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Chapter I =

However limited or extended the responsibilitiss of
a state may Be, it has some functions or other to perform, In
carrying out this actlvity there is of necessity some expense
involved which must be balanced by an equivalent revenue,

This is a fundamental principle of publilic finance and any
state which lgnores 1t cannot long endure, Though the organw
izations and functions of the state have been as diverse as
thelr numbers, there has been one outstanding continuity from
the sarliest anclent state to the present day w»-= the growth
of government activlity and hencs expendltures,

This growth of public expenditure has had to be met
by increased revenuss, or vhere these have not been immediately
forthcoming by the gradual rise of the national debt, often to
extreme heightspl The old adage that 'necessity is the mother
ef inventionf hag been born out by the ingenulty of governments
in refining old sources and adopting new ones from which to
obtain increased revenues. (

For the ancient state the princig;ﬂ/éoufce of revenue
was the booty obtained from conquered tribes and the tribute
payed by subject peoples. This revenue would éenarally;be
gupplemented by the military services of the citizens and by

lThe United States is presently increasing its national
debt at the rate of $10,000 a minute., As quoted In Time Magazine

Val. IV, Ho. 99
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the uncompensated labour of the slaves. On the same level, the
chiaf eﬁjects of expendlture were the support of the rulars, the
construction of elaborate public works, and a lavish display of
the frﬁiﬁs of military vigtery by the erection of triumphal
arches, Thils sysbem was bardly self-sustalning over a long per=
iod of Himes=-=the tribes to plunder were soon subjugated and
swallowed up, thereby killing the proverbial golden goose,
During the Athenian and Roman periods more refined and
enduring sources of revenue were developed, rentals obbtained
from the leasing of state lands, tolls, fines, and court fees,
The Anthenlans reverted éo direct taxes, (on property),'only
as a last resort. The Romans, with their genius for legal
| devices, dévalep@d an elaborate system of tax administratlon.
Unfortunatély, it was planned for an effective collection of
revenue with no thought of the just and equitable distribution
of tax bur?ens, and this gradually unbalanced their social
system and%baeame one of the causes leading to internal decay.
Du%ing the medieval period, the head of the.state dapené
ded for su%pcrt mainly upon his awn property and on the duss |
and obligaiions which were paid to him by the legser nobles,
The king was the state and there was little thought for much
publie'expendihure other than for himself, Wars were financed
by the soldiers and thelyr lords who usually provided their own
equlpment and received no payjy and wars constituted the main

activity of the state in this period. Out of the early medleval
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sbtate there gradually developed the principles which we call
mercantilism with the idea of supplying the state with a reven-
ue sufficlent for the public service. Wars, with the advent
of pewdepr and paid mercenariesy were no longer cheap, and a
well fillled treasury was a prime necesslty to maintain hhe
state's position. The functions of the state were still fundaw~
mentally simple~~-national defense, protection within the sbtébe,
and such limited works as canals, roads, and government bulldings.

in the past hundred years thers has been an accelerated
growth of public expenditures with the extension of government
into all phases of the soclal and economic 1life of the country,
The supervision and control involved in the protection of the
labouring classj the poliey of universal elementary education
at public expense; 3003&1 insurancej the care of defectives,
dependents, and delinq?ent53 subgidlization of large parts of
the economys and abcveiall the cost of wars and the maintenance
of large military forcés aeven in ﬁimﬁ of peacey account in large
part for the government's increased expenses, For Canada, this
has meant an increagse in per capita expenditurss from $4 in
1868 to $419 in 1946. The per capita net debt has increassd
from $21.87 in 1867 to $1,090.55 in 1946, -

From the Mlddle Ages, when practically the entire revenus

came from the public domain, that is, the renting and selling of

lExeerpts from tables appearing in Canada Year Books,
De 141l of~ 19363 p, 771 of 1941y pp. 139 and of 1949,
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gtate lands, uwntil today when there are over fifteen major
gources éf fedaral revenue,l the expansion, development, and
refinement of government revenue gystems has been going on
continuouslys The property and the poll tax have had a rela-
tively long history bub neither were produetivé of much rev=
anue and were soon by-passed for more lugratlve sources.
The property tax ls sssentlally a muniglpal revenue where iés
agseagsmant and ﬁailecﬁi@n is most easily supervised. The poll
tax is limited in 1ts productivity and is extremsly unfair in
regpect to distribution of its burden., For ilnstance, 1if the
revenue received from income tax returns were re-allocated
evenly in the form of a poll tax, every man and child, millione
aire and pauper, would have pald $69 in 1943;§

Taxation wag best developed in the field of eﬁstams
and excise, where 1t performed nobly throughtut the 18th and
19th centuries, Customs SQ$Ve& the two=fald purpose of pro=
tection to the home industrlies and as an important source of
rovenus to the government, It had the further advantage of
being hidden from the people who ultimately paid the tax in
the purchase price of the goods. In Canada, customs and excise
taxss formed the largest source of government revenus from 186Y

3

until 1933, when the sales tax became the mogt dmportant, only

to be surpassed by the income tax in 1940.4

1Inaluding in order of importance in the year 19445 income,
excegs profits, sales, customes, excise, post office, investment,
ga&olineé and succesgion duties. » ~
Total income tax receipts for 1943 $825,781,811l; population
1ls estimated at 12,000,000, Tax figures extracted from Table ¥, p, 22.
Iaxation Statistics, 1949
3with the exception of three years, 1922, 1923, 1924,
4Baged on tables contained in the Capada Year Book, 1945

Ppe 925«9373 and Taxation Statistics. 1949




Canada did not enter the field of direct taxatlon until
1915, prior %o thils direct taxes accounted for an insignificant
part of the total revenue and were primerily for other purpcsesal
Living in this present day'of relatively heavy direct taxation,
it is difficult to understand the government's apathy in entering
this field, Therse were two primary reasons for this whiech apply
to @thei countries as well as to Canada, Plrstly, thers was an
almost unanimous hatred of taxes. People would pay for the
direct use of government service such as rent for lands or a
license to trade; and they would pay hidden taxes in hhe form
of cugtoms because they were unaware of them. But they refused
to pay taxes for which they received no tangible returns. Secw
ondly, the government of the 19th century had not developed an
administrative system capable of dealing with the regulation of
direct taxes, particulary those on incomeg, Thus the sarly
attempts by the United 8tateg and Britain to introduce the income
tax were extremely onerous, and there was much evasion and shifte
ing of the taxes, It 1s only with the education of both the
populace in accepting direct taxation and the government in
developing a just and systematic means of collection, that it
could becone successful and hence productive.

It 1s interesting in regards to the introduction of the
income tax in Canada, the United States, and Great Britain that

it was origlnally enacted as an emergency meagure durlhg a warp

1in 1914, the total revenue {rom diredt taxation amounted
to only 1.5 per cent of the Dominion's income. As compared to this
revenus for direct taxation in 1944 amounted to over 60 per cent of
the governments revenus.
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crisis when the people were willing to make seorifilces which
they normally would not, Britain introduced 1t during the
Napoleonic Wars, Unlted States.during the Civill War, and Canada
during the First World War., In the case of Unilted States and
Great Britain it was never the intention of the government o
the pesople that 1t should remaln after the emevgency was over,
and popular agibation togehher with the government's gealiéatiﬁn
of 1ts ineffectiveness wag mnough to cause lts removal. But
thege original enacthents wers the 'thin edge of the wedge', and
England adopted a permanent income tax in 1874, United States
in 1913, In Canada, 1t was introduced as the Income "War' Tax,
but coming as 1t did in 1917, thers was little agitation for |
its repeal and since 1940 1t has become the backbone of thae
government's revenue system,

Thus direct taxatlon, and partilcularly the income tax,
is sgsentially a produet of the 20th eantarg.



Chapter IT = CONSTITUTTONAL I

There never seems to have been ag/duestien of whether | /
a government hag the constitutional righﬁs to tax lis citigens,
The only problem that has arigen is ‘which! government has thhe
right to tax people on their incomeg, This is particularly
true where there is a federal government as well as state or
provincial governments as in Canada and the United States, In
both these countries there is of necessity a written form of
constitution whereby all powers and authority are distributed
between the central and local powers, usually on the basis
of what rights are given to the one authority are not given
to the other. In both eanstituti@ns there 1s what 18 known as
a ‘rasidual powsers' clause, held;by the State governmpents in
the Unlted States and by the Federal government in Canéda.
Generally speaking, the government with the resldual power is
congbitutionally and thereby legally able to enact any legla-
lation other than what has been given eategorically to the
other government. |

In Cenaday the Parliament of the Dominion and the Legls-
latures of the various Provinces derive theilr powers from the
British Worth Americe Act, 1867.1 There are four provisions
in this Act that deal directly with taxing powsr, Under Article
91, which in part states, 'It shall be lawful for the Queen,

lea Act, 1867, 30 and 31 Victoria, ¢,3
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by and with the advise and consent of the Senate and House
of Commons, to make laws for the peace, order, :d good govern=
ment of Canada, in relation to all matters not coming within
the classes of subjeets by this Act assigned exclugively to
the Legislatures of the provinces,® there are twenty-nine
gubsections of matters ﬁhat.beleng exclusively to Parliament,
Two of these subsections refer to the ralsing of revenuei

"2, Tha regulation of Trade and Commercé, |

3. The raigsing of money by any mode or system of Taxation."

Undar Article 92, 'In each Province the Leglslature may
exclusively make laws in relation o matters coming within the
gubsections which deal with. the raising of revenue ares

52@ Direct taxation ﬁithin the Prcvinﬁe in order to the

ralising of rsveﬁue for Provincial purposes.
3s Shopy saloony ﬁaﬁern, auctioneer, and other licenses,
in oydsr to the raising of a ?EV@nﬂﬁ‘fDr Provineial,
local, or muniaipal purposes,t

The policy in regards to taxation follows through with
the general theme of the Canadlan Constitution, the distribution
of authority in such a manner that the residusl powers of goverie
ment are expressly retained for the centiral authbrity, while
the legislatures have a definite and thereby restricted area
of authorlby.

