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ABSTRACT: We explain why the U.S. has a more progressive tax system than France by exploring the origins of the French and American tax systems in the early 20th century.  Our account centers on the sequence of industrialization and state development in each country: the arrival of industrial capitalism in the nineteenth century preceded the formation of state capacity at the national level in the U.S., while a well-developed national state preceded industrial capitalism in France.  In the U.S., the absence of a strong state and concomitant abuses by big business led to an intense public interest in disciplining capital, which underpinned a political movement for progressive income taxation.  In France, by contrast, a strong state with a well-developed fiscal apparatus was perceived as extremely intrusive, whereas industrial capitalism was less developed than in the US.  Instead of rallying the lower and middle classes around a fight against monopoly capitalism and inequality, French income tax advocates instead had to assuage fears of “fiscal inquisition” by the state.  When the First World War dramatically increased American and French revenue needs, those needs were met through income taxation in the US, and sales taxation in France, solidifying divergent approaches towards taxation that would endure throughout the 20th century.
Contrary to expectation, the U.S. has a more progressive tax system than France.  In the last decade a considerable body of research has documented that, although total tax revenues are relatively low in the U.S., the shape of the American tax structure is more biased against capital and the wealthy than the tax structures of other advanced industrial countries.  The U.S. taxes capital at higher levels than many other countries and taxes labor at lower levels than other countries, and relies on progressive income taxes whereas other countries rely on regressive consumption taxes.  Sven Steinmo (1993) first brought this to the attention of social scientists, and in the intervening years, many scholars have confirmed these findings (Kato 2003; Genschel 2002; Volkerink 2000; Cusack and Beramendi 2003; and particularly Lindert 2004, which synthesizes the scholarship on this issue).
If the U.S. is puzzlingly progressive, the European country at the other extreme is France: it relies on consumption taxes to a greater degree than most countries, and it was the first to introduce a national sales tax.  Its personal income taxes are unusually low.  As figures one and two show, progressive taxes not only make up a low proportion of French revenues, but even when measured as a percent of the economy, income taxation is extremely limited.  France and the US thus represent the two ends of the taxation spectrum.
How did the “exceptional” U.S., the country which many see as the most important defender of the free market, the country with “an absolute and irrational attachment” to John Locke (Hartz 1955, p. 6), in which “[c]lass consciousness lies fallow” (Lipset 1963, p. 517)--​how did this country come to have a tax code that is on many levels more hostile to capital accumulation than its peers?  And how can a country like France, which in some opinions has “never really been won over to capitalism” (Braudel, quoted in Jefferys 2003, p. 356), have found itself in the position of taxing workers and consumers to a greater degree?
This paper explores the origins of these differences by focusing on the creation of income and sales taxation in the early 20th century.  In this period the United States developed a federal income tax and rebuffed the drive by conservatives to create a national sales tax.  This put in place an effective, flexible system of revenues based on progressive taxation that future governments would rely on for revenue needs, and that even conservative presidents or Congressional majorities would not seriously undermine.
  The French, by contrast, created a national sales tax in the 1920s that would never be overturned by left governments, but instead was repeatedly refined so as to iron out technical and economic problems.  The resulting value-added tax (VAT) became a foundation of the French tax system that would be copied throughout the industrialized world (with the exception of the US), whereas the income tax remained weak.  Since then, partisan shifts in government have had little effect on the structure of the tax system (Tournié 1985).
In both countries, serious political debates about income taxation began in the 1890s and culminated in the creation of a progressive income tax in 1913 (United States) and 1914 (France).  While seemingly similar on their face, the French income tax was substantially weaker owing to the lack of meaningful procedures for assessing income and collecting the tax, as well as lower rates and considerably more exemptions, and it was not implemented until 1916.  This would undermine the French state’s ability to collect income taxes during the First World War, whereas the US would finance a sizeable proportion of its war burdens through income taxes and other progressive forms of finance.  Faced with continuing difficulties raising revenues through income taxes during the war and the 1920s, France would ultimately turn to general sales taxation as a more effective way of taxing the public, whereas the US would maintain the income tax as the dominant form of finance at the federal level.  Thus, by the mid-1920s, France and the US had embarked on distinct pathways of public finance.
To explain these diverging pathways, we examine the effects of a distinct sequence of events in the two countries: the fact that the arrival of industrial capitalism preceded the formation of state capacity at the national level in the U.S., while a well-developed national state preceded industrial capitalism in France.  We aim to show that these divergent sequences led to some curious, and often highly ironic, developmental paths: in the U.S., the absence of a strong state and concomitant abuses by big business led to an intense public interest in disciplining capital, which underpinned a movement toward income taxation that would punish capital and the wealthy.  Meanwhile, in France, a strong state with a well-developed fiscal apparatus was perceived as extremely intrusive, whereas industrial capitalism was less developed than in the US.  Instead of rallying the lower and middle classes around a fight against monopoly capitalism and inequality, French income tax advocates instead had to assuage fears of “fiscal inquisition” by the state.  When the First World War dramatically increased France’s revenue needs, those needs were met through regressive taxes.
This explanation of events draws on and adapts a famous explanation for the curiously adversarial American relationship between business and the state in the domain of regulation.  Thomas McCraw (1984) writes: 
Whereas in most nations big government … preceded the coming of big business, in the United States alone, with its antistatist traditions, big business came first… [In addition, European societies had] other institutions such as the church, the aristocracy, and the military, all of which served in Europe and Japan as additional counterweights to undue influence by business. In the United States, no such counterweights existed…big business was seen as the initial threat to liberty, since it occupied the field uncontested and since many of the early railroads and ‘trusts’ did indeed abuse their great power.” (p. 44).
This sequence—business before government—led to intense efforts to restrain big business.  This thesis originates in the work of Alexander Gerschenkron, who emphasized the different requirements faced by latecomers to industrialization; it was developed into a full theory of regulation and business attitudes to the state by David Vogel (1978) and Alfred Chandler (1980), and has most recently been used to underpin an assessment of American “adversarial legalism” (Kagan 2003).  But to date, scholars of taxation have not realized its potential for explaining the puzzle of progressive taxation in the most liberal states.  This thesis of the importance of the sequence of events echoes a new tendency within comparative politics and historical sociology that stresses that “when things happen within a sequence affects how they happen.” (Tilly 1984; Pierson 2000), as we explore in more detail below.
In the U.S. in the late 19th century, a less well-developed state meant two things: a revenue structure that depended on tariffs (rather than a well-developed mechanism of direct tax extraction, as in France); and a government that had not developed a set of restraints on business.  The arrival of industrial capitalism threatened this status quo: first, industrialization turned farmers against tariffs, in a process explored below; second, the emergence of huge industrial conglomerates seemingly unchecked by state power sparked a populist backlash against “monopoly capitalism.”  American farmers were the most consistent early supporters of the income tax as an alternative to the tariffs that heavily favored the manufacturing sectors of the northeast and raised prices on manufactured goods for farmers.  Meanwhile, the increasing powers of unrestrained big business fueled a strong counter-reaction among labor and the general public, and progressive taxation became a central plank in the Democratic Party platform.  Democrats were joined by a splinter set of Republican legislators from agricultural states in passing an income tax amendment and income tax legislation.  The “farmer-laborer” movements of the first two decades of the century won victory after victory in the redistributive politics of taxation, ensuring that World War I would be financed through progressive taxes and that many of these taxes would endure in the post-war period even as revenue needs declined.
In France, by contrast, the sequence of events was reversed, as the state was already well-developed before the emergence of industrial capitalism.  Thus, the French state had already instituted a system of direct taxation that was so highly developed as to be exceptionally intrusive, turning many citizens against direct taxation.  Moreover, French industry was still in its infancy and had not yet become the menace to shopkeepers, peasants, and small businesses that it later would be.  This led to a politics of taxation in which the agrarian sector was not involved (having nothing to gain from income tax), and in which the primary motive was to prevent the further expansion of the state into everyday life.  Opposition to “fiscal inquisition” by the state thus shaped income tax laws by weakening the mechanisms for income assessment and tax collection, and contributed to the ambivalence of left-leaning politicians towards income taxes during the first decades of the 20th century.  Thus, while the US significantly added to its state capacity during World War I through the development of a federal income tax, France’s tax administration remained crippled, forcing the state to turn to sales taxes to raise revenues after the First World War.

Theoretical Perspectives on Taxation
There are a range of theoretical approaches one might adopt to explain cross-national differences in the tax mix.  One school of thought privileges cultural explanations.  According to Webber and Wildavsky (1986), every society has a “budgeting culture” that becomes embedded in political regimes and shapes taxing and spending arrangements.  But scholars disagree on how to characterize American and French culture: some scholars see in France a “Mediterranean” culture of antipathy towards the state and distrust of government officials that makes citizens unwilling to comply with tax laws (Peters 1991, Shoup 1957); other scholars argue that the American Revolution was a revolt against taxation that made the principles of small government and “competitive individualism” central to American life  (Webber and Wildavsky 1986, p. 445), while French political economy is characterized by the belief in the necessity of a powerful central state that can override particularistic interests in the good of the nation as a whole (Dobbin 1994).  The disagreements between scholars on the central question of which culture is more anti-statist suggests that anti-statist and anti-tax sentiment is unlikely to be a constant over time, but instead shaped by other social or political phenomena – including the tax system itself.   Moreover, “anti-statist culture” does not necessarily map onto a small state: it may be the case that indirect taxes like sales taxes are implemented where the public is particularly anti-tax; but sales taxes, because of their invisibility, enable the growth of the state, whereas income taxes have the opposite effects (Becker and Mulligan 2003; Wilensky 2002).  This means that anti-statist sentiment may lead to the adoption of indirect taxes, which ironically end up financing a larger state.  Unpacking the effects of anti-statist values requires that we examine the forces shaping the beliefs as well as the mechanisms that make them important in policy decisions.


Other theoretical approaches would predict France and the US to have the opposite tax system from what they now have.  For example, a focus on the relative power resources of left and right forces would lead us to expect that where left forces were more powerful, progressive income taxation would be more significant.  Yet, France has long had socialist political parties that have been in Parliament, served in or led governments, and strongly opposed consumption-based taxation.  By contrast, the American Democratic Party has never been a true social democratic party, and most scholars would situate it to the right of the socialist and social democratic parties of Western Europe.  More generally, many would argue that free market ideologies have been a significant force in American politics, while France has resisted the discourse of the market (Steensland 2006; Schmidt 2001).  Despite this fact, the American tax code has long been, and remains, more progressive than the French one.


