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INTRODUCTION

“ FEpErAL Finance in Peace and War ” is an Enquiry complementary to
that made into the burden of taxation,! and has been undertaken in
consultation with the National Institute of Economic and Social Research,
without whose assistance it could never have been instituted. It has in-
volved a somewhat minute study of the Budgets and other Financial State-
ments of the United States of America,Canada, Australia, South Africa and
India. These countries were selected because they possess fundamental
constitutional likenesses and continuity of history, which make the treat-
ment of their systems of public finance a suitable single field of study.
It was decided to restrict the Enquiry for two reasons. In the first
place, it was not possible to cover all Federations in the world, such as
Switzerland, Germany, Russia, Mexico, Brazil and the Argentine, and,
secondly,a description of the temporary structures of totalitarian countries,
such as Germany, would be largely dependent upon political analysis.
Municipal as well as Provincial or State finance has been examined as
it is intimately connected with the Central or Federal Government’s
finance. The years chosen for examination include the pre-rearmament
year 1937-38 and a recent war year, usually 1941-42. The effects of the
greatest depression of the machine age, that of 1929-32, have been so
widespread as to affect to a very remarkable degree the tax structures,
and on this account crisis finance could not be omitted.

Tt is well known that a Budget covers only part of a nation’s economic
and financial activity and, therefore, in the early stages of the Enquiry
it was realised that a study of the National Income technique of Public
Finance had to be considered. This meant that attention had to be given
to the National Income, Public Expenditures and Public Debt, apart
altogether from a study of the tax structures of the countries and of the
units in the Federations. It has been rightly pointed out that a Budget
is not a balance-sheet in which all assets and liabilities of the concern are
given, but is similar to a Profit and Loss account of a business enterprise,
only the changes are over a twelvemonth. The Budget itself is no
longer regarded as the national balance-sheet but only a part of it.
In short, we have to take into consideration the quantitative estimate

1 G. Findlay Shirras and L. Rostas, The Burden of British Tazation. The National
Institute of Economic and Social Research Studies No. 2, Cambridge University Press,
1942, also American Edition, The Macmillan Company, New York, Jan 1943.
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xiv FEDERAL FINANCE IN PEACE AND WAR

of the whole cconomic activity of the country and not merely the
crosg-section of it with which the Government is concerned. When
unemployment is at its worst an expansion, and not a contraction,
of public expenditure to meet the decline in tax revenue is essential.
It is only within recent years that in official circles it has been realised
that unemployment could be avoided by a policy of regular and large
Government expenditure.! Deficits are not, as Gladstonian finance always
regarded them, thoroughly “bad in themselves and to be avoided ;
they are even desirable for the stabilisation of economic life. Nothing
has been so revolutionary in public finance in recent years as this idea of
the inclusion of items hitherto undreamt of in the philosophy o. budgetary
finance. Since 1941 annual tax proposals have been based on an examina-
tion of the nation’s total income and expenditure as set out in the White
Paper on “ The Analysis of the Sources of War Finance and an Estimate
of the National Income and Expenditure ”. From this the so-called
“ Inflationary gap ” can be measured. We have to consider not merely
the domestic expenditure and revenue of the Government but overseas
resources, extra-Budgetary rcceipts, sums available for investment as
depreciation in war-time cannot be made good, and, most important of all,
new savings obtained through the National Savings movement and
similar movements for investment. Similarly, there is the *“ Deflationary
gap ” in budgeting for full employment. The difference between the
potential savings of the community, the savings if the national resources
had been fully used in production, and the actual loan expenditure on
capital construction by private firms, individuals and local authorities
other than the Central Government, has to be made good by the Govern-
ment’s supplementing this regularly to the extent of the difference. It has
also been realised that tax policy as well as expenditure has a part to play
in economic stability. May not taxation play its part as a factor helping
inflation or deflation, expansion or contraction ? May not a planned
system of taxes be flexible enough to be used to increase or decrease
saving or investment ? In the downward swing of the trade cycle, tax
policy may remove maladjustments by a relatively light tax burden upon
spending and a relatively high tax burden on surplus savings. A tax
policy might aim at reducing liquidity preference, e.g. in regard to un-
distributed profits to prevent relapse and at another to prevent excessive
1 Accepted by the British Government in 1944, vide White Papcr on Employment

policy (Cmd. 6527), “ The Government accept as one of their primary aims and responsx-
bilities the maintenance of a high and stable level of employment after the war.’
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expansion by curtailing excessive profits. In both cases stability would
be assisted. Even if purchasing power is being restored by Government
expenditures, a taxation policy is complementary and worthy of examina-
tion, as a tax system often has many taxes the effect of which is the
curtailment, during a depression, of consumers’ purchasing power. In
other words, the effects of a taxation policy must be considered as well as
a policy of public expenditures. Financial equilibrium is not merely
equilibrium of Budgetary revenue and expenditure but equilibrium of the
country’s annual income and expenditure, an equality between spendable
income and available resources. This may indicate in the future, at all
events in the countries of chief industrial importance, the very countries
which tend to save too much, the presentation of a Capital Budget quite
apart from a Revenue Budget. For this and other reasons in this Enquiry
astudy of National Income, Public Expenditures and Public Debt has been
linked up with an analysis of tax structures.

The report is divided into three parts. The first deals with the Scope
and Method of the Enquiry and the Public Finance and National Economy
of the oldest of the Federations, the United States, and a similar
analysis of the Federations comprising the British. Commonwealth —
Canada, Australia, South Africa and India. The tables in Part I are
Summary tables and are set out in the table of Contents. Part IT consists
of the general principles underlying the study of Part I with special
reference to intergovernmental financial relations, not merely as applied
to conflicts between Federal and State Governments, between State and
Local Governments and Federal and Local Governments or between
States of the Federation or between Nations, but also to financial
relations in regard to specific taxes and specific functions. It deals
also with the solutions for these conflicts. Part III contains statistical
tables other than the Summary tables in Part I. An Index has been
prepared for facility of reference.

I desire to place on record my deep sense of appreciation to the
Governments which have not only provided official data but explanations
regarding financial relations. My second duty is to thank the High Com-
missioners of Canada, Australia, South Africa and India ; the Dominions
Office ; the American Embassy in London; the American Treasury
Committee, over which Professor Luther Gulick was Chairman; the
Rt. Hon. Viscount Bennett, P.C., K.C., LL.D., formerly Minister of
Finance and, from 1930 to 1935, Prime Minister of Canada and member of
the Council of University College, Exeter ; Dr. 8. A. Cudmore, Dominions
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Statistician, Canada ; Professor Haig of Columbia University, New York ;
Miss Mabel L. Walker, Director of the Tax Institute of the University of
Pennsylvania ; and many other non-official experts. Mr. Henry Clay and
Mr. Geoffrey Crowther have acted as the Sub-Committee of the Institute
connected with the Knquiry, and their judgment on various points
has been of great value. Mrs. F. Stone, Secretary of the National
Institute of Economics and Research, has always been most ready to serve
the interests of the Enquiry, and her ability and tact have been greatly
appreciated. Dr. G. Rusche and, especially, my Rescarch student,
Mr. J. R. L. Schneider, B.Sc., have assisted with the heavy statistical
work, and Miss Joan Ambrose and Mrs. W. M. Timms have periormed the
secretarial work of the Enquiry with energy and success. Mrs. E.J. Condon
greatly assisted with the proofs and with the Index.

