b e c a u se  the  ta x  im pact 

fa l ls  on  the use  of lab o r in  a lm o st every  em ploym ent. Those .in­

d u s tr ie s  l e a s t  ab le  to  re p la c e  la b o r w ith  c a p ita l in the  long run 

w ill su ffe r a  re la t iv e  d e c l in e .  The la b o r th a t i s  d isp la c e d  by 

th e se  su b s titu tio n  e f fe c ts  w ill s e rv e  to  p re s s  dow n th e  le v e l of 

w ag es  u n til th e  w a g e , g ro ss  of th e  t a x ,  eq u a ls  th e  p re - ta x  w a g e .

In th is  n e o - c la s s ic a l  w o rld , lab o r w ill b e a r  th e  e n tire  b u rden  of 

th e  ta x ,  the  em p lo y e r's  sh a re  a s  w e ll a s  th e  e m p lo y e e 's . This 

a ssu m es  an in e la s t ic  g e n e ra l sup p ly  of la b o r , not an  u n re a lis t ic  

a s su m p tio n , and a re a so n a b le  d e g re e  of co m p etitio n . But th e  

modern econom ic la n d sc a p e  i s  c h a ra c te r iz e d  by dow nw ard in f le x ib il ity  

of th e  w age r a te .  Any r is e  in  w age c o s ts  th a t  re q u ire s  a fa ll  in 

w ag es  to  en su re  fu ll em ploym ent i s  not l ik e ly  to  come abou t and 

unem ploym ent w ill l ik e ly  p e r s is t  w ithou t a  fa ll in  w a g e s . F inns 

w ill m erely  b a ck  up th e ir la b o r dem and cu rv es  u n til m arg ina l rev e n u e  

p ro d u c tiv ity  e q u a ls  th e  h igher c o s t  of la b o r . I f ,  how ever, p u b lic  

po licy  is  com m itted  to  th e  m a in ten an ce  of fu ll em ploym ent (a 

lik e ly  c a s e ) ,  m acro -econom ic  a d ju s tm en ts  in  th e  le v e l of ag g reg a te  

dem and c a n  p reven t unem ploym ent and  fa c il i ta te  forw ard sh iftin g  of 

th e  ta x ,  A r i s e  in th e  g en era l le v e l  of dem and w ill r a i s e  th e  dem and
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cu rve  for goods and s a 'v ic e s  and thus la b o r 's  m arginal re v e n u e  

p ro d u c tiv ity , b lu n tin g  o r  o ffse ttin g  e n tire ly  th e  em ploym ent e f fe c ts  

of h igher la b o r c o s t s .  E m ployer's w ill b e  ab le  to p a s s  a long  to  

consum ers m ost o r  a l l  of th e  h ig h er c o s t  of la b o r in  th e  farm of 

h ig h er p r ic e s .  In th is  c a s e  th e  ta x  w ill be  borne in  a cco rd an ce  

w ith  th e  consum ption  of goods and  s e r v ic e s ,  much lik e  a s a le s  

ta x .  N ote  th a t here  w e a re  sp eak in g  of the  forw ard  sh iftin g  of 

the  em p lo y er's  sh a re  of th e  ta x ,  i t  s t i l l  being  a ssu m ed  th a t  th e  

em ployee sh are  is  u n sh if te d . F in a lly , th e  fa ilu re  of em p lo y e r 's  to 

sh if t  a l l  of th e  ta x  forw ard or b ackw ard  may m ean th a t  som e p art 

of i t  r e s t s  on  p ro f its . But g iven  th e  two d ire c tio n s  in w hich 

sh iftin g  i s  p o s s ib le ,  and l ik e ly ,  and not in co m p a tib le , i t  seem s 

u n lik e ly  th a t  p ro fits  b e a r  an y  bu rd en  of th e  ta x .  A cco rd in g ly , we 

m ust d e c id e  w hether to  a l lo c a te  th e  e n tire  ta x  on p a y ro lls  accord ing  

to  the  d is tr ib u tio n  of s o c ia l in s u ra n c e  co n trib u tio n s  by incom e c la s s  

(backw ard sh iftin g ) o r ,  to  a llo c a te  th e  em ployee sh are  acco rd in g  to  

Social In su ra n ce  c o n trib u tio n s  and  th e  em p lo y e r 's  sh a re  accord ing  

to  consum ption  by  incom e c la s s  (forw ard s h if tin g ) . F o rtu n a te ly , 

h o w ev er, th e  tw o a lte rn a tiv e s  in d e x es  of d is tr ib u tio n  do not d iffer 

d r a s t ic a l ly ,  in  term s c£ th e  p e rc e n ta g e s  a ttr ib u ta b le  to  e ac h  income 

c l a s s .

Turning s p e c if ic a lly  to  th e  a llo c a tio n  am ong th e  incom e 

c la s s e s  of th e  $970 m illion  in  fed era l p ay ro ll ta x e s  th a t  w e re  p a rt



of th e  ta x - t r a n s fe r  m echanism  in  19 5 2 , $355 m illion  w as p a id  by 

em ployees (o n e -h a lf  o f th e  C iv il S erv ice  R etirem ent T rust Fund 

su rp lu s); em p lo y er's  p a id  a to ta l  of $515 m illio n , th e  o ther h a lf  

of the re tirem en t s u rp lu s , p lu s  th e  unem ploym ent in su ra n ce  payro ll 

ta x  su rp lu s  of $260 m illio n )„ The em ployee sh a re  is  a ssu m ed  to  

be borne by lab o r in  p ro p o rtio n  to  th e  co n trib u tio n s  m ade to  so c ia l 

in s u ra n c e  p ro g ra m s , th e  in d ex  d ev e lo p ed  in  Table 2 -2 1 . If th e  

em p lo y e r 's  sh a re  i s  a ssu m ed  to b e  sh if te d  backw ard  to  la b o r , i t  

is  a l lo c a b le  accord ing  to  th e  sam e b a s is  a s  the  em ployee s h a re . 

This is  show n in T able 18-1 a s  assu m p tio n  L , w here  th e  en tire  

am ount of payro ll ta x e s  b e ing  c o n sid e red  is  a llo c a te d  acco rd in g  to  

th e  d is tr ib u tio n  of s o c ia l  in su ra n c e  c o n tr ib u tio n s . I f ,  on th e  

o ther h an d , th e  em p lo y e r's  sh a re  is  su p p o sed  to  be  sh if te d  fo r­

w ard in  th e  form of h ig h e r p r ic e s  to  c o n su m e rs , i t  m ust b e  a p ­

po rtioned  in a cc o rd a n ce  w ith  th e  d is tr ib u tio n  of consum ption  e x ­

p e n d itu re s  by  incom e c l a s s .  This is  show n a s  assu m p tio n  K in  

Table 1 8 -1 , w here th e  em ployee sh are  i s  s t i l l  a ssu m ed  tp b e  

borne by  lab o r in  a cc o rd a n ce  w ith  s o c ia l  in su ra n c e  c o n tr ib u tio n s . 

N ote th e  on ly  s l ig h t  d iffe ren ce  in  th e  p e rc en ta g e  a llo c a tio n  o f  th e  

ta x  b u rd en  by  incom e c la s s  u n d e r th e s e  two a ssu m p tio n s  in  

Table 1 8 -1 . This i s  due to  the  fa c t  th a t m ost w ag es  a re  consum ed 

and th u s  th e  t a x  h its  la b o r e ith e r  in  i t s  ro le  a s  a  fac to r o f  p roduc­

tio n  or a s  a  co n su m er.