Institutionalist accounts generate similar puzzles.  Typically, scholars have assumed that France has a “strong” state, with highly centralized political authority and a powerful bureaucracy.  The US, by contrast, is said to have a weak state and a political system fraught with veto points (Weaver and Rockman 1993).  As David Brian Robertson (1989) has argued, these veto points bias the political system towards the interests of capital and the rich, which are well-organized and can take advantage of these access points to block redistributive programs.  Sven Steinmo (1993) uses this observation to answer his riddle of why the U.S. does not have a national level sales tax: he argues that it was simply too difficult for sale taxes to survive the multiple veto points of the American system.  Such observations only deepen the mystery of why France lacks a more progressive tax structure, because we would expect the combination of left government and a centralized political system to enable France to override the interests of capital.  Yet, the coming to power of Mitterrand in the 1980s, for example, led to few major changes in the tax system (Tournié 1985, pp. 18-19).
  By contrast, the proliferation of veto points in the US did not prevent the implementation of tax legislation that is not in the interests of capital and the wealthy, and cannot explain how the U.S. has been able to steadily maintain income taxation as its dominant form of finance.

Another approach would emphasize the role of war in the formation of revenue structures.  It is now well-known that “wars make states” by spurring the growth of state bureaucracies and their revenue-raising capacities (Tilly 1985).  Moreover, numerous scholars have argued that World War I was a watershed in the development of tax policy in the US and Western Europe (Brownlee 1985; Witte 1985; Fujihira 2000), and that the influences of war must be taken more seriously by social scientists.  Such influence is often ignored in social science because of the difficulty of incorporating exogenous and unpredictable events into generalizable theories: (Pierson 2000, p. 87).  If tax systems are the outcomes of war, then it is possible to see them as the byproduct of purely contingent factors rather than the result of deeper, more persistent forces.

We argue, however, that while the fact of World War I and the different ways in which the two countries experienced the war were crucial elements in the elaboration of their tax structures, the war intersected with domestic political structures and processes.  World War I may have altered the nature of states, but it did so by following lines that had been set on the eve of war, and that reflected the domestic coalition of forces engendered in each country by its manner of industrialization, as we explore in greater detail below.  Thus, war not only helps make states, but it makes different kinds of states depending on the specific impact of the war and preexisting economic, social, and political circumstances.
To unravel the complex effects of war and domestic political processes, we draw upon a growing literature in political science and sociology about the timing and sequencing of political phenomena (Pierson 2000; Ertman 1997).  This approach would have us think of the world as one in which social, political, and economic processes unfold over time, intersecting with each other in complex ways and at times punctuated by exogenous events.  For example, Thomas Ertman (1997) argues that military competition affected the structures of states differently, depending on when exactly in “world historical time” the competition began: those states that sustained intense military competition before 1450 found themselves forced to develop inefficient modes of revenue generation, such as tax farming; but those that entered intense competition after 1450 developed “proto-modern bureaucracies” (p. 319).  In this account, the timing of an event, and how the event intersects with other relevant social, economic, or political conditions prevalent at that moment, are key aspects of the causal explanation.  This perspective also allows for exogenous events to impinge on existing trajectories, intersecting with these deeper forces in distinctive ways. 
This perspective allows us to examine the ways in which early decisions set the parameters for revenue-raising policy later on, with the tax mix rarely changing very dramatically (Kato 2003; Wilensky 2002; Steinmo 1993).  In both France and the US, decisions early in the 20th century established the income tax as the dominant mode of finance in the US, and the sales tax as a similarly important source of revenues in France, and this has been so ever since.  Such continuity is striking given shifts in the ideological complexions of governments, and, in the case of France, significant institutional changes (with the fall of the Third Republic, rise and fall of the Fourth, and creation of the Fifth).  These early decisions influenced later political dynamics and debates about tax policy, making tax systems constitutive of the political and cultural order rather than simply a consequence of it.

In what follows, we trace the pattern of tax politics in France and the U.S. in the decades before and after the First World War.  Our aim is to show that the choice of tax mix cannot be understood without understanding the particular way in which the sequence of industrialization unleashed anti-monopoly or anti-statist politics in the two countries.

The Eve of War
The Fight against Monopoly Capitalism in the United States
In the nineteenth century the American state as measured by its bureaucratic capacity was far less well developed than the French state, or indeed, than almost any other state in the western world.  In terms of Skowronek’s four indicators of a strong state, the American state was neither centralized nor concentrated at the national level, the national state did not penetrate society (although local and state government did), and roles were not specialized within government; it was a state of “courts and parties” (1982).  In the absence of the administrative means with which to collect and process direct (or even indirect) taxes, the state relied on tariffs: in the 19th century most of the state’s revenue came from tariffs, and as late as the First World War tariffs still made up 50-60 percent of revenue (Hansen 1990).  The state also lacked national regulatory capacity, and regulation remained an affair of local governments (Novak 1996).

Although the state was slow to develop, large-scale industrial capitalism had arrived by the late 19th century in the form of the sprawling national network of railroads, followed quickly by the development of national-scale industries in oil, steel, iron, coal, silver and copper mining, and finance.  One of the political consequences of industrialization was to upset the delicate political balance that had been carved out on the issue of protective tariffs.

For decades, tariffs on manufactured products had served both to raise revenue and to protect the infant industries of the northeast.  The Republican Party, the political champion of the industrial northeast, bought southern and Midwestern political support by extending tariffs selectively to a few key agricultural products, particularly wool and sugar (Sanders 1999; Seligman 1916).  This political bribe became less tenable with industrialization: railroads created a national market for agricultural goods, evening out supply and demand.  Moreover, mechanization led to increasing agricultural productivity, and farmers in the south and Midwest found themselves able to compete internationally and no longer in need of selective tariffs.  They also found themselves hurt by the high, protected prices of manufactured goods from the northeast, and felt that tariffs did nothing to mitigate the developing inequality of nascent industrial capitalism (Bicha 1973).  The sectional division of modes of production in the U.S. allowed two cleavages—production and geographic—to reinforce each other.  Although economic interests in western and southern states were far from unified, these states shared the rhetoric of having become “economic colonies” of eastern manufacturing, finance, and commerce (Bensel 2000).  They also could agree that the burden of taxation should be shifted to wealthy manufacturers in the Northeast.

Southern farmers consequently began to advocate a wholesale rejection of tariffs.  Of course, opposition to tariffs does not dictate embrace of income tax: the revenue that was lost by tariff reduction could have been made up by a general sales tax, and the Democratic Party had not previously favored income taxation (Tunnell 1895, p. 317).  Tunnell suggests that the experience of tariffs had discredited the notion of consumption taxes, which were seen to fall most heavily on the poor; a consumption tax, legislators felt, would defeat the purpose of lowering tariffs, in that the imported goods that were made cheaper through lower tariffs would immediately be made more expensive through the consumption tax.  The only way to avoid this circularity was to place the burden of taxation where it could not be passed on to consumers: that is, on income, and particularly the incomes of the wealthy.  Thus, for farmers, the income tax represented primarily an alternative to the detested tariffs, and secondarily a means with which to redistribute wealth from the wealthy manufacturing northeast.  A national level income tax also represented an escape from the local and state taxes that fell, often crushingly, on farmers (Westin 1953): farmers thought that the revenue raised from a national income tax (and paid by others) would reduce the local and state tax burdens that they themselves carried.

Thus, farmers began to spearhead a movement for an income tax as a replacement for the tariff: they pushed for an income tax first through the Grange and the Greenback Party, then in farmers’ clubs organized into the Southern and Northern Alliances, out of which – in cooperation with the relatively weak Knights of Labor – arose the Populist Party (Ratner 1942, p. 164).  In 1878, the Greenback Party, in affiliation with the Labor Reform party, included an income tax in their platform.  In 1889 the Northern Alliance Parties proposed a platform of lower tariffs and adoption of a graduated income tax, and in 1892 the Alliance—now officially the Populist Party—demanded an income tax in its famous Omaha Platform (Baack and Ray 1985, pp. 608-9).
In the south, these farmers were represented by Democrats.  But in the Midwestern states the Republican Party machine was all-powerful and Democrats had no base from which to run, so the farmers were represented by Republicans (indeed, some of the Populist congressmen were themselves farmers, Clanton 1984).  Representing these agrarian constituencies increasingly led the Midwestern Republicans in Congress to oppose the party leadership.
  These “insurgent Republicans” from the farm belt--Wisconsin, Iowa, Indiana, Kansas, Minnesota, Nebraska, and North and South Dakota--first began to split from the main body of the party over the issue of free silver, and eventually became bold enough to challenge the leadership and side with Democrats on issue after issue, including the tariff and progressive taxation.  Sectional divisions over tariffs and taxation (as well as gold) thus shaped the stances taken by legislators in this early period, with Democrats as well as Republicans from the South, West, and Midwest taking on the demands of agrarian movements from their regions, while Republicans as well as Democrats from the wealthy manufacturing interests in the Northeast championed the interests of their constituents.

The Democratic Party as a whole was initially hesitant to embrace the issue of tariff reduction and replacement by income tax, partly because labor unions were split on the income tax question.  Workers in protected industries feared the competition that a free trade regime would bring and therefore favored tariffs, which took away their motivations to support income taxes (Mehrotra 2004).  Moreover, instead of a graduated income tax, the rank and file of organized labor (in the Knights of Labor and later the American Federation of Labor) favored Henry George’s single tax on land (Mehrotra 2004, p. 173).  With the decline of the Knights of Labor in the 1890s, the AFL’s more moderate stance began to gain ground in the labor movement at large (Voss 1993).  Although labor was never entirely unified on the question, labor leaders would increasingly support tariff reform and the income tax as they came to believe workers were bearing the costs of tariffs (Mehrotra 2004).  Despite the often lukewarm support of labor, however, the Democratic Party unified in opposition to the tariff in the late 1880s, largely because of the efforts of President Cleveland, who wanted to clarify the party’s stance on tariffs in the minds of the electorate and build the institution of the presidency by making the president the champion of a popular cause (Klinghard 2005).

