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On the Advantages and Disadvantages of Indirect Taxation, and a
Scheme for Direct Taxation which would be equitable, and combine
the advantages of an Indirect Tax, By William Hogan, Esq.

THERE are two methods of lightening the pressure of those taxes
which must be raised for the expenses of government; one, by
lessening the expenditure; and the other, by so arranging taxa-
tion, that it shall press as lightly as possible on the tax payer.

The first belongs to the department of politics ; and this society,
very properly, excludes all political discussion.

The second belongs to that department of economic science
which falls within our rules, and I propose to bring under consi-
deration the relative advantages and disadvantages of indirect, as
compared with direct, taxation ; and to suggest a scheme of direct
taxation, which would be equitable, would avoid the disadvantages,
and combine the advantages of indirect taxation, without disturb-
ing the present distribution of the burden.

By indirect taxes I mean those imposed upon articles of con-
sumption, as, for instance, tea, coifee, malt,&c. Every one admits,
that the consumer of any article on which a tax had been paid be-
fore he purchased it, must pay, in addition to the real value of the
article, much more than the tax levied by government. The merchant
who pays the tax must have his profit on the money he advances to
government, as well as on the price he pays for the article in ques-
tion, together with interest on the money advanced. The system of
bonding warehouses has lightened this portion of the burden. The
retailer who purchases from the merchant must have his profit and
interest, &o that the consumer has to pay not only the tax levied by
government irowt the merchant, but also the profit fairly and pro-
perly required by the merchant and the retailer, as well as interest.

There ought to be the same profirt OB a thousand pounds invested
in the purchase of goods, whether they "had been previously taxed
•or Bot; whether the whole sum went to pay for the cost of pro-
ducing the goods, or half of it was a government tax.

The injury done to trade by the restrictions imposed by the
authorities, in the preparation or production of the articles liable
to the tax, is universally felt and acknowledged; and the great im-
provement in quality,, increase of constumptaofl, as well as reduction
iM pmce, which have followed a repeal of a tax in- same cases, (as, for



instance, in the case of the daty on glass, which has been recently
repealed,) leave no doubt on the mind on this point. It is stated
in the Penny Cyclopcediay under the head " Excise,'* on the autho-
rity of a gentleman conversant with all the details of the art of
calico printing, that " upon the same premises, with the same
capital, and employing the same amount of labour, double the
quantity of cloths are now printed, which could have been printed
previously to the repeal of the duty, and to the consequent with-
drawal of the excise officers from the works.*

The expenses in which government is involved, in order to raise
money by indirect taxation, are also very considerable. The ex-
pense incurred for the collection of the customs and excise last
year was nearly two millions, of which upwards of half a million
was for the preventive service alone.

It may be asked, if all this be true and so easily proved, why do
most people object to the substitution of a direct tax, instead of
indirect taxation ? One reason is, that the tax proposed is an in-
come tax, which every one feels would not be a fair or equitable
adjustment of the burden ; another is, that indirect taxation, levied
on articles of consumpton, has this great advantage,—that the con-
sumer has the power of tooting himself or avoiding taxation as he
pleases, and government has the satisfaction of knowing that he
generally pleases to tax himself to the full extent of his means. Any
man may regulate his expenditure as he thinks proper, and he has
only to pay indirect taxes in proportion to his expenditure. This
privilege of self-taxation is so highly prized, that the proposal to
do it away by the imposition of an income tax, constitutes to many
minds a valid and insurmountable objection to a tax which would
press in an equal ratio on all, without regard to those just and ra-
tional motives by which men regulate their expenditure, and, as a
consequence, the amount of their indirect taxation.

The reasons in support of an income tax, instead of any system
of indirect taxation, are conclusive, when the community is con-
sidered as a community merely. It is lighter than any other,
because it is collected at less expense, and all that is paid as a tax
goes to the government. As regards the community, the substi-
tution of an income tax for indirect taxation would only have the
effect of lightening the burden, and placing it more conveniently
on the back which is to bear it. But when we consider that the
community is composed of individuals in very different circum-
stances, numerous cases occur to the mind in which it would press
very unequally on individuals, lightening it on some considerably,
and increasing it most unfairly on others ; lightening it on those
who are best able to bear it, and increasing it oppressively on
others who ought to be spared as much as possible. An income
tax also takes from men what they prize so highly; namely, that
power of taxing themselves, which they enjoy under a system of
indirect taxation. If a man chooses to exercise self-denial, from
any cause, he exempts himself from a certain amount of taxation ;



kite ,fee,increases it by indulging himself, his family, and hi3
i . - In this manner, a very large portion of the revenue,

by indirect taxation, is voluntarily imposed and paid,
fe explain how the imposition of an income tax, instead
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of flmdirect taxation, would not effect a fair and equitarble adjust-
ment, as between the individuals of the community, I shall state
an extreme case. Suppose it were proposed to substitute an income
tax for what is now raised by postage stamps, each individual
would then pay a sum px^oportioned to his income, and might send
out as many letters >e.yery day as he pleased. This would be a
great ibaon to itjapse merchants who send out perhaps one hundred
circrnkais 01? oUaer le-tters ev,ery day, but it would be an unjust im-
post1©® thoi&e'who do not write a hundred letters in a year. This
would be no equitable adjustment of taxation ; it would, in effect,
be. the imposition of increased taxation on the great majority of the
nation for the relief of a few. An income tax, as a substitute for
indirect taxation, would, in a similar manner, though in a less
degree, be*no fair equitable adjustment of taxation ; it would take
a smaller sum from many who now voluntarily tax themselves to a
higher amount, and impose on many a much heavier tax than they
now pay.