TABLE 18-1

ALLOCATION OF FEDERAL PAYROLL TAXES 
(1962)

(Amounts in  M illions)

A ssum ption L A ssum ption K
Tax Borne E ntire ly  b y  Labor Employer Share Shifted Forward

Incom e C la s s  Amount P ercen t Amount P ercen t

1 . $ 0 -  2 ,999 $ 4 4 .6 4 .6 $ 8 2 .7 8 .5
2 . 3 ,0 0 0 -  4 ,9 9 9 137 .7 14 .2 14 0 .2 14 .5
3 . 5 ,0 0 0 -  7 ,4 9 9 2 4 7 .4 2 5 .5 225*8 2 3 .3
4 . 7 ,5 0 0 -  9 ,9 9 9 24 1 .5 2 4 .9 2 1 8 .2 22 .5
5 . 1 0 ,0 0 0 -1 4 ,9 9 9 2 1 0 .5 2 1 .7 192 .0 19 .8
6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 3 .1 6 .5 6 3 .1 6 .5
7 . 2 5 ,0 0 0 -4 9 ,9 9 9 15 .5 1 .6 1 9 .8 2 . 0
8 a 5 0 ,0 0 0 -9 9 ,9 9 9 6 . 8 0 .7 13 .6 1 .4
9 . 1 0 0 ,0 0 0 -an d  over 2 t 9 0 .3 1 4 .6 1 .5

TOTAL $970 .0 1 0 0 .0 $970 .0 1 0 0 .0

Note:
The fed era l payro ll ta x e s a l lo c a te d  in  Table 18-1 c o n s is t  on ly  of th e  su rp lu s  of ta x  re c e ip ts

o v er d isb u rsem en ts  o f  th e  C iv il S erv ice  Retirem ent and Unemployment In su ran ce  Trust Fund s .

Source: U nder assu m p tio n  L , th e  e n tire  am ount of ta x  i s  a llo c a te d  am ong th e  incom e c la s s e s
accord ing  to  d ie  d is tr ib u tio n  of co n trib u tio n s  to  so c ia l in s u ra n c e , from Table 2 -2 1 . A ssum ption K 
a l lo c a te s  $355 m illion  acco rd in g  to  s o c ia l  in su ra n ce  c o n tr ib u tio n s , and $615 m illion  acco rd in g  
to  consum ption by incom e c l a s s ,  from Table 2 -1 3 . The to ta l  amount of ta x e s  a llo c a te d  is  from 
T able  1 3 -1 .
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CHAPTER XIX

SUMMARY CF TAX BURDEN ALLOCATION

Table 19-1 sum m arizes th e  a llo c a tio n  of the  ta x  burden  by 

incom e c la s s  th a t  is  c a rr ie d  out in  d e ta i l  in  C h ap te rs  13 through 

18 . The am ount of e ach  fed e ra l ta x  a ttr ib u te d  to  e a c h  incom e 

c la s s  and th e  to ta l  amount of a l l  ta x e s  a ttr ib u te d  to  each  c la s s  

is  show n . N ote th a t  th e  am ount o f  e x c is e  ta x e s  a llo c a te d  e x ­

c lu d es  ta x e s  earm arked  fo r  th e  H ighw ay T rust F u n d . The p ay ro ll 

ta x  is  d is tr ib u te d  accord ing  to our tw o a lte rn a tiv e  a s su m p tio n s ,

L, th a t la b o r b e a rs  the  en tire  burden  of th e  ta x ,  and K, th a t  th e  

em p lo y er's  sh a re  is  sh ifted  forw ard to  co n su m e rs . In  th e  to ta l 

co lu m n , ho w ev er, th e  am ount of ta x e s  a ttr ib u te d  to  each  incom e 

c la s s  in c lu d e s  o n ly  th e  p ay ro ll ta x  a llo c a te d  on  the  a ssu m p tio n  

th a t it  i s  borne by  la b o r , i . e . ,  a ssu m p tio n  L . This is  done b e ­

ca u se  th e  e ffe c t of th e  a lte rn a tiv e  a ssu m p tio n  o n  the to ta l ta x  

b urden  a llo tte d  to  each  in co m e c l a s s  i s  t r iv ia l ,  th e  ch ange  in th e  

sm all am ount of payro ll ta x  b e in g  d is tr ib u te d  is  sw am ped by  the

huge am ount of other t a x e s .  In d e e d , th e  p e rc en ta g e  d is tr ib u tio n
(

of the to ta l  t a x  b u rd en  by incom e c la s s  (not show n in T able 19-1)
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is  e x a c tly  th e  sam e  under e ith e r p ay ro ll ta x  a ssu m p tio n . For th is  

r e a s o n , th e  p e rc e n ta g e  d is tr ib u tio n  o f the  ta x  burden u sed  in co n ­

clud ing  C h ap ter 20 u t i l iz e s  o n ly  a ssu m p tio n  L. If  a ll  th e  fed e ra l 

payro ll ta x e s  c o lle c te d  in  1952, abou t $20 b i l l io n ,  w ere  a llo c a te d  

in s te a d  of ju s t  th e  e x c e s s  of ta x e s  over e x p en d itu res  for the  tru s t  

funds fin an ced  by pay ro ll t a x e s ,  the  e f fe c t  of th e  a lte rn a tiv e  a s ­

sum ptions about th e  in c id e n ce  of the  p ay ro ll ta x  w ou ld  b e  more 

a p p a re n t. *

^S ta t is t ic a l  A b s tra c t . 1954. o p .  c i t . .  p .  3 3 8 ,



TABLE 19-1

SUMMARY OF TAX BURDEN ALLOCATION 
1952

(Amounts in M illions)

Ind iv idual C orporate
1

E xcise G ift and
2

Payroll O
Incom e C la s s Income Tax Incom e Tax T axes E sta te  Taxes L Ta x es  K TOTAL'3

1. $ 0 -  2 ,9 9 9 $ 7 7 1 .0 $ 612 .9 $ 1 ,1 9 2 .8 $ 4 4 .6 $ 8 2 .7 $ 2 ,6 2 1 .3

2 . 3 ,0 0 0 -  4 ,9 9 9 2 ,812*0 6 5 8 .3 1 ,6 1 2 ,4 137 .7 140.2 5 ,2 2 0 .4

3 . 5 ,0 0 0 - ' 7 ,4 9 9 5 ,9 6 4 .0 1 ,3 8 4 .7 2 ,4 2 9 .6 2 4 7 .4 225 .8 1 1 ,0 2 5 .7

4 . 7 ,5 0 0 -  9 ,9 9 9 6 ,7 7 6 .0 1 ,9 5 2 .2 2 ,3 3 0 .3 241 .5 218 .2 1 1 ,3 0 0 .0

5 . 1 0 ,0 0 0 ,1 4 ,9 9 9 8 ,1 5 9 .0 2 ,3 3 3 .5 2 ,0 6 5 .2 2 1 0 .5 192 .0 1 2 ,8 1 8 .2

6 . 1 5 ,0 0 0 -1 4 ,9 9 9 7 ,4 2 2 .0 1 ,7 4 7 .9 717 .9 6 3 .1 5 3 .1 9 ,9 5 0 .9

7 . 2 5 ,0 0 0 -4 9 ,0 0 0 5 ,3 2 5 .0 2 ,9 9 6 .4 25 4 .0 1 5 .5 19 .8 8 ,5 9 0 .0

8 . 5 0 ,0 0 0 -9 9 ,9 9 9 2 ,7 2 4 .0 198 .8 6 . 8 1 3 .6 )
5 ,4 7 1 .0 ) 1 8 ,9 1 0 .6

9 . 1 0 0 , 000-a n d  over 8 ,2 4 0 .0 243 .0 $ 2 ,0 2 4 .0 ... 2 .9 . 1 4 .6 J
TOTAL $ 4 3 ,7 0 0 .0 $ 2 2 ,7 0 0 .0 $ 1 1 ,0 4 4 .0 $ 2 ,0 2 4 .0 $970 .0 $970 .0 $ 8 0 ,4 3 3 .0
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TABLE 19-1  (C ontinued)

E xcludes $ 3 ,1 2 7  m illion  in  e x c is e  ta x e s  earm arked  for H ighw ay 
Trust Fund.

2
C o n s is ts  o n ly  of th e  su rp lus of ta x  re c e ip ts  over e x p en d itu res  

of th e  C iv il S erv ice  R etirem ent and  U nem ploym ent In su ra n ce  T rust 
F u n d s .

3
The to ta l  show n in c lu d e s  th e  payro ll ta x  a llo c a te d  under 

assu m p tio n  L (all bo rne  by  la b o r) .