Once they had united in opposition to tariffs, Democrats began to favor income tax not only as a means to replace the revenue lost from tariff reduction, but also because they began to see the electoral appeal of an income tax that would be paid for by rich industrialists, because the absence of national-scale regulation on business combined with the growth of big business was producing a society-wide unease at the social consequences of industrialization: the arrival of big business brought extremes of wealth and immiseration, strikes and occasionally violent strike-breaking, and difficulties for small businesses that could not take advantages of the economies of scale that benefited their larger counterparts.  A major moment in this evolution was the depression of 1893, which intensified the concerns of those worried about the consequences of industrialization.  This was the worst economic downturn the nation had yet experienced, generating bank failures caused by a run on gold, major railroad bankruptcies, industrial unrest, widespread economic panic, a march on Washington, and unemployment as high as 18 percent.  The depression of 1893 also furthered the long-term decline of American agriculture, hitting the south and west particularly hard (Burnham 1965, p. 25).  Faced with falling agricultural prices, a wave of farm mortgages and foreclosures swept over the Midwest (Steeples and Whitten 1998).
The miseries of the depression were counter-posed to the increasing scale and presence of big business.  In the last decades of the 19th century the U.S. experienced a tremendous growth in GDP, underpinned by developments in railroad technology and new methods of exploitation of natural resources such as oil and coal.  The social manifestation of these changes was the rise of the large American corporation and of a class of capitalists with wealth on a level that the nation had never before seen.  The juxtaposition of these extremes of wealth and poverty, and the government’s inability to protect the losers of industrialization from this new source of power, led to a widespread dissatisfaction with the weight of capital in political and social affairs: “The sense of a sudden change in economic life, and thus in the life of the society at large, was far more intense in the United States than in Europe.  What was more, this corporate-managerial revolution occurred in a society with no older tradition of feudalism, corporatism, or social and political hierarchy.  Nowhere were nineteenth-century individualism and laissez-faire less challenged by opposing social values; nowhere did big business develop faster or further” (Keller 1980).  

The large trusts came into conflict with small business, and they were increasingly involved in labor conflicts that rallied public opinion against them.  Violence erupted during the Haymarket strike of 1885 against the McCormick Harvesting Company, the Homestead strike of 1892 against the Carnegie Steel Company, the Pullman Strike of 1894, and the Ludlow massacre of 1914, in which 20 workers striking against a Rockefeller-owned mining company were killed.  In 1911 a fire at the Triangle Shirtwaist Company killed hundreds of workers and exposed the company’s poor safety standards.  The story of how these incidents were popularized in the newly developing public sphere is well known: investigative journalists and authors such as Ida Tarbell, Upton Sinclair, and Lincoln Steffens exposed and popularized the issues of corporate fraud and anti-competitive practices, child labor, sanitary and working conditions, and especially the business practices of the corporation Standard Oil, while reformers such as Jane Addams spearheaded movements to cater to the needs of the poor and agitate for social reform (Chambers 2000; Cooper 1990; McGerr 2005).
This context—the increasing scale and presence of big business; the miseries of the unemployed and the agricultural sector; the state unable to address either; and a growing public sphere focusing attention on these issues—generated a broad-based Populist movement which sought to regulate monopoly capital, control the growing divisions of wealth, make democracy more responsive to the mass of citizens, and implement legislation in the interest of workers.  This broad movement formed the framework for the policy responses of the next decades.  In the period before the First World War Congress passed anti-trust legislation and acts providing for the inspection of meat products and outlawing the fraudulent labeling of food and drugs, and several states passed additional laws regulating child labor and working hours.  In these years the Interstate Commerce Commission and the Federal Trade Commission were established, and trust-busters eventually broke up Standard Oil.  Congress passed a series of wide-ranging regulatory measures, leading to the paradox that “The nation with the strongest traditions of individualism, voluntarism, localism, and hostility to the active state nevertheless developed the most elaborate, extensive system of legal and statutory regulation” (Keller 1980, p. 165-166).  
The issue of the income tax was folded into this broader set of concerns about the power of monopoly capital.  The income tax was seen as the quickest route to disciplining capitalists, since it would shift the burden of taxation from tariffs paid by consumers to those with high income.  An income tax was “by far the most effective weapon for use against the Plutocratic policy is the graded income tax…There is nothing which those Eastern Plutocrats dread so much as that...At the present juncture I am quite sure there is nothing which could be so effectually used to put a cog in the wheels of the Plutocratic program” (C.H. Jones, quoted in Ratner 1942, 172).  One legislator thought that income tax “will mark the dawn of a brighter day…with more of sunshine, more of the songs of birds, more of that sweetest music, the laughter of children well fed, well clothed, well housed” (quoted in Ellis 1940, p. 239).  Another called income tax “a roll of honor.  This is a roll of freedom, and in the name of honor and in the name of freedom, I summon every Democratic member of this House to inscribe his name upon it” (quoted in Weisman 2002, p. 142).
Thus it was that farmers and labor came together into a broad-based movement against tariffs, and in favor of income tax, as a means of curbing excesses of wealth generated by industrialization that were thought to be corrupting American society and politics, and as a means of redistributing the burden of taxation upwards.  Although agrarian populists hurt by tariffs had been the initial impetus for the income tax movement, and the representatives of agrarian populists provided key potential votes in Congress at a pivotal moment, the income tax had become a nationwide and broadly popular issue.  These elements came together, in particular, at two key moments before the First World War: the passage of the 1894 income tax; and the constitutional amendment allowing income taxation in 1913.

In 1893 Southern and Midwestern Democrats in the House added a federal income tax measure to a bill that reduced tariffs.  The bill passed in the House with the support of nearly all Democrats (save those from the Northeast), but faced stronger opposition in the Senate, where strong protectionist interests managed to restore tariffs on sugar, whiskey, coal and iron ore, and more (Weisman 2002; Ratner 1942).  The bill (the Wilson-Gorman Tariff Act of 1893) ultimately went forward, reducing tariffs slightly and introducing the income tax to make up for them.  One year later, however, the Supreme Court declared the income tax unconstitutional.
  There is no clear partisan split in the voting, but all but one of the known votes divides along geographic lines, with justices from the northeast voting against the tax, and justices from the south voting in favor (Corwin 1938).


The Supreme Court decision led the Democrats to make the income tax part of their campaign platform in 1896, although the presidential candidate that year, William Jennings Bryan, focused on the issue of free silver in the presidential election of 1896 for tactical reasons.  Republican victory in that election meant taxation would not be on the agenda, but Populists and Democrats would keep up the fight for the income tax, with the Supreme Court decision catalyzing the political mobilization.


In the wake of the Pollock decision, the Dingley Tariff of 1897 raised the general cost of living.  McKinley’s two victories (1896 and 1900) were seen by the Republican Party as vindication of their political position on tariffs.  But Midwestern voters continued to send anti-tariff Republicans to Congress, and support for the income tax for its redistributive effects continued to grow.  Finally, in 1909, Republicans in Congress and President Taft concluded that the Democrats and Insurgent Republicans had the votes to pass an income tax amendment, and they realized they needed to act to try to stave off more radical corporate and personal income tax proposals.  Thus, President Taft pushed Republicans in Congress for a bill that would postpone the income tax in return for implementing an excise tax on corporations.  That same year, Republicans also proposed a constitutional amendment enabling the income tax, rather than an income tax proposal--in the expectation that the amendment would fail, an expectation that many supporters of the measure shared (Mehrotra 2004, p. 184).  This amendment, as well as the corporation tax, was added to the Payne-Aldrich Tariff Act, which preserved the American tariff system rather than bringing down the protective walls as many Democrats and Republican Insurgents insisted (Ratner 1942, p. 279).

To the shock of all involved, the income tax amendment was overwhelmingly ratified by 1913 (Solvick 1963; Weisman 2002).  Clearly, the agricultural states were an important force behind the ratification of the amendment, as they supported it disproportionately (Baack and Ray 1985).
  But between 1909 and 1913, the elections of 1910 and 1912 had brought Democrats (and reformist Republicans) into power in many state legislatures all over the country, not just in the agricultural states (Buenker 1985).  At the national level, Republicans lost 57 seats and control of the house in 1910, and in 1912 Democrats took control of the Presidency and both chambers of Congress (Campbell, 2005).  The division over tariffs, rising prices, and the beginnings of African-American voters abandoning the Republican Party all contributed to the defeats.  The surprising electoral reversal made passage possible—indeed, in some states where the amendment had been rejected before the election, it was taken up again after the election and ratified (in one such case, New York, when Republicans got back into office they tried unsuccessfully to un-ratify it) (Buenker 1985).
Once the amendment had been ratified, the way was cleared for the Democratic Congress and Presidency to pass the income tax law of 1913, which was attached as an amendment to the Underwood Tariff bill reducing tariffs on a host of products.  The first income tax was limited in its reach, assessing a tax of one percent on all personal and corporate income, with a high exemption ($3,000 for single taxpayers, $4,000 for married couples) that relieved virtually all middle class families from paying the tax.  The act also created a progressive surtax for incomes that could reach as high as six percent for those earning over $20,000.  Brownlee (1996) estimates that only two percent of households were subject to this income tax, with the wealthy paying marginal tax rates between one and seven percent (pp. 56-7).  Thus, the 1913 law created a progressive income tax that reached only a small proportion of the population—which was part of the reason for its tremendous popularity.
Fear of Fiscal Inquisition in the French Tax Debates
The sequence of state and industrial development was reversed in France, which already had a relatively large state prior to industrialization.  Scholars have described the French state during the Third Republic as “centralized but limited” – capturing the concentration of political power in Paris, but also the reigning liberal ideologies that opposed state intervention in the economy (Hoffmann 1963, pp. 12-15; Kemp 1973; Kuisel 1981).  In particular, the French state included an extensive administrative apparatus for tax collection that inspired animus on the part of the population.  By the turn of the century, the overall tax burden in France was much higher than in the US and represented the highest per capita tax load in Western Europe (Ardant 1972, pp. 339).