Take the case of a man who is in receipt of one thousand
a y^ar from realized property, which will descend to his family
after >his death, and compare it with that of a merchant or pro-
fessional ;man who makes a thousand a year. The first generally
speeds &s whole inqor&e* unless restrained by some peculiar cause.
Tifoe second, feels that he mus;t not only support himself and his
fallacy, jbMit lay feya considerable portion of his income, to provide
tke m®ans(o'f adv»anqiiag,his children, and supporting himself and
his,family wfen heajth and strength must in the course of nature
fail, and the incpme, wfhich depends on his exertions shall ceâ se.
The first .expends Jais thousand pounds a year, and his indirect
taxation bears a certain proportion to his income. - The secpncj
esxpends five hundred a year, and lays by as much, and his indirect
taxation is about half what the first pays. Would it be a fair or
equitable adjustment to charge both alike, because their present
imicom«esare equal in amount ? Would not the effect be to relieve
©Bje*w&<0 4©@soiot need relief, and to throw an unjust burden jo'p
another,, wh»b ought rather to be encouraged, as increasing coital
amd the means of employment, and thereby increasing the national
wealth? , , , ' J ,

No adjustment of taxation would be equitable, unless, i,t ,wa^
arranged on a principle of continuing the pressure on ipjivî du'a^s
in the same proportion as-it now exists, or nearly so; jieitn^would
it be generally acceptable, unless each individual r.etaine^^&e^o^^r
of regulating his own taxation as he can at present.' . %i iŝ cleaj*
that an income tax, if judged by these criteria, woul<i neither be
equitable nor popular as a substitute for indkect taxtatipn?

Jnoiwithj-
standing its other advantages. |( ,,r , • /.,t



We liave seen that ttie advantages of indirect taxation are, that it
is voluntarily imposed by each individual on himself; that he can
increase or diminish it as his private circumstances require ;
that government rather gains, than loses, by allowing this liberty
of self-taxation, as, in general, men tax themselves to the full ex-
tent of their means; and that an equitably adjusted direct tax
could be levied afe less expence and fall lighter on the individual
tax payer. These advantages ought to be kept steadily in view.

We have also seen that the disadvantages of indirect taxation are,
that the consumer must pay more than the tax imposed by govern-
ment ; that heavy expenses must be incurred for its collection, as
for instance, the cost of the preventive service; that it operates inju-
riously upon trade and manufactures; and that the imposition of an
income tax, in place of indirect taxation, would not bean equitable
adjustment of the burden, and would altogether prevent that free
action by which men tax themselves. The question now arises,
whether any other system of direct taxation could be devised, which
would not be liable to these objections, while it would retain all the
advantages which have been urged in favor of an income tax. It
appears to me that a tax of a certain per centage on a man's expen-
diture could be made just equal to his present indirect taxation ;
that by such a tax each would contribute to the revenue as much
as he does at present, while he would be spared the expense of
supporting the very cumbrous machinery which indirect taxation
necessarily demands, together with mercantile profit and interest;
and that he would be as free as he is present, to fix the amount of
taxes he should pay, for it would still depend on the rate at which
he lived. He could reduce the tax, by reducing his establishment,
as he could increase it by a larger expenditure, just as it is at
present-

The case of a few misers, who escape their share of taxation by their
parsimonious style of living, and would also escape under a tax
levied on expenditure, is not worth being taken into considera-
tion. Those who live beyond their means are much more numer-
ous than those who keep unreasonably within them, and on a miser's
death, his heirs invariably more than make up for their ancestor's
parsimony; and if the revenue should sustain a temporary loss, the
accumulated capital would sooner or later find its way into the
market, and increase the fund for the employment of labour.

The machinery for ascertaining and assessing the amount of each
man's expenditure, would be at least as simple and as easily worked
as that for ascertaining his income. The grounds for the estimate
are almost patent, and no inquisitorial investigation would be
necessary. In towns and cities all the inhabitants of houses of the
same size in the same street, who kept the same number of servants,
might be presumed to be living at the same rate. Additional
servants, horses, and carriages would of course be estimated as
increasing the rate by sums which most people already know, and
the adjustments arising from peculiar circumstances would be easilj



made, without unpleasant exposure or investigation. The poor-law
valuation of every house and acre would greatly facilitate and guide
the amount of the estimate all over the country. It would only
peea în taXax the floating population who inhabit parts of houses
and frequently change their residence, and it would not be very
difficult to deal with these according to their rank in life, and the
appearance they kept up ; wherever they went they could be re-
quired to produce a receipt for the tax then due, or to submit to a
new assessment and pay it where they were found. No case would
present so much difficulty as a valuation for income tax, and most
cases would be simpler and more easily disposed of.

A tax of a certain per centage on expenditure could be made to
produce to government just as much as the ordinary indirect taxes
for which it was substituted. The revenue would come in a more
convenient manner from the same sources, from the same indivi-
duals, and in the same proportions, while the common wants and
indulgences of men would lead them to tax themselves as at pre-
sent. A commencement might be made, by substituting an expen-
diture tax for that now levied on a few of the common necessaries
and luxuries of life, such as tea, coffee, and the like; and, as
experience was gained, the expenditure tax would be gradually and
safely substituted for almost every indirect tax.

As the fetters which indirect taxation imposes on trade were
removed, it would expand in every direction, employment and
consumption would increase, the necessaries and comforts of life
would be more generally enjoyed, and every one would gain by the
change to an equitably imposed direct tax on expenditure.


