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America’s tax story begins long before 1913
Charles Adams
Friends in attendance at the first meeting of President Bush’s tax reform panel tell me that a presentation on the history of American taxation started with the year 1913.  I’m here to tell you that the history of taxation, both successful and unsuccessful, starts thousands of years before that.  There is a deep well of experience in tax systems from which our Founding Fathers drew in establishing this successful experiment in republican democracy.  Since human nature, the nature of governments, and the nature of taxation did not change a whit from the Mesopotamian cradle to 1776, the presidential tax panel will be happy to know they have also not changed from 1776 to 2005.

Our tax story begins with the Old Testament, which is filled with tax stories and wisdom that was known to the American colonists, who were an anti-tax people, possibly the most anti-tax people on the planet.  In the Bible the ancient Israelites carried on the longest and often most unsuccessful tax revolts in history – against the Egyptians, the Assyrians, the Babylonians, the Greeks, and finally the Romans.  Even domestically they had a terrible time, as Solomon and his successors laid on them heavy tax burdens enforced with whips.  The Kingdom of Israel split when Solomon’s son said he would enforce taxes with scorpions and a whip with a barb for tearing flesh.

The early Americans knew this.  They were anything but tolerant taxpayers.  It was a time, a high water mark, in human knowledge about taxes.  They knew that many of the great empires taxed themselves to death.  They knew the Greeks had determined it was direct forms of taxation that destroyed liberty, that all the great empires of their day were tyrannical because of such tax systems.

The Founders knew that human liberty was tied to the tax system, first and foremost.  They read Montesquieu, the great sage of the Enlightenment, who was the most influential political and tax writer of the day.  His ideas are found in our Constitution in the separation of powers.  He wrote that direct taxation leads to slavery and indirect taxation is friendly to liberty.  These ideas found their way into the Constitution, which set forth tough rules on direct taxation until the 16th Amendment came along.  When Patrick Henry gave his famous address on “liberty or death” to the House of Burgess in Virginia in 1775, the liberty he was talking about was freedom from British taxes, nothing else.  In 1765 the Americans were tarring and feathering British tax agents for taxing them without their consent, so they said.  Some 30 years later they were tarring and feathering American tax agents when taxation had consent.  It was not taxation without consent they abhorred – it was taxation, period!  Most of them and their fathers came to America to avoid Europe’s hated taxes.  We have a Dutch pamphlet from 1630 advertising passage on a ship to New Amsterdam.  It is entitled “Freedom” – freedom from Dutch taxes.  Later, in 1720 we have a letter from an Irishman, writing home to his family in Ulster, “Tell all the poor folks of ye place that God has opened a door for their deliverance…All that a man works for is his own, and there are no revenue hounds to take it from us here, there is no one to take away yer Corn, yer Potatoes.”
The Founders wrote vociferously about taxes.  Thomas Paine’s writings were so important, said President John Adams, “…that without the pen of Paine, Washington would have wielded his sword in vain.”  Said Paine, “When a government is just, taxes are few.”


He wrote of European taxes as, “The greedy hand of government thrusting itself into every corner and crevice of industry…which watches prosperity as its prey and permits none to escape without tribute.”  Paine warned that it was a mistake to look upon government as some “wonderful mysterious thing.”  When the people believe that illusion, excessive revenues are obtained.  And there are two classes of citizens, those who pay taxes, and those who live on the taxes other people pay.  When taxes are excessive, you disunite the two, and set the stage for a revolution in government – for a government less expensive and more productive.

Paine’s tax ideas lived on for over a century, even with the terrible fiscal burdens of the Civil War.  Heavy taxes were paid, but looked upon as a necessary evil.  In the first year of the national magazine, The Nation, which is still with us, the editors in 1865 praised the American people for continuing to pay income taxes for the costs of the war, even though under an income tax, “every one’s business and mode of life is at the mercy of tax gatherers, who in all ages have been regarded as the most odious of mankind.”  The IRS carries that mantle today among most taxpayers who have felt its intrusions into their lives.

