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“Tax Justice New Deal Style: FDR, the Treasury Department, and Family Taxation in the 1930s”
Upon assuming the presidency, Franklin Roosevelt inherited the highest peacetime tax rates in the twenty-year history of the federal income tax. His predecessor, Herbert Hoover, pushed through sweeping tax increases in 1932, which raised top marginal rates from 25 to 63 percent and lowered personal exemptions by one-third. Along with higher rates came greater incentives for taxpayers to seek tax avoidance schemes. Roosevelt, unlike his Republican predecessors, was committed to making the rates mean something. He thus moved deliberately and with resolve to crack down on tax avoidance. The economic and political realities of the Great Depression defined the procedures by which he pursued his agenda for progressive taxation. The economic downturn shrunk the tax base and reduced federal tax receipts. FDR could not afford to raise rates on high-income individuals or big business lest they challenge his New Deal programs. Raising tax rates to maintain revenue neutrality, moreover, could exacerbate the depression by damaging business confidence and threatening investment. Revenues, as well as progressivity, would have to come from tax reform not tax increases. 

This paper examines Roosevelt’s tax reform efforts and philosophy between 1932 and 1940, paying particularly close attention to his administration’s treatment of married couples versus single individuals. It discusses institutional changes in the Treasury Department and a new cadre of Treasury officials, both of which nurtured and facilitated Roosevelt’s tax reforms. The staff at the Treasury Department was at the center of an emergent tax policy network of government bureaucrats, Congressional committees and research bodies, executive agencies, and private sector policy entrepreneurs that worked together to institutionalize a federal income tax that not only generated revenue but upheld popular notions of tax equity. Debates over tax treatment of the family illustrate the policy network’s dual emphasis on revenue and justice. 