G. FINDLAY SHIRRAS
15th January 1944



PART 1

CHAPTER I
THE SCOPE OF THE ENQUIRY

In the Introduction the limitation of the scope of the Enquiry has been
discussed. The selection of the years was intended to cover the pre-re-
armament period and the war period as well as the crisis of 1929-32 which
has had so lasting an effect on Federal Finance. The pre-rearmament
year of 1937-38 was taken as a most typical pre-rearmament year.

In the last decade all Federal systems of government have been
subjected to much strain, and the questions underlying Federal Finance
have received a new emphasis. This has been especially true in the
United States and in the Federal States of the British Commonwealth.
The Federal State, as is known, rests on the assumption that sovereignty
in a single State can be divided among several Governments which act
independently of one another. There are always, however, two distinet
and conflicting forces at work. In the first place, there is the unifying
influence brought about by common interests and common aims which
can best be promoted by union. On the other hand, there is the desire of
the States or Provinces and Local Authorities to preserve a large measure
of their independence. A Federal State or Union is in fact a marriage of
conveunience. Interdependence reduces independence, and in recent
years there has been a continuous_drive towards centralisation. It is
here that the Federal dilemma lies. | On the one hand, with the great
increase of transport and communications and the growth of large-scale
organisation there has been considerable integration in the Federal State,
as was well shown in the greatest depression of the machine age, the
depression of 1929-32. There has been a great development of Govern-
ment intervention in economic and social matters. In short, there is the
move towards centralisation, but, on the other hand, if the units do not
resist this tendency towards centralisation, the Federal system may be
seriously weakened at its foundations. With the rising costs of govern-
ment, new activities are demanded and higher standards are required
for old ones. This can be seen in the large increases in expenditures
on development as well as on the social services in all the countries
studied. All Governments, including Federal Governments, are increasing
considerably their grip on the economic life. Governments to-day are
taking a much larger share of the national income than ever before. In

1 B



2 FEDERAL FINANCE IN PEACE AND WAR PT. 1

the United States, for example, Federal, State and Local taxes were the
cquivalent of 4 per cent of the national income in 1850, 10 per cent in
1900, between 20 and 25 per cent in the years immediately preceding the
war, 28 per cent in 1940-41, and in 1941-42 at_least one-third of the
national income excluding the social security taxes( The total expendi-
tures, National, State and Local, as given in Table VI, Chapter III, show
that the total expenditure as a percentage of the national income is not
less than 41 per cent in 1942 as compared with 27 per cent in 1941. The
Finance Minister of Canada has stated that the expenditures of the
Dominion Government, including the assistance given to the United
Kingdom but excluding all Provincial and Municipal expenditures,
amounted in 1942 to nearly 50 per cent of the national income. Before
the war it was estimated that Federal, Provincial and Municipal authorities
spent from 25 to 30 per cent of the national income, and this included
heavy expenditures for unemployment and agricultural relief.
};}n periods of national emergency, State and Local Government
udgets are cclipsed by Federal Budgets, but in normal periods between
war and depressions, State and Local expenditures have exceeded
Federal expenditures?\ Thus, in the United States, although Federal
revenues and expendifures have greatly expanded in the last ten years, it
is only since the current fiscal year that Federal taxes have exceeded
aggregate State and Local taxes. In Canada in 1937 Dominion taxation
amounted to $464 millions while Provincial and Municipal revenues were
respectively $244 millions and $309 millions.

We discuss elsewhere the problem of competition and co-operation
among taxing authorities in Federal States, but it will be sufficient if we
state here that this urge towards centralisation is characteristic of the
unification of the national economy and of the enormous growth in
Government spending. The taxation of surplus income through pro-
gressive taxes is admirably suited for centralisation or Federal collection,
and this is one of several reasons why, when Governments absorb a large
fraction of the national income in taxation, the taxation system itself
assumes great economic importance.

With the passing of the Social Security Act of 1935 in the United
States, the Federal Government increased 1ts financial power considerably.
In 1930 the grants to the States were less than $150 millions covering
eleven State activities. Emergency grants in connexion with the depres-
sion and the Social Security plan of the New Deal brought the total to
about $800 millions in 1939, and the aided activities increased to twenty-
one. About 14 per cent of the total revenues of the State Government
now comes from Federal grants. {‘Indeed, as will be seen later, there is
springing up, in consequence of the dominance of Federal Government in
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recent years, a new Federalism — a co-operative Federalism replacing the
old Federalism in which the Federal or National Government and the units
went their separate ways without regard to what the others were doing.
Thus in one year, 1937, over one hundred statutes were passced by forty
States to aid the United States Federal Housing Administration alone.!
The scale of Government action, in short, is now such that it affects to a
very large degree the working of the national economy of a countrv, and
tends everywhere to increase rather than to diminish. )The competition
between Federal, State and Local Governments for revenues is growing,
and there is a decided tendency for the Federal authority to use its wider
taxation powers to control the layers of governimnent below it. There is a
.good deal of overlapping as we shall see. ] In the United States, for example,
more than 90 per cent of combined Federal and State tax yields come
from common tax bases. Only customs duties arc denied to the States
and only the property tax and motor vehicle duties are not available to
the Federal Government. The multiplicity of tax authoritics has been
much in evidence in recent years. The number in the United States is
usually estimated at 175,000.

C_.\nothcr interesting feature of Federalism is the changing nature of
the tax systems of Federal and State Governments which is in contrast
to the negligible changes in local taxes. Customs duties and taxes on
liquor and tobacco were, al the beginning of the present century, the
main sources of Federal revenue in the United States; to-day they produce
ouly one-fourth of the Federal tax revenues. At the present time State
Governments are obtaining 75 per cent of their taxes from sources that
were negligible or non-existent at the beginning of the century. Local
Governments, on the other hand, still obtain a great proportion of their
revenue from the taxation on property.

Events such as have been referred ¥0 in the above paragraphs have
produced considerable discussion in recent years. A Royal Commission
on Dominion-Provincial Relations was appointed in Canada in August
1937, and its Report in three volumes was submitted in Maych 1940 and
published in March 1941.3

This monumental Report will long be a locus classicus on Federal

1 V. 0. Key, “ State Legislation Facilitative of Federal Action ', Annals of the American
Academy of Political and Social Science, Jan. 1940. Cf. J. A. Corry, “ The Federal
Dilemma *, Canadian Journal of Economics and Political Science, May 1941.