N ote:
W ith re s p e c t  to  p ay ro ll t a x e s ,  L a l lo c a te s  th e  ta x  on th e  a s ­

sum ption  i t  is  bo rne  e n tire ly  by la b o r  (so c ia l in su ra n ce  co n trib u tio n s  
is  th e  in d ex  u sed ); K a ssu m e s  th a t  th e  em p lo y er's  sh a re  i s  sh if te d  
forw ard to co n su m ers  and  is a l lo c a te d  acco rd in g  to consum ption  by 
incom e c la s s ,  w ith  th e  em ployee share  s t i l l  a ssu m ed  to  b e  borne 
by la b o r .

Source: T ab les  1 4 -1 , 1 5 -1 , 16-1 and  1 8 -1 . E s ta te  and g ift ta x e s
a llo c a te d  to  topm ost incom e c l a s s ,  acco rd in g  to  th e  d is c u s s io n  in 
C h ap ter 17.



CHAPTER XX

SUMMARY AND CONCLUSIONS

Now th a t  w e have com pleted  th e  a llo c a tio n  among th e  incom e 

c la s s e s  o f  th e  in te re s t  b e n e f its  o f  th e  d eb t and th e  ta x  b u rd en , we 

a re  in a p o s itio n  to  sum m arize and  draw  up our c o n c lu s io n s .

Table 20-1  com pares th e  d is tr ib u tio n  of th e  in te re s t  and ta x e s  in  

1952. The a b so lu te  and re la tiv e  am ounts of each  a ttr ib u te d  to  

e ac h  incom e c la s s  i s  show n. B ecause th e  to ta l  am ount of ta x e s  

is  much g re a te r  th a n  th e  am ount of in te re s t  in v o lv e d , the  ab so lu te  

am ounts are not d ire c tly  co m p arab le . If w e w an ted  to com pare the  

a b so lu te  am ounts w e w ould f i r s t  have  to  a llow  fo r th e  fa c t th a t 

about 7 .5  p e rc en t of fed e ra l e x p en d itu re s  in 1962 w ere fin anced  

by  borrow ing , and th e re fo re  a b o u t 7 .5  p e rcen t of in te re s t  paym ents 

w ere  not due to  ta x a tio n  bu t to  fu rther d eb t c re a t io n .  ̂ The reduced  

am ount o f  in te r e s t  a l lo c a b le  ($ 6 ,7 5 8  m illion) cou ld  then  b e  e x p re sse d  

a s  a  p e rcen t of to ta l fed era l ta x e s  ($6 ,758  7 $ 8 0 ,4 3 8  = 8 .4  p e r­

cen t); th is  p e rc e n t w ould  th en  re p re se n t th e  frac tio n  of the to ta l

1
S ta tis t ic a l  A b s tra c t. 1954. o p . c i t . ,  p .  392 .
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TABLE 20-1

INTEREST BENEFIT AND TAX BURDEN 
1962

(Amounts in  M illions)

In te re s t B enefit Tax Burden
1

A ssum ption C A ssum ption E

Income C la ss Amount P ercen t Amount P ercen t Amount P ercen t

1 . $ 0 -  2 ,9 9 9 $ 982 .6 13 .4 $ 9 5 2 .7 13 .1 $ 2 ,6 2 1 .3 3 .3

2 . 3 ,0 0 0 -  4 ,9 9 9 8 3 3 .0 1 1 .4 798 .1 1 0 .9 5 ,2 2 0 .4 6 .5

3. 5 ,0 0 0 -  7 ,4 9 9 9 4 2 .2 12 .9 895 .8 1 2 .3 1 1 ,0 2 5 .7 13 .7

4 . 7 ,5 0 0 -  9 ,9 9 9 95 6 .8 13 .2 92 6 .6 1 2 .7 1 1 ,3 0 0 .0 14 .0

5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 ,0 3 2 .3 14 .2 1 ,0 0 5 .2 1 3 .7 1 2 ,8 1 8 .2 15.9

6 . 1 5 ,0 0 0 -1 4 ,9 9 9 693 .7 9 .5 69 8 .0 9 .6 9 ,9 5 0 .9 12 .4

7. 2 5 ,0 0 0 -4 9 ,9 9 9 497 .9 6 . 8 532 .1 7 .3 8 ,5 9 0 .9 10 .7

8 .

9 .

5 0 ,0 0 0 -9 9 ,9 9 9  

10 0 , 000 -a n d  over

695 .5

662 .0

9 .5

9 .1

737 .1

7 4 9 .4

1 0 . 1)
)

10*3)
1 8 ,9 1 0 .6 2 3 .5

TOTAL 
U .S . G overnm ent & 
Foreign In te re s t 

GRAND TOTAL

$ 7 ,3 0 6 .0

1 .6 6 2 .0
$ 8 ,9 6 8 .0

1 0 0 . 0 $ 7 ,3 0 6 .0

1 ,6 6 2 .0
$ 8 ,9 6 8 .0

1 0 0 . 0 $ 8 0 ,4 3 8 .0 1 0 0 . 0 259
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TABLE 20-1 (C ontinued)

A ssum ption C a ttr ib u te s  im p lic it in te r e s t  on b u s in e s s -o w n e d  
dem and d e p o s its  to  c o n su m ers .

A ssum ption E a t tr ib u te s  im p lic it in te r e s t  on b u s in e s s -o w n e d  
dem and d e p o s its  to  ow ners o f f irm s .

1The ta x  burden  in c lu d e s  th e  p ay ro ll ta x  a l lo c a te d  on th e  assu m p  
tio n  th a t i t  is  borne en tire ly  by la b o r .

Source: T ab les 12-1  and 1 9 -1 .
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am ount of ta x e s  a ttr ib u te d  to  each  in co m e c la s s  in  T ab le  20-1  

th a t  is  due to  the  n eed  to  se rv ice  th e  n a tio n a l d e b t. H ow ever, 

i t  i s  more .in teresting  and  g en era l to  fo cu s  a tte n tio n  on the  r e la ­

tiv e  d is tr ib u tio n  of th e  in te re s t  and ta x e s .  Of c o u rs e , th e  p e r­

c en ta g e  d is tr ib u tio n  of th e  in te re s t  b e n e f it or ta x  burdaa.w suld b e  

the  sam e re g a rd le s s  of w h e th e r th e  to ta l am ount of each  or the  

red u ced  am ount w as c o n s id e re d , b ecau se  th e  am ount o f each  a t­

tr ib u ted  to  e ac h  incom e c la s s  w ould  be  red u ced  by  a  c o n s ta n t 

p ro po rtion .

The two a lte rn a t iv e  a ssu m p tio n s  em ployed a b o u t th e  d is tr ib u ­

tio n  o f th e  in te r e s t  b e n e f it  a re  p re se n te d  in Table 2 0 -1 . A ssum p­

tio n  C a ttr ib u te s  the  im p lic it in te re s t  on b u s in e s s -o w n e d  dem and 

d e p o s its  ($319 .7  m illion) to  th e  cu sto m ers  o f  firm s and  d is tr ib u te s  

it  acco rd ing  to  consum ption  by incom e c l a s s .  A ssum ption E a t­

tr ib u te s  the  sam e am ount to  th e  ow n ers  of f irm s , d is tr ib u tin g  i t  

acco rd in g  to  the  ow nersh ip  of s to ck  b y  incom e c l a s s .  N ote th a t  

th e  e ffe c t of th e s e  tw o a lte rn a tiv e  a ssu m p tio n s  on th e  o v e ra ll 

d is tr ib u tio n  of in te r e s t  i s  s lig h t b e c a u se  the am ount in v o lv ed  is  

sm all re la t iv e  to  to ta l in te r e s t .  B ut, n e v e r th e le s s ,  th e  e ffe c t i s  

in  the  e x p ec te d  d ire c tio n , i . e . ,  a ssu m p tio n  E re s u lts  in  more 

in te re s t  be ing  a ttr ib u te d  to  th e  upper incom e c l a s s e s .

The ta x  burden  d is tr ib u tio n  show n in  Table 20-1  d is tr ib u te s  

th e  p ay ro ll ta x  acco rd in g  to  th e  assu m p tio n  th a t la b o r b e a rs  the
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e n tire  ta x  (assum ption  L in  T able 1 9 -1 ) . This i s  due  to  th e  fa c t 

th a t  th e  p e rcen tag e  d is tr ib u tio n  is  th e  sam e under e ith e r  of th e  two 

in c id e n ce  a ssu m p tio n s  c o n sid e re d  in  C h ap te r 18 , th a t th e  ta x  is  

borne e n tire ly  by lab o r o r , th a t th e  em p lo y er's  sh are  is  sh ifted  

forw ard to  co n su m e rs .

