Other
People’s
Taxes

Trust and Fiscal
Citizenship in U.S. Political
History
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the Sinews of Trust

* Fiscal Citizenship Defined

* The web of reciprocal rights and
responsibilities that bind taxpayers to the
state - and taxpayers to one another.

* Varieties of trust are fundamental to fiscal
citizenship
* Trust in government institutions
* Trust in fellow citizens
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Trusting the
State

* Fairness and Justice
* Levels and objects of taxation
* Horizontal equity
* Vertical equity

 Administration and Privacy
* Enforcement

* Treatment of taxpayer
information

e Corruption and malfeasance
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Trusting Fellow
Taxpayers

* The shared burdens of citizenship
* Social contract among taxpayers

* Trust among taxpayers is mediated by the state
through mechanisms of enforcement



The Trials of
Fiscal Trust

Four episodes in U.S. history



No. 1
Crowdsourced auditing,
1862-1870

e Context: unfamiliar tax, embryonic
bureaucracy; distaste for big
government

* Congress required public tax returns;
every person a tax collector

* Publicity was a mechanism for building
trust among taxpayers (by ensuring
compliance), esp. in the face of limited
state capacity

* Publicity also undermined trust in the
wartime tax regime, esp. the income tax
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Rise and Fall of Tax
Return Publicity

* Reasonably well tolerated
during the war

* Responded to concerns
about “an army of officials”

* BUT contributed to
complaints that the income
tax was “inquisitorial”

* Ultimately, public returns
were pivotal in the decision
to abandon income taxesin
1872




No. 2
Investigating the Tax
Agency, 1924-1925

* Context: expanded income tax; postwar
tax fatigue; postwar administrative
problems; partisan shift

* Select congressional committee to
investigate Bureau of Internal Revenue

* Spearheaded by Sen. James Couzens (R-
MI), who made it a crusade against
Treasury Secretary Andrew Mellon

* Probed BIR enforcement of prohibition
laws; taxation of mining and oil (Mellon
industries)




Finding Favoritism

* “Looseness but notdishonesty”
* Favoritism
* Politicalinfluence and patronage

e Secret Law

* “This failure to promulgate and publish the principles and
practices to be followed in determining tax liability has resulted in
gross discrimination between taxpayers similarly situated.”

* “This system has created, as a favored class of taxpayers, those
who have employed 'tax experts.' It has created a special class of
tax practitioners, whose sole stock in trade is a knowledge of the
secret methods and practices of the Income Tax Unit.”

* Investigation was both symptom and remedy for sagging trustin tax
administration, esp. concerns about unequal treatment of fiscal
citizens; took place in a period of falling tax burdens




No. 3
Corruption and Overhaul at
the BIR, 1951-1952

* Context: fatigue with wartime tax burdens;
inadequate bureaucratic capacity, esp. for new
taxpayers; charges of favoritism and secrecy; legacy
of New Deal campaigns against tax avoidance

e Corruption surfaced in BIR’s San Francisco office;
conspiring with organized crime; extorting taxpayers

* House committee found bribery, rampant
politicization, lax oversight of employees, inadequate
staffing, inefficient organization, and favoritism
toward well-connected taxpayers




Restructuring and
Reform

* Resignation, removal, orindictment of
more than 200 current and former
officials

* Restructuring, including aradical
reduction in the number of political
appointees

* An effortto rescue the agency’s
reputation —and combat the dangers
of favoritism — at a time when fiscal
citizenship was being recast for a new,
mass-based income tax

* Once again, favoritism was
undermining trust in state institutions,
as well as fellow taxpayers




No. 4

Taxpayer Privacy and
“Snooping” Charges,
1970-1974

* Department of Agriculture requested access
to tax return data to improve its statistical
program

* Smallrequestwith bigimplications for trust -
and reform — of tax institutions

* Nixon granted USDA broad authority to inspect
returns for anyone reporting “farm operations”

* National outcry, especially in farm states;
abandoned the following year

» Key factorin prompting overhaul of modern
taxpayer privacy protection three years later




Thoughts on Fiscal Citizenship Since the
1970s

* Context: World War |l tax regime proved durable; well tolerated if
not exactly popular; until it wasn’t

* IRS faced challenges (especially technological) but enjoyed
reasonable public confidence until the 1970s

* Declining trust in government —and the end of the “era of easy
finance” — undermined notions of fiscal citizenship

e The coercive nature of tax collection made the IRS vulnerable
during the ascendancy of anti-tax politics

* Taxpaying remains a tool for building solidarity, not just an
expression of it
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