2 Tax Relations among Governmental Units, Tax Policy League, New York, 1938;
Mabel Newcomer, T'azation and Fiscal Policy, New York, Columbia Press, 1940,

3 Ottawa, 1940. Vol. i, Canada : 1867-1939; vol. ii, Recommendations; vol. iii,
Documentation. The Report was accompanied by research studies prepared for the Royal
Commission including Comparative Statistics of Public Finance, British North American
Federation, the Economic Background of Dominion-Provincial Relations, National
Income, Labour Legislation and Social Services. See Appendix I.



4 FEDERAL FINANCE IN PEACE AND WAR PT. I

Finance. The Commission was appointed because of general dissatis-
faction in respect of Dominion-Provincial Relations, a dissatisfaction
which reached an acute stage during the depression of 1929-32. Pro-
vincial and Local Governments were unable to deal with unemployment
and agricultural distress, and the resulting financial difficulties in regard
to administrative responsibility meant a serious strain on national unity.
By an amendment to the British North America Act, the Dominion was
able to introduce, as from 1st July 1941, a nation-wide scheme of un-
employment insurance much the same as that existing in the United
Kingdom. As will be seen in Chapter 1V on Canada, the Dominion
Government decided to accept the Commission’s proposals to take over
the whole burden of relief for the employable unemployed and their
dependants, and so relieve the Provinces and, therefore, also the Municipal-
ities. The Dominion Government also agreed to take over, as recom-
mended by the Commussion, the whole burden of Provincial net debt.
In return for this, as recommended by the Commission, the Dominion
Government was to have the exclusive right to tax personal incomes and
corporations and to levy succession duties. National adjustment grants
which were to be made to the Provinces were calculated to enable them
to maintain an average Canadian standard of essential services with an
average level of taxation.

Similar discussions had been going on in the Umted States prior
to the appointment of a Committee by the American Treasury. The
Chairman of the Board of Governors of the Federal Reserve system, for
example, addressed the National Tax Association at the University of
Minnesota in October 1941.1 In this address the Chairman of the Board,
Mr. Eccles, outlined some of the difficulties which were facing the United
States to-day in some of the broader aspects of taxation. He pointed out
that, except during major wars, the State and Local Governments of the
United States had only been much more important from the revenue
point of view than the Federal Government, and it was only in the fiscal
year 1941-42 that Federal taxes exceeded aggregate State and Local
taxes. Mr. Eccles stressed the importance of safeguarding against the
danger of a relapse into what he called ““ the intolerable conditions of
the early 30's ”, by a ““ long run plan for public investment, adapted to the
differing needs and conditions of the different geographical areas of
the United States ”. He outlined a scheme for productive public invest-
ment which should be non-competitive with private enterprise and dealt
with social security, old-age pensions and unemployment benefits. In his

1 Address by Marriner S. Eccles, Chairman of the Board of Governors of the Federal
Reserve System, at a meeting of the National Tax Association at the University of Minne-
sota. Federal Reserve Bulletin, Nov. 1941.
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view he believed that if progressive taxes were to be the major element of
the national tax structure, it would not be possible to continue the present
system of having the Federal Government and the States levying taxes
on individual and corporate incomes and transfers at death. Uniformity
and equity could be attained, in his view, by making the total levied on
income and on inheritance a matter for Federal control, and State
revenues must tend more and more to consist of taxes shared with the
Federal Government which already amount to 14 per cent of State
revenues. He added : “ We should continue to follow the broad policy
that has grown out of these activities of leaving responsibility for initiative
as to the type of activity to be undertaken in the hands of State and Local
Government, to leave, wherever possible, the detailed administration in
their hands and to provide for Federal supervision only to the extent
necessary to ensure that funds are wisely, prudently and honestly used .

In view of these remarks from so high an official, it was no surprise
that Professor Luther Gulick was asked by the Treasury to conduct an
Enquiry into the tax system of the United States with special reference
to intergovernmental financial relations. It is not, however, only in the
United States and Canada that in recent years the problem of intergovern-
mental financial relations has become acute, but also in other Federations
which we have studied. In Australia there have been since 1934 the
Reports of the Commonwealth Grants Commission, dealing with special
subventions to the States of South Australia, Western Australia and
Tasmania, in which the taxable capacity of these Provinces is shown to be
less than in the more industrially advanced Provinces of Victoria and New
South Wales. During 1941 the Commonwealth Government attempted to
induce the States to accept a plan by which it would become the only
authority in Australia to levy income tax, the Commonwealth Government
providing for the States out of the proceeds of its uniform taxation. The
difficulty arises from the fact that the Federal Government is hampered
because the amounts levied in State income tax are in some cases very
high. The taxpayer in Queensland, for example, has to pay to the State
Treasurer more than twice as much as a taxpayer earning the same
income in Victoria. All the State Premiers, except the Premier of South
Australia, opposed the proposal of the Commonwealth Government at
the Loan Council of Canberra at the end of June 1941. The difficulties
can well be seen by the statement of the Premier of Victoria, who protested
that it was proposed to penalise Victoria for her long record of prudent
finance to relieve the extravagant States and, if the State vacated the
income tax field, there would be a large increase in Federal taxation on
low and medium size incomes in Victoria to bring the total taxation to
that of Queensland and New South Wales. A Committee, consisting of



6 FEDERAL FINANCE IN PEACE AND WAR PT. I

Professor R. C. Mills of Sydney University, the Right Honourable J. H.
Scullin, Prime Minister of Australia 1929 31, and Mr. Spooner, subse-
quently appointed to consider a scheme of uniform income taxation for
the Commonwealth, presented a Report recommending that the Common-
wealth alone during the war and for one year afterwards should be the
sole income taxing authority, and that a scheme of uniform taxation
should take place from 1st July 1942, compensation being paid to the
States for loss of revenue. The Report was discussed at a Conference of
Premiers of the States on 22nd April 1942. As explained in the chapter on
Australia (Chapter V, section II) a Constitutional Convention at Canberra
approved a Bill in December 1942 transferring from the States to the
Commonwealth fourteen specific powers for purposes of post-war recon-
struction for five years after the cessation of hostilities. These new
powers will be in operation only when the bill has been passed by all the
States. Considerable opposition was offered to the passage of the bill in
South Australia, West Australia and Tasmania on the ground that the
powers proposed to be transferred were not sufficiently clearly defined.