C o n c lu sio n s

U pon in sp ec tio n  o f Table 2 0 -1 ,  the  in e v ita b le  c o n c lu s io n  th a t 

one a rr iv e s  a t  is  th a t  th e  two lo w e s t incom e c la s s e s  (under $5 ,000) 

a re  a ttr ib u te d  w ith s u b s ta n tia l ly  more o f th e  in te re s t  b e n e fit of the 

d eb t th an  of th e  ta x  burden  to  r a i s e  th e  in te r e s t .  For th e  rem ain ing  

sev e n  incom e c l a s s e s ,  the p e rc e n ta g e  of th e  ta x  burden  a ttr ib u te d  to 

each  c la s s  s lig h tly  e x ce e d s  th e  in te re s t  b e n e f it p e rc e n ta g e , providing 

th e reb y  th e  so u rce  of th e  n e t re d is tr ib u tio n  of incom e in  fav o r of th e  

two lo w e s t c l a s s e s .  T his re s u l t  h o lds w ith  e ith e r of the  two assu m p ­

tio n s  abou t th e  d is tr ib u tio n  o f in te re s t  u sed  in  Table 2 0 -1 . For e x ­

am ple , under a ssu m p tio n  C , th e  f ir s t  tw o c la s s e s  a re  c re d ited  w ith  

2 4 .8  p e rcen t o f  the to ta l  in te r e s t ,  w h ile  under a ssu m p tio n  E , 2 4 .0  

p e rc en t of th e  in te re s t  is  c re d ite d  to  th e s e  tw o c la s s e s ;  the  c o rre s ­

ponding ta x  burden  is  9 .8  p e rc e n t.

T h u s , the  n eed  to  p a y  in te r e s t  on th e  n a t io n a l  d eb t w ould seem  

to  p rov ide  a  m echanism  fo r tra n s fe rr in g  incom e from the u p p er to  th e  

low er incom e c l a s s e s .  This r e s u l t  is  a t v a ria n ce  w ith  w hat som e
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eco n o m ists  b e l ie v e .  As n o ted  in  c h ap te r  1 , bo th  Sam uelson an d  

L em er seem  to  h o ld  tha t o n e  of th e  "burderB" of a  la rg e  n a tio n a l 

d eb t may b e  i t s  ten d en cy  to  c a u s e  ta x e s  to  be p a id  by th e  poor 

in  order to  pay  in te re s t  to  the  r ic h ,  w h ile  M usgrave  and  th e  Com­

m issio n  on M oney and  C red it he ld  th a t n o  re d is tr ib u tio n  ta k e s  

p la c e . The m ajor p rio r em p irica l s tu d y  of th e  re d is tr ib u tiv e  e ffe c ts  

of th e  d e b t, i . e . ,  M ille r , co n clu d ed  th a t in 1945 th e re  w as som e 

s lig h t re d is tr ib u tio n  in  fa v o r  o f  th e  upper incom e c la s s e s ;  56 p e rcen t 

of the  ta x  burden  and 59 p e rcen t o f  the  in te re s t  w as  a ttr ib u te d  by

th a t  study to  th e  o v e r $ 5 ,0 0 3  incom e c la s s  Ithe "upper" incom e

. 2 ! 
c la s s  in  th a t  s tu d y ). T his w hen i t  w as a s su m e d , a s  in  the

p re sen t w o rk , th a t th e  co rp o ra tio n  incom e t a x i s  borne by c a p i ta l .

It w ould seem  th a t  th e  m ain  re a so n  why M ille r d id  not show  any  

re d is tr ib u tio n  in  favo r of th e  under $ 5 ,0 0 3  incom e c la s s  w as h is 

fa ilu re  t o  co n s id e r th e  in te re s t  p a id  on the  ho ld ings of T reasu ry  

i s s u e s  by th e  U .S .  G overnm ent T rust Funds and A gencies  and s ta te  

and lo c a l g o v e rn m en ts . As Table 12-1  s h o w s , bo th  of th e s e  c a te ­

g o r ie s , e s p e c ia l ly  the  fo rm er, a re  im portan t so u rces  of the  to ta l 

am ount of in te re s t  a ttr ib u te d  to  th e  lo w e s t incom e c l a s s e s .  M ore­

o v e r , s in c e  1945 the re la tiv e  and a b so lu te  im portance  o f th e  deb t 

h o ld ings of th e s e  tw o c a te g o rie s  in  th e  to ta l  d eb t s tru c tu re  h a s

2
M ille r , o p . c i t . , p .  133.
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grown c o n s id e ra b ly , adding  to th e ir  p o te n tia l re d is tr ib u tiv e  im p ac t. 

A nother e a r l ie r ,  s im p le r , s tu d y  of th e  re d is tr ib u tiv e  e ffe c ts  of th e  

d eb t in d ic a te d  a n e t re d is tr ib u tio n  in  favor of th e  under $ 5 ,0 0 0  

c la s s  (w ith the co rpora tion  incom e t a x  a lso  b o rn e  by c a p ita l) :

45 percen t of th e  ta x  burden  and 61 p e rcen t of th e  in te r e s t  b e n e -
3

f it  be ing  a ttr ib u te d  to  th a t incom e c l a s s .  But th is  re s u lt  w as 

m ainly due to  the  a ssu m p tio n  th a t th e  ow nersh ip  of th e  deb t w as 

d is tr ib u te d  among th e  incom e c la s s e s  in  th e  sam e w ay a s  w ere
4

dem and d e p o s i t s ,  tim e d e p o s its  and  governm ent s e c u r i t ie s .

Before c o n sid e rin g  o u r  f in d in g s  fu r th e r , le t us p i'esen t them  

d iag ram m atica lly . In w h a t fo llo w s , th e  in te re s t  b e n e f it is  a llo c a te d  

acco rd ing  to  a ssu m p tio n  E in  Table 2 0 -1 . F igure 20-1  show s Lorenz 

cu rvs o f th e  d is tr ib u tio n  o f in te r e s t ,  ta x e s  and incom e. Along the 

h o rizo n ta l a x is  th e  cu m u la tiv e  p e rc e n ta g e  o f  consum er u n its  is  

show n , ran k ed  from  the  lo w e st to th e  h ig h e s t  incom e c l a s s .  Along 

th e  v e r tic a l a x is  th e  cu m u la tiv e  p e rc e n ta g e  o f in te r e s t ,  ta x e s  and 

income is  show n , a lso  ranked  from th e  lo w e s t to  the h ig h e s t incom e

3
C o h en , o p . c i t . . p .  270 . I t shou ld  b e  no ted ' th a t th e  "low er" 

incom e c la s s  in  our s tu d y  (under $5 ,000) i s  re la t iv e ly  low er than  
the sam e money c l a s s  w as  in  1945 b e c a u s e  of the r is e  in  re a l and 
m oney in c o m e s .