The way in which these revenues were collected is revealing of mass sentiment towards the state and taxation.  Because the French Revolution was fueled, in part, by anger against abusive tax collectors, the tax system was designed to limit direct contact between individuals and tax collectors.  Direct taxes were assessed in a way that prevented tax collectors from nosing around in taxpayers’ private affairs (Schnerb 1973, 71-2; Callet 1962).
  For example, instead of requiring people to formally declare their incomes, formulas or external signs of wealth or income were used to determine the amount owed.  Most famously, in the case of the “windows and doors tax,” tax assessors would literally count the doors and windows on a property as a measure of worth rather than conduct any meaningful assessment of its true value.
  In addition, several of the direct taxes were apportioned, so that the state fixed a total amount to be collected, which was then divided up by region, arrondissement, commune, etc., rather than assessing taxes on one’s personal income (Bouvier 1973, pp. 231-2).  These circuitous methods of determining tax liability failed to measure real incomes or capture regional shifts in income or wealth, which in turn limited the yield of direct taxation.
Lacking sufficient revenues from direct taxes, the French state became increasingly reliant on indirect taxes – largely on consumption – during the 19th century.
  The turn to consumption taxes reflected the power of the wealthy to shift the tax burden from themselves onto the masses of peasants and workers (Schnerb 1973, p. 75; Bouvier 1973, p. 244).  These taxes also could be spread over a large number of items, thereby diffusing their burden in a way that rendered them less visible (Haig 1929, pp. 6-7).  Another advantage of consumption taxes is that their yield grew automatically with the development of consumption, making this an “easy” way to raise revenues.  Such obfuscation was necessary given the tax revolts that broke out whenever political authority was weakened (e.g. 1830, 1848).  Particularly during the first half of the 19th century, a “sneaky war” of resistance was frequently waged against the “rats,” a term popularly applied to tax collectors (Weber 1976; Schnerb 1973, pp. 77-8).
Although overt resistance declined in the second part of the century, popular hatred of taxation endured.  In part, this was due to inequities in the French tax system.  In the case of the land tax, for example, it was based not on any actual income derived from the land, but rather on estimates of what the property is worth – estimates that were made once every ten to fifteen years (Piketty 2001, p. 234).  Those unlucky enough to have had their land assessed at a high value at some distant point in the past often faced heavy tax burdens, even if their capacity to pay these taxes declined (Zeldin 1973, p. 710).  In some regions, landowners could be paying very low tax rates, while others were paying rates as high as 35 or 40 percent (Owen 1982, p. 63).  Throughout the 19th century, many peasants struggled to meet the tax burdens laid upon them – burdens that grew heavier in a time of low agricultural productivity and some crop-destroying natural disasters (Zeldin 1973, p. 136).
Although the French tax state was thus fairly intrusive by the 19th century, industrial capitalism was slow to take off in France relative to the US, Germany, or Great Britain (Chandler, Amatori, and Hikino 1997, pp. 6-7).  Industrialization intensified around the turn of the century, but French firms were fewer, and smaller, than their American equivalents and France did not experience the sudden emergence of a new class of wealthy magnates heading up massive industrial conglomerates (Fridenson 1997; Mayeur 1973).
  Certainly, industrialization in some areas of France was destabilizing and gave rise to an increasingly militant trade union movement.  This propelled the “social question” onto the political stage, fueling the movement for income taxation, regulation of working conditions, and social welfare programs (Stone 1985; Elwitt 1986).  The dominant concern was to use social reform as a way to stave off socialism, however, rather than to attack industrial monopolies and the growing concentration of wealth.

This sequence of state formation and industrialization shaped debates over taxation in several ways.  First, the slow pace of industrialization hindered social and economic modernization, preserving a large sector of peasants
, artisans, and small shopkeepers.  The share of national income received by peasants was 35 percent in 1900, compared to 20 percent for farmers in the US, and a higher proportion of the French population was involved in agriculture than in Britain, Belgium, or Germany (Zeldin 1973, pp. 171, 188).  The backwardness of the agrarian sector was both cause and consequence of sluggish industrialization: as people clung to the land, urbanization was delayed and industry lacked access to a large reserve of labor.  In turn, slow industrialization delayed adoption of more efficient farming techniques (Kemp 1973).  The petite bourgeoisie was another critical social group during the Third Republic, consisting not only of small shopkeepers, craftsmen, and independent professionals (e.g. doctors, lawyers), but also an emerging sector of white collar employees working in banks, insurance companies, and local government (Hanley 2002, p. 34).
Given the slow tempo of industrialization, these groups were less concerned with the rise of monopoly capitalism than they were with the existing burdens of state taxation.  In the case of the petite bourgeoisie, these small property-owners hewed to an ideology of self-reliance and individualism that made them conservative on issues of social reform (Stone 1985, p. 21).  Although they might favor sticking the wealthy with a greater share of the tax burden, fears of “fiscal inquisition” frequently undercut their support for progressive income taxation (Owen 1982, pp. 140, 169, 436-7).  Peasants shared a similar suspicion of tax collectors, and were more concerned with reducing the burdensome land tax than with more fundamental reform of the tax system (Weber 1976, pp. 44-5, 50-1).

Moreover, while the tariff question impelled agrarian demands for progressive income taxation in the US, and pit farmers against industrialists, the opposite was true in France.  Given their low productivity and lack of competitiveness, French peasants opposed the influx of cheap grain from the New World and were generally protectionist (O’Rourke 1997; Hiscox 2002).  This was especially true in the latter half of the 19th century when they also faced a sharp drop in agriculture prices, and the wine industry was devastated by the phylloxera crisis (Zeldin 1973, p. 174).  Thus, while the McKinley tariff of 1890 was passed in the U.S. against the demands of farmers, the 1892 Méline tariff in France was the opposite – a tariff instituted against agricultural products that would protect the agrarian sector by putting a higher tariff on food than in any other European country (Clough 1946, p. 96; Zeldin 1973, p. 174).
  The Méline tariff was also a marriage of “iron and wheat” that embodied the political agreement between peasants and industrialists in the area of trade (Lebovics 1988).  One consequence was that the tariff issue played virtually no role in the discussions about income taxation in the 1890s, as there was no push to replace tariffs as a source of revenues as in the United States (Owen 1982, pp. 98-9).

The main champions of the peasants and petite bourgeoisie were the Radicals – a left-leaning faction of republicans that were a major force in Third Republic politics.  The Radicals were a complex political grouping that combined an idealistic commitment to social reform, espoused by some Radicals more than others, with the hard-nosed pursuit of political power through patronage and local machine politics.  With their electoral base in the small towns and rural parts of France, the Radicals were often more attuned to the concerns of their constituents than they were to a programmatic agenda.  Thus, although Radical politicians would be the main proponents of the income tax, not all Radicals were enthusiastic about this or other social reforms and could be swayed by the views of their constituents (Fox 1964; Stone 1985).

Throughout the 1870s and 1880s, income taxation was part of Radical electoral platforms and the drive for progressive taxes intensified after the 1893 election that brought more Radicals and Socialists to the Chamber of Deputies.  In 1895, Léon Bourgeois became the first Radical prime minister and made the income tax a high priority.  Yet, because he lacked the votes to pass an actual income tax, Bourgeois asked only for a vote on the principle of progressive taxation.  While the measure passed, it was in no way an indication that many members of the Chamber favored an income tax.  It was then voted down by the Senate (Owen 1982, pp. 104-6).  There would be no more efforts to introduce the income tax until 1907, in part because the Dreyfus affairs and intensifying conflicts over religion would dominate the political agenda for the next several years.  The one change that did occur in this period was the creation of an inheritance tax in 1901.  Notably, despite the failure of income tax, agrarian interests were taken care of in the 1890s through specific measures that lowered their land taxes (Zeldin 1973, p. 176).

In the succeeding years, the ambivalence of the Radical party influenced the course of tax reform.  On the one hand, several Radical politicians were key figures in the development of the income tax.  The election of a large Radical majority in 1906 (247 seats – or 42 percent) is what enabled the income tax to be revived at all.  Radical politician Georges Clemenceau’s government (1906-09) avowed that the income tax would be a key priority, and Clemenceau appointed Joseph Caillaux, a former inspector of finances and advocate of income taxation, to be finance minister.  Caillaux introduced an income tax proposal in 1907 that included proportional taxes levied on various sources of income, and a progressive surtax that would apply to those earning over 5000 francs per year.  His plan would enable the repeal of the old direct tax system.

Given the large majority that the Radicals and Socialists had in the Chamber of Deputies, one might have expected the bill to quickly pass and be enacted in law.  Instead, it took two years for a revised version of the Caillaux plan to pass in the Chamber, and it was then bottled up in the Senate for the next five years.  Strong opposition to the proposal came, not surprisingly, from business and the political right who, much like their counterparts in the United States, viewed the progressive income tax as a “dangerous adventure” that portended creeping socialism (Isaia and Spindler 1986, p. 33; Jeanneney 1982; Callet 1962).  The rich also clearly would have to pay higher taxes, and it was no surprise that they were unhappy about that.  These forces did not have majority control in the Chamber, however, and so we would expect they could be overcome.


The more significant difference from the US, however, was the ambivalence of the center-left party, the Radicals, towards the Caillaux plan.  The critical issue in the 1907-09 debates over the income tax concerned the mode of assessment – the issue of greatest concern to the peasants, shopkeepers, and artisans (Owen 1982; Jeanneney 1982).  Caillaux’s proposal employed indirect assessment measures for income from a number of sources (land, buildings, business profits, agricultural profits), but required declarations to be made for professional income.  In the case of wages, salaries, pensions and securities interest, taxes would be withheld at the time of payment (Owen 1982, p. 129).  Critics charged that this represented a sharp break with the French tradition of indirect modes of assessment.  While clearly deployed by business and wealthy advocates of the income tax to serve their own purposes, fears about an invasive state resonated strongly with farmers and small business owners.  Thus, while they stood to benefit from many elements of the reform, they were sympathetic to claims of the coming “fiscal inquisition” that the new law would bring (Owen 1982, p. 140; Isaia and Spindler 1986, p. 34; Jeanneney 1982, pp. 29-30).  When the income tax bill finally passed the Chamber of Deputies in 1909, it was a watered-down version of Caillaux’s original plan and it succeeded only after much contentious debate.


The Radical majority in the Senate also hardly worked to the benefit of the reform.  The Senate was elected by an electoral college composed of representatives from municipal councils, and it gave greater weight to villages and medium-sized towns while under-representing urban areas.
  As Caillaux would later describe the Senate, it “is the assembly of the peasants of this country.”
  With almost equal rights to the Chamber of Deputies it could be a significant obstacle for many pieces of social and economic legislation (Hanley 2002).  Rather than vote on the Chamber’s income tax bill, the Senate created a commission that delayed passage of the measure for years.

While the Senate was clearly an obstacle, Rebérioux (1973) points out that the Chamber could have included the reform in a finance bill, which did not need the Senate’s approval.  That the government chose not to do this was perhaps revealing of the fact that many Radicals were happy to vote for the income tax reform as long as they were sure the Senate would defeat it.  Many Radicals were lackluster supporters or passive opponents of the measure, more concerned with finding ways to water it down than to try to push it through the Senate (Owen 1982, pp. 167-8).  Thus, although Radical politicians often employed grand rhetoric favoring the principle of income taxation, in practice many Radicals were in no hurry to see this measure enacted.