In 1933 in the Union of South Africa a Provincial Finance Commission
was appointed, with Mr. J. de V. Roos as chairman. This Commission
reported towards the end of 1934, and, as a result of the Report, an Act
was passed and a consultative Committee, consisting of the Adminis-
trators and the Executive Committee of the four Provinces, was estab-
lished. This Committee is presided over by the Minister of the Interior,
and meets when necessary to discuss matters common to the four
Provinces. Under this Act an increased annual subsidy was paid to
Natal. Subsequent to the appointment of this Commission a fact-finding
Committee was set up to deal with financial relations.

In India, too, a long series of investigations have been made over
fourtecn years by a Royal Commission, several Committees and Round
Table Conferences, and in 1936 by Sir Otto Niemeyer, now an official of
the Bank of England. The Government of India Act of 1935 came into
force so far as Provincial autonomy was concerned on 1st April 1937.
The part of the Act dealing with Federal government, however, has not
been brought into operation and never will be in the form of the 1935
Act, for reasons stated in Chapter VII. The British Cabinet offer of
March 1942, of complete self-government in India, has put the whole
matter of the Constitution, and therefore of financial relations, again in
the melting-pot.



CHAPTER 11
THE METHOD OF THE ENQUIRY

For purposes of analysis it has been nccessary to classify tax systems,
public expenditures and public debts and to lay down some basic principles
which are widely accepted to enable us to arrive at the standards which
go to make a sound system. As far as practicable an attempt has been
made to evaluate the burden of taxation and to test its fairness, not
merely between individuals and between taxes but also between regions
mn a Federation. [ It is sometimes forgotten how complex Federal systems
are. In New York State, for example, there are approximately 150 taxes,
100 of which are Federal, 38 State and 7 Local. The exact number, of
course, depends on the difference of base and of raté. There is, too, a
glaring inequity of taxation in some Federations.\ If, for example, we
take the taxes in one Province as a percentage of the total income of the
area or of the surplus income, ¢.c. the total income less the cost of sub-
sistence of the population in the area, we often find that the burden of
taxation varies considerably between States or Provinces and that it is
highest in those States or Provinces where the relative taxable capacity
is low. It is on this account to-day that Governments aim at providing
directly or indirectly normal social or developmental services, and in the
carrying-out of this recourse is had to the progressive taxes, income taxes
and succession duties, which, in order that they should be uniform through-
out the Federation, should be entrusted to the Federal Government.
Every unit should supply an adequate minimum of the social services and
developmental expenditure. If it does not, it endangers the Federation.
Among the new problems affecting the financial relations of the Federal
Government and the units, not least is the permanent provision for the
relief of unemployment. This is one of a number of problems that have
arisen from the relative effects on Federal and State or Provincial finance
of the great depression and of the financial policy undertaken in each
Federation to solve it. In spite of the integration that has taken place
in recent years, there is always present on the part of the less pros-
perous Provinces the suspicion that their interests are disregarded by the
Federal Government and the richer units. This endangers national unity.
Nothing, in fact, has received so much attention in recent years as
the necessity of maintaining economic balance in federal systems. In
Australia the State of Western Australia has considered withdrawing

”
i
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from the Commonwealth, as within the Federation where free trade
prevails it cannot compete, it is alleged, with the industrially advanced
States of Victoria and New South Wales.! The interests of the Prairie
Provinces and the Maritime Provinces of Canada have received special
attention in the recommendations of the Royal Commission on Dominion-
Provincial Relations. In the United States the accumulated wealth of
the Eastern States contrasts with the younger States which were gradually
opened up to settlement. The former have found the latter an outlet for
investment and a market for their industrial produets. The Chairman of
the Board of Governors of the Federal Reserve System emphasised this
when he said that * The maintenance of economic balance in the country
as a whole requires that citizens of debtor areas have enough money
income both to maintain interest, amortisation and other payments on
their obligations to investors in the creditor areas and to maintan at a
high level their purchases of the output of the factories of the creditor
areas. They must maintain their standing both as good credit risks and
as good customers. This healthy state of national economic balance is
continually being upset by forces that are entirely outside the control of
the States or of the individual business man and the individual worker.
The result is recurrent periods of breakdown and distress, bankruptcy in
debtor areas, idle factories in creditor arcas and widespread unemploy-
ment and hardship in the country as a whole. There is no essential
difference between this situation and that resulting from international
debts. Both are, in esscnce, exchange problems. By tariffs, quotas,
exchange restrictions, or even by resort to more punitive steps of a
military or economic nature, including expropriation, nations attempt to
redress the situation. The Federal Government alone can remedy this
condition among the States — and taxation is one of the most effective
means. Through that medium funds which the creditor areas drain out
of debtor arcas through interest, dividends and rents, as well as payments
on debt, can be kept flowing back to sustain employment, to keep mines
and factories in the debtor areas in operation and continuing to yield
returns to the creditor areas.”” In no other way can the debtor areas, in
his view, continue to yield returns to the creditor areas. He advocates
a progressive tax system bearing heavily upon savings concentrated in
creditor areas and lightly upon the great mass of families of the low income
groups.?

Before examining the characteristics of a fair and efficient Federal tax

1 ¢f. the Government Report on ‘“ The Case of the Poople of Western Australia in
support of their desire to withdraw from the Commonwealth of Australia . Perth,
Government Printer, 1934.

3 Address to the National Tax Association, 14th Oct. 1941. Federal Reserve Bulletin,
Nov. 1941.
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system, it is desirable to make the meaning of one or two terms clear.
In the first place, what is a tax ? A tax is a compulsory contribution to
public authorities for public purposes. It has been held that there is an
absence of a direct quid pro quo between the taxpayer and the public
authority. In recent years with the development of social security legis-
lation there have been payments out of which the citizen cannot contract.
It is preferable to classify such payments as taxes even if the proceeds
are kept in a separate fund. Under the United States Social Security
Act, 1935, these are termed “ pay-roll ” taxes earmarked for old-age and
unemployment benefits. The Federal old-age benefit tax is 2 per cent
of the pay-roll, one-half being added to the employer’s costs and one-half
being deducted from the worker’s wage. The unemployment benefit tax
is a combined Federal and State levy of 3 per cent of pay-rolls ; in some
States it is slightly higher and it is one of the most prolific of all Federal
and Statc taxes. Indeed the Government has in recent years actually
been borrowing from this source for other purposes. Licences, fees,
conscience money and prices have also been included in the tax structures.
Licences, such as licences for motors, usually more than cover the cost of
service and are rightly regarded as a productive tax. Fees which are for
governmental services and prices for services of a public utility should also
be included. The net profits of public utilities and gifts to Government,
which are often deferred payments as in the case of conscience money,
are also included. TFines and the revenue from education and other
services are usually deducted from expenditure and the net figure of
expenditure shown.