4 Ib id t . p p . 2 6 7 -2 7 0 .
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5
c l a s s .  The d iag o n al i s  th e  lin e  of p e rfe c tly  eq u a l d is trib u tio n  , 

i . e . ,  the  am ount o f  in te r e s t ,  ta x e s  or incom e a ttr ib u te d  to  each  co n ­

sum er unit i s  th e  sam e for every  incom e c l a s s .  The further to  th e  

righ t of th e  d iag o n al th a t  the  ac tua l curve of d is tr ib u tio n  l i e s ,  

th e  l e s s  eq u al i s  th e  a llo c a tio n  among consum er u n i ts .  I t i s  c le a r  

from F igure 20-1  th a t th e  ta x  burden i s  th e  l e a s t  e q u a lly  d is tr ib u te d  

of th e  th ree  q u a n t i t ie s ,  re flec tin g  th e  p ro g ress iv e  n a tu re  o f th e  ta x  

sy s te m . For exam ple , th e  lo w e s t  e igh ty  p ercen t of consum er u n its  

a re  a ttr ib u te d  w ith  o n ly  abou t th ir ty - f iv e  p e rcen t of the  to ta l ta x  

b u rd en , but w ith  fo r ty -f iv e  p e rc en t of the  in te re s t  and f if ty -f iv e  

p e rcen t of in co m e . R ed istrib u tio n  in  fav o r of th e  low er c la s s e s  is  

shown by th e  fa c t th a t  th e  curve o f in te re s t  d is trib u tio n  l ie s  to  the  

le f t  of th e  ta x  c u rv e , in d ic a tin g  th a t the  cum ula tive  proportion of 

in te re s t  a ttr ib u te d  to  th e  incom e c la s s e s  a s  w e move from th e  low er 

to  th e  upper c la s s e s  i s  g re a te r  th an  th e  corresponding  proportion  of 

ta x e s .  This means th a t consum er u n its  above any  p a r tic u la r  incom e 

le v e l a re  a ttr ib u te d  w ith  a  g re a te r  proportion  of ta x e s  than  of 

in te r e s t .  Of c o u r s e ,  th e  d is tr ib u tio n  o f b e fo re - ta x  incom e is  more

5
The incom e d is tr ib u tio n  em ployed in  F igure 20-1  i s  a rriv ed  at 

by w eigh ting  th e  m ean am ount of incom e in each  c la s s  by th e  num ­
b e r of consum er u n its  in  each  c la s s  (from T ab les 2 -3  and 2 -1 4 ) .
The re su ltin g  ag g reg a te  am ount of in c o m e , $330 b i l l io n ,  a g re e s  
fav o rab ly  w ith known ag g reg a te  incom e from other s o u rc e s , $387 
b il l io n . U .S . D epartm ent of C om m erce, Survey of C urren t B u s in e s s . 
Ju ly , 1967 , p .  16 .

6
A ta x  cu rve  co in c id en t w ith  th e  in co m e cu rve  w ould in d ic a te  

a  fla t p roportion  ta x ,  w h ile  one to  th e  le f t  o f  th e  incom e lin e  
w ould b e  re g re s s iv e .
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equal th an  is  th e  d is tr ib u tio n  of th e  ta x  burden b e c a u s e  o f th e  p ro - 

g re s s iv ity  of th e  la t te r .  F igure 20-1  a lso  show s th a t  th e  in te re s t  

is  more e q u a lly  d is tr ib u te d  th an  incom e a t  th e  low er incom e le v e l s ,  

bu t the  re v e rse  i s  tru e  a t  th e  upper le v e l s .

An a lte rn a tiv e  d iagram m atic  p re s a l ta t io n  of o u r fin d in g s  is  

p re sen te d  in  F igure 2 0 -2 , Along th e  v e r tic a l a x i s ,  th e  cum ula tive  

p e rc en t of ta x e s  i s  sho w n , a lo n g  th e  h o rizo n ta l a x is  th e  cu m u la tiv e  

p e rc en t of in te r e s t— both  ran k ed  from th e  lo w e s t to  th e  h ig h e s t  in ­

com e c l a s s .  The d iagonal lin e  show s how th e  d is tr ib u tio n  cu rve  

w ould a p p ea r if  th e  am ount o f ta x e s  a ttr ib u te d  to  each  incom e c la s s  

e q u a lled  th e  am ount of in te re s t  a ttr ib u te d  to  e a c h  c l a s s .  The fa c t  

th a t  th e  a c tu a l cu rve  d iv e rg es  from th e  d ia g o n a l in d ic a te s  th a t  r e ­

d is tr ib u tio n  of incom e d o es  in  fa c t ta k e  p la c e .  In  F ig u re  2 0 -2 , 

the d is tr ib u tio n  curve l i e s  e n tire ly  to  th e  r ig h t of the  d ia g o n a l , 

w ith  a  p rom inent b u lg e  a t th e  lo w er e n d . This b u lg e  in d ic a te s  

th a t  a t th e  lo w er end of th e  .income sc a le  the  cum ulation  o f irt e r e s t  

i s  g re a te r  th a n  th e  co rrespond ing  cum ulation  o f  t a x e s ,  i . e . ,  r e d is ­

trib u tio n  in  favo r o f the  lo w e s t incom e c l a s s e s .  Beyond the  lo w e s t 

(f irs t two) incom e c l a s s e s ,  th e  curve i s  p u lled  tow ard  th e  d iagonal 

by the  e ffe c t on the  cu m u la tiv e  to ta ls  of th e  e x c e s s  of ta x  burden 

over in te r e s t  b e n e f it in  th e  h ig h e r c l a s s e s .  Com paring th e  s lo p e  

of th e  d iagonal lin e  ( A T / A 1  = 1) w ith  th a t  o f th e  d is tr ib u tio n  c u rv e ,

7
The cu rve  cou ld  l i e  on e ith e r  s id e  of th e  d iagonal and c ro ss  

o v e r , d ep en d in g  on th e  d eg ree  of re d is tr ib u tio n  in v o lv ed .
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i t  i s  c le a r  th a t  for th e  f ir s t  incom e c la s s  (up to  th e  f i r s t  po in t in  

F igure 20-2) the  in c rem en ta l cum ulation  of in te re s t  i s  much g rea te r 

th an  th a t of t a x e s ,  i . e . ,  th e  s lope  of the  d is tr ib u tio n  curve i s  le s s  

th a n  1 . If the  s lo p e  w are th e  sam e a s  th a t of th e  d ia g o n a l, the 

increm ent in ta x  burden and in te re s t  b e n e fit w ould be  e q u a l .  For 

th e  seco n d  incom e c l a s s ,  the  cu rve  g e ts  s te e p e r  (slope  in c re a se s )  

w hich  in d ic a te s  th a t th e  increm ent in  the ta x  burden  and in te r e s t  

b e n e f it  a re  more n early  e q u a l, b u t w ith  th e  increm ent in in te r e s t  

s t i l l  ex ceed in g  tha t of ta x e s .  That i s ,  th e  slope is  s t i l l  l e s s  th an  

1 , but g re a te r  th an  th e  s lo p e  of th e  f i r s t  lin e  seg m en t. The th ird  

incom e c la s s  (lin e  segm ent) h as  a  s t i l l  s te e p e r  s lo p e , in  th is  c a se  

even  s te e p e r  th an  th e  s lo p e  of th e  d ia g o n a l , in d ic a tin g  th a t  the 

increm ent in  t a x  burden  now e x ce e d s  th e  increm ent in in te r e s t  b e n e ­

f i t .  This c la s s  i s  a ttr ib u te d  w ith  a g re a te r  p roportion  of the  ta x  

burden  th a n  o f the in te re s t  b e n e f i t .  The sam e is  true of th e  rem ain ­

ing  incom e c l a s s e s ,  a s  shown by  th e  s lope  of th e  rem aining lin e  

segm ents and a s  confirm ed in  Table 2 0 -1 .

S till an o th e r g rap h ica l re p re se n ta tio n  of o u r re s u lts  i s  shew n 

in  Figure 2 0 -3 . In th is  figu re  b e fo re - ta x  incom e (the sam e a s  in  

