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for tax payments. It is by no means certain that the best
atilization of such property would be made by these
persons.

In the case of income, it is clear that any ability which
is represented thereby exists only with respect to income
in hand. That is, when one has received a pay check or a
dividend check, he has an ability to spend which is meas-
ured by the amount thereof. He can then proceed to pay
his bills, to make purchases, or to pay taxes. When that
money has been spent, he is through until more comes in,
except as he may mortgage future receipts by arranging
a loan with a bank or personal finance company.

At this point a singular and most unfortunate confusion
of thought emerges with respect to the technique of income
taxation. Income tax laws operate at least a year behind.
That is, the tax is legally levied upon the income of the
preceding year, notwithstanding that virtually all of this
income will normally have been disposed of before the
amount of the tax levy is determined, or even determi-
nable. This is called taxation according to ability, but it is
more properly to be regarded as the exact opposite. In
effect, the tax law says to the individual, “You had a
certain amount of income in the year 1942, and you are
liable to pay a certain amount of tax on that income in
1943.” The uncritical believer describes this procedure as
ability taxation. Whatever income the individual may have
had in 1942 or any other year indicated a certain ability
to pay taxes in that year. It certainly is no clear indication
of any ability whatever to pay a tax in any year subsequent
to the income year.

The ability to do anything with money endures only
while the money is still in hand. When the money is gone,
there is no longer an ability to do anything at all with it.
If it were otherwise, if the fact that in the past one bad
been in possession of given sums means that the ability
indicated by those sums is still existent, still a valid basis
for a tax levy, then there is no reason against reaching
back two years or five years when more revenue is needed.
So far as any bona fide ability to pay tax is concerned, it
would be as sensible to go back two or five years as it is
to go back one year. The income that most citizens received
in 1942 is as completely gone today as the income which
they received five years ago. There is no more trace or evi-
dence of ability remaining from their 1942 incomes than
there is from their 1938 incomes.

The only sensible interpretation of ability is that it is a
function of current income, A portion of any income item
can be taken in taxes as that income is received, or while
it is in hand, or as it is spent, and a tax levy at any point
from the receiving to the spending inclusive may be prop-
erly considered to be taxation according to ability. The
levy of tax upon income after it is gone is a travesty upon
the ability concept.

But it will be said that ignorance of the law excuses
no one. The citizens should take cognizance of the fact of
income taxation and they should put aside a portion of
each item of receipts as a tax reserve. Thus they would
carry forward into 1943 a fund, derived from the income
of 1942, with which to pay the tax now due upon 1942
income.

This is a counsel of perfection, which could be realized
only in a society of perfect men. Since so few men are
perfect, human affairs are seldom arranged with complete
foresight, In fact, the paternalistic social security program
is a frank admission that many will not make and have not
made provision for old age, although it is the next most
certain thing, after death and taxes, to happen to all of us.

Furthermore, the provision of a tax reserve out of cur-
rent income amounts to self-taxation, for the law has always
delayed the entire process of income tax assessment, levy
and collection until after the close of the taxable year. No
income tax law has ever contained so much as a hint of
how the taxpayer should prepare to meet its exactions.

Even those persons who might be endowed with suffi-
cient prudence and foresight to have done better than
the law requires or contemplates, by setting aside year after
year a tax reserve out of current income, would have been
confused and defeated by the recent federal policy of
retroactive increases in income tax rates. A society of per-
fect men would have been frustrated by the bungled tim-
ing of tax legislation over the past three years. When tax
laws are enacted in September or October, carrying sub-
stantial increases of tax rates on all income received since
the preceding January 1, no adequate tax budgeting is pos-
sible for the great mass of the taxpayers. And yet the
revenue acts of 1940, 1941 and 1942 were in turn regarded
by their authors as virtually perfect applications of the
ability to pay principle, despite the fact that each of them
in turn imposed severe retroactive rate increases upon all
income received over periods of six to nine months prior
to enactment.!

There is one potent reason, though not thereby neces-
sarily a good reason, for the lag in income tax levy and
collection. This is the use of progressive rates. The require-
ment that all income items received in a stated period be
added together in order to ascertain the total tax to be
pzid upon the whole is solely a result of the insistence upon
progression. Indeed, those who regard the existing system
as a perfect example of taxation according to ability in-
variably believe that the system has this virtue solely be-
cause of the progressive feature. In the current interpreta-
tion, ability taxation means progressive taxation, and to the
question as to why progression is necessary, the innocent
answer is given that it means taxing according to ability.

1. Cf., The Tax Review, Vol. IV, No. 3 (March, 1943), p. 9.
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