Their hesitations were evident in the renewed debates about income taxation on the eve of war in 1914.  The May 1914 election had been a victory for Socialists and Radicals, and the deteriorating international situation spurred debate about the need to finally pass Caillaux’s tax reform proposals.  However, despite the fact that Radicals had campaigned around the income tax, many opposed it once in office (Fox 1964, p. 133).  As a result, only small pieces of Caillaux’s tax program were enacted before the outbreak of war.  One of the first components to pass reformed the land tax in a way that delivered huge benefits to both large landowners and peasants (Owen 1982, p. 257; Haig 1929, pp. 19-21).  The next component was the progressive surtax on high incomes, which was limited by exemptions that raised the threshold for many wealthy families, and the absence of accompanying measures to ensure effective administration of the tax (Haig 1929, pp. 23-4).
  As is discussed further below, these and other limitations of the income tax measure – and the continuing lack of strong support for it – would hamper the ability of France to raise income taxes to help pay for World War I.
Thus it was that on the eve of war, the U.S. found itself with a limited but flexible income tax system in place: the way for more extensive wartime taxation had already been cleared by a four-year-long process of constitutional revision, and by the implementation of a progressive income tax that was widely popular precisely because it reached a very small number of those whose wealth had been made possible by the dislocations of industrialization.  France, by contrast, hampered by a suspicion of the state engendered by years of extremely invasive taxation, saw several years of debate on the income tax end largely in stalemate, and was in no position to raise its wartime revenue needs through income taxation.
War and Post-War

Many scholars have highlighted the state-building effects of war, arguing that large-scale mobilization of resources for conflict requires and propels the growth of bureaucratic capabilities.  World War I would have divergent effects on the tax state in France and the US, however.  While in the US the federal government significantly expanded its taxing capabilities and did so in a progressive manner, in France revenue collection was impaired and the French tax system became no more progressive than it had been before the war.  In part, these differences reflected the varying effects of the war, with France destabilized by fighting a massive and lengthy war on its own terrain.  The US, safely across the Atlantic, could benefit from the huge growth in demand sparked by the war without suffering the effects of war on its own territory.  The consequences in the post-war period also differed, as the US was able to quickly pay off its war debts, whereas the high level of war debt in France led to a severe financial crisis.

Although it is true that the nature of the war differed in the two contexts, it also intersected with different policy and political contexts.  Not only had the US created a federal income tax before entering the war, but there was also a strong domestic coalition in favor of progressive finance that would govern throughout the war.  This ensured the war would be financed largely through progressive modes of finance, further entrenching the income tax as an important source of federal revenues.  Even though the progressive tax coalition would lose power in the 1920s, this coalition would fiercely oppose any attempt to eliminate the income tax and replace it with a general sales tax.  The income tax had been solidified through the wartime experience and, with diminishing revenue needs in the post-war period, conservatives found ways to live with the tax rather than trying to fully abandon it.

In France, by contrast, the war came before the country had instituted a meaningful system of income taxation.  Pre-war dithering would prove more consequential than anyone had imagined, as implementation of income tax would prove difficult during the war, contributing to the enormous war debt the French government would acquire.  Then, in the post-war period, center-right governments would largely dominate and face enormous revenue needs.  Such needs could have been met with progressive forms of finance, and there were some attempts to shore up the system of income taxation.  Fears of fiscal inquisition would hamper implementation of the income tax, however, while the weak coalition in favor of the income tax would become further fragmented. This ensured that national sales taxation would be an increasingly important source of governmental finance.

The Consolidation of the Federal Income Tax in the United States


The political strength of the Democratic Party during World War I ensured that progressive modes of finance would play a central role in paying for the war.  President Wilson’s Revenue Act of 1916 built on the foundation laid by the 1913 tax, extending the base and increasing the rates to prepare for possible entanglement in the war.  Wilson was a longstanding advocate of income taxation, and he was supported by southern and western Democrats (Brownlee 1985).  Many of these Democrats were opposed to any military preparedness for a war they hoped to avoid, yet insisted that if preparedness were necessary, it would have to be paid for through increased personal and corporate income taxes, a federal estate tax, and a tax on the munitions industry.  Democrats were thus able to turn back a Republican drive to pay for preparedness with consumption taxes, although they did give on allowing some increased tariffs and excises to contribute to the costs (Brownlee 1985).  The 1916 Revenue Act was passed before the US even entered the war, with the aim of financing military readiness.

The War Revenue Act of 1917 instituted further increases in progressive taxes after the US entered the war.  The 1917 Act raised revenue levels considerably, following the pattern of earlier revenue measures: although consumption taxes were considered on cocoa, coffee, sugar, and tea, they were not included in the final legislation.  Instead, the main sources of revenue were the income tax and an additional excess profits tax (Taussig 1917).
  The tax rate on individual incomes also rose substantially while exemptions were lowered.  By 1918, marginal tax rates ranged from 15 to 77 percent, with effective tax rates at 15 percent – substantially higher than the 3 percent effective tax rates of 1916 (Brownlee 1996, p. 63).  According to Seligman, the maximum 77 percent rate was the highest marginal tax rate in the world, and compared to maximum rates of 60 percent in Britain, France, and Germany (Seligman 1924, pp. 128-9).  Legislators also lowered some exemptions so that the income tax also reached a larger slice of the American public.  Between 1917 and 1918, the number of American citizens who filed income tax returns rose from 780,000 to an estimated 6,350,000 (Roper 1918, p. 162).

The commitment to progressive modes of finance would distinguish the US from the major combatants in the First World War.  All countries had to rely on debt to finance most of their war costs, including the US.  Nonetheless, the US relied relatively less on debt than most countries, using tax and non-tax receipts to cover approximately 37 percent of war costs.  More than half of these revenues came from income and profits taxes (Fisk 1924, p. 61).

The U.S. financed its war debts in a uniquely progressive manner first because the Constitutional amendment effort of 1909-1913 had made progressive taxation possible: without it, it is doubtful that an income tax could have been put in place quickly enough to reach Wilson’s goal of war preparedness, and a Constitutional showdown on the eve of a national emergency is a specter all sides would have wished to avoid.  Second, the political forces responsible for the passage of income taxation were still in power: indeed, the Democrats in Congress often wanted even more progressive legislation than the (Democratic) President thought advisable.  And third, the overwhelming popularity of progressive taxation, in reaction to extremes of wealth inequality, continued throughout the war years and kept legislators on the side of income tax (according to some estimates 1916 was the peak year of income inequality in the U.S. during this period; Brownlee 1985).

The end of the war opened up a critical period in the future of the income tax.  As American revenue needs declined and Republicans gained control of Congress and the White House, many observers thought the income tax would be replaced by a national sales tax, and Republicans began a drive to pass national sales tax legislation.  In 1921, Senator Reed Smoot (R-Utah), a ranking member of the Senate Finance Committee, proposed a 1% general sales tax with a $6000 exemption.  At several moments in that year, observers thought a sales tax was likely to pass; it was backed by well-financed interests and represented the culmination of a year of lobbying and propaganda by business groups.  But, although Republicans would succeed in bringing down the steep marginal rates imposed during the war, attempts to replace the income tax with a national sales tax were repeatedly stymied.

Why did the efforts to pass a sales tax in the 1920s fail?  One reason could be the opposition of state governments to a national sales tax.  Currently, state and local governments rely on retail sales and property tax revenue, and if this were also the case at the turn of the twentieth century, then state and local governments would have resisted the push for a national sales tax because it would have cut into their revenue base.  In fact, state and local sales taxes follow rather than precede the sales tax efforts of the 1920s.  The first retail sales tax was enacted in Mississippi in 1932, with several states adopting sales taxes in the next decade (Shoup and Haimoff 1934; Berry and Berry 1992).  There is no evidence in the documentary record that states resisted the idea of a national sales tax in the 1920s debate.

Another possibility is that a new doctrine of “corporate liberalism” helped bring Republicans to accept the income tax in the 1920s, on the principle that a little bit of income taxation and attendant redistribution would purchase acquiescence to capitalism and head off any possible flirtation with socialism.  However, if the corporate liberalism argument is correct, then it should have been the defenders of capital—manufacturers and their political protectors—who resisted sales tax and favored income tax, thinking that a little bit of redistribution via income tax was necessary to take the edge off of capitalism.  But the defenders of capital in fact pushed heavily for sales tax; the fight against sales tax was led by the agricultural bloc, the same Democrats and Insurgent Republicans who had been responsible for pushing income tax in the first place, and was aided at key moments by Treasury testimony in favor of progressive taxation and against a general sales tax (Murnane, 2004; Rader, 1971).

In short, the sales tax attempt failed in 1921 because of the role of the “farm labor block,” and divisions on the sales tax mapped onto those of the pre-war period on tariffs and the income tax.  For example, manufacturers’ groups testified in favor of the sales tax proposal and labor and farmers’ groups testified against (table 2).  Among members of Congress, opposition to the sales tax came from Midwestern representatives, and was phrased in class and sectional terms, with the Insurgent Republicans once again willing to abandon their party in defense of farmers’ interests (New York Times, 1921h).  One observer wrote: “With union labor lined up with the farmers in opposition to a sales tax its proponents have abandoned hope of such legislation by this Congress.  Numerous Republican leaders in both houses have voiced the opinion openly that a general consumption tax would spell party defeat…” (Henning 1921a).


Smoot persisted in his efforts through December, offering various versions of the bill, all of which were defeated if they came up for vote at all (New York Times, 1921i, Los Angeles Times, 1921d, New York Times, 1922).  The pattern of votes on both November 3 (for a 1% sales tax—see table 3) and November 4 (for a .5% tax) is similar: all the Democrats vote against the sales tax in both cases, and most of the Republicans from the Northeast vote in favor in both cases.  But the Insurgent Republicans are split, and enough of them vote against the sales tax to kill the measure.
 
After the failure of Smoot’s sales tax effort, and with Republicans in control of the House, Senate, and Presidency, Congress would repeatedly reduce progressive taxes throughout the 1920s by cutting normal tax rates and the high surtax rates on the very wealthy, reducing estate tax rates, and repealing the excess profits tax.  But the continuing alliance between Democrats and Insurgent Republicans continued to make it difficult for conservative Republicans to achieve more far-reaching reforms.  The same coalition even forced estate tax rates up to their highest level ever and created a federal gift tax to prevent evasion, directly contrary to the wishes of conservative Republicans and their key ally in the Coolidge administration, Treasury Secretary Andrew Mellon (Ratner 1942, pp. 415-20).  In the end, this coalition would begin to falter by the mid-1920s, following electoral losses in the 1924 election and the death of Insurgent Republican leader La Follette in 1925.  This enabled Republicans to cut normal income and surtax rates, eliminate the gift tax, and bring down the high estate tax (Ratner 1942, pp. 424-7).