F igure 20-1) i s  cum ulated  a long  th e  h o rizo n ta l a x i s ,  w h ile  ta x e s  

and in te re s t  are cum ulated  along the  v e r t ic a l .  Incom e, ta x e s  and 

in te re s t  a re  a ll cum ulated  from the  lo w e s t to  the  h ig h e s t incom e 

c l a s s .  If in te re s t  cr ta x e s  w ere  d is tr ib u te d  in  e x a c tly  the  same
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p e rc en ta g e  fa sh io n  a s  incom e, th e i r  d is tr ib u tio n  cu rv es  w ould co in ­

c id e  w ith  th e  d iagonal lin e  in  F igure 2 0 -3 , e . g . ,  th o se  re c e iv in g  

th e  lo w e s t te n  p e rcen t of incom e w ould a ls o  b e  a ttr ib u te d  w ith  ten
Q

p e rc en t of th e  in te re s t  cr ta x  b u rd en . The fa c t  th a t  th e  d is tr ib u ­

tio n  cu rv e  fo r ta x e s  l i e s  to  the  r ig h t o f th e  d iagonal in d ic a te s  th e  

p ro g re ss iv e  n a tu re  of the ta x  s y s te m . Up to  abou t the  30th in ­

com e p e rc e n tile , th e  s lo p e  of th e  ta x  curve is  f la t te r  ( le ss) than  

th e  slope of the  d ia g o n a l , in d ica tin g  th a t  th e  increm en tal p e rc e n t­

age  of th e  ta x  burden  is  l e s s  than  the  increm en ta l p e rc en ta g e  of 

in co m e. Beyond th a t p o in t, h ow ever, th e  ta x  cu rve  is  s te e p e r  

th an  the  d ia g o n a l , in d ic a tin g  th e  p ro g re s s io n  in  th e  t a x  system  

a t  th e  upper end  of th e  incom e s c a le .  As far as  th e  d is tr ib u tio n  

o f in te r e s t  is  c o n c e rn e d , i t  i s  l e s s  p ro g re s s iv e ly  d is tr ib u te d  a g a in s t 

in co m e , a s  com pared to  th e  d is tr ib u tio n  o f ta x e s .  In d e e d , i t  i s  r e -  

g re s s iv e ly  d is t r ib u te d ,  w h en ce  the  re d is tr ib u tio n  o f  incom e in  favor 

of the  lo w e s t c l a s s e s .  This re d is tr ib u tio n  is  shown by th e  in te r e s t  

curve ly ing  to  the  l e f t  of the  ta x  c u rv e . The g ap  betw een th e  tw o 

cu rv es  show s th a t the  cu m u la tiv e  p e rc e n ta g e  of ta x e s  i s  l e s s  th an  

th e  cu m ula tive  p e rcen tag e  of in te re s t  a s  one m oves up the  incom e 

s c a le ,  in d ica tin g  th e  e x c e s s  o f in te re s t  b e n e f it  ov er ta x  p a y m e n ts , 

w ith  the gap  narrow ing and f in a lly  d isap p e a rin g  a s  one n e a rs  th e

8
This w ou ld  im ply a f la t ra te  p roportional ta x  sy s te m .



top of th e  incom e la d d e r . This narrow ing i s  c a u se d  by the  f a c t

th a t th e  increm ent in  th e  t a x  burden  beco m es g re a te r  than  th e  in c re -
i

m ent in  in te re s t  a s  we m ove up the  incom e s c a l e ,  w hich  i s  show n 

b y  a  f la tten in g  o f th e  in te r e s t  cu rve  and a s teep en in g  o f th e  ta x  

cu rv e . At th e  lo w e st incom e le v e ls  th e  in te re s t  cu rve  l ie s  to  th e  

le f t  of th e  d ia g o n a l, due to the  fa c t  th a t  not on ly  a re  th e s e  c la s s e s  

im puted a  g re a te r  p roportion  of in te r e s t  th a n  of ta x e s ,  h u t a lso  of 

a  g re a te r  p roportion  th an  of in co m e .

Co n c lu s io n s

The find ings of th is  s tu d y  m a y b e  sum m arized  in  th e  form of a 

s e t  of p ro p o sitio n s :

1) L em er and Sam uelscn b oth b e lie v e  th a t one o f th e  e ffe c ts  of 

the  need  to  lev y  ta x e s  in  o rd e r to  pay  in te r e s t  on the  n a tio n a l d eb t 

is  a  re d is tr ib u tio n  of incom e from lo w er to  upper incom e c l a s s e s ,  

w h ile  M usgrave and  the C om m ission  on M oney and C red it b e lie v e  

th a t e s s e n t ia l ly  no re d is tr ib u tio n  ta k e s  p la c e .

2) Two e a rlie r  a ttem p ts  to  m easu re  th e  re d is tr ib u tiv e  e ffe c ts  o f 

tax ing  to  pay  in te r e s t  on th e  d e b t a rrived  a t c o n flic tin g  c o n c lu s io n s , 

one found re d is tr ib u tio n  in  fav o r of th e  u p p er c l a s s e s ,  the  o th e r in 

fav o r of th e  low er c l a s s e s .  Both s tu d ie s  w ere  m arred by  in a d e q u a c ie s  

of d a ta  an d  te c h n iq u e .

3) U sing  a v a r ie ty  of in d ic e s  o f  a l lo c a t io n ,  m any no t p re v io u s ly



a v a i la b le ,  i t  i s  p o s s ib le  to  im pute much more p re c is e ly  than  before  

th e  in te re s t b e n e fit of th e  d eb t among th e  incom e c l a s s e s .  The 

f i r s t  tw o incom e c l a s s e s  (under $ 5 ,0 0 0 , the  "low er" c la s s e s )  are 

a ttr ib u te d  a re la tiv e ly  la rg e  p roportion  of the  in te r e s t ,  m ainly  b e ­

c a u s e  of th e ir  ow nersh ip  o f tim e  d e p o s i t s ,  and b e c a u s e  of th e  in ­

te r e s t  flow ing  th rough  th e  fed era l tru s t  funds and s ta te - lo c a l  govern ­

m ents th a t  i s  im pu ted  to  th e m . T hese l a s t  two ow nersh ip  c a te g o rie s  

w ere  n o t o o n sid ered  in th e  tw o e a r lie r  s tu d ie s  m entioned ab o v e .

The re g re s s iv e  n a tu re  of s ta te - lo c a l  t a x  sy stem s  re s u lts  in more in ­

te r e s t  being  a l lo c a te d  to  th e  lo w er c la s s e s  th an  w ould  a p ro g re ss iv e  

ta x  sy s te m , b e c a u s e  much o f th e  in te re s t  i s  a ssu m ed  to  h ave  the  

e ffe c t of lig h te n in g  th e  s ta te - lo c a l  ta x  b u rd en . A lso , th e  low er 

c l a s s e s  do own a good d ea l o f th e  d eb t d ire c tly  in  the form of 

sav in g s  b o n d s .

4) In a llo c a tin g  th e  ta x  burden  among th e  sam e incom e c la s s e s  u se d  

to  im pute th e  in te re s t  b e n e f i t ,  th e  trad itio n a l app roach  i s  d ep arted  

from only  w ith  re s p e c t to  th e  co rpo ra tion  incom e ta x . It is  a ssum ed  

to  b e  borne e n tire ly  by  c a p i ta l .  The presum ed in c id e n ce  of the  

co rp o ra te  lev y  and th e  f a c t  th a t  much o f th e  incom e re c e iv e d  by

the lo w er c la s s e s  i s  in  the  form o f incom e tra n s fe rs  ( e . g . ,  so c ia l 

s e c u r i ty ,  w e lfa re , e tc . )  th a t e sc a p e  m ost fe d e ra l t a x e s ,  co n trib u te s  

to  th e  in d ic a te d  p ro g re s s iv ity  of th e  t a x  sy s te m .

5) W hen the  r e la t iv e  d is tr ib u tio n  of th e  in te re s t  b e n e f it  and  ta x
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burden  i s  co m p ared , th e  r e s u l t  :is  fa ls if ic a t io n  of th e  L em er-S am u e l- 

son  and M u sg rave-C om m ission  on M oney an d  C red it h y p o th e se s . The 

fe d e ra l ta x  sy stem  in  19S2 w as m ore p ro g re ss iv e ly  d is tr ib u te d  a g a in s t  

incom e th an  w a s  th e  d is tr ib u tio n  of in te r e s t ,  c a u s in g  a  re d is tr ib u tio n  

of incom e in  favor o f th e  under $ 5 ,0 0 0  incom e c l a s s e s .
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APPENDIX CHAPTER XX

B ecause  some eco n o m ists  b e lie v e  that th e  co rp o ra tio n  incom e 

ta x  is  sh ifted  forward to  co n su m e rs , an d  b e c a u s e  of th e  g re a t 

w eigh t of th e  ta x  in  th e  to ta l  ta x  s tru c tu re , i t  seem s proper to 

exam ine th e  e ffe c t on th e  o v e ra ll q u a n tita tiv e  fin d in g s  of fu ll 

forward s h if t in g . T able 20-2  show s th e  d is tr ib u tio n  c£ th e  to ta l 

ta x  burden  w hen  th e  $ 2 2 ,700  m illion  in  co rp o ra te  incom e ta x e s  

p a id  in  1962 is  a llo c a te d  accord ing  to  consum ption  b y  incom e c l a s s ,  

in s te a d  of ow nersh ip  of p u b lic ly  trad ed  s to ck  (as  is  done in  Table 

2 0 -1 ) . All th e  o th er com ponents o f  th e  ta x  burden  a re  e x ac tly  

the  sam e a s  in T able 2 0 -1 . F o r com parison  w ith th is  new ta x  

burden  d is tr ib u tio n , th e  in te r e s t  b e n e f it  d is tr ib u tio n  from Table 20 -1  

i s  rep roduced  in  T ab le  2 0 -2 .