While there appears to be a confliet betwsen bhe 'raising

of money by any mode of taxatlon' granted to the Dominien, and

e
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Tdirect taxationt! granted to the Provincesg, 1t 1s actually an
overlapping., The two governments are independent powers
springing from the same source which do not interfere with each
other, Both have been granted powers under the B,N.A, Act
which neither can take away from the other, The Dominion can
tax by any means including direct, throughout the Dominion and
the Provinces can also bax dirvectly, but within their respected
bounds, This point was broughtvout by the Finance Minlgber
during the budget speech of 1915, when he saild in part, "Under
the British North America Act, while the Dominlon may impose
direet or indirect baxation, the provinces are restricted to
the former," _

At the ﬁime:th& Constitution was drawn up there was Little
thought of this overlapping becoming an aetuality. The provins-
elal powsr was limlted to what was than a very narrow field of
taxationy while the Dominion had the whole of indirect taxes to
draw from, primarily customs and excise, which the provinces
turned over to it at Confederation.s It was thought very une-
likely that the Dominion would enter the field of direct tax=
ation which consisted al that time of the assessment of business
and real estate, and licens&ail

When the Dominlon entered the fileld of direct ﬁéxaﬁien in

1915, and introduced the income tax in 1917, the overlapping

Loy
Book I, P
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possibilitles became a reality, Unlike the United Btates where
the Federal Income Tax Act of 1894 was declared illegal by the
Supreme Court' as infringing on state rlghts, there was no question
of con$titutionality about %he Dominion Income Tax Aet, The
Dominion's as well as the provinces! rights were clearly defined
by the B.N.A. Act, It was only in regard to the double taxation
which arose in some of the provinces which had income Yax schemes
of their own that there was any anxiety shown, |

We might well stop here and conslder the problem of double
taxation. ?Uhfartanately; this term has come to have an onercus
meaning which in many cases ip quite unfounded. In order to be
an evil double taxation must be discriminstory and the weight of
the two taxes must be uunjustly heavy, The Canadien income tax
has never been discriminating, as the Dominion tax has always
applied uniformly throughout the entire country. The differeneas
in the provincial incoms taxes does not constitute dlsecrimination
because nons try to influence the others, and each is within 1ts
rights in determining the income tax strucbures and retes under
1ts own Jurisdiciion, |

The weight of the combined taxes is a relative watter, For
instance, the Dominlon income bax on a nerried man with two children,
in 1937, was $462, the Ontario tax was $198.21, making é total tax
of $660,21, At that time this may have seemed burdensome yet,
only three years later, in 1940, the Dominion tax s8lone was

1 A |
$1,688, Actually, the combined taxes were never very high, the

lyor a man earning $10,000 a year gross luncome.



Ontario tax being usually fixed st one~half the amount of the
Dominlon return.,

The problem of double taxation was settled, at least tempw-
orarily by the Dominion-Provineial Taxation Agreement Acth, 1942,1
whereby the provinces agreed to vacate the income tax fleld in
favour of the Deminion for the duration of the war and & limited
period thereafter, and the Dominion agreed to compensate the
provincesg for their loss in revenue, Undsr the agreement the -
prévinaes undertaek not to tax personal or ecrpsratign inconss
earned afiter 1940, The understanding was that after hostillitiles
ceased the Dominlon would veduce its tax rates and permit the
provinges to re=enter the income tax fields., In 1947, the Finance
Minister, following the failure to achieve complete agreement
among all the provinces at ﬁhévconferenee held at Ottawwﬁn April
1946y as to the terms for renewal of the Wartime Tex Agreements,
made the follewing proposals, which any province cguid»aeeept or
‘reject 1f 1t wishedt ' '

1s The new agreements would be for a periocd of filve years.

2. The Dominion would undertake to make to each agreeing

province the payments offered under the Dominion proposal

submitted at the April Conferanca.a

lThi& agreement was a result of the recommendations of the
Rovsl Commission on Dominjon~Provincial Relations, 1939,

ESuch‘paymants were based on a mimimum equal to a per caplta
grant of $L5 on the greater of the 194l or 1942 provinecial population,
with payments in any one year adjusted for increases in population
and in gross national production.




3, In return for such payments an agreelng pr@viaeﬁ would

 undeftake not to ilmpose any personal income taxes,

4, In respect to the ﬁmnwagraeihg provinces the Dominion

offered to allow a credit against Dominlon pergonal
 income tax pald o a province up to five pef eent of
the Dominion tax.,

Unlike the United States there hag never been a question
of constitutional rights in regard to the incomse taxs The only
unfortunate outcome 1s the possibilliy of the double income tax
which is perhaps more irksome than burdenseme %o thé payers., The
Dominion has attempted to correct this situation in much the sane
way as it did when 1t took over the provincial custom and excisse
revenue at Conflederation, This is by meang of Subsi&iﬁﬁ which
for most provinces is an advantage compared to collecting revenue

from their provineial incoms taxol

_ Lonis Dominion grant in liew of tax recelipts amognted bo
$04,427,644¢ 1in 1941, The tobal tax receipts of the provinces in
1940 amdunted to §66,762,000,
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Throughout the period from 1867 to 1912 there are two out-

gtanding characterigtics of the government's financial operationg.
The Dominionts revenues were based almost entirely on gastams and
excise dutles, These receipts, in turn, dépéﬁdsd almost entirely
on the financial conditions of foreign markets over which Canada
had no control, The Dominionts expenditures ecnsiste& almost
entirely of outlays for the development of the country's eaenom&;
primarily in the field of ﬁraﬂsportatisn,1 These expenditures did
not constitute any definiﬁe,ébligatians and could be attuned to
changes in the governments income, over a perlod of a few years,
Thgs the country was always able Yo live, relatively, wthin 1ts
/ ,

income.

With the advent of the (veat War with its increased demgnds
Bor government expenditures at the game time ag her revenuss were
decreasing, put Camada's finances In & new light, It was no
longer a questlon of developlng new resources or not, the war had
to be paid for and if the old sources of revenue could not be
gounted on then new ones had to be developed, IﬁrﬁOék the govern~
ment nearly three years andshine million dollar deficit to realize
thisg.

With Canada's economy baged és 1t was on international trade

and her prime source of income depending on imports, 1t wa®

loustoms and exeise accounted for over 80 per cenl of bhe .
revenue for thils period, and development and dsbt changas accounted
for over 60 per cend of the &xpenditures. 11¢ 2],

elagi_@;g, Vﬂla I’ 19394»
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impossible that she could eéeape the effects of the world-wide
stringency with the restrietlong of commercial credlt braught
abouﬁ by the fears of war,
" The result was a sharp decrease in trade in 1913-14, with

a corregponding decrease in revenue~w-six million less than hhe
year before, There was & decrease in the surplus of §20 million,
and an increase in the net debt of $19 millian,l In 1914«15, the
revenue conbinued to decreage~-=33 milllion less than the previous
year, at the same time expendltures increased tremendously, raising
the national debt to $110,0004000, After all lmmediete sources of
ralsing the required funds had been used 1t was estimated that over
$180,0004000s still had to be covered by additilonal taxation and
berfawingga

| In the Budget Speech of 1915, Finoancetﬁinister§ The Honourable
WoT» White, saids "It is not a guestion of ralsing a few millions
by stamp baxes, by lncome taxes or other minor meansg of supplemente
ing revenue."a Hardly a fitting tribute to a source of revenue
that has become the mainatay of government income, It neverthe=
less shows the opinilon of government in regard to this field of
taxation. The Finance Minister stood by thé tried and true friend
of the past hundred years, the tariff, and defended it with much
the same argumentg that are given for any type of gévernmsnt Gaxe-

ation at the time in favour, YTlaxation lmposed by increased customs

Lrrom the Budget Speech of April 1914, pps l-1l.
2prom the Budget Speech of February 1915, pp. 1l-l2.
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duties bedrs upon all classes because all are consumerg and in
paying additional taxation eachmember of the community will feel
that he 1s to that extent contributing $0 the cost of the war,,,"t
The governments entrance into the direct taxatlon fleld was made
in this year of 1915 when a special tax on banks, trust and loan
companles, raillway tickets, stemps, etoebera, was levied which was
expected to yield an additional revenue of $8 to $10 million.