The expressions ‘ progressive taxes”, regressive taxes” and
“ degressive taxes ” also require definition{_ Progressive taxes are taxes
which take a larger percentage of a high income than of a low income, and
in discussions on tax justice are regarded as the ideal taxes. We have
moved a considerable distance away from the English Classical Economists
who held that progressive taxation would arrest the expansion of industry
because the rate of progression would increase until no motive remained
to the individual to expand industry. Was it not J. S. Mill who held “ to
tax the larger incomes at a higher percentage than the smaller is to lay a
tax on industry and cconomy ” ? There is no real basis for this fear when
the progressive principle is not allowed to increase to the point at which
it might imperil the accumulation of capital and industry. Mill preferred
a proportionate tax, a tax taking the same percentage of all incomes.
But with the rediscovery of progressive taxation in the present century
and with the increased demands of the State for means to pay for the
social services, especially education, unemployment relief and public
health, a tax system without a good ““ dose ”” of progression is held to be
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unsatisfactory from the viewpoint of tax justice. Although Adam Smith,
167 years ago, said that taxpayers should contribute “ as nearly as possible
in proportion to their respective abilities, that is, in proportion to the
revenue which they respectively enjoy under the protection of the State ”,
he stated what is often forgotten in the same book (Book V) of The Wealth
of Nations, that *‘ it is not very unreasonable that the rich should contribute
to the public expense, not only in proportion to their revenue, but some-
thing more than in that proportion .t Taxes should be raised with the
equality of sacrifice in view, and with progressive taxes well represented
in the tax structure the system is held to be far more satisfactory than
would otherwise have been the casc. Least aggregate sacrifice to the
citizens of a country is then possible, the main progressive taxes being the
personal income tax and succession duties. The less the aggregate
sacrifice, the better the tax system. In ordinary times, Governments in
taxing aim at the maximum aggregate welfare. They aim at raising the
standard of living as high as possible. In war-time they compress it in
order that man-power and materials may be diverted to the winning of
the war which, from the long-term point of view, may also be regarded as
the maximum aggregate welfare. The least aggregate sacrificc means the
taxing of those incomes which have the lowest marginal utility but not in
a way to check the accumulation of wealth or to impede industry. While
this is the sovereign principle of taxation it requires in practice to be
limited.

The development of the marginal theory of value has affected the
theory of taxation and it is clear that the hurt or sacrifice involved in
taking a unit from a large income is not so great as taking the same unit
from a small income. Whether or not we challenge the diminishing utility
basis of progressive taxation, we all recognise that progressive taxation is
a great engine for social improvement. In progressive taxation it is not
infrequently noticed that large incomes are taxed at a higher rate than
smaller ones, but not in a degree which involves so great a sacrifice as in
the lower incomes. Such taxes are degressive.

It is one of the cardinal principles of tax justice that taxes should be
direct rather than indirect. At first this classification was considered for
the tax structure of those Federal countries analysed in the following
chapters, especially as the distinction between direct and indirect taxes is
well known and has even been enshrined in some of the Federal Constitu-
tions themselves. This, however, has been the cause, as in Canada,?
of much contention between the Centre and the units as regards taxing

! The Wealth of Nations, Book V, od. Cannan, vol. ii, p. 327.
* Vide chap. ix (The Constitution To-day), Book 1, of the Report of the Royal Com-
mission on Dominion-Provincial Relations.
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powers. | Mr. Gladstone, it will be remembered, spoke of direct and
indirect taxation as two attractive sisters introduced into the gay world
of London, each with an ample fortune and both having the same
parentage — Necessity and Invention — differing only as sisters may
differ, where one is of lighter and another of darker complexion, or where
there is some variety of manner, the one being more {rec and open and the
other somewhat more shy, retiring and insinuating. “1I cannot ”, he
added, “ conceive any reason why there should be any unfriendly vivalry
between the admirers of these two damsels ; and I frankly own, whether
it be due to a lax sense of moral obligation or not, that as a Chancellor of
the Exchequer, if not as a Member of this House, I have always thought
it not only allowable but even an act of duty to pay my addresses to them
both. I am, therefore, as between direct and indirect taxation perfectly
impartial.’?}g -

But whati6 a direct tax ? J. S. Mill, whom lawyers in this connexion
have usually quoted, defined a direct tax as ““ demanded from the very
persons who, it is ntended or desired, should pay it ”, and an indirect
tax as one “ demanded from one person in the expectation and intention
that he shall indemnify himself at the expense of another ”’.2  The intention
is doubtless that of the legislator, but the intention of the legislator does
not always fit in with the actual facts. In the British income tax under
Schedule A the tax on the landlord’s income from the ownership of land
and buildings is collected by statute from the occupier of the land or
buildings although it is legally imposed on the landlord. The tax is
deducted by the occupier from the rental due to the landlord, any contract
not to deduct it being legally void. According to Mill’s definition this tax
would be indirect, but it is really direct. The fact that the distinction
between direct and indirect taxes is so closely related to the problem of
incidence has led some writers to overlook the difficulty of precise definition
as we can only partially succeed in making the burden of both groups of
taxes fall where we desire. The burden may be transferred to other persons
when it is intended to remain where it is at first imposed, and when it is
intended to be transferred the transfer may be tardy or partial. In short,
the intention of the legislator is not a sufficient criterion for the distinetion
between direct and indirect taxes. Some would regard direct taxes as
those which are not shifted at all and those which are shifted legally, and
indirect taxes as those which are shifted quickly through commercial
competition among consumers. On the Continent direct taxes are those
for which the taxpayer’s names arc entered on a register giving the basis
of assessment and the amount due. In this case the division between direct

1 [inancial Statement, 1861. Hansard, vol. clxii, p. 584.
2 Principles, Book V, chap. iii, para. 1.
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and indirect taxes rests on the mode of collection and not with the incidence
of the tax. Another classification is to regard all taxes which are levied
immediately on the property and income of persons and those which are
paid by the consumers to the State direct as direct taxes, and to regard all
other taxes as indirect. A classification, therefore, of a revenue system
into (1) tax revenue, (¢) direct taxes and (b) indirect taxes ; and (2) non-
tax revenue, (¢) Government or public undertakings, (b) social services
and (c) other sources, would be possible. No simple classification is
possible without the danger of serious omissions and inaccurate inferences.
Careful definition and interpretation are required in the study of each
Federation, and provided this caveat is remembered this classification is
not unsatisfactory. Its weak point is that it does not avoid, according
to the League of Nations, the classical nomenclature of direct and indirect
taxation, and thus a “ terminology which might induce the reader to
believe that it was employed in the particular manner customary in his
own country when such, in fact, may not be the case ”.

We prefer, however, to keep to the classical nomenclature of direct and
indirect taxation after stating the pitfalls in the use of the term. For
reasons explained below, one of the main groups adopted in the classifica-
tion of the tax structures of the countries concerned is mainly ““ direct ™.
A direct tax, as we have seen, is one which falls where it is intended to fall,
and an indirect tax one whose final impact does not necessarily fall where
it is considered that it should fall. The burden of indirect taxation is
concealed. The Government which levies the tax escapes the criticism of
the burden.