The income tax was correctly ruled unconstitutional shortly after the Civil War.  There were many leading Americans speaking out against taxes, as their fathers had done, especially against income taxes.  Brooks Adams, the great-grandson of President Adams, wrote in the Atlantic Magazine in 1878, “All taxation is an evil, but heavy taxes, indiscriminately levied on everything…are one of the greatest curses that can afflict a people.”  Only an income tax meets that definition.

It was at the end of the nineteenth century that the anti-tax character of the American people was to almost disappear, as the nation was seduced by the philosophy of socialism.  Karl Marx was the leader of the more radical socialists, but the horrors of his communist system were as yet unrevealed.  On tax, he advocated a heavy progressive income tax to destroy the evil of capitalism.  And that led to the constitutional amendment permitting direct taxes, which had been condemned for over 2000 years by the early Greek, Roman, and Western tax writers.  Because of these admonitions, direct taxes were greatly restricted in our Constitution.  Even indirect taxes had to be uniform and equal throughout the nation.  No discrimination in taxes – no tax that was not the same for everyone.  If a tax were to be 10 percent, then it would be 10 percent for everyone.  That is what the Constitution intended and said, so wrote some of our Supreme Court justices at that time.  This view was expressed by the Founders in the Federalist, by James Madison and Alexander Hamilton.  The greatest danger in a democratic government was when the many could tax the few, so wrote Madison in Federalist No.10.  And when it was argued that the great men in our government would not let this happen, Madison answered, “Enlightened statesmen will not always be at the helm.”  Is that why we have such a rotten tax system, “a disgrace to the human race,” in President Carter’s words?

The high progressive rates Marx proposed were adopted but they never destroyed capitalism and most of all, never even worked.  Election-year proposals to target those making more than $200,000 were harebrained ideas by historical standards.  Others before have tried it; it never works.  When the first progressive tax rate was adopted in Britain in 1894, the Times wrote that if we target big wealth for attack, tax wise, we will discover that this tax target will “disappear as if by magic.”  And that is what has happened, even in the U.S.  When the first income tax in 1913 was adopted with a maximum rate of seven percent, it soon took a Marxian bounce to 77 percent, yet produced no more revenue than at seven.  In the 1920s the Internal Revenue Bureau (IRB) informed Secretary of the Treasury Andrew Melon that high rates just didn’t do as they were supposed to do.  As the rates increased, the government got less and less, almost like magic, as the Times had predicted 30 years before.  Where did all the tax money go?  And the taxpayers?  High progressive rates, the secretary was informed, “lead us to the point of getting nothing at all,” said the IRB.  So the Treasury proposed putting a constitutional cap on rates at 25 percent, the rate that would produce the maximum amount of revenue.  If the government tried to go beyond that number, they were kidding themselves about getting more revenue.

The rich have always had the wherewithal to avoid excessive income taxes.  When someone noted what a great golf swing President Reagan had, he quipped that the source was simple.  When he hit the top tax bracket each year, he quit working and played golf – an easy but effective tax avoidance plan.  Such avoidance plans are legion, unfortunately leaving the middle class as the only effective source for tax revenue.  They can’t avoid taxes by playing golf as Reagan did, or venture into some other scheme to avoid taxes.  Indirect taxes, on the other hand, do tax the wealthy according to their lifestyle and successfully tax their accumulated wealth.

In conclusion, I recommend the panel draw from the same well as our Founding Fathers as they contemplate the ideal tax system to ensure our country’s future.  With, of course, the added perspective of our experiences since 1913, now well covered by recent testimony.  The panel is convened, as the tax system we have is less than ideal by any standard, as well predicted.  But there are tax systems that have, do, and will work to expand our economy, ensure our republic, and assure our civil liberties.  

Charles W. Adams is the author of For Good and Evil:  The Impact of Taxes on the Course of Civilization and Those Dirty Rotten Taxes:  The Tax Revolts that Build America.  He is a retired tax lawyer who splits his time between Arizona and Canada.
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