'fhere had been some agitation both in the press and in the
parliement for the Introduction of an income tax system In Canada,
but the Finance Minister denled its value, in part on loglcal
gounds, but in part obviously for political reasons, as the idea
Yag still not popular with a great many people. "It will be
observed that I have in the speclal taxes omitbted income tax upon
igdiviﬁnals about which there has bean some dilscussion gince the
aétbreak of the war. The matter has had the consideration of the
government and it appears clear o us that such a tax ié not exe
pedient, at all events for the present,,.Iln order to Wring into
force an income tax the Government would be obliged to create
machinery for assessment, revislon and collection, This would
involve expense as compared with the smount which would be reallzed,
Taking the income tax of the United Btates as & basis 1t would appear
that Canada could hardly expect to derive from a sinilar tax a sum
in excess of two million dollars from which would have to be

deducted the hesavy axpensé connected with i1ty adminlgtration., My

lmg_*, DPe 14,



chief objectlon, however, to an income tax ls the fact that the
gaveral Provineaé are also likely to be obllged to ragort %o
measuresg for ralsing additional ievenue and I am of the view that
the Dominlon should not entexr upon the domain to which they are
econfined, to a greater degree than is neceggary in the national
interest, There is another feature of the income tax which makes
1t ungatisfactory for the purpose of Dominion finance, I wefer to
the length of period which must elapse before 1t become produetive.l
The Finance Minister was partially right, 1t would bs complis
cated to some extent by the existense of municipal and provineial
income taxes, there would be a need for assagsment machinery, and
there would obviously be a delay in the receiving of its full
benefits. But Ganada was living 6n borrowed monsy which would have
to be repaid, and it was obvious even at this early stage that
customs and excige r@é@ipts would never meet the needg of governs
ment, whereas Mhe revenue from income taxes would not be needed
immediately, If a start could be made now, they would be productive
by the time the loans had to be paid off+ As far as creating machine-
ery for ilts sufficient operation, Canada would have the benellt of
using the sxperlence gained in the operation of the British and
American income tax systems. However, the government refused to
consider the income tax in lts plans for increasing the ravenua¢\
While receipts from inereased tariff rates and specisl taxes

excesded the expectations of government by $20 million, the war

L1hida., p. 26,
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axpenditures axceedad tobtal revenus by some $l3i;bO0,000, ralsing
the net national debt ﬁc %58@;000,0@0,1 In the Budget Spesch of
February 1916, the Government still refused to consider the use of
the ineﬁma'ﬁax'althgughf they had impesed dlrect téxes on practie
cally evarythiﬁg else, The Finance Minister reaffirmed his argum
ments agailnst ity and offered lnstead a Business Profits Tax, which
basically Was-ﬁQ}ﬁef@ﬁeafeﬁxﬁﬁgéf'th&”nstfﬁﬂéfiigﬁin“&xeﬁﬁgiﬁf
7 per ¢ent of the pald-up caplital on &1l persons, firms, or comp-
anies whose caplbtal exceeded 50,000 dollars. It was hoped that
be#waeﬁ $25 and $30 milli@ns would be raised from this source.?
In the Budget Speech of April 1917, it wa g sﬁated'that the
total ineome for the previous year wes some $232,000,000 almost
double that of l?l#.»JUﬁf@rtaﬁat&ly, all this increased revenue
aid 1i§tle more than meet current and capital expenditures, and
the national debt rose to over $900,000,000, It was fully
antlcipated that i1t waulé rige to $l.2 billions by the end of the
year, With expenditures moving ahead of ‘revenne at'apﬁraximately
#$3004000,000 ayear, the Finance HMinister rather astutely
observeds "From the beginning 1% has been clegr that iﬁ would
not be possible for the people of Canada to pay during the WAL,
moye than a part of the principal of our way expamdituré.“ He
went on to polnt out that inor@aséd revenues from customsg would

be difficult because of the 'fixed rate! treaties with most of

lBudget Speech of February 1916, pp. 1-9,

2
lgid;, D 15,
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the countries with whom Canada traded. The Finance Minister then
reviewsed, once mone, the reaéons‘why Canada could not have an income .
tax,l While they are in part reasonable they lose much of thelr
vélidiﬁy since he inbroduced an income tax only four months later,

he said; "«.+1t has been freguently suggested that following the
example of Great Britain and the United 8btates, we should adopt an
ineome tax upen all incomes beyond, say, $1,000 or $2,000. The
comparison in this regards, however, of Canada with giﬁher of these
countries is fallaciouss We are not & country of lgrge accunulated
wealth and of income derived from iﬁvestm@nﬁsﬁ"canadian incomes

are derived mostly from personal aarnings,iaﬁd while there are

many exceptions, the rulse prevails generallyAthfeughaat'the Dominion. s
It 1s further ta‘be pointed out that the meximum amount which

would be cbtained from such a tax in Canada would, in terms of Dom-
inion finance, be comparatively small and that iks administration
would require almost a second eivil service suffilcilent in number to
cover every munilcilpality, rurgl and urban, throughout the Dominiona..
On the whole 1t would appear to me that the lncome tax should not

be resorted to by the Dominlon Government until 1ts necessity be~
comes c¢learly unmistakable."a The necegslty apparently became
clearly ununilstakable in the following July., The govermment's methods
of providing funds was 1in part to be met by an incrsase in the
Business Profits War Tax Act, 1916, whereby 50 per cent of all profits

lBudget Speech of April 1917, ppe L1=7.

%zéiiﬁa ppe7-8,



in exeess of 15 per cent and not exceeding 20 per cent, and 75
per cent of all profits in excegs of 20 per cent upon éépital
‘would be levied.*

In the Session of July 1917, the Finance Minister introduced
the first Income War Tax resclutlons, - After his explanations of
why 1t would not be practleal, during his Budget ﬁpaaéh his
reagons for its introduction geem weak. "The ensctmeny of the
Military Service Bill which has just passed through the lHouse
will result in material increase in and acceleration of the wap
expenditures of the Dominion, In view of the expenditure involved,
and in order to maintain the credit of the Dominion 1t 1s necesgary
that we should adopt further taxatlon measuress.,In view of these
conslderations, I desire to lay before this Committee pf&pesals for
"a natlonal meagur: of ilncome taxations. 'S His views were oritlc-
ized in Parliament, He (the Finance Minister), stated that he
was urged to do this by reason of the fresh burdens which this
country was to assume owlng to the passage of the Militéry Sarvice
Bill, That 1s hardly good ground upon which to jﬁstify’the
resolutions..The Minlster éﬁ Pinance in discussing his Budget of
the 24th of April last, took very strong ground agains the imposition
of an incoms tax, and argued very seriously and aarefuiiy the une
desirabllity of lmposing such form of taxation. The truth is that

almost since the peginning of the war we should have had some form

1; bidey Ppe9=-10
2pebates of the House of Commong, 1917, July 25, pp. 3760.




of lnconme taxatisns“l

There was no critielsm of the Income Tax Act on the grounds

~—

of prineifgl, both sides of the House belng strongly in favour of
its In fact, the debates centered about such detalls as the exemp=
tion of Judges' incomes, the progressiveness of the graduated tax,
and the severity of the tax rates at the higher levels., The Minlster(
Minigter's defense of the leniency of the bill compared to the mueh
heavier tax rates on income in the United States and Greaﬁ Britain,
rested on the fact that a hilgn income tax would diéaeurage immigration
which was one of the prime p@licies of the govsrnment.' In general
the Income Tax resclubions passed the House and Senate essentially
as introduced and came into effect for the year l9l7= Its main
feature will be considered in the next Chapber.

At the time of 1ts Introduction, 1t was never anticipated
that 1t should become the maln source of revenue for the governm
ment, it was primarily a waprtime measure, In regards to 1ts sxpeg=-
ted earnings, it wag hoped that it would produce between 15 and 20
million dellarsqa

1Ibid09 pPe 3767, Mr, A. K. MacKeah's reply to the Income War
Tax resolutions. (the Finance Minister's defence is given on p. 3768).

gCamp&rs this wilth what the Finance Minlster said in. the 1915
Budget Spsech where he stated that the anticlpated income from a
Canadlan income tax would be onlyi2 million,$l3 million less than
he ex{eetad in 1917 although the excemptlons were $1,000 higher,
Actually, the income tax for 1917 produced’lld million from persons
andi4+ million from corporations.



Chapter IV = ; NC.OM

In considering the development of the income tax it will
not be necessary to become enmeshed in the vast labyrinbhs of
The Act and 1ts various amendmentse The complicated layoubt of the
Aot with 1ts some twenty pages of 'whereases'! and ‘whyfors' have
élways baen a source of vomplaint to the vari&ué Tax Assoclations,
of confusion the the general taxpayery; and of income to lawyers and
accountants. It 13 poseible to strip down the Act and consider
only 1ta basic polnts as 1t af'fects the taxpayers without omitting
any of the silgnifilcant sectlons.

