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Tax Legislation in New York

B , In 1905

THE New York tax legislation of
1905 1s only comprehensible in the
light of the grest changes that have been
made in the tax law during the last ten
years. Those changes have related
chiefly to methods of raising revenue for
state purposes. i
In 1894 the state relied mainly for
revenue upon the general property tax;
that is, upon the tax laid uvpon real and
personal property as assessed by local
officials, the tax being levied by local
officials and collected by them, and the
proportion required by the state being
turned over to the state by the county
treasurers. In this manner the state
raised _about $9,000,000 in that year and
its revenue from special taxes levied, for
its own benefit only amounted to about
$4,000,000, ,
The total appropriations for state
purposes have increased in the ten years
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aboitt $10,000,000, and in the year 1906
no part of the state’s revenue will proba-
bly be derived from the general property
tax. It will obtain over $27,000,000
from various special taxes.

In 18y4 the taxes for state purposes
levied upon various corporations amotnt-
ed to $z,000,000; now they amount to
over $7,000,000. Since 1894 a liquor
license law has been enacted which has
increased the revenue from this source
and half of it goes to the state. The
state’s half amounts to about $9,000,000.
O account of some changes in the law
taxing inheritances and on account of
the increase in weaith and populadion,
this tax has increased from $2,000,000
to from $4,500,000 to $5,000,000. Last
year it was $5,500,000 on account of
taxes on several unusually large estates.

NEW TAXES.

In 1905 a law was passed imposing a
tax on all sales’ of stock. An annual
tax was imposed on mortgages recorded
after July 1st, and the law taxing in-
surance premivms was changed so as
to impose the tax on all premiums,
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whether paid on account of contracts
heretofore or hereafter made.

The stock tax is ylelding a revenue
which will amount to asbout $6,000,c00
a year. 'The change in the law taxing
insurance premiums will yield additional
revenue amounting to $750,000 a year.

CAUSES TFOR THE CHANGE IN THE
METHODS OTF RAISING STATE REVENUE.

A joint committee of the Senate and
Assembly was appointed in 189z to in-
vestigate methods of taxation. This
committee said that the method of rais-
ing the revenue of the state by local
taxation was an excuse for the reduction
of assessments upon real property by
local assessors and for ignoring the
existence of personal property which
should be taxed. The committee said
that the necessity for an equalization of
taxes between the several counties exists
wholly by reason of their collection of
their share of the taxes raised to meet
the expenses of the state. It iz an arbi-
trary exercise of power, which should be
tolerated only until well directed effort

-
J




can abrogate the  necessity. If taxes
raised by ecach county were distributed

solely for the expenses of its own admin-

istration, responsibility would ensne and
economy. would result. The elementary
step indispensabie to secure these advan-
tages is to devise means whereby the
revenue of the state should be raised
independently of local taxation. The
committee  recommended  additional
taxes upcn inheritances and an annual
tax upon mortgages.

In 1809 another legislative committee
was appointed and reported to the legis-
lature in Tgoo. This committee said that
the sentiment of the people is such that

“Unless a system of taxation is
adopted which will compel the payment
of a larger proportion of the public
burden hy personal property the State
of New York, althcugh a commercial
state, will be forced to adopt a statute
similar to those of Ohio and Ilinois
which compel every citizen to list his
entire personal property for the purpose
of taxation. . .. The most deep-seated
-and ancient grievance in our system of
taxation is the result. of the so-called
equalization of the assessed valuations
of real property between the.several
counties of the state. . .. This feature
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of our system has been most aptly
described by one of the great economists
of the ‘state as productive of ‘mwutual
suspicion of rural and urban comuun-
ites,” and intolerable {friction between
counties.”

The commitiee, therefore, soughi for

subjects of taxation which, together
with the present revenue of the state

- irom special taxes, would he sufficient.

The committee finally decided to recom-
mend an annual tax upon all mortgages
theretofore and thereafter recorded.
They estimated that this tax would yield
more than $10,000,000 annually, Among
the advantages the committee said would
follow were that there would be no
necessity for the equalization of assess-
ments between counties, the tax upon-
mortgages would be uniform, it would be
collected without inquisitorial processes,
counties and local governments would
raise no taxes except for their own pur-
poses, the responsibility would be cen-
tered upon local officials. Also that the
way would be open for a grant of local
option to counties, cities, towns or other
tgeal subdivisions to determine their own
tax systems. o




The recommendations of the commii-
tee were accompanied by a bill with
elaborate and ingenious provisions to

secure the taxation of mortgages. The-

bill failed of passage, but every year since
1900 numerous bills have been intro-
duced imposing an annual tax or a re-
cording tax upon mortgages and exempt-
ing mortgages from their lability to
taxation as part of the net personal
estate of each person.