As one m ight e x p e c t, th e  ta x  burden  i s  l e s s  p ro g re ss iv e ly  

d is tr ib u te d  w hen th e  co rp o ra te  ta x  is  a ssu m ed  borne by consum ers 

th a n  w hen i t  is tak en  to  fa ll  upon c a p i t a l i s t s .  The m ost im portan t 

th in g  to n o te , h o w ev er, is  th a t  the b a s ic  c o n c lu s io n  of C hapter 20 

s t i l l  s ta n d s ,  v i z . , th a t  s ig n if ic a n t re d is tr ib u tio n  of incom e in favor 

o f  the  tw o lo w est incom e c la s s e s  ta k e s  p la c e ,  but in  som ew hat
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m odified form . T hese  tw o  c la s s e s  s t i l l  r e c e iv e  about o n e -fo u rth  

of th e  in te re s t  b e n e f its  of th e  n a tio n a l d e b t ,  but th e ir  sh a re  of 

th e  t a x  b u rd en  i s  in c re a s e d  from abou t te n  to  about f if te e n  p e rcen t 

of th e  to ta l a s  a re s u lt  of fu ll forw ard  sh iftin g  of th e  co rp o ra tion  

incom e ta x .  The im p ac t o f the  a ssu m p tio n  is  in th e  e x p ec ted  d ire c ­

tio n ,  but not strong enough to  overtu rn  th e  b a s ic  c o n c lu s io n .

A nother fa c e t  of th e  fo rw ard  sh if tin g  a ssu m p tio n  re v e a le d  in 

Table 20-2  i s  th a t  th e re  i s  now a lso  a re d is tr ib u tio n  of incom e in 

fav o r of th e  two h ig h e s t incom e c l a s s e s ,  a s  w e ll a s  th e  two lo w e s t. 

The two top c la s s e s  co n tin u e  to  rece iv e  abou t o n e -f if th  of th e  in ­

te r e s t  b e n e f i t ,  b u t forw ard sh iftin g  re d u c es  th e ir  sh a re  o f th e  ta x  

burden from about o n e -fo u rth  to  e leven  p e rc e n t .  Forward sh if tin g  

e n a b le s  th e  upper c l a s s e s  to p u sh  a portion  of th e  ta x  burden  onto 

the  c la s s e s  b en ea th  them  on th e  incom e s c a le .  Upon re f le c t io n , 

th is  r e s u l t  i s  n o t  a t a ll u n u s u a l .  S ince a forw ard sh ifted  co rp o ra ­

t io n  incom e ta x  i s  l ik e  a s a le s  ta x  on c o n su m p tio n , and the m iddle 

and lo w er c la s s e s  acco u n t for th e  l io n 's  sh a re  of to ta l  co n su m p tio n , 

th e y  w ill n a tu ra lly  b e a r  m ost of the  burden  of any ta x  fa llin g  on 

consum ption  sp en d in g . T h u s , w ith  forw ard sh if tin g  th e  tw o  lo w e st 

an d  th e  tw o h ig h e s t incom e c la s s e s  ga in  a t  th e  e x p en se  o f the  

m iddle incom e c la s s e s  ($ 5 ,0 0 0 -$ 5 0 ,0 0 0 ) .



APPENDIX TABLE 20-2

INTEREST BENEFIT AND TAX BURDEN WHEN THE CORPORATION 
INCOME TAXIS SHIFTED FORWARD 

1952
(Amounts In M illions)

Incom e C la s s

In te re s t B enefit Tax Burden

As sum ption 

Amount

C

P ercen t

A ssum ption E 

Amount P ercen t Amount P ercen t

1 . $ 0 - 2 ,999 $ 982 .6 1 3 .4 $ 9 6 2 .7 13 .1 $ 4 ,4 5 0 .0 5 .5

2 . 3 ,0 0 0 -  4 ,9 9 9 833 .0 11 .4 78 8 .1 10 .0 7 ,8 7 6 .3 9 .8

3 . 5 ,0 0 0 -  7 ,499 9 4 2 .2 12.9 895 .8 1 2 .3 1 4 ,6 3 5 .0 1 8 .2

4 . 7 ,5 0 0 -  9 ,9 9 9 95 6 .8 13 .2 926 .6 1 2 .7 1 4 ,1 3 7 .5 1 7 .6

5 . 1 0 ,0 0 0 -1 4 ,9 9 9 1 ,0 3 2 .3 14 .2 1 ,0 0 5 .2 13 .7 1 4 ,6 7 9 .5 1 8 .3

6 . 1 5 ,0 0 0 -2 4 ,9 9 9 6 9 3 .7 9 .5 6 9 3 .0 9 .6 9 ,6 7 8 .5 1 2 .0

7 . 2 5 ,0 0 0 -4 9 ,9 9 9 49 7 .9 5 .8 532.1 7 .3 5 ,1 1 6 .6 7 .6

8 . 5 0 ,0 0 0 -9 9 ,9 9 9 6 9 5 .5 9 .5 737 .1 10 .1)
) 8 ,8 5 4 .6 1 1 .0

9 . 1 0 0 ,0 0 0 -an d  ov er ,  662,0. 9 .1 7 4 9 .4 10 .3)
TOTAL $ 7 ,3 0 6 .0 1 00 .0 $ 7 ,3 0 6 .0 10 0 .0 $ 8 0 ,4 3 8 .0 10 0 .0
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APPENDIX TABLE 20 -2  (C ontinued)

A ssum ption  C a ttr ib u te s  im p lic it in te r e s t  on  b u s in e s s -o w n e d  
dem and d e p o s its  t o  c o n su m e rs .

A ssum ption  E a ttr ib u te s  im p lic it in te re s t  on b u s in e s s -o w n e d  
dem and d e p o s its  to  ow ners of f irm s .

Source: The ta x  b u rden  d is tr ib u tio n  i s  th e  sam e a s  in Table 20-1
ex cep t th a t  th e  $ 2 2 ,700  m illion  in  co rpora tion  incom e ta x e s  i s  a l ­
lo c a te d  accord ing  to  consum ption  by incom e c l a s s  (from Table 2 -1 3 ) , 
in s te a d  of ow nersh ip  Of p u b lic ly  tra d e d  s to c k . The d is tr ib u tio n  of 
in te re s t  i s  th e  sam e a s  in Table 2 0 -1 . U .S .  G overnm ent and  
fo reign  in te re s t  show n a t  th e  bottom  o f  Table 20-1 i s  om itted  h e re .
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INTRODUCTION

The availability of the four strands from meiotic tetrads

has enabled a detailed characterization of meiotic intragenic

recombination (reviewed by Whitehouse and Hastings, 19657

Fogel and Hurst, 1967). This process possesses the following

primary characteristics. (1) Recombination between alleles

in trans array is largely non-reciprocal. Thus the double

mutant strand expected from a classical exchange between the

mutant sites rarely occurs concomitantly with a prototrophic
+ —strand. Instead, prototrophic revertants mainly show 3 :1 

segregations for one of the alleles (gene conversion).

(2) Conversion does not necessarily occur with equal frequency 

at the two allelic sites. Rather, conversion displays a 

directional polarity. (3) Conversional events are correlated 

with enhanced recombination of flanking markers. The conver- 

tant strand is generally involved in these exchanges at a 

frequency greater than that expected by chance alone.

Similarities are apparent in the comparable mitotic data 

from Saccharomvces cerevisiae. Thus a double mutant segregant 

accompanies prototroph formation in only a small fraction of 

the revertants from heteroallelic diploids (Roman, 1956a).
Also, coincident associations of conversion with recombination 

of flanking markers have been described (Fogel and Hurst, 1963).
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However, mitotic intragenic events are generally studied 

with selective procedures, typically in revertant diploid 

clones (reviewed by Pritchard, 1963). While this is 

necessitated by the rarity of spontaneous mitotic recombination, 

the amount of information obtained is limited not only by the 

operational failure to detect events which do not terminate 

in prototrophy, but by the recovery of only one of the 

participating strands in one-half of the prototrophic diploids. 