The original Income War Tax Act 4f 1917, was extremely
moderate as compared to later revislons particularly in the last
ten years, There wes a basgic exemphion of $1,500 for single and
$34000 for all other persons. Theres was a normal tax of 4 per
cent on sll lncomes above the baglec exemptions. In addition Bhere
wag a supertax of 2 per cent on incomes of over $6,000 inereasing
to 25 per cent on incomes of over @1@0,@0@.1

At the time of the orlginal Act there wag much debate on the
rather high exemptions, and mild graduation of the larger incomesg,
In 1918, the basle exemptions were reducdd to $1,000 for single and
$2,000 for all other persong, The normal tax was 2 per cent, whieh
increased to 4 per cent on incomes over $1,500 and $3,000 as in
1917, The gupertax was increased on all incomes over $50,000,

axtending the graduated tax from 25 per cent on incomes of over

lﬁtatuta& of Canada, x Aoty c. 28, 1917,
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$100,000 te 50 per cent on incomes over 1 milllon dollars, In
addition, there wag a wer surtax ranging from 5 per cenﬁ to 35 per
cent of the normal supsrtax, on incomes of over §6,000, There was
an exeuption allowance of $200 for each child under 16 yeass. The
effect of this increased rate structure was to increase the revenue
from Ll million in 1917 to$lds million in l9l8.l

Tha tax revisions of 1919 put a normal tax of 4 per cent on
all Incomes over the basic exemptlon up %o $64000, and an 8 per cent
normal tax;en incomes 1n excess of that., The surtax, a wartime
measure, wag droppad, but the supertax progresslon was again increased.
It ranged from 1 per cent on tucomes oiver $5,000s to 65 per cent
on incomes over § 1 million. The $200. excemptlon for children was
extended to cover all those under 19 yaafsig The effect of this
revised taxvrate was to lncrease revenus to $33 milliaﬁ.

The surtax wag replaced in 1920 and was fixed at a flat 5 per
cent on all incomes of over %5;000;3 The inereage in taX revenue
of $6 million is to be expl&inad by the increase of national income
and the effects of inflatlone |

There were minor changes in the Act from 1921 to 1925, In
1922, the allowance for children was iIncfeased to %300.4 and in

1924, 1t wes increased to %50@.5 Since the basilc tax structure

1«&;@., 1918, ¢.25,
2Ibid., 1919, c.49,
31mbid., 1920, ¢,49
41pid., 1922, ©,25,
Ihid., 1924, c.46,
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was not altered in thege years, the explanatlon for the decrease
in wvevenues from $39 million in 1920 to @19§ million in 1925
was due to the depression of the postwar years.

In 1926, the exemptions were raised from $1,000 to $1,500
for single persons and from 2,00 to $3,00 for éll othérs,‘ The
normal tax was reduced from 4 per csnt to 2 per eentven incones
‘below $5,000, The graduated supertax was reduced considerably
from what it had beah since 1919, The normai tax was no longer
computed saparétaly but was included in the graduabed tax.l

In 1927, there was a reductlon of 10 per cent In all Haxes
paid using the 1926 rate structurse. The effect was that a man who
paild $100,000 now paid only $90,000 and a man who paild $10,00 now
pald only $9,000, The exemptilon allowance for children was extended
to include those under the age of 21 years who ware dependent on

2

the btaxpayer.® In 1928, the tax was reduced another 10 per cent,

making a total tax reduction of 20 per cent on the 1926 tax rate.B
In 1930, government or like annuities up to $5,000 and
donations to churches, schools, hospitals, to a maximum of 10 per
cent of the net income of the taxpaye$ wore exempted from the bax.
The $500, exenption for children was extended to cover dependent
relatives suffering from mental or physgical infirmiti@s;4

Because of the falling government revenus, in 1932 the deduction

11bid., 1926, c. 10.
2Tbide, 1927, e, 3l.
BMH 19283 e, 12, 30,

41b1d., 1930, c. 24,
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of 20 per cent allowed in 1928 was repeaied., A surcharge of 5
per cent was mafie on net incomes of over $5,000. The basic
exemptions were reduced from $1,500 to §1,200 for single persons,
and‘from $3,000 to $2,400 for all others., The changes wers to
apply to 1931 iﬁcames.l These revisions had no apprecisble effect
on revenue, the increase being only $90,000,

_ The tax was further incraéssa in 1933 when personal
sxemptions were reduced from $1,200 to $1,000 for single persons
and from §$2,400 to §2,000 for all others, The exenption for
children and dependents was also reduced from $500 to $400. The
rates of tazation was increased when a new graduated schedule was
Introduced, the tax being 3 per cent an»the first $1,000 and
inereasing at each level over the 1926 rate structure by 2 per
centga "Revenue actually decreased although in many cases the
tax was tripled., There were minor changes in 1934 but they
applied only to special individuals,

Cognigzance was taken of invegtment income as being dlff-
erent from 'earned'income, and a surtax ranging from 2 per cént
to 10 per cent was levied on all investment income over %5,069
and on all income over $14,000, in 1935, A tax on gifts was
added to the income tax with rates changing from 2 pér cent on
a&ounts up to $25,000 to 10 per cent on gifts exceeding $1 millicn-
An annual exemption of $4,000 with specific exemptlons of gifts

lM’Q 193l’ Co 35»
21p1d,, 1933, c. 41,



to charitable or educational organigzations or to goverﬂments;l

There were no maejor changes in the Act for 1936, 1937,
1938, and 1939, The steady 3isé in revenue from $26 million in
1933 to $54 million in 1939 was due primarily to the recevery of .
the netion from the depression, With the outbreak af the Second
World War, a war surtax equal to 20 per cent of the tax payable
by individuals under existing income tex rates was levied, a stop=
gap measure introduced until a revised Income Tax could be devel-
oped. An allowance of contributions to patriotic organizations
up to 50 per cent of the net taxable income was proviﬁed,g

In 1940 a completely new income tax structure Was introduced,.
The income tax at all levels was increased substantiallyy in the
aese of the lower income groups as much as ten to twelve times.
Personal exemptlons were reduced from $2,000 -and $1,000 to $1,500
and $750. for married and single persons raspeeﬁivéiyg The -
reviged rates of tax ranged from 6 per cent on ﬁha:f;?st $250 to
78 per cenﬁ‘upon the amount by which the incemeV§#CEEdeé $500,000.
The increage was parvticularly heavy in the 1éwsr-énd/middle incomes.,
Supplementing the regular graduated income bax ﬁhérgywas a Natilonal
Def'ense Tax. In the case of single persons, 2 per ééﬁt of hhe-total
net income between $600 and $1,2005 or 3 per eent if -the income
exceeded $1,200, There was a ﬁax agredit of $8 allowed for each

dependent on this tax.B The results of this new tax were tremendous,

Y1bid., 1935, c. 40,

2Ibid., 1939,(S@ccna Sagglon) c. 6.

3Ibid. , 1940, . 34,
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Increasing the revenue from $55 million in 1939 to $152 million
in 1940, |
In 1941 the tax rate was ralsed further, being 15 per cent

on the first $1,000 and increasing to over 85 per cent on incomes
ovey $500,000.1 In 1942 the graduated tax rates were inersésed
8511l further ranging from 33 per cent on the first QL,OOO to 85
per cent on amounts over :;‘SlOO,OOO.2 The main changes in the perw
- sonal income tax for 1943 werse that the Natilonal Defense Tax lost
its identity and was incorporated into the general iIncome tax as

a flat rate normal tax, although at a much higher rate being
increased from 2 per cent to 7 per cent;'the aredit for dependsents
was changed from a deduction from income to a deduction from the
;tax itself. A compubsory savings programme wag combined with

‘the income tax and amounted to appreximately half the income tax,
fThe tax was deducted at the source from all salarlies and wageg,
and in the cage of other forms of dncome 1t was %o be pald on the
basls of quarterly instalments 8 estimated yearly income, Allow~
ance of a éeduetien firon Incomes in respect of medical éxgenditures
in excesg of § pervcent of the income of the taxpayer wag incorpor=
ated into the act,> , |

. Under this ’pay-aswyquge‘ plan the taxpayer was, at all

times, considexably in arrears to the government fér income tax,

In 1944 there wasg a cancellation of 50 per cent of the 1942 tax

?Ibid., 1942-1943, o, 28,

3Ibld.s 1943-1944, c. 14, 24,



1iability. on earned income and on investment income up to $3,000,
Tax changes for 1944 were more in tha'naﬁure of adjustment within
the exlsting tax structure than a general revigion or relaxatlon.
The most lmportant change was the reduation of the sa#imgs
requirements by one~half, The definltion of 'dependent' was broadw
aned to include inslawg ahd 1llegltimate children, previously
axéludad; The allowance for medigal expenditures were made more
gonerous, lunoluding all expenges over 4 per cent instead of § per
eant;l »
In the government Budget of October 12, 1945, a 16 per
cent abatement of tax was announced, effegtive as of October lst,
1945, This was equlvalent to a 4 per cent éaduetien for the year
1945 as a wholagg The basic income tax rate sfructuxe which was
introduced in 1942 continued in force until 1946. However, for
the year 1946 there were thres modifications. PFilrst, the savings
portion of the tax whiech had been dropped $iﬂ@€'1944 remained
uncollectabley Saaondiy, there was a flat 16 per cent reduction
of tax in aeffect for this year, Thirdly, the recovery of Family
Allowance payments wes a separate factor in the 1946 tax structure
having been imposaed fop the purpose of offegetting in part bhe
duplicate benefit forx childfan gontained in the exlsting tax
structure,>
In 19474 there was a complete revislon of the personal