On what basis, then, should we judge a tax system ? If tax justice is
to be the touchstone it should possess the characteristics of equality,
certainty, convenience of payment and economy in collection. The
principle of equality is indeed a standard to which every sound tax system
must conform. Adam Smith states that ““ The subjects of every state
ought to contribute towards the support of the government, as nearly as
possible, in proportion to their respective abilities ; that is, in proportion
to the revenue which they respectively enjoy under the protection of the
state ’, and when he writes as above that “ it is not very unreasonable
that the rich should contribute to the public expense, not only in pro-
portion to their revenue, but something more than in that proportion ”’,
he was more than a century ahead of his time. The meaning of equality
has varied at different times in the history of financial doctrine, but it
cannot be denied to-day that it underlies the accepted test — the ability
to pay. If carefully analysed, it indicates progressive taxation, Equal
taxes do not impose equal burdens, and in the measurement of ability we
look not to the attitude which the taxpayer has, but rather to that
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which he ought to have, i.e. we look to the attitude of society in regard
to the sacrifice rather than to that of the taxpayer. We know that for
the generality of people the test of ability is the size of income, and the
taxable capacity of the individual rises more in proportion to the income,
the higher the income. As a result, the progressive income tax is regarded
as the fairest of taxes. It rises with the size of income, it allows to some
degrec for personal ‘needs through abatements and allowance, e.g. on
account of the size of the family or the personal exemption. It 1s true that
the tax is intricate, but this is due to the attempt to secure tax justice at
the cost of simplicity. All things considered, it is the tax that most nearly
conforms to the standard of tax-paying ability. Death duties are also
acceptable from the standpoint of ability to pay, whether the burden is
on the deceased or on the successor. The excess profits tax if developed
with care may also be regarded as the best method of recapturing war or
monopoly profits that have escaped other controls. The canon of con-
venience, much stressed by American writers, is like the canon of economy,
applicable in the long run to taxes as a whole. Productiveness is a very
important factor and is often regarded as the main characteristic of a
good tax. Among other characteristics of a good revenue system are
elasticity, flexibility, simplicity and diversity. In recent years consider-
able emphasis has been laid on the taxation of surplus rather than on costs
of production, and a good tax system should be one in which the taxation
of surplus, 4.e. of income in excess of that necessary for subsistence, is more
important than taxation falling on costs, as, for example, taxes on con-
sumption which are highly regressive. Taxes on costs include taxes on
businesses without reference to their net incomes, and consumption taxes
are those which affect the cost of living, wages and, ultimately, all costs of
production. In times of depression there is a tendency to increase taxes
on costs and thereby to weaken competitive power abroad and to increase
the difficulties of adjustment at home. Taxes, in short, which lead to an
increase in production costs restrict the national income as a general rule.
They climinate firms or even industries by destroying the margin of profit
which has kept them in existence. The struggling or marginal firms,
owing to the falling-oft of consumption consequent on taxes on their costs
of production, find they cannot make profits and tend to disappear.
Investment, too, will be affected. * The result of the tendency of marginal
firms to disappear and of the tendency of potential investors to refrain
from engaging in new enterprises is that both labour and capital resources
will be thrown out of employment and that the national income will be
correspondingly diminished. Out of this diminished national income a
larger revenue than before will have to be raised, as the unemployed will
have to be maintained at the public cost. If, in order to raise the larger
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revenue, new taxes are imposed which bear on costs, the vicious circle will
be completed.” 1

Before we leave the problem of an equitable or fair tax system under a
Federal Constitution it is necessary to emphasise its importance not merely
from the point of view of particular taxes but as between different regions.
This is seen by comparing the total taxes, Central, Provincial or State, and
Local, paid in each unit. This may be expressed as a percentage of the
total income of the arca concerned or of the total income less the cost of
subsistence. If progressive taxes are levied by the Central Government,
for example personal income taxes and succession duties, and adjustment
grants paid to the Provinces or States in accordance with their needs, it
may be possible to avoid the territorial inequalities and to provide normal
educational and other social and also developmental services without
recourse to heavy taxation and to types of taxation which in the long run
would nullify the purpose of such adjustment grants.

For the reasons stated in the previous paragraphs, we have decided
to classify the tax systems in Chapters I1l to VII (inclusive) on a uniform
basis in an endeavour to bring out the characteristics of a good revenue
system. We have grouped the taxes into four groups : in the first group
are the main progressive taxes — the personal income tax and succession
duties. The taxes in this group are direct. In the second group are to be
found the taxes on property. Property taxes in all Federations are an im-
portant source of revenue, especially for Local Authorities. The incidence
of property taxes 1s somewhat complicated. It is not possible to classify
these taxes as direct or indirect, or as progressive or regressive without
considerable explanation. On the whole, we are of opinion that the best
method is to show property taxes as a group by themselves. As this
group includes taxes on buildings as well as on land, there are in it taxes
on consumption m addition to taxes on scarcity values. There is, in fact,
no clear-cut division of property taxcs, but it is the best possible for
purposes of comparison. The third group consists of taxes on business
which are sometimes levied on surplus and sometimes on costs. Where
these are on net income, they are on surplus and fall on the shareholders ;
where they are fixed taxes, they are on consumption, although under
certain conditions and for short periods they may be absorbed by the
producers. . Group four contains taxes on commodities. These are taxes
on costs and are normally paid by consumers. The classification of taxes
can never be perfect for all purposes. Sometimes a progressive tax may
contain elements of regression, and consumption taxes elements of
progression. The clagsification adopted, however, is on balance the one

! Report of the Royal Commission on Dominion-Provincial Relations (in Canada),
Book 11, chap. viii, p. 151.
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which brings out most satisfactorily the characteristics of the revenue
systems of the selected countries.

Public expenditures are closely related to public revenues and the
methods followed in regard to the spending of the proceeds of taxes has
much to do with their effect on the national income. We have accord-
ingly classified these expenditures to bring out the character and costs of
government. No classification is always satisfactory, because it depends
to a great extent on the object which we have in view. We shall consider
the nature and relation of Central or Federal, State or Provincial, and
Local expenditures to each other. The two main classes of public expendi-
tures may be divided into primary and secondary. Primary expenditures
include all expenditure which Governments are obliged to undertake above
everything else, e.g. on defence, law and order, general administration and
the payment of debts. Sccondary expenditures include social expenditure,
developmental expenditure or public undertakings and miscellaneous
expenditure. In recent years, especially since the great depression of
1929-32, social security expenditure has been of considerable importance,
particularly as affecting the financial relations of the Federal, State or
Provincial and Local Authorities. Not only is the expenditure on the
social services of great importance from the distributive viewpoint but it
is advantageous from the standpoint of industrial efficiency as well as from
that of social justice and general good. Under developmental expendi-
tures are included expenditures of a quasi-commercial or quasi-industrial
nature such as those on railways, roads, canals, irrigation and other public
works, posts and telegraphs, and subsidies for agricultural and industrial
research. In eflect, developmental expenditures tend to promote economic
development. Lastly, there are subsidies and other grants and contri-
butions, most of which represent transfers between different layers of
government. This classification makes possible an analysis of the increas-
ing cost of government and shows the direction from which it is taking
place.