These two committees reflected en-
lightened public sentiment with regard
to the evils of equalization and the con-
clusions upon that subject of very many
students of political economy. But in
their attempt to escape recognized evils
they pushed too far a policy not without
merit, and encountered evils they did not
anticipate. C

Although the bills recommended by
these two committees were not enacted,
other measures were adopted in -pursu-
ance of the policy of raising all state
revenue from special taxes, and finally,
in 1gos, the taxes on stock sales, mort-
gages and insurance premiums were
enacted. - '

FIIE STGCK TAX,

~ The tax on stock sales is a tax imiuosed
on tlie sale of all shares of stock within
the State of New York., As the law is
interpreted by the Comptroiler, the tax
is 2 cents on each share if the share has
a nominal value of $100 or less. If the
nominal value exceeds $100 it is at the
rate of 2 cents on each $100 of nominal
value. In practice the tax chiefly afiects
dealings upon stock exchanges and the
greatest revenue comes from the dealings
of the New York Stock Exchange, but
the tax is imposed upon every sale of
stock. . It.is a. misdemeanor to sell or
transfer a share of stock without paying

. the tax, and it is probable.that many mis-

demeanors have been committed inad-
vertently. since the first day of June,
when the law went into effect. . The
increase in the number of crimes is a
matter for serious apprehension to the

- law-abiding . citizen. Tt is said to be

difficult now to spend a day without
committing a misdemeanor.

Those who advocated the law contend-
ed that the burden would fall chiefly
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upon  gamblers, and they classed as
gambling all dealings upon the Stock
ixchange. In the discussion it was
perfectly obvious that many thousands
of people who are really interested in
the preservation of stock exchanges as
an agency for the determination of values
entirely failed to appreciate their im-
portance and necessity. They talked of
what they were pleased to term “legiti-
mite trading,”” by which they meant
buying for inveétmenf and selling for re-
investment in other forms of wealth;
and 111eg1t1mate or speculatlve trading,

by which they meant buying in-order to
sell again, as soon as the price rises, or
sefling to buy dgain, ‘as soon as the- prlce
falls.” In . theéir minds there - seemed to
be a great distinction- between the- two
 kinids. of ‘trading’; but the distinction witl
hardly bear &nalyém Because it depend"s
solely upon a’ state "of mind~which" is
always siibjeet 1o change VA man may
- bdy stoekdntending ‘o “keep it untﬁ e
dies;vand “tfired days later fhay find- it
to his interest:to gell*5€ ‘On: the other
hand; asman maytbysstéek: ifitending to
séllit-ad sboft'as the pfice is higher, ‘and
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may wait five years for that happy resuit.
Now, of these cases, which is legitimate
and which is illegitimate trading?

As a matter of fact, so far as the
country at large is concerned, there is no
such thing as illegitimate trading, With-
out the operation of the forces put in
motion by those who buy and sell
speculatively we would be entirely de-
prived of the steady market for stocks.
There are many thousands of business
men who find it to their advantage to
invest part of their capital in stocks
which can be turned into money at a
moment’s notice without sacrifice. Under
normal conditions they can telephone their
broker to sell-the stock 'at the market,
that is, to sell it at once at the best price
obtainable, and- in the case of all active
stocks they cin rély upon obtaining the
full value of ‘the stock. This is made
possible by trading for their own account
by members’ of thé' exchanges. Tf- it
should become unprofitable for the mem-
bers of thé exchanges to' trade on their
oW accotnt, the ready market would be
destroyed- and on¢ who! wished to sell’
would- be- cbliged’ to fix the prlce he!
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would take and wait till some one wanted
that particular stock for investment. (f

any man is forced suddeniy to sell, the

chances are that he can only sell at a
sacrifice. Any interference by taxes
with Stock Faxchange transactions will
increase the fluctuations of price, and
investment in corporate securities of all
kinds will be discouraged. This will
exert a tendency to check development
and retard great enterprises which can
be carried on only by men who co-
operate and unite their capital by the
formation of corporations.