lihid., 1944-1945, o, 43,

“Budget Speach, October 12, 1945,

3§§atutas of the Dominion of Ganada, 19464 c. 55
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incoms tax structure. The basle exemptilons wers Increaged from
$660 to $750 for single persons and from $1,200 to $1,500 for all
otherss The allowgnce for children under 16 who were receiving
fanily allowance wags $100 and for all other children or dependents
there was allowed a deductilon of %300’1 In 1948, the graduated
tax structure was revised downward still further beiﬁg only 10
per csnt on the firvst $LOO as comparsd to 16 per cent in the
previous yeary and this reduction was carrisd through at each
income level,> |
In 1949 the basic exemptlons were lncreased to $1,000 for
gingle persons and $2,000 for all others, There was an allowance
of $400 for each dependent. The rate gtructure wag further
reduced, the rates ranging from 15 per cmnt on the First $1,000
to 80 per cent on amounts over $400,000, The effects of this new
tax gstructurse was to reduce personal income tsx to the lowest 1t
- had been since 1939,3 There are no changes in ﬁhe 1950 income tax

strucﬁura‘4

1mpid., 1947, o, 63

4§ggget Spegch, March 1950,



Chapter V =~ REVENUE

All texes are subject to fluctuatilons in yield not intended
by the government, Some are more senslbive to outside conditions
than others and this 16 true of the income tax, These uninten-
tional effects include changes in the gige and digtridbution of
the natlonal income, changes in population, employment, and the
general price level. We shall conslder first the revenue produced
and then the cauges for this change,

Income tax revenue statistics#;ﬁféemputed on the basis
of collections for the fiscsal year ah& the taxabion year. The
fiscal year revenues ls the amount received in any one year
regardless of what yeay 1% is being pald for by the taxpayer.
It is‘this figure which is used in the caleulation of the yearly
government accounts. The amount by taxation years shows the
revenus after 1t has been re-allocated to the year in which the
'ine@ma was earned, In general there is a time lapse of a year
or more between the amount weceived by the government and the
amount actually owing by the taxayers so that any situation
intended or otherwise, affecting the incoms tax will not be
reflected in the government receipts of that year, Thus, although
the lncome tax wag effective on incomes earned In 1917, the governw
ment did not receive full payment until 1920, This situation
wag corrected in 1941 with the introduction of payments at the
source but its effects were not felt until 1944. when gaverhment
revenue from thils source was $809,570,762 and the amount actually
due was $808,113,007.

-_30-‘-
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This 'paywageyou-go! policy was an important step if fhe inceme
tax was to be the malnstay of government r@vanueg-hagguse the
gcvarnméﬁt must be able to alter its revenue at least within

the period of one year., In considering the actual re§enue produced
from the ingeom tax as compared to total revenue, @t is necessary
to use the figure for receipts by fiscal years,. Th@'tablgrindieaé
tes the total revenue from all sources, the revenue from the

income tax, and this latter as a percentage of total revenue. These
figures do not includs the}carp@raticn tax yvields which are

about half thet of the individual yields.

THE PRODUCTIVITY OF THE INDIVIDUAL INCOME TAX
BY FISCAL YEARS 1919-1948

Total  Ancome dax Parcentage of

Yoar Ravanue Revenue Total Revenue
i§19 : Jlay947 73973 245
1920 349,746 13,195 4
1921 436,292 32,533 ' 75
1922 368,272 394821 10.
1923 403,004 31,689 8.
1924 406,581 25,657 6.
1925 351,515 253157 7
1926 382,893 2%,849 . 64
1927 400,452 16,043 445
1929 - 460,151 24,793 e
1930 453,007 27,238 6o
1931 3574720 26,624 84
1932 334,508 24,773 7,
1933 311,735 25,959 B4
1935 361,974 - 25,201 84
1936 3724596 32,789 7e
1937 4544154 35,358 - 8.
1938 516,693 40,071 8.
1939 502,171 46,591 9
1940 562,093 45,009 8.
1941 872,770 103,308 12,
1942 1,448,536 295,874 20,
1943 2,249,496 533,915 24,
1944 2,765,018 809, 570 29,
1945 2,3%0,097 763,896 33,
i e B 2
194 29 5884 5 : 27
1948 216293815 65%38’73 36

Sources Taxabion Statistles, Table C: Canada Year Boolk, 1944 p.929.
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In order to examine the true revenue producing ability,
the figures of income tax receipts by taxation year are best
suited as this is the amount that was actually due,  With the
 high exemptions and low progressive rates the revenue for 1917
was only $11 million, with the Increaged tax rates of 1918 and
1919 the revenue wag tripled, In 1920 with no change 1n the tax,
revenus Increased $6 million, in 1921 i1t decreased $10 million
and had decreased a further $1O mlllicn by 1925 though there
wers no important changes ih the rate gtructure. In 1926 the
tax rates were revised downward and were further reduced in 1927
and 1928, yet the revenue increased $74 million. Therefore the
income tax 1s gubject to greater forces then changes in the
income tax rate, Changes in the population have been minor, the
main cause affecting income tax revenue has been size and digw
tributilon of the natlonsl income, A slight change has a more
than proportional effecﬁ-an,the revenue fLor two réasons, first,
becauge of the extremely large number of wage earners at the
bottom of the rate structure and secondly the progressive rates
of tax as incomes Iincrease in size.

7 During the depression years of the early twenties and
early thirties the lower Income groups were eilther unemployed or
had thelr wages reduced below the basgic exemptions and this
removed & proportionally large number of taxpayers., In the
middle and upper income groups wages were also reduced, The
amount of tax paid was reduced by a relatively greatér amount

than the natdonal income for this reason, 1f we assume that the



- 34 -

that the national income is reduced by 10 per cent and for
simplicity all incomes are reduced 1O par cent, than the large
ineomes would be so reduced in absolute amount that the progressive
bax wonld decrease by more than 10 per cent, The opposite_is

true when the natichal income 1s Ilnereased, This happened in |
1947, 1928 and 1929.

When the revenus system was dependent upon customs and
exclse duties the government's income was subject to all the upg -
and downs of international trade. The revenue from income tax
is dspendent primarily eﬁ the Canadian sconomy. In the world
financial e¢risis from 1913 to 1917 cusboms and exeise ravenues
were reduged at the very time whan the government nesded a larger
income. During the Second World War netlonal income rose subw
gstantially while international trade declined r@$ative1y to this,
The income tax based as it 1s on netlonal Income, Increaged the
government revenue ftem this éeurce'by fiftesen times the amount
produced in 1939.

' Until 1941 revenue from income tax produced aboubt as
much ag execige dubles and post office revenues, Since then 1%
hag become the leading source of revenue and therefore its
advantages and disadventages are important considerations. It
has the advantage of being dependent on the Canadlan economy
'unlike customs and excise whieh are dépendenﬁ on both the Cana-
dian and foreign situation. Also the government can alter its
productivity to a much greater extent than 1t can other sources.

If 1t raises 1ts tariff rates péople can stop purchasing forelgn



335!“

goods, if it ralses the income tax rates people are not very
likely to stop earning incomes, One of its main disadvantages,
the two year time lag In 1ts response to ehangas hag been
corrected, It still suffers from instability because of the more
than proportional effect a change in the national inobms will
have on income btax, If government revenue from this source 1s

o remaln stable 1% willl necessitate continual revigion of hhe
tex structure,

The cost of collection is an important consideration for
any type of government revenue. There are.no figﬁres'available
for individual income tax cost alone,. the corporatlon infonme
Lax costs are included also. There are a cerbtaln number of
fixed costs, primerily the payment of personsl. .Therefcrs the
larger the tax receipts the less will be the psrcentég@ cost of
eollection, The actual cost has risen from $58,000 in 1917 to
a high of $194% million in 1948. The percentage cost of colleg=
tion reached its low in 1943 when it was only .39 per cent of
income tax revenue and reached its high in 1927 when 1t rose to
3,58 per cent, The average total cost expressed as & percentage

ls only 1.03 per cent which i1s an extremely small costal

lranie B, Gost of Collections, Taxatlon Statistics, 1948.




Chapter VI~ DISTRIBI

In a consilderation of any type of revenue gystem thers
are two fundamental principles involvedw--adequate productivity,
and an esquibable distribution of the costs of government amongsh
its psople, The productivity of the income tax has bean examlneds
we shall now conslder the 'justice! of it according fg the wvarious
theorles on the subject of equitable distrlbution,

There are different fundamental 1deas on thg distribution
of the cogts of government all of which are in use gn Qanada to
various degrees, There is the idea of distribution on a basis
of equal payments, the costs of government services enjoyed, the
value of benefits received from government services, the ability
of taxpayers to asntribgta to ths costs of gaverﬂﬁentg axpediency
and the effects of taxes. Dgqual payments is the simplest bub
leagt used today, for ihﬁia olearly impractical in a society
like ours composged of peépia with such varying dagre@s of income,
The municipal poll tax is tho classic example,
| The cost of service principle 1s used %o pay the cost of
such government services as slectricity, water, and post office.
This method is strictly limited to such flelds vhere the benefits
to each individusl can be accurstely asssessed. Ths Dominion
government could not work out the costs of railway or defense on
an individual basis. The benefit principle ié similar ‘o the
cost of services, it also 1s difficult to assess on an equitable

basls to everyone, In fact, on the basls of benefits actually

- 36 =
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recelved, the pea;$3heuld pay a much hilgher tax than ﬁh@ rich
for they depend more on government services.