Even so, Republican administrations did not get rid of income tax.  By cutting rates, they defused opposition to the progressive tax structure while preserving its progressive shape.  This meant that when the nation found itself facing another crisis twenty years later and in need of revenue, it was income taxes rather than sales taxes that were the default mode of revenue generation.  The Great Depression and World War II are often seen as marking the beginning of a distinct tax regime (Allen and Campbell, 1994; Campbell and Allen, 2001; Graetz 2005).  But while World War II dramatically increased revenue levels and raised the number of income tax payers, the expansion of the “class tax” into a “mass tax” (Jones 1996) occurred according to the template that had been laid during the progressive era and consolidated during the First World War and the 1920s: reliance on income taxation, and rejection of sales taxation.  In analyzing policy changes Peter Hall (1993) distinguishes between changes in “the overarching goals that guide policy in a particular field [third order change], the techniques or policy instruments used to attain those goals [second order change], and the precise settings of these instruments [first order change]” (278).  In these terms, the shifts in tax regime during World War II were a first order change (because tax rates were increased and the base of taxpayers was broadened) but neither a second nor third order change: redistribution and the disciplining of capital remained overarching policy goals, and progressive income tax remained the policy instrument by which that goal was to be attained.  What was changed was the number of taxpayers and the rates of taxes they would pay—“the precise settings of [the] instruments” that had been invented at the turn of the century.
This period also saw repeated dismissals of calls for a national sales tax.  In 1935 and again in 1939 bills were proposed based on Frances Townsend’s calls for pensions to be financed by a national sales tax, but both proposals were overwhelmingly defeated in the House and no such measure was brought again to a vote (Amenta, Carruthers, and Zylan 1992, p. 316).  In 1931 and in 1942 calls for general sales tax were beaten back in Congress--in 1931 by a group of insurgents in the House (Schwarz 1964), and in 1942 by the Senate Finance Committee (Barkley 1942, Blakey and Blakey 1942, Kaldor 2003[1955], p. 1080; Graetz, 2005).  The main reason why calls for sales tax foundered in all four of these cases is that progressive taxation had become a central tenet of the American left.  The early period of American populism bequeathed two things to the era of the New Deal: first, it left a tradition of agrarian social movements from the economic periphery exerting pressure on the government for progressive taxation, this time in the form of Huey Long’s “Share our Wealth” movement (Amenta, Dunleavy, and Bernstein 1994; Leff 1984); second, it yielded an ideologically revised Democratic Party, which had abandoned Jeffersonian principles of opposition to a strong federal government in favor of a populist understanding of the federal government as the instrument best able to defend the people against the predations of big business (Gerring, 1998).  With Roosevelt and the Treasury as their main defenders, the American left would not countenance a sales tax that was not progressive (essentially, a luxury tax) and conservatives thought a progressive sales tax would be too complicated to be workable (MacCormac 1942).  Moreover, although resistance from the states had not been a feature of the turn of the century debates, between 1932 and 1938 half of the states adopted a general state-level sales tax (Berry and Berry, 1992: 723); this means that by the end of the 1930s the states had a reason to oppose a national sales tax, and may have become a force for resistance had the debate on national sales tax progressed further than it did.
The main conflict in the tax debate of the 1940s was not on sales tax at all—the sales tax proposals during this period were peripheral--but rather, on exactly how progressive the income tax structure should be: the main question was whether revenue should be raised by raising the rates on the wealthy, or whether the tax should be extended to more people.  Roosevelt and Treasury Secretary Morgenthau wanted taxes that would fall on corporations and the wealthy, but Congress wanted exemptions on industries and a broader tax base, extending into the middle classes.  On several occasions Roosevelt pushed for excess profits tax and reduction of income tax deductions, but Congress (led by conservative Democrats) opposed him and tempered the punitive nature of the reforms.
The Revenue Act of 1942 represented a compromise between these factions, because it was highly progressive as Roosevelt wanted (with a top rate of 82%), but broad-based, with revenues largely coming from wages and salaries as his opponents wanted, and including loopholes for industries that profited from the war.  The act extended income taxes downward, engaging more people--a fourfold increase in the number of income tax returns between 1941 and 1943.  But while World War II broadened the tax base, it did not reverse the principle of progressivity, a principle established at the turn of the century that lives on as a central element of American tax policy to the present day.
The Turn towards a National Sales Tax in France
France was on the opposite side of the war finance spectrum from the United States: instead of using domestic revenues to pay for the quickly mounting war costs, France instead turned to foreign and domestic loans to pay for virtually the entire conflict (Fisk 1924; Gide 1919; Friedman 1922).  This is evident in the reach of the income tax in each country.  By 1918, only 4.6 percent of French households were paying the income tax (Piketty 2001, p. 566), compared to 15 percent in the United States (Brownlee 1996, p. 63).
  As the French economist Charles Gide (1919) wrote at the time, “The French government had performed the feat of carrying on the most expensive of all wars without requiring the French taxpayer to contribute a single penny.”

To some extent, the failings of French fiscal policy in this period can be explained by the fact that the war destabilized all revenue collection.  France fought a war on its own terrain, and the areas occupied by Germany were the most heavily populated, and industrialized, parts of France.  The war thus impaired France’s capacity to collect taxes and would stymie administration of the new income tax (Peel 1926, p. 111; Truchy 1927; Gide 1919).  The conscription of nearly the entire male population added to the difficulties, as the number of French tax collectors declined and would not rise to its pre-war levels until 1919 (Peel 1926, p. 110).  French leaders also were reluctant to ask any more of a population that was suffering the effects of mass conscription (Hautcoeur 2004).  Finally, it appears that some French leaders initially believed the war would be short and its costs could be met with loans rather than requiring new taxes (Horn 2002; Gide 1919).

By 1915, however, it was becoming evident that the war would not be short and there was growing awareness that France needed to be paying for the war with taxes and not with debt (Haig 1929, p. 26).  Even Finance Minister Ribot, who was a strong opponent of income taxation, allegedly remarked at the time that “one pays for wars with taxes, not with loans” (Horn 2002, p. 81).  Moreover, while the war probably did stymie implementation of the new income tax, there are several reasons to think France could have done more to raise revenues during the war than it did.  For one thing, many left-wing members of Parliament called for income and capital taxation as well as a war profits tax, indicating that some believed it was possible and desirable to levy new progressive taxes and pay for some war costs rather than relying on borrowing (Haig 1929, pp. 26, 29; Owen 1982, pp. 267-8).  In addition, the war served as an excuse that longstanding opponents of income taxation could advance for why French officials should not try to meaningfully impose the tax.  Finally, the deteriorating fiscal situation eventually impelled the Chamber and Senate to adopt several tax measures in 1916-18 (discussed below).  With a more serious effort made at tax administration in the last two years of the war, tax collections doubled (Peel 1926).  While these measures proved to be too little, too late, they are nonetheless indicative that France could have paid for more of the war through taxation than it did.

Instead, the more fundamental problem for France was that the critical juncture of war came at a time when France lacked either a meaningful system of income taxation or a strong political coalition in favor of progressive taxes.  In the case of the former, the income tax enacted in 1914 was ill-equipped for the challenges brought by war.  In Caillaux’s original plan, the income tax was a surtax to be levied atop a series of schedule taxes.  The latter would help establish the different sources of income, facilitating assessment of the surtax.  By creating only the surtax and not the supporting substructure, tax collectors lacked the ability to determine a person’s income (Peel 1926, pp. 95, 105-6).  Although taxpayers were theoretically supposed to declare their incomes to tax officials, the law stipulated that taxpayers could never be compelled to produce their financial records in cases of disputes with tax collectors (Owen 1982, pp. 497-8).  Finally, the income tax was finally passed only a few weeks before the onset of the First World War.  This meant that implementation of the tax was delayed until 1916.

In addition to this weak policy instrument, political fortunes had now shifted against the Radicals and other advocates of progressive taxation, whose best chance to pass an income tax had been in the years leading up to the First World War.  The outbreak of hostilities then led to the creation of the union sacrée – a wartime coalition government that included forces hostile to the income tax.  Finance Minister Ribot was a particular obstacle to tax reform, as he repeatedly rejected calls by parliamentarians for increased income taxes to help pay for the war (Haig 1929, pp. 26-9).

Even so, the desperate need for revenue would break the logjam on taxation.  In 1916, a war profits tax was created, and income tax rates were increased.  In 1917, the Parliament finally approved the other element of Caillaux’s original plan, suppressing the old system of direct taxes and creating four scheduled taxes with different schedules for various forms of income.
  Still, continuing concerns about “fiscal inquisition” weakened procedures for assessing taxpayer income, which in turn diminished the capacity of these taxes to raise revenues.
  For example, for the business profits tax, businesses could either show their balance sheets to the tax administration or else the tax collector would estimate profits from total sales – thereby assuring that “[n]o embarrassing questions were to be put to the taxpayer by the controller” (Haig 1929, p. 35).  Agricultural income was under-assessed and large exemptions kept many peasants from paying taxes, while professional income was self-declared and verification of this income was limited (Owen 1982, pp. 272, 314-15).
  Once again, critical groups in Third Republic politics – namely, peasants and independent workers – were well-taken care of by the tax law, while business took advantage of fears of fiscal inquisition to protect its own interests.

Given the continuing need for revenues, and the weaknesses and delayed implementation of the income and war profits taxes, French policy-makers turned towards taxes on consumption.  In 1917, the Parliament created a 0.2 percent stamp duty on retail sales and a 10 percent tax on luxury goods, a move that was a stopgap response to the tremendous need for revenues (Due 1957, pp. 115-16).  There also were increased taxes on tobacco, wine, spirits, sugar, etc. in 1918.  As finance expert Gaston Jèze remarked at the time, the war had brought “a real avalanche of taxes on consumption,” counterbalancing the progressive tax measures enacted before and during the war (cited in Haig 1929, p. 41; also see Jèze 1921).
By the end of the war, France was in dire financial shape as its enormous debt fueled inflation and generated a financial crisis that would endure through most of the 1920s.  In response, French governments would increase all forms of taxation, including the income tax, but the tax system would remain heavily biased towards consumption taxes, particularly with the adoption of a general sales tax – the turnover tax.  One could argue that diverging French and American trajectories in this period reflected the fact that French revenue needs were high and growing, while American ones were in decline.  Perhaps this drove the search for alternative forms of taxation, culminating in the creation of the turnover tax in 1920 and its continued expansion and use.  However, a glance at a country with more comparable revenue needs – Great Britain – shows that the British managed to preserve a progressively-based tax system throughout the 1920s, despite their having an even larger state than the French (figure 3).  Given that there were other alternatives to a general sales tax, economist Carl Shoup (1930, p. 8) remarked at the time that, “[t]he problem of understanding why the turnover tax was introduced thus largely becomes one of understanding why other taxes were not called upon instead.”