The Stock Exchanges perform func-
tions analogous to those of a clearing
house, enabling people to exchange their
possessions with the greatest ease,
rapidity and security. The Stock Ex-
change is also a barometer which
expresses from day to day the financial
condition of every enferprise whose
shares are listed. Tt is as foolish to in-
terfere with the normal workings of the
Stock Exchange on the ground that some
people are injured by speculation as to
break our -barometers because we do
not like foggy weather or object to
storms. ' .

iz

The tax on stock sales discriminates
against the City of New York. Because
of pFesperous financial conditions this
fact has not yet been so apparent as we
may expect it to become in dull Himes.
A comparison with the Boston and
Philadelphia exchanges shows that the
tax has checked the increase of trans-
actions on the New York exchange.
Since the law took - effect, transactions
here have increased 35%, while, accord-

ing to the New York T'imes, they have

increased in Boston over 80%, and in
Philadelphia over 104%.

While " the collection of the tax is
doubtless facilitated by the fact that it
is imposed wupon nominal values, the
practice works a serious discrimination
against low-priced siocks. The tax on
the transfer of a single share of the stock
of the Chemical National Bank, worth

-$4,000, is only 2 cents; while the tax

upon $4,000 worth of stock of the par
value of $1.00 per share would amount
to $80, .and, if the stock were worth 10

"cents a share, the transfer of $4,000

worth of it would cost $8co. Either the
fashion of issuing . low-priced mining
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stock must change or it can no longer

be transferred in the State of New York.

£l

MORTGAGE TAX.
Thirty-five years ago the New York
Chamber of Commerce passed resolu-
tions against the taxation of mortgages,

and an agitation against such taxation

has continued ever since. Two strong
znd valid arguments were urged against
the liability of mortgages to taxation as
personal property. In-the first place,
it was notorious that the tax ‘was paid
in the main by those who could least
afford to pay it. It is the practice to
put upon the tax rolls those who are
named in wills, and again-and again a
tax was imposed upon the- estates of
decedents, which took a third or a half
the incdme  and deprived widows and
orphans of needed support. The -in-
justice and oppression of z law that can’
produce such resuits .was denounced
again and again. : I

On the other hand, it: was contended
and proven thate the liability of ' mort-
gages fo taxation in thig state, although
producing very- little revenue,: kept: up
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the rate of interest-by an amount, esti-
mated by the Stranahan Comumiitte: of
1900, to be cqual, on the average, to 14
of 1%, thus. imposing a charge upon
borrowers of the State of New York
amounting to many millions of dollars

-per annum. Some who opposed the

imposition of an annual tax upon all
mortgages of 14 of 1% contended that
the lability of mortgages to taxation
produced no effect in the City of New
York, because in this city there is so
very large an amount of money loaned
upon bond and mortgage by savings
banks and insurance companies, which
was exempt from taxation, and because
so-very small d4n amount of the debts
sectired by mortgage was actually taxed.
- It is:undoubtedly tfue .that the asser-
tion- that the average raie of interest
was inegeased: V4 of 1% is misleading,
because’, the - aefual : intrease -varied
greatly in. different parts-.of the, state,
The census; of 18go-. gives: mortgage
statistics that iHugtrate this statement]
and - drrlicate. approximiately - the iacrédse
produced. by the: liability: tortaxation. I
Penmsylvania., miortgages werel:taxdble
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during the decade from 1880 to 18go at
the rate of four mills per annum during
about five years, and at the rate of three
mills per annum for the remainder of
the time. In Massachusetts mortgages
were exempt from taxation for nine

veats of the decade. In Boston the.

average rate of interest on mortgages
for the ten-year period was 5.18, for
Philadelphia 5.42, for New York 5.4o.
The average rate for the ten yéars in
the County of Kings, New York, was
5.45, Erie 5.75, and Monroe 5.76. In
the absenice of any discriminating taxa-
tion the rate of iaterest in the City of
New York should have been lower than
in either Boston or Philadelphia. “As a
matter of fact, it was a little more than
two mills higher in New York than in
Boston, and between three and four mills
higher in New York than in Philadelphia,
if weé deduct the tax from the Philadel-
phia rate. For the last six months of
1004 - the average' rate of interést was
higher in New York County by  two
mills than in Berkshire County, Massa-
chuseits, and more than two mills
higher than in Boston if we omit from
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consideration the 10% mortgages re-
corded in Boston. It happened that
during that period there was a consider-
able amount of mortgages recorded at
16% ; while as high rates were doubtless
paid in New York, our antiquated usury
law prevents the irue rate being stated
in the mortgage.