One of the highest ldeals of equitable taxation yet
devised is ability to pays and 1t is on this prinéipla that all
modsrn inéome taxes are has&dg H@r; agaln ability 1s by no
means a mathemstically exact concept, and in fact, it has been
vaguely and variously appliad'aver.a rather wide range, There.
is a subjective prinéiple on the basis of @qﬁal sécrifice which
alone iz not practical, and the obJuetive principle which uses
net income as a test of abllity. These two principles are
employed as the basls for our income tax system by relating net
inecnme o Margiﬁal utility. ¥ven when we have reached this
point thers are still many possibilities for inequality, The
gconomic séatus of the individual must be considered in allowing
for d@p@ndénts, the source of incomey; other taxes, gifts and
donations. The idea of proportional or progressive rates and
the dsgrees of progresslon are an lmportant consideration also.

When the Dominion introduced the income fax it was
fortunate in having the advantages of using the 6xpariana@ gained
by Great Britain and the United States in this field. In fact,
Canada's flrst tax was based pri&arily on the United States
Federal income tax of 1913 and revisions of 1917.

The marginal utility concept, the theory behind the
income tax, is basically that money like commodities and produc-

tion units have different relative values and their ukility value
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does not lncrsase or decrease ln an arithmetle ratlo as the
amounts are increased or decressed. That is to say, that an
income of $5,000 does not have the same valus to all peopls
earning thet amounty further an income of @3@5000 does not have
ten times the ubility of a $3,000 income, On the baslg of hhis
argument a tax on gross incomes would be more of a burden on
some than others ﬁhoaghAth@y may have the game income, Similare-
ly a proportional tax would be harder on the dmaller income
groups then the larger hecause the marginal utility decreases
as incomes rise. A $1,000 loss in income is obviously mach
harder on a man earning %3,000 a year than #30,000,

To provide for these differences in the relative value
of income there is first a nuwber of deductlions and exemptions
to make the burden sh people earning the same gross income more
oquitable, Secondly there is the ldea of progressive tax retes
as the ingomes increase, The exemptions apply to all incomes
regardless of size and it is on this remaining so galled 'nei
texable income! that the progressive tax rates applys We shall
congider first the deductions and @x@mptiahs allowed under hhe
Canadian income tax,

There is first what is known as the basilc exemptilon which
avery person ls entitled to deduct from the gross incoms, With
this thers has always bgen an equal allowance for a wife which
1s also deducted from gross income, The fundamental idea behind
~ this exemption 1s to prevent anyone's income from falling baléw a

certain standard, though Just what this gtandard is based on is



not too obwviouss It ig not the idea of ké@piﬁg.thsfinc@me

above the minimum standard of living because, with the exception
of the war years these exemptions have always been at leadt
#2,000 which 1s far above any idea of minimum or decent standard
of 1living since according to the census of 1931 and 1941 over 87
per cent of the wage earners carned less than this amount
Another, but less flattering,explenation of such & high basic

exemption is the large number of ¢itizens and hence votsrs i1t

kept away from paying any inceme tax. The basic exemptlon of Ki‘ o

$2,000 for man and wife without any ccnsidarati&nvcf any other ;kﬁh
déductiens aliminates some 2,270,000 income ﬁarnarg'eut of a ! V
total of 2§4§G§QOQ§l It would geem that whils basic exemptions
should bhe included in & computation of taxable income such
allowances ag have beehn made In all but the six war years 1s
far too high, If we assume that the government musﬁ ralse a
certaln revenue it would be far less harmful to the sconomic
gtructure 1f the basic exemptions were reduced to s&yvﬁﬁga sach
with an extremely émall tex rate on these ilncomes rather than a
much heavier tax on the large incomes, Because of the pyramidal
structure of incomes with such o large basge the revenue with only
a & per cent tax on the fivst $1,000 would be much larger than and
increase of say 5 per cent on incomes over $20,000,

There have always been allowances for children with the
exception of 1917, This alléwanée has ranged from $200 to $500

_ _1Baﬁed on figures contained in the table on lncome classes,
Gansda Yeay Book, 1945, p« 975,
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for each ehild, snd the age limits have ranged from 16 to 21,
This allowance 1s consistent with the idea of the different
marginal utilities of the same gross income. Glsarlyﬁthe income
of a men with five children has a much greater value than a man
with none ox only one child, There is a necessary axﬁen&e in
providing for ehildren, and this obligatlion should éé met in
part by the country for children are an asset to a country. The
extension of the age limit to 21 has encouraged to some extent
the keeping of childyen at school and this too, 18 @f enefit

te the counbtry ag a whole., In ﬁh@ game vein the allowances for
daependent relatlves which was inbroduced in 1930 and extendesd

in 1944 to include all dependents recognizes the relative values
of the same lncomes.

Donations, whilch can be deducted up to the amount of 10
per cent of the net income 18 in a slightly different category.
The government, to the extent that 1t reduces the individuals!
income tax is actually making the donation. Unlike the other
deduetions, the allowance depends on the size of Income, For
instance a man earning $20,000 can deduet up to $2,§QO from his
income; a man earning $3,000 can deduct up to 33004i§x©viding
they donate at least 10 per cent of their inc@m@s{} The argument
in favour of this allowance is that it reaegnizas:%he ganarosity
of one man as against another who usges the money for_his oun
purposess The actual saving in taxes is not very laégag A man
with $20,000 reduces his taxes by a $150 from $5,660 to $5,510
though he has reduced his income by $2,000, 4 man ﬁith an
income of $3,006 reduces his tax by $60 from $510 to $450,
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though his incoms 1s reduced 5300, -

Medical expenses allowable since 1941, are deuuotable
by the amount which they exceed 4 per cent of the‘net inconme
up to a maximum of $1,000,  This is an advantagec bavtﬁe smaller
income groups, On incomes of over $25,000 a year'the‘éxpenses
excead $1,000 before a deductlon can be made whereas for a men
earning {2,000 any @Xp@ﬁses over 0 is deductable,

Thoere are as well deductlons for old agu; blindness, ond
gertdin pension incomes all of which incarpﬁrate the principle
of equitable digtribution based on the idea of the marginal
utility of income,. | |

We shall consider the effects of these allowances on
people within the same income group, and then with peopla in
different income groups,  We shall sssume bh@r@_mra two men
earning equal income of §7,000 a year, Further we. *hall agsume
that A& ig married, has two chiléren ages 12 and 19 aﬁd a
dependent mother=in-law,: Further he donates $500 to various
gharitable organizations, and spends $600 for medical cere. The
gecond man, B, we shall assume 1lsa bachelor who spendé-nothihg.

The effects of the varioug allowances 1s shown in the;fellowing

Incon
B

tables o

Grogs Ixemptions Dependents Do -~ Hed= Taxable
Year Income Self Wife  Child Mother nations ical A
31 l l OO yee Py ' . gn. 2 .
J3,9973.23 %’%oo 2, 0 _,‘goo 200 vee e 2 888
3.926 OOQ l 500 l 590 OQ PP FEY P 1 SOQ
1933 5,0@0 1,000 1,000 300 ven - B0Q v, 1,700
1947 5,000 750 950 600 300 500 400 1,700

1949 5,000 1,000 1,000 800 400 500 400 900

3 50C
4 000
,500
4.,00€
44250

44000

If we apply the 1949 tax rates to these net‘ﬁaxablg incomes

the tax for A has ehanged;from $320 1in 1917 to $95 in 19495 the
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tax for B hag changed from $415 in 1917 to $700 in 194?; Clearly
then, the burden has been taken off those with incomes of greater
marginal utility. If we conslder the effects of thssge deductions
on incomes of different size it appears that the lower lncones
gain relatively more than the larga incomes. Let us assume two
incomes of $5,000 and $50,000, Using the 1949 tax ratﬁs'appliéﬂ
to the.gross incoms the tax would be $920 on $5,000 and $21,660
on the £50,000, if we apply the same deductions as used in
the example above the tox would be reduced to $135 and $19,625
respectively, This amounts to reduction in tax of 86 per cent
on an income of §5,000 but only 9 pef cent on thé;$50,0QO ingcone,

' With the exc¢eption of the 10 per cent allewénee for
donations these verious allowances and exemptions aré far more
impertant to the lower incoms groups than theslargér;; They
rémaiﬁ constent and therefore as the income decreases ﬁhey
become relatively less important,