Inrecent years the borrowing policy of Governments in a Federation has
become of great importance as showing the close interrelation of borrow-
ing with regard to the social services, especially education and unemploy-
ment relief, developmental expenditures such as those on railways and
roads, general financial and monetary policy and the control of the foreign
exchanges. The importance of borrowing policy shows the desirability, if
not the necessity, of a uniform policy between the Federal Government
and units. Municipal indebtedness also is linked up with Provincial
indebtedness, although to a much lesser extent. In Australia and in India,
for example, the Federal Government has concatenated the borrowing of
the units as well as its own borrowings, and the Dominion Government in
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Canada bas proposed to the State Governments the assumption of Pro-
vincial debts. This proposal would strengthen Canadian credit by
removing the danger of Provincial default. 1t would remove the burden
of debt from the people who dwell in the areas incapable of bearing it, and
it would ensure a considerable saving when refunding becomes necessary.!

After an analysis of the tax structures and public expenditures of the
five Federations studied it will be necessary to examine very briefly the
general problem of intergovernmental financial relations with special
reference to the conflicts between the Federal Government and the
States or Provinces and between the latter and the Local Authorities.
There are also the conflicts between Kederal and Local Authorities,
between States and States and between Federal Government and
countries abroad. As long as there are Federations there will be irre-
concilable conflicts, and the most that can be hoped for is a series of
beautiful compromises. There are, it should be remembered, various
overlapping taxing authorities and communities are burdened with
several layers of government. This means competition for revenues
between Federal and State and between State and Local Governments.
In recent years there is a tendency for the higher layer of government
to use its taxing powers to control the lower layers. ‘“ Although there
is a more or less traditional assignment of functions ”, says Seligman,?
“to the various agencies local, state and federal, the shifting basis
of economic life is gradually bringing about some alteration. This
change is especially noticeable as between State and Local Governments.
Recent decades have witnessed a decided drift towards centralisation,
partly for administrative, partly for economic reasons.” Among the pro-
blems arising are the realignment of governmental functions consequent
on the changes just referred to. There are also the devices of separa-
tion, co-operation, of sharing or the division of yield, of supplements
or additions, of grants and of the ingenious plan of credits which in the
United States has been used with success for succession or estate and
pay-roll taxes by the Federal Government. The sphere of intergovern-
mental financial relations also extends, first, to specific taxes and,
secondly, to specific functions such as expenditures on the social services
and on development.

1 Cf. Dominion-Provincial Conference, 14th and 15th Jan. 1941. Ottawa Government
Printer.

2 “The Co-ordination of Public Revenues ”, Economic Essays in Honour of Qustav
Cassel, p. 573. London, Allen & Unwin, 1933.



CHAPTER II1

THE PUBLIC FINANCE AND NATIONAL ECONOMY
OF THE UNITED STATES

FeperaL finance in the United States cannot be understood without a
study of the country’s national economy and of her Constitution. The
country 1s the richest in the world, and this gives her a place of high
importance in the economy of nations. Her Constitution, as Gladstone
well described it in the North American Review in 1879, is *‘ the most
wonderful work ever struck off at a given time by the brain and purpose
of man ”. This does not mean that the Fathers of the Constitution had
achieved finality. The master spirit of the Philadelphia Convention,
Alexander Hamilton, sct his reliance not upon the document, but upon
the “‘ general genius of the Government ”, for, as he said, * particular
provisions, though not altogether useless, have far less virtue and efficacy
than are commonly ascribed to them ”. Thomas Jefferson, the third
President of the United States, also held this view when he said that the
Constitution should be * handed on, with periodical repairs, from genera-
tion to generation ”’. The revolutionary changes that have taken place
in the field of American public finance, Federal, State and Local, in the
present century can be understood only after an examination of these
two great factors. It is proposed to examine each of them in turn.

I. Tae NamioNaL Kconomy

The United States is the richest and strongest of the countries of the
world. Tn size it is greater than the whole of Europe (excluding the
U.8.8.R.), although it has but one-third of Europe’s population. It is
just over 3 million square miles in area and has a population of 132
millions. The United States of Brazil has a larger area (3-3 million square
miles) but it has a population of only 43-3 millions. Canada has an area
of 3-7 million square miles and is therefore larger than the United States
but it has a population of only 10-4 millions. The United States has 7
per cent of the world’s population, but her production of primary and
secondary industry is unparalleled. In natural resources — land, forests,
minerals and natural power---she once found the main basis of her
economic strength ; but this is no longer so owing partly to the exploita-
tion of her resources, but chiefly because of the very rapid advance of her
manufacturing industry. Many are still apt to think of American economy

17 (o}
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in terms of the nineteenth century when agriculture was supreme, hut
agriculture and forestry in the twentieth century have had to give way to
the remarkably high production of manufacturing industry.? Her mineral
resources, too, are greater than those of any similar area in the world,
and together with the British Commonwealth she has two-thirds of the
world’s mineral output. Her output, however, is small in comparison
with manufactures and trade. Of eight out of the eighteen major metals
she is the world’s greatest producer. The character and strength of her
population are of great importance. From 1820 to 1940, 38-3 millions
of alien immigrants landed in the country, and before 1914 immigration
sometimes reached the figure of a million a year. The war of 1914-18 led to
the spectre of hyphenisation — of immigrants who, it was feared, did not
become completely American citizens in outlook, and laws were passed by
Congress restricting immigrants from certain countries. Quotas were first
fixed on the basis of the Census of 1910, then of 1890, and, finally, on a
figure which was said to represent the make-up of the population of 1790.
Not only was the stream of immigration greatly curtailed but its character
was changed, the ““ old ” immigration whose predominance it was desired
to preserve being mainly from North-west Europe, and Protestant.
This restriction of immigration was tlie natural companion of high tariffs,
and it was believed that with a predominantly North-west European
strain assimilation of immigrants with the main population, especially
in the more populous areas, would be less difficult. From the labour
viewpoint trade union organisation would be far easier. In the fiscal
year ended 30th June, 1940, 70,756 immigrant and 138,032 non-immigrant
aliens were admitted, a total of 208,788, while 21,461 emigrant and 144,703
non-emigrant aliens departed, a total of 166,164. The net increase,
therefore, for the year was 42,624. The foreign-born population of the
United States to-day is 13-4 millions, of which 1-8 millions are Italians,
1-6 millions Germans, 1-3 millions Poles and 1:2 millions Russians.
Norway, Sweden and the Netherlands together account for 1-1 millions.
The foreign-born British population is 2-1 millions, of which 745,000 are
Irish. When the size of the country and also the variety of the racial
origins of the people are remembered, the unity of the people, whose
common language is English, is very remarkable. There are several
factors such as transportation and the press, which strengthen this
unity. The American railway system is the largest in the world, and
air communications are more developed than in most countries, New
York, Chicago, San Francisco and other great cities being within easy
reach of cach other. There are nearly lgOO/daily newspapers, and