Fiscal decision-making in the 1920s was shaped by the further fragmentation of the pro-income tax coalition as well as the difficulties of raising income taxes in a nation where fears of “fiscal inquisition” were rife.  As in the US, the balance of power in the 1920s had shifted to conservatives who were leery of progressive taxation.  The Radicals simply had less power in the post-war period, having reached their political peak in 1914 (Hanley 2002, p. 87).  Thus, governments in this period were more conservative than the pre-war governments, even though they often included Radical members.  In addition, the Bolshevik Revolution and intensifying fears of communist insurrection in France strained the political alliance between Socialists and Radicals.  Although the commitment of Radicals to the income tax had always been erratic, now they would increasingly side with conservatives against Socialists on tax policy and other matters (Owen 1982, pp. 289; Shoup 1930, pp. 21-22).

Antipathy towards state intervention in taxpayers’ personal affairs also continued to undermine the income tax as a means of raising revenue.  Parliamentary efforts to rectify these weaknesses by hiring more tax collectors or improving the system of tax administration repeatedly failed, contributing to tax evasion and fraud.  In addition, because income was assessed through indirect means for many elements of the tax, taxpayers underreported their income, further diminishing the yield of the income tax (Owen 1982, pp. 314-15).  The weakness of the income tax also resulted from the determination to protect key constituencies – peasants, shopkeepers, and small business.  Even though these groups clearly benefited from the current tax system, they continually complained about the burdens upon them, providing further ammunition against expansions of the income tax (Owen 1982, pp. 308-9; Shoup 1930, pp. 13-14).  Attempts to improve the assessment of income of these groups, or increase rates of taxation on them, were repeatedly rebuffed.

Given these flaws in the income tax, raising income tax rates would perpetually fail to yield the expected revenues.  In 1920, top marginal rates of the income tax were raised to as high as 50 percent, and pushed to as high as 90 percent several years later (Piketty 2001, pp. 259, 265).
  However, because high marginal tax rates affected only a small number of taxpayers, they ultimately did not garner much revenue.  The scheduled taxes had more revenue-raising potential, but their rates rose only modestly in this period, and assessment methods remained the same (Piketty 2001, pp. 260-1).  For example, an effort to alter techniques for determining peasant income failed in 1920 following the protests of deputies and senators who represented agrarian constituencies.  The under-assessment of peasants’ income thus continued, as did the underpayment of taxes by the liberal professions and small businesses that were similarly shielded from supervision by tax collectors (Peel 1926, pp. 148-54; Owen 1982, p. 349).


In fact, tax evasion and fraud were encouraged by media-led campaigns against the income tax.  In the early 1920s, newspapers denounced the tax as a failure and claimed that France would soon revert back to its old system of direct taxes.  According to a Finance Committee report, “a conviction widely spread among a part of the public by misleading press campaigns that the present fiscal system was only a temporary one, and that by crippling its results through a tenacious ill-will one would quicken its disappearance” (quoted in Haig 1929, p. 77).  These popular sentiments were echoed by conservative legislators who continued to attack the new income tax from above (Haig 1929, p. 82).


Because of continuing problems with, and opposition to the income tax, and the desperate revenue needs throughout the 1920s, French officials turned to the sales tax as a more dependable method of raising revenues.  In 1920, the first general sales tax was created – the taxe sur les chiffres d’affaires, or TCA that was a simple tax on the price of sale for every transaction (making it cumulative).  The TCA had the support of business groups who were resigned to the fact that they would face higher taxes, but opposed the war-time taxes on retail sales and luxury goods.  The TCA spread the tax burden across enough consumers so that they would not notice it and did not penalize any particular goods, such as the luxury retail sector that was important to the Paris economy (Shoup 1930, pp. 14-16; Owen 1982, p. 295-6).  Although it was fiercely opposed by the Socialists, the Radicals largely went along with the TCA, hoping it might be a temporary expedient (Shoup 1930, pp. 21-2).  Also important was the fact that small business, farmers, and other consumers had not risen up against the tax, whereas there was continuing strong animosity towards the inquisitorial income tax (Owen 1982, p. 328).
This is not to say that the sales tax was popular; rather, it was the least objectionable form of finance to the largest number of groups.  The tax did face opposition by small retailers who resented having to keep records of their gross receipts and make those available to tax inspectors (Shoup 1930, pp. 68-70).  This threatened to complicate collection of the tax and so in 1924 Parliament approved the use of a “forfait” system such that smaller businesses could simply pay a tax on estimated receipts.  The forfait muffled the grumblings of a critical group in French society, and agricultural products were exempt from the tax – another politically savvy move that mollified potential opponents of sales taxation.  Throughout the 1920s, various producer groups would secure exemptions from the tax, which would later prompt efforts to close these loopholes and create a more comprehensive tax.

In the succeeding years, sales taxation became an increasingly important source of finance.  While the income tax continued to be difficult to administer, the TCA began generating considerable revenues within a few years of its enactment (Shoup 1930, p. 32).  Given the intensifying financial crisis, with France struggling to pay off its war-time debts and reassure investors, the need for revenues prevented any reduction in the tax.  Thus, although radicals and socialists railed against the turnover tax as an unjust burden on lower-income people, they failed to do anything meaningful about it when they came to power in a 1924-5 cartel des gauches government (Haig 1929, p. 113).  They also failed to strengthen the income tax or to enact the socialists’ favorite idea, a capital levy.
In 1926, growing pessimism among investors about France’s massive public debt led to a financial panic and flight from the franc.  In response, conservative Prime Minister Raymond Poincaré reassured investors that France would raise taxes but avoid any radical measures.  He then cut income taxes on the rich, the inheritance tax, and taxes on securities, all while augmenting sales taxes and the proportional taxes on income (schedule taxes) (Haig 1930, pp. 163-4).  This effectively consolidated the French tax system’s heavy emphasis on consumption, as it largely put an end to debates about merits of the turnover tax (Shoup 1930, p. 44).  Thus, although the share of revenues raised through direct taxation had increased during the 1920s – rising from 17 percent in 1913 to 30 percent in 1927 -- indirect taxes still accounted for nearly 63 percent of revenues raised in 1927 (Haig 1920, p. 311).

For the next three decades, French tax policy would show great continuity with that established in the 1920s (Flamant 1973).  The turnover tax was repeatedly modified to improve its yield and deal with technical problems in its application.  Some issues concerned the stage of production at which to apply the tax and how to remove negative effects on exports.  On-going experimentation and revision in the tax would culminate in the creation of the VAT in 1954 (Tournié 1985, pp. 122-5).  While initially applied only to the production sector, the VAT was later extended to wholesale trade and retail and would become a major source of revenues for the French government (Lynch 1997).
There were, however, no major reforms to shore up the income tax.  One minor change, in 1948, replaced the scheduled taxes with two proportional taxes (one for personal income, one for corporations), but there was no attempt to grapple with the problems that had plagued the income tax system since its inception.  Large exemptions narrowed the tax base considerably while the forfait led to the under-assessment of peasant and small business income.  High levels of tax evasion exacerbated these problems (Shoup 1955).  Lacking the political will to rectify this situation, French governments would instead rely on “anesthésie fiscale” – a policy of raising revenues through hidden forms of taxation (Shoup 1955, p. 341).  Thus, the overall structure of the French tax code, with its heavy reliance on consumption taxes, endured and remained cross-nationally distinctive.  In 1950, revenue from the income tax amounted to 28 percent of French revenues, compared to 65 percent in Britain, and 85 percent in the United States (Lynch 1997).  This would hardly change in the years ahead, as consumption taxes and, increasingly, payroll taxes would swell in importance while the income tax remained only a minor source of governmental finance.  Tax policy-making throughout the Fourth and Fifth Republics would be characterized by continuity rather than significant change, and France would continue to have one of the least significant income taxes in the Western world (Tournié 1985).
Conclusion
The unusual shape of the American and French tax structures—with the American state taxing capital and the wealthy at higher levels than the French— reflects the strong reliance on progressive income tax in the U.S., and the strong reliance on a general sales tax in France.  We have argued that this pattern of taxation can be traced back to the dawn of the twentieth century, when the paths of France and the U.S. diverged, and these divergent paths were entrenched by the demands of the First World War.

The divergence began before the war: in the U.S., rapid industrialization in the context of an underdeveloped state led to popular support for progressive income taxation as a way to avoid protectionist tariffs and discipline capital.  In France, intrusive methods of taxation in the context of slower industrialization created resistance to new schemes of direct taxation.  In the U.S., farmers displaced by industrialization and hurt by protectionist tariffs favoring the northeast were represented by a faction of the Republican Party; this faction combined with Democrats who were mobilizing the widespread outrage at the excesses of monopoly capitalism to pass a Constitutional amendment and a series of income tax laws, and to resist movement toward a general sales tax.  In France, popular sentiment against the intrusions of direct taxation fed the left’s ambivalence over progressive taxation, and no constituency analogous to the American farmers rose to crystallize the income tax issue, nor did a class of wealthy magnates rivet popular opinion on the need to discipline capital through progressive taxation.  The desperate search for revenue in France was channeled into the tax of least resistance, the general sales tax.


The US is only one of several “liberal” states that, contrary to expectation, rely on income taxation, whereas France is one of several large welfare states that rely on regressive sales taxes.  We chose these countries to investigate historically because of the U.S.’s status as the only country to resist a national-level sales tax, and France’s status as the country that originated the value-added tax.  Our tour through that history revealed that mirror sequences of industrialization and state-building in the two states generated a politics of taxation that was focused on redistribution in the U.S., and on preventing fiscal inquisition in France.
Our findings for these two cases may also apply to a wider array of countries, as states that were administratively weak at the moment of their industrialization perhaps turned to income taxation in an attempt to discipline capital.  Likewise, it may be that in countries where the state was already relatively large prior to industrialization, debates over taxation became embroiled in controversies over an intrusive state.  One way to examine this is by employing Ronald Jepperson’s (2002) categorization of nations by their relative “stateness” (table 4).  Jepperson’s categories emerged out of a historical study that focused on the 19th century, and thus cannot be viewed as simply the product of different tax systems.  As figure 4 shows, countries that rely to a high degree on progressive taxation are generally those that Jepperson would describe as low on his statist criteria.  (The Netherlands appears exceptional but is perhaps misclassified by Jepperson: the Dutch state was very much influenced by the Napoleonic occupation, during which its core administrative features were developed.)  This categorization helps us make sense of why the US and other liberal welfare states resemble the Nordic countries in their relatively high reliance on income taxation: these were all countries in which the state was recruited to help restrain the consequences of industrialization in the nineteenth century through progressive taxation.  It also captures features that many Southern European states share with France: these states were unable to implement income taxation precisely because their premature strength inspired distrust in the population.
Scholars have often argued that taxes are born in wartime (Tilly 1985; Levi 1988; Campbell and Allen 1994; Kiser and Linton 2001; Witte 1985).  But the origins of the income tax in these two cases have as much to do with political economy as with war.  In particular, the different patterns of pre-war revenue generation determined what the French and American states could do during the war; and the wartime crisis, in reinforcing the pre-war pattern, set the two states on different trajectories of revenue generation from which they have not fundamentally diverged ever since.