The other main paprt of the income tax 1s the rate

structure, There are three ways in which a tex may be applied,
a flat or poll tax, a proportionsl tax and a progressive tax,
The tax on incomes has always applied a prggréssiVe tax though
in varying dggressi According to the marginal utiiity theory
as incomes {ncrease in slze the velue of each succeeding dollar
declines in value, Supposedly then the rate of tax can be
higher on incomes between $1Q,OOOrand $15,000 than on incomes
betwesn $L,000 and $5,000 without ceusing a relatively greater

sacrifice of value, Since 1917 the rate structure has been
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altered appreciably seven times, These changes have altered
the relative burden of the different income groups. The
chenges from 1917 to 1919 increased the texes on incomes of
| over $10,000 and particularly those over %50,000“réiative to
incomes below £10,000, The change in rate structure of 1926
reduced the burden on the larger lncomes relatiﬁe to the lower
incomes, The overall feductions of 10 per cent end 20 par-éenﬁ
in 1927=1928 was of more advantage to the larger income groups’
A man who earned $100,000 in 1926 paid only $80,000 in 1928,
a man paying $§5OOO in 1926 paid $4,000, Both paid 20 per
cent less but éccording to the marginal utility theory bhe
smaller inﬁsm@‘paid far more in actual value. The war time
Lax sﬁruatnresfincreased the ﬁex by 30 per cent on iﬁ@ﬁmss of
$1,000 and by éO per cent on incomes of $500,000. Again,
according to tﬁ@ marginal utillty theory the lowsr incomes
suffered a gr@étsr losgs The revisions of 1949 feduﬁsd the
tax by 50 per éant on incomes up %o $10,000 and byré‘@er cant
on incomes of §100,000 _ o

The marginal utility is not a‘pre@ﬁse GQﬁGéptASD it
is impossible o say what rate structure brings the iéaéﬁ ”
sacrifics Eb each 1ncome groug, 'It is only.pgssiblélﬁo compare
bthe different rate struotures that have been uged and consider
how esrtain income groups have been affecthed relative bo others.
The table on the following pag9 shows the rates of tax which
apply to the different incomsdaaccerding to the taxation years

shown.,



Taxablg o N - L
Ineone 1917 1919 1926 1940 1942 1949
25000 4 4 2 12 VR V4
44000 4 4 4 20 45 19
6,000 4 5 6 a7 50 - g2
10,000 6 11 10 37 B35 30
15,000 9 14 15 32 60 40
20,000 9 16 20 39 60 45
304000 2 21 22 41, 65 50
50,000 14 31 26 50 70 - 8y
100,000 19 56 36 53 80 65
5004 000 19 1 49 72 85 80
L3000, 000 19 2 50 78 85 . 80

# The ratesg of tax apply on the group up te the figure shown
in the tameble income column, The ameunt of income in each
tay group variesgvﬁh@ perceantage applies only to the lmmedlaw
fiely preceeding $1,000. '

- - The change in rates on the game income 1s falétivaly
ﬂﬁimpbrtant;- It iz the change in rates between differsnt lnpomes
in the varlous yﬁa;é that 18 impeortsnt, Between 191? and 1919
there was no change in the tax pate on incomes up o $6,000 butb
on Incomes over thal ameunt the hax rate iﬁareaseﬁ fr@m 1l pex
gent bto 53 per cent, In 1926 the rate was raﬁuﬂed'éﬁvz per cant
on the first $2,000 and by 20 per cent oﬁ incomes of §Vﬂr $50, 000,
The tax increased on incomes betwaen$lO,000 and $30,000, In
1940 the tax on $1,000 was inoreaged by 6 per ceét'aﬁﬂ on
incomes of $R20,000 by 19 per cent up to-28 per eéﬁﬁ;.ﬁn ingomas
of a million dollars, and in 1942 the tax on a $1,000 was increased
by 2% per cent on the firshy thousand and 20 pér cent on inaémes
of $50,000s Therefore the changes in the rate structure have
not been consistent 1f we ggsume that marginal utillity remains

the game, Taklng 1949 asg tﬁéicl@saﬁt approximation to marginal



utility, and this seenms reasonshly since it is béség on some
thirty years of experilence and study, the 1917 stfﬁﬁﬁﬁre places
more of & burden on the lowest taxable incomes, and conversly

the 1919 structure places the burden on inconmes éf?éfér%l@,@@@.
The 1926 structure wag unjust te incomes between @4@96@ and
$30,000, The war time tax structure placed the burden on ineomes
up to $6,000, ‘ |

The effect of thess :aﬁe gtructures in eémbin&tion with
the various exemptions 1s shown in the table on 395§@'48.,

In compering the tax paild on varlous incomes,ws assume. that

the tax payer is a married man with two children, Wo deductions
have been made for donations, medical expenses, etéétérag but
for the $50,000 income earner an investment incone of §25,000 is
assumed and a surtax on this has been added for the years when
1t applied.

According to figures on the digtribution Qi‘-»i;ac:zsme for
1946,l‘@ut of a total working populatlon of laess thgﬂ:z% million,
over l# million searned less than $2,000 a year, USiag the 1949
tax structure and allowing only the exenptions for wife and
dependents, only 967,000 people pald income tax and three
quarters of this number earned less than $5,000 s year, When we
consider that in 1946 employment and wages were higher than at
any bime between 1917 and 1942 and that the basic exemptions
allowed from 1917 to 1940, it 1is obvious that the tax burden

lExtracted from figures contained in Table E, Taxation

sbatistics, 1948,




with the exception of the war years has rested on the relatively
few people whose incomes were $5,000 or more,

_ If the incoms tax 18 recognized as the best means of
obtainiug revenus so fpr as aquit&blp digtribution af burden
is concerned, 1t would appear that it is not beilng usad to its
full advantage. Assuming that the government hust have a certain
amount of money what it falls to raise by means of the lncome
ﬁax 1t must obtaln from other sources such as cusbom duties and
gales taxes., These latber taxes applying equally to all, bear
nore heavily on people with small incomes. It W§uld therelore
ba betber to lower the exempﬁions for wife and dependénﬁs and
tax the lower income barners on their income rather than their
consumptions . With possible exemptions rdducing the income
_ of people earning $5,000, by 80 pe§ cant, this implies that the
firsé $3,000 or $4,000 earned has perfect utility, that is every
dollar 1s essentlal, This of courge 1s not a reasonable assump=
tion because the government does not recognize thig perfect
wtility when it imposes sales taxes of 20 per cent to 200 per
'gant on such goods és cigarettes, gagolene, and:liquaf;

All the changes which have eccurred in the basic allow~
ances and rete structures have affected the numbers of incoms
earnersy and the amounts which they must pay. Whether these
changes have followed the marginal utility of the different
incomes. is é relative matter. In general, the smeller income
groups have improved their position relative to the larger ones.
It would appear that the examptions are now too high, making

the income tax a f!rieh’ man’s’ taxy -
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TAX PAID BY A MARRIED MAN WITH TWO CHILDREN
At Digferent Income Levels. o

Taxation  G8,000 . $3,000  $10,000  $50,000
Year Tax A Tax % Tax 5 Tax ¢
1917 ver  ese wes  ess 360 g

1918 ve - was 12 4 382
1919 e 5e 24 8 558
:LQQO ERE R | & & ¥ 24‘ .‘8 55
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4
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: 99; p 6L
1921 cer  wva 24 8 585 61 19,2
1922 LER 2 X 16 gg 524 ¥ 9
1923 bes  4ue 16 .5 Bpa 459 19.2
1924 ses  wan sas  ses 420 , 56 19,1
1925 »éH ERE 3 X% #ra 42@ 9 6 l?gl
1926 sis  wwe was  ass  R20 s 12 1642

b
STIE

1927 LR ] P ] 984 (] l?&
1928 evv  awa P V-
1929 AN (B XN ¢ & 176
1930 TR ¥ ¥ LR ] LR 1?6
1931 *é LR LR [ R l?é
1932 e Ty 'y ™ 275

08 14.6
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1933 [ 3 ] LE R ] 06 QE 4’62 9, 834' 199 6
1934 ves  wes 6 2 462 9,834~ 19,6
1935 [ N (NN f) 92 462 1J ’1.99 ) 22 04!
1936 ese wue 6 2 462 11,199 2R44
1937 O 6 2 462 11,199 22,4
1939 e vie 7 3 554 13,580 27+
1940 - S 73 244 1,688 16.9 20,611 @ 41,2
1941 80 4.0 2L5 7.1 2,710 27.1 26,729 53 o4

; 69,2
5a; 06 5v3 333 11.1 4,546 69,2
1944 106 5.3 333 11,1 4,546 45,4 34,507 69,2
1945 102 5,1 320 1046 4,364 42,6 33,213  66.4
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1946 89 4,4 280 9.3 3,819 3B,1 29,061 58,1
194 vee Yy 183 64l 2ylh2 21,5 24,268 4845
194, R L Er 149 4&9 1;910 18,1 81,985 43;9
1949 cer a3 29 .9 1,452 14,5 20,120  40.2

Source:s The figures arve computed on the allowable deductions and

rate structures of the Income War Tax Ack, 1917, and
its amendements, The percentages are the re tian of

bax Yo gross income.