The law taxing mortgages which went
into effect the first of July, 1905, imposed
an annual tax of ¥4 of 1% .on all mort-
gages recorded on and after that date.
So far as it has been observed, the effect
of the tax has been just what would be
anticipated in view of the facts pre-
sented. In some counties the increase
in the interest rate in the last six months
of 1905 over the interest rate for the last
six months of 1904 is considerably more
than in other counties. There are proba-
bly very few counties in the state in
which there is not some increase.

If we were obliged to choose between
an annual tax upon all mortgages or the
old condition of extreme injustice to a

few persons, together with an increase

in the tax rate to all borrowers, we might
choose the former; but no one has yet

-
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succeeded in justifying the imposition of
a special tax on borrowers of money
which other persons, owning the same
kind of property free and clear, are not
oblived to pay. And the question can
never be settled wntil it is settled in
_accordance with justice.

INSURANCE TAX,

The change in the law taxing insur-
ance premiums, in practice, affects only
the premiuwms paid for life insurance
upon contracts made prior to the passage
of the law. In 1001 the law imposing
a tax of 1% on all premiums of insurance

was enacted, but it was held by the Court

of Appeals that the tax did not apply
to contracts made prior to the time the
law was passed. To obviate the effect of
this decision, the amendment of 19035
was enacted: It is to be hoped that in-
surance companies will, in their bills and
premiuri notices, show the amount ~of
the charge which is due to this fax. In-
surance is one of the last subjects which
should be -made to contribute to the
expenses of the staté ; for, when property
is insured, the insurance ¢omserves the
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“of being singled out as subjects of special

wealth of the state, and, when lives are
insured, the state is protected from the
burden of suppotiing dependent families.

CONCLUSION.

The legislation of 1905 emphasizes the
words of warning addressed” to the .
the legislature by the Chamber of Com-
merce five vears ago. The Committee on
Taxation of that body pointed out that
the tesdency of the legisiature to derive
revenue from special taxes for state pur-
poses. and 1o rely on this revenue
exclusivelv, would take away from tax-
payers that interest in state expenditures
and state taxation which is present when
taxation is divect; that I would tend to
promote  extravagance; that it would
throw the burden of state expenditures
almost exclusively apon the urban politi-
cal divisions: that it. would deprive
political divisions of {he state of subjects
of taxation. "It was also shown at that
tine that the various business interests
of the state would always be in danger

tasation to furnish revenue for the in-
creasig needs of the state,
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year. Under the old New York sysiem,
the elasticity was provided by the prop-
erty tax. Under the new system there
is no elasticity, and as the state expendi-
tures increase it becomes more and more
necessary to search out new sources of
state revenue. Under actual political
conditions, this means that the legisla-
ture, dominated by the rural representa-
tives, will select taxes that fall primarily
on the cities, and we may hence expect
that the controversies. of the past year
or two in connection with the tax on
trust contpanies, on stock sales, and on
mortgages will. grow in intensity and
importance as new taxes are selected
from year to year.

“This is an unfortunate state of affairs,
and will, if persisted in, lead to ultimate
disaster. Every modern system of taxa-
tion must possess the element of
elasticity. There is one scheme that has
heen suggested by the New York Tax
Reform Association in New York and
Ohio, and which has been put into
partial operation in the State of Oregon,
which would bring- about this result.
This is a method of apportioning the
state tax and granting local option in
determining the subjects of local taxa-
tion. It rests upon the idea that the
necessary reventles may be derived by
making each locality contribute to the
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state revenues in proportion to its own
expenditures. The scheme possesses {rur
advantages: First, it would provide
elasticity, as did the old systemn; second,
it would tend to keep down stats ex-
penditures, because each locality would
be interested in the control of state
finance—an interest which is now fasi
being lost; third, it would tend to keep
down local expenditures; and, fourth, #
would enable each locality to raise tis
revenues in any way that seemed best io
it, and would put a stop to the conilicts
between couniry and city. If the rural
districts desired to malntain the personszl
‘property tax, they could do so; if the
large cities desired to substitute some-
thing else, they would be equally {ree
to follow their bent.”