The pattern of mitotic events cannot therefore be fully 

specified. Moreover the question remains whether fundamentally 

similar recombinational mechanisms are operative during meiosis 

and mitosis. While the latter question can be resolved with 

techniques facilitating the complete recovery of all cellular 

products associated with prototroph formation, such systems 

have generally been inadequately marked (Roman, 1963). 

Consequently, the relationship between intra- and intergenic 

recombination remains unclarified.
Mortimer (1959) has shown that X-rays stimulate prototroph 

formation in heteroallelic diploids. The number of prototrophs 

rises linearly over a defined dose range (Manney and Mortimer, 

1964; Hurst, Fogel and Weinstock, 1967). In addition 

Esposito (1967) has observed that the number of X-ray induced 

prototrophs fluctuates in a characteristic manner during the
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cell cycle; the frequency is maximum just prior to the 

initiation of DNA synthesis, declines during replication 

and is minimal at the completion of replication. In this 

study X-ray induced histidine-1 prototrophic cells, rather 

than clones, were selected from synchronous prereplicative 

yeast cultures and the first four division products subse­

quently separated. Such pedigrees were isolated from both a 

linear and non-linear portion of the X-ray prototroph 

induction curve and from different stages during the cell 

cycle. The results support the view that similar recombinational 

mechanisms occur in meiotic and X-ray treated mitotic cells. 

Evidence is presented that mitotic prototroph formation can 

occur during the two-strand stage and that selection for 

mitotic histidine prototrophs results in a high frequency of 

irregular segregations at a closely linked cistron. Further, 

no significant differences were observed between X-ray 

derived mitotic prototrophs isolated at different stages during 

the cell cycle.
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MATERIALS AND METHODS

Strains

The diploid clones utilized in these experiments were 

synthesized by Dr. D. Hurst and Dr. S. Fogel from the 

following parental ascospores:

Z2367- Z842-5B x A806-7B

a + + hisl-315 + arq6 thr2 leul + + adel
a ura3 thr3-l + hisl-1 ade6 gal2 adel

Z3735- A3681-2D x A3671-1A

ura3 thr3-l + hisl-315 + arq6 trv2 + ade6 gal2 
+ + thr3-2 t hisl-1 + + leul + +

uvsl adel 
+ adel

For details of the origin of the two histidine-1 alleles 

and Z2367 see Fogel and Hurst (1967). They located the 

hisl-315 mutant at the proximal end of the cistron with 

respect to the centromere by the flanking marker arrangement 

in prototrophic asci containing the double histidine-1 mutant.

Diploid Z37 35 was synthesized for the present study. The 

thr3-2 allele was isolated in this laboratory following 

treatment with the mutagen ethylmethanesulfonate. The 

recovery of a tetrad from Z3735 with a reciprocal exchange 

between the mutant sites tentatively places the thr3-2 mutant 

distal to the thr3-1 mutant with respect to the centromere 

(Hurst and Fogel, unpublished data).



The ura3 (uracil), thr3 (threonine and methionine), hisi 

(histidine), arg6 (arginine), and trv2 (tryptophan) markers 

are located on linkage group V in this order, as determined 

by Mortimer and Hawthorne (1966). The map distances are: 

ura3-5.0-centromere-34.0-thr3-2.4-hi si-10.0-arg6-20.8-trv2 

(Hawthorne and Mortimer, I960; Fogel and Hurst, 1967). Aside 

from the loci leul (leucine) and ade6 (adenine) which are 

both located in linkage group VII, the remaining markers 

segregate independently of each other (Mortimer and Hawthorne, 

1966). The uvs mutant (ultraviolet light-sensitive) was 

isolated by Dr. D. Hurst and is not centromere linked.

Media

For details of the solid media used in these experiments 

see Roman (1956b), Fogel and Hurst (1963), and Hurst and 

Fogel (1964). Liquid starvation medium is described by

Williamson and Scopes (1960) and contains, per liter: 0.34 g

calcium chloride.2^0, 0.7 5 g potassium chloride, 0.5 g 

magnesium chloride.

Mutagenesis

The thr3-2 allele was isolated according to the following 

procedure (Lindegren, Hwang, Oshima and Lindegren, 1965). An

18 hr haploid culture was washed in distilled water and

resuspended in 10 ml of 0.05M phosphate buffer, pH 9.0 at a



concentration of about 2 xlO cells per ml. Ethylmethane- 

sulfonate (0.3 ml) was added, and the culture was incubated 

at room temperature with shaking for 60 min. The suspension 

was washed twice in 10 ml of a 6% solution of sodium thio- 

sulfate and post-incubated for 60 min in yeast extract- 

peptone-dextrose (YEPD). The culture was then diluted in 

sterile distilled water so that platings of 0.1 ml would 

yield approximately 60 clones per plate on complete medium. 

After 7 2 hr the resultant clones were replica-plated to complet 

medium lacking threonine. About 3000 clones were examined. 

Auxotrophic mutant clones, identified by their failure to 

grow on the selective medium, were crossed with strains 

carrying known thr3 alleles. Allelism was indicated by the 

absence of complementation in the resultant diploids.

Isolation of a Synchronous Fraction of Cells

A method for obtaining synchronously dividing cultures 

of Saccharomvces cerevisiae has been described by Williamson 

and Scopes (1962). Their procedure involves the removal of 

small cells from a  stationary phase population consisting 

primarily of large unbudded cells by repeated centrifugation 

in a 15% mannitol solution. The remaining large cell fraction 
is then subjected to several cycles of feeding and starvation. 

In the present work it was more expedient to use the small cell
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These can be rapidly removed from the population as a

homogeneous fraction, completely uniform in size. Such

cells possess the advantage of dividing synchronously upon

inoculation into fresh medium without prior cycles of

feeding and starvation. The synchronous cultures used

in the experiments reported here were obtained according

to the following procedure. One clone from a synthetic

complete streak plate was inoculated into 10 ml of double

strength YEPD contained in a 50 ml Erlenmeyer flask at a

concentration of about 100 cells per ml. The culture was

incubated for 48 hr at 30° with shaking. After three washings,

the cells were resuspended in 5 ml of sterile distilled water
0

at a concentration of about 6-8x10 cells per ml. Such 

stationary populations consist of both budded and unbudded 

cells, the latter being broadly divisible into four classes 

on the basis of cell size. The suspension was then slowly 

centrifuged for approximately 2 min leaving only the smallest 

cells in the supernatant. A swinging-bucket centrifuge 

(International Model CL) was used. Since the exact speed and 

time of centrifugation vary with the concentration of cells 

and the proportion of small cells in the population, these 

parameters must be determined for each culture individually. 

The supernatant was decanted and inspected microscopically.

Any sample containing discernible heterogeneity in size, as
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well as any sample containing more than 0.5% budded cells,

was discarded. This step is critical since cells visibly

larger than the isolated fraction will contribute to the

asynchrony of the culture. The original pellet was

resuspended in 5 ml distilled water and the centrifugation

repeated until the requisite cell number was isolated. About 
75x10 cells were isolated at each centrifugation. However

the efficiency of the procedure can be improved by

contrifuging several such suspensions simultaneously and

combining the respective yields.

The synchronous division of the isolated fraction was

established as follows. The cells were inoculated into
7single strength YEPD at a concentration of 4x10 cells per 

ml and incubated at room temperature. At 15 min intervals, 

samples were removed and diluted with sterile distilled 

water containing 2 drops per ml of a 37.5% solution of 

formalin (Esposito, 1967). These were then scored for the 

percentage of budding cells as well as for cell number.

Since separation of the bud from the mother cell does not usually 

occur until one or both cells begin to bud again (Burns, 1954; 

Williamson and Scopes, 1960? Williamson, 1964), the latter measure­

ment is indicative of the duration of synchrony. The increase in 

the number of budding cells with time was observed with an 

oil immersion objective. Only cells with visible buds were