74X PAID BY A BARRIED MAN WITH TWO CHILDREN.
At Digferent Income Levels, e

Taxation £$2,000 %3 QOO %10 000 $50,000
Year Tax ! % Pax g Tax % Tax %
1917 e Nae e san 36@ 3;6 59260 1045
1918 vee PP 12 4 382 3.8 34790 1L.5
1919 shh vha 24 ! 558 56 9;15‘8 18¢3
1620 cen  ass 24 L8 B8y 5,8 9,616 19,2
l921 Yy € o w 24 Q? 585 5:8 93616' 19@3
1922 ry T X 16 95 524 512 9’599 19.2
l923 : e d (N ] lQ 05 524 5¢2 9;599 19,2
1924 veh s . $5n 420 4.2 9,565 19,1
1925 Ve mes ess  wre 420 4,2 9,565 19.1
192é [ X ] ¥e e [ X% » e 220 2;2 8,120 léig
1927 vee  aes wes  wss 198 2,0 7,308 14.6
1928 vie  ema axs exe 176 1.8 7,296  14.6
1939 "% %89 LI LR 1/6 108 ?9296 1446
1930 aaw [ % X ] ®E 4 (XS 1?6 lvg 79296 1446
1931 LR LR LR § LEE 176 lﬁs 792?6 1456
1932 4 li L ] [ ) RN ] 2?5 gg? 8’ 526 17¢©
1933 vae  eas N 2 462 4,6 9,834 19,6
1934 fhe  sxd 6 o2 462 4,7 94834~ 1946
1935 are  wwe 6 v2 462 4.7 11 199 - 22,4
1936 - wE é o2 462 4.7 11 199 22:4
1937 sr e 'Y, %] a2 462 447 ll 199 22,4
1938 vis  was 6 W2 462 4.7 1,199  22.4
1939 vae w58 r}; ¥ e 5;4 515 1 ,580 27.1,
1930 12 .6 73 2.4 1,688  16.9 20,611 41,2
1941 80 4.0 215 7.1 2,710 27.1 26,729  53.4

1042 106 5.3 333 1l.1 43546 45.4 34,597 6.2
1943 106 543 333 11.1 4;546 45,4 34,597 g9gg

1944 106 5.3 333 1l.1 4,546  45.4 34,597 Ve
1945 102 5,1 320 1046 4,364 42,6 33,213  66.4
1946 89 4,4 280 9.3 3,819 38.1 29,061 88,1
194 T s 183 6el 2:33.!,)8 21,5 24-,268 48,5
194 ves  ews 149 4,9 1,810 18,1 21,98 4349
194'9 LR B LE R 29 99 13452 l4’b5 20,3420 4-0&:..

Source:s The figures ave computed on the allowable deductions and

rate structures of the Incomg War Tax Act, 1917, and
its amendements, The percentages are the re ‘tian of

tax to gross incomae,
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the United States and British income taxes.
a tunified! tax in contrast to a 'seriles of’taxeéi ¢h with
its own rates and exemptions such as are found in the French
and Itglian income bax systemg, Thils latbter syé%éﬁ
on the idea that the marginal utility is radicall;
between different types of income, Our system im

I

the marginal utility of incomes is the same for ~garning

taxpayer, a salary~earning taxpaysr, a dividea&s ving ‘taxwe
paysr, ebeetera, However since 1937 when a suftﬁ, iﬁvestment
incomes wss introduced we have had to that extent eriag of
taxes' income tax, :
The rate structures on different incomes™in the three
countries is progressive though the British ishh5f continuous

and reacher its meximum st a muech lowsr lncome L These

1946
Canada U.S.4,

31 26 18
56 56 36 a5
72 58 50 25

1
56,000 14 1

100,000 19 3
2,000,000 15 &

97,5
97:5

G000 4 5 ,8 6 3 "i, 45 4y
100000 6 11 10 10 620 - 5 53
20 000 9 gg o %

75
5

5
-% 16 36 20 10
1
7

The exemptions and allowancaes on gross income cover the

same sltuations, but the amounts deductable vary between the

1The Canadian retes of tax are taken from the Table on ps4d5.
The United States rates from Tables 1 and 2, Facing the Tax Problem
pps 30 and 36, The British rates are worked out from the British
Income Tax, Cane Almanae, 1926, 1946, The pound is changed
into dollaps ak t o exchange rate for 1926 and 1946.
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three countries. In 1926, there was a basic exemptlon of $629
in Great Britain, $1,000 in the United States, @15500 in Canada,
For a married men this was increaged to %150937505:52}500 and
$3,000 respactively;‘ In Britain there was an uniqug Sgﬁ of
allowances for children and dependents as followss %1?2,96 for
the first child and $131.22 for eaeh other, and 3121;39 for
each dependent, In the United States there was an allowance

of $400 for each child end dependent and $500 in Canaﬂa, In
Britain there was an additional deduction of one-gsixth of the
aarned income up to $1,215, -

In 1948 the basic exemption was $720 in Britain and
$1,500 in Canada for a married men and $440 and @75957rsspectively
for single persong, There was an allowance of $240 for each
child in Britein and $300 in Canada, The'dep@ﬁéenﬁ allowance
was $200 end $300 respectively, In addition ther@ wag an eamned
income allowance of one-fifth of the gross income ub to $1,600
maximum in Great Britain,

The effect of thege deductions and exemptiaﬁﬁ cowbined
with the rate structure on net taxable income between Canada and

Great Britain for the year 1948 is given in the table belowy

Gross  Total Deduotions  Amount of Tax Paid

Income «Gry Be, Canada +Gr, Br, Canada .
2,000 1,600 2,100 180 ans
5,000 2,200 2,100 1,260 598

10,000 2,800 2,100 4,005 2,110

The Cansdian income tax paid by a married man with no
children as coipared to the tax pald in the United States, Great
Britain, and France for 1939, lg given in the table on following

pages
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Gross Income” 35000 104000 \\ﬁjiOQgQOG

Canada 30,00 546400
France 57900 3 564‘; 00
United States 28400 655,00 -,

In general, the Canadian Income Tax hé%;héeé much more
lenient than elther the Euvopean or United Sta%ﬁg\tax structures.
Waile 1t appears that the United States tax is 1éss than bhe
Canadian, there is as well a heavy State income tax which raises
the amount of tax paild eondiderably:. The reason for the low rates
applied in the first years was to encourage jmmigration, It
wag felt by the government that heavy direct taxes would be a
detriment to thelr policy of advertising Canada ag the land of
plenty., Also, Canada, uﬁﬁil the Second War, was a 'young!

country, and there was always the fear of antagonising the people,.
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Chapter VIII - CONCLUSIONS

The development of the Canadlen Income Tax falls into
two definite perilods~ 1917-1939 and 1940-1949, During the
first twenty-two years it was used aparingly, alﬁésﬁ_timi@ly,
as a source of revenue, relative to its potentialities, During
the past ten years, and particularly from 1941 to 1945, 1t was
used almost too much, seo far as its effects on the reduction
of normal spending on consumptlon and investments were concerned,,

During the first perlod, exemptlons were hlgh, and bhe
tax rates were moderate, It was a period of development and
refinement, almost a preparation for when 1t wes to be needed
during the forties. For the revenue ebtained from the income
tux during the war would nob have been possible wilthout the
gxperlence gainad in this early period. Techﬂieal_aﬁa adminige
trative detalls were worked out, evagion la@pwh@la$4w$re plugged,
and means of corpecting errors and injustices were;égvalcped,
and income tax appeal boards were get up for ﬁhis,phrpcsg; The
ldeals of justice and equiteble distribution based om this
marginal utility theory, as well as by trial and exféﬁg were
incorporated in the form of additional allowances for children,

dependents, lagses; donations,; eteeboras. Severalzﬁypas of
rate structures werve applied and refined as théir inegualities
showed, Methods of téxiug forelgners on Canadiau iﬁcgma and
raeciproocal tax agreements with Great Britaln and the United

States were séttled. All these developments took place during
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the period when only 4 per cent of the Ilncome garners were
affected by the tax,

The ilncome tax, {ar more bthan any other type of tax,
affects the individual so directly that the slighitest injustice
or inageuracy in the tax 1s lmusediabely apparent, and these are
made known to the government through the Members of Parliement,
the tax assoclatlons, or attempted evasion, which the govermment
must then attempt to correct,

“The more squitable the tax the greater the revenue', 1s
b@?§f6at by the income tax, Taken all in ally income 1s tie best
test of ability, and it i1s the only tax which recoganlzes the
different values in the same income to different lundividuals,
Although there is general agreement dhat the income tax is bhe
best tax to have as the backbone of a revenue syshem; there will
never be complete agreement on the distribubion of 1t amongst
different groups. With high basic exewptions, the lower incomes
galn, with low progressive rates, the higher incomes gain, and
neither will be flully satisfled that the ‘other fellow! ls paying
his shares Slnce 1917, the tax structure has spread in both
directions -~ more refined exemptions and higher progressive
ratesw~~in general, at the expense of the 1argar‘inuam@s; Whether
this means they are paying more than they should or as much as
they should is a relative metter, Perhaps the best test would
be on the reduction in investment cepital, and particularly

risk~capital, due to the high rates on the large incomes,
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The 1lmportance of the income tax will»prebably contiinue
to increase ag 1t has over the pést thirty«-three yeaysﬁ'and it
will continue to be refined and altersd as disofepancies appears
It has agssumed the pcsition In the revenue system of the 20th
century that was held by the custgms in the l9th_meﬂ%ﬁry, whether
it will be digplaced by a bebtter source of gsvernﬁéﬁt:revenu@
depends on how the ldeals of Justice énd equi@ablé'@iétributisﬂ

of the tax burden are altered,
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