Table one. Direct Taxes as a Percent of Total Tax Revenues (federal or national)

	
	1914
	1915
	1916
	1917
	1918
	1919
	1920
	1921
	1922
	1923
	1924

	France
	20.92
	18.15
	14.43 [income tax alone: 1.34]
	14.86 [income tax alone: 5.17]
	13.11 [income tax alone: 10.31]
	11.72
	11.55
	12.10
	13.39
	16.52
	

	US
	
	
	
	
	
	
	59.02
	57.80
	50.85
	43.64
	47.50


Calculated from Seligman 1924.

Table 2.  Groups Testifying before Congress for or against the Sales Tax, May 1921 

	Groups testifying to Congress in favor of sales tax, May, 1921
	Groups testifying to Congress against sales tax, May, 1921

	Tax League of America

Music Industries Chamber of Commerce

Boston Chamber of Commerce

Philadelphia Trades Council

Manufacturers’ Club of Philadelphia 

National Association of Real Estate Boards 

National Association of Manufacturers

National Retail Dry Goods Association 

National Association of Retail Clothiers

National Retail Shoe Dealers’ Association

National Garment Retailers’ Association

National Automobile Chamber of Commerce

New York Board of Trade 

National Automobile Dealers’ Association 

Fur industry
	American Farm Bureau Federation

National Association of Credit Men 

National Electric Light Association 

American Gas Association American 

Electric Railway Association 

National Industrial Conference Board 

National Grange 

Farmers’ National Council 

People’s Reconstruction League

Farmer-Labor Party 

National Association of Retail Grocers 

American Federation of Labor 

American Mining Congress

National Lumber Manufacturers’ Association 

Public utilities

	Sources: Chicago Daily Tribune 1921 b, c, f; Los Angeles Times 1921c
	Sources: New York Times 1921g;  Los Angeles Times 1921a, c; Chicago Daily Tribune 1921d, e, f, g, j




Table 3.  Republican Votes on the Sales Tax, November 3, 1921

	
	Vote in Favor of Sales Tax
	Vote Against Sales Tax

	Northeast Republicans
	Edge, NJ

Fernald, ME

Keyes, NH,

France, MD

Frelinghuysen, NJ

Moses, NH
Wadsworth, NY

Weller MD
	Penrose, PA



	South, West, and Midwest Republicans 
	Ernst, KY  

Gooding, ID

Jones, WA

Warren, WY 

Watson, IN

Bursum, NM

Cameron, AZ

McKinley, IL

New, IN

Newberry MI

Nicholson CO

Oddie, NV

Phipps, CO

Poindexter, WA

Shortridge, CA

Smoot, UT

Spencer, MO
	Borah, ID

Capper, KS

Curtis, KS

Kenyon, IA

La Follete. WI

Lenroot, WI

McCormick, IL 

McCumber, ND

McNary, OR

Nelson, MN

Norbeck, SD

Stanfield, OR

Sterling, SD

Sutherland, WV

Townsend, MI

Willis, OH




Source: NYT 1921t

Table 4.

	Low Statist (or societal organization)
	High Statist

	Australia

Canada

Denmark

Finland

Great Britain

Ireland

Netherlands

New Zealand

Norway

Sweden

United States


	Austria

France

Germany

Italy

Japan

Portugal

Spain

Unclear classification:

Belgium


Jepperson (2002); Schofer and Fourcade-Gourinchas (2001).

Figure 1.  Percent of Revenues from Personal and Corporate Income Taxes
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Figure 2.  Personal Income Taxes as a Percent of GDP
[image: image2.emf]0

5

10

15

20

25

30

Denmark

Sweden

New Zealand

Finland

Belgium Canada

United States

Australia Switzerland

UK

Italy

Norway

Austria

Germany

Ireland

France

Spain

Netherlands


Source: OECD

Figure 3.  Central Government tax revenues as percent of national income.
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Figure 4.  Percent of Revenues from Personal and Corporate Income Taxes
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� Even the tax cuts of Presidents Reagan and George W. Bush have not fundamentally altered the progressivity of the income tax, and periodic calls for a national sales or flat tax have never gained political traction.  The one major change in the income tax since the 1960s is a marked decline in corporate taxation, and taxes on capital seem to have declined in the 1990s.


� The French government has sought to improve the balance between sales and income taxes, and in 1991 created the Contribution sociale généralisée to help pay for social security.  While this has increased the role of income taxes in the French tax code, it has not fundamentally altered the relative weight of income and sales taxes in the French system.


� It should be noted, however, that since the mobilization of business starting in the 1970s, corporate income taxes have declined steadily.


� Republican legislators from Midwestern states did not completely reject tariffs, but they did oppose the large, politically motivated tariffs of the old guard Republicans, favoring instead “scientific” tariffs on only those industries that truly needed protection (Sanders 1999, p. 223).


� The essence of the Supreme Court’s 1895 decision in Pollock v. Farmers’ Loan was that an income tax is a direct tax (reasoning that income derives from rent on property, and since a tax on property would be a direct tax, so would a tax on income), and since the Constitution requires that direct taxes be apportioned among the states according to population, the Wilson-Gorman act, which did not do so, was unconstitutional.  An income tax apportioned among the states seemed impossible (and, being regressive, would have been beside the point), so this essentially ruled the income tax unconstitutional.


� Baack and Ray suggest that reluctant states were persuaded to support the income tax amendment through the use of military pensions; they show that military pensions and military spending are correlated with support of the income tax.  But Sanders has shown that military pensions were distributed by Republicans, with the intent of protecting the tariff.  In other words, there may be a correlation between pensions and income tax votes, but if so, it was because the Republicans tried and failed to target states where support for the tax was strong, and did not need to spend on states where opposition to the tax was strong.


� There were four main taxes, known as the Quatre vieilles: a tax on income from real estate (impôt foncier), a tax on doors and windows (impôt sur les portes et fenêtres), a business tax (patente), and a tax on personal wealth, based on rental value of one’s property (personelle-mobilière).


� Indirect assessment also fit an economy in which few people earned wages or salaries that could be verified, and small economic actors rarely kept reliable records of their transactions (Owen 1982, 84).


� The term “direct taxes” generally refers to income-related taxes or taxes on profits.  Indirect taxes include consumption taxes and customs duties, as well as stamp and registration duties that tax capital when it changes hands.


� There have been extensive debates among economic historians about the reasons for France’s slower path to industrialization.  Claims that France’s entrepreneurs lacked a sufficiently capitalist spirit have been largely debunked, and some now argue that the organization of French firms was comparable to that of British, German, or American firms.  Still, modern industrial firms were less abundant than in other industrializing countries, and France preserved more traditional sectors of the economy for much longer than many other nations.


� As Mayeur (1973) points out, the working class world was complex, with a very small proportion laboring in very large industrial firms, but most working out of their own homes or in smaller firms.


� We employ the term peasants to describe agricultural workers in France, in contrast to the word “farmer” that is frequently used for the United States.  In part this reflects scholarly conventions about the terms used during this historical period of study.  It also reflects some qualitative differences in these populations.  The key agrarian actors in our US story had a stronger collective political identity based on their self-image as independent, yeoman farmers engaged in capitalist production.  While the peasant population in France was diverse, ranging from landowners to tenant workers, they often relied on traditional agricultural techniques and, according to Marx, lacked a strong collective identity.  We are grateful to the insights of Adam Sheingate and Harvey Feigenbaum about this issue.


� It was about 29 per cent in France, compared to 22 percent in Italy and Germany, 15 percent in Switzerland, and 24 percent in Sweden (Zeldin 1973, 174).


� For example, the average senator’s constituency consisted of only 800 voters (Zeldin 1973, 591). 


� Statement by Caillaux in 1938 (Zeldin 1973, 592); he was a senator between 1925-44.  


� The tax was applied to annual incomes over 5000 (about three times the average salary at the time, which was around 1400-1500 per year [Piketty 2001, p. 249]), but this threshold was raised considerably by deductions for married couples and children.  Caillaux’s original measure had made no such allowances, and this policy did not sit well with pro-natalist and Catholic family associations that were a growing force in this period (Antomarchi, pp. 148-54).  As a result, the final law offered a 2000 franc deduction from taxable income, as well as 1000 francs for each child up to five, and 1500 francs for every child beyond that.  There also was a reduction in the tax rate for each dependent (Owen 1982, p. 497).


� Indeed, Taussig writes that “It was certain from the start that a large increase would be made in the rates of tax in the larger incomes.  All proposals and all tentative drafts suggested income taxes which would reach at least 50 per cent on the largest incomes, or rather 50 per cent on those constituent parts of large incomes in excess of the highest dividing point” (16-17).


� There are different ways to calculate what proportion of war costs were met by borrowing or taxation.  All of them show that the US paid significantly more of the cost through taxation than other countries, and that France paid very little of the cost through taxation, if at all. 


�Sources: NYT 1921k, NYT 1921m, NYT 1921s, WP 1921f, CDT 1921m, Brown 1921c-d, WSJ 1921b, LAT 1921e, Henning, 1921b.


� Brownlee’s data is for families; Piketty’s is for households.


� Hautcoeur (2005, 183-5) notes that France was able to rely on debt financing because of its well-developed capital market, particularly in long-term securities, and because of the high degree of confidence in France’s social and political stability among investors.


� The old foncier tax was preserved and turned into a land tax; the other three of the quatres vieilles were maintained at the local level to finance municipal government.


� At the time, Finance Minister Ribot argued that the French would not trust state officials to be objective in assessing income and tax liabilities.  By contrast, he argued that the English had confidence in their state officials, which made possible an income tax in England but not in France (Haig 1929, 20).


� If the taxpayer declared an obviously low amount of income, the tax administration could investigate but the determination of real income would be based on “external signs” (Haig 1929, 36).


� Tax rates were even higher for bachelors and couples who were still childless after two years of marriage, a reflection of the strongly pro-natalist aims of the right-wing government in power in the early 1920s.  Rich bachelors could pay a top marginal tax rate of 62.5 percent in 1919 (Piketty 262).
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