-

! See Tables 18 and 19 in Part III for the distribution of the national income by
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40 million copies are sold daily, one newspaper for every 3-3 inhabitants.
Education is also at a high level with over 26 million children in elementary
public schools, 7 millions in high schools and 1-4 millions in universities.
The education is such that all classes of children, rich and poor, are
educated together in their early years, and in a democracy this is a unifying
factor not without considerable social value.

Whereas the first characteristic of the national economy is unity over
this vast continent, the second characteristic is the great differences
between different areas, differences of climate, geography and, therefore,
of production. This is illustrated in Chart IIT on p. 24. The North-
eastern States differ from the Middle West States and the Middle
West States from the Mountain and Great Plain States. The North-west
Pacific States are also a region by themselves, as are the South-eastern
States, the South-western States and California. It is difficult to delimit
these groups with accuracy, and often historical accident makes even one
part of a State differ from another, as, for example, Northern Ohio from
Southern Ohio. These groups of States arec more or less homogeneous
{rom the economic point of view, and this has the result of cutting across
State boundaries. ‘‘ Sectionalism -— the habit of working as one political
unit -— is thus imposed by a variety of forces on groups of states, and the
legal units, the States, are only convenient weapons for the sections to use
in the endless battle of pressure groups for the favour of the Government
of the United States. It is these six or seven sections, not the forty-cight
States, that are the realities underlying the American federal structure,
the internal obstacles to the more perfect union promised by the preamble
to the Constitution.”! Another point which reinforces sectionalism is the
locality rule by which every senator and representative must be a resident
of the State he represents, and this excludes from Congress men whose
party is in the minority locally. They cannot be candidates elsewhere
and cannot be elected at home. The Minority, because of the constitu-
tional proviso, accordingly looks to senators and representatives of other
States. Hvery State regardless of its population has two senators, so
that Nevada with a popula,tion of 100,000 has the same representation
in the Senate (but not in the House of Representatives) as New York
with 12,000,000.2 Points of view in States not represented or ill re-
presented in the Senate frequently find their spokesmen from Western
States.

The national income is a measurement of potential economic strength

1 D. W. Brogan, U.S.A. * An Outline of the Country, 1ts People and Institutions, Oxford
University Press, 1941, p. 12.

2 This ovor-representation of area accounts for the importance of the * Silver ”
States in the Senate and explains the importance of silver in American financial policy.
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which in turn depends on the interplay of the factors of production
(natural resources, labour including the number and character of the
population, capital and entrepreneurship or organisation) on each other.
The total income is the largest in the world and before the present war
was three times that of Great Britain, and equal to that of Great Britain,
Germany and Russia combined. The figure for 1938 per head at factor
cost was £105 ($508) as compared with £97 ($469) in Great Britain.
In 1941 thé corresponding figures were £186 ($749) and £133 (8534).
The average per capita income in the United States is about one-fifth
more than that in Great Britain. The American income is much more
expansible and variable than that of Great Britain. For example, the
United States increased its production from 23 to 29 per cent between
1939 and 1941* while Great Britain increased its produetion by 12} per
cent between 1938 and 1941.  The United States to-day has a substantial
margin of increase still to be absorbed in the war effort while in Great
Britain 1943 should see the ceiling reached. The Census Bureau reported
that employment m the United States reached the record total of
54,300,000 during the week ended 10th July 1943, a figure which is entirely
confined to civilians and excludes the armed services. In August 1943
the United States was producing about 60 per cent of the United Nations’
output of munitions as compared with 17 per cent for the United King-
dom, b per cent for the rest of the Commonwealth and Empire (of which
the greater part came from (‘anada) and 18 per cent for Soviet Russia
and the other United Nations. So great has been the increase m pro-
duction in the United States since the war effort began three years ago
that in the current year ending 30th June 1944 the national income will
be $150,000 millions. If the figure per occupied person is taken for 1937,
the per capite income is £256 for the United States and £232 for Great
Britain. If the fully employed worker only is taken, the value of goods
and services he produced in 1937 was about £340 in the United States
and £260 in Great Britamn. The diagram on page 21 shows the size of
average incomes in the two countries and is from America’s Economic
Strength, by C. J. Hiteh.2

The average income per occupied person is greater in the U.S.A. than
in Great Britain. If we compare wage rates, the difference is very much
greater ; in 1930 they were almost twice as high as in Great Britain. In

! Cf. Mr. R. Stone’s paper on *“ The National Income, Output and Expenditure of the
U.8.A., 1929-41 " (Economic Journal, Junc-Sopt. 1942): cf. Economist, 5th Sept. 1942 ;
‘ On the average of years, however, 1t seems probable that the average British income
lies somewhere between three-quarters and seven-cighths of the American — 80 per cent
might be a fair average figure to take for prima facie comparisons .

% C. J. Hitch, America’s Economic Strength, Oxford Umversity Press, 1941, p. 22.
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the great depression it fell to €170 (in 1932), and rose to £256 in 1937.!
The difference between the two countries i per capla national income,
i.e. total national income divided by total population, is much less than as
between occupied persons, because the United States, unlike this country,
had in 1937 a large rural population of which the unemployed and im-
poverished were no small part. In that year farmers were 23 per cent of
the total occupied population, but the country produced a greater agri-
cultural output than any other country m the world. This 23 per cent
received only 15 per cent of the national wmcome, agriculture being, as

CHART I

AVERAGE INCOMES IN THE UNITED STATES AS COMPARED WITH THOSE IN
GREAT BRITAIN
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compared with services and manufacturing industry, the least gainful.
In 1820 agriculture employed 70 per cent of the population and 54 per
cent n 1870. Land is less fertile in proportion to the population than it
was, and antiquated methods of farming still obtain : in some regions, as
in the ““ Old South ”” and the western part of the Great Plains, the returns
are poor. The South, with half the total farming population, produces only
30 per cent of the farm incomes as contrasted with the Middle West, where
33 per cent of the farming population lives but produces 40 per cent of the
income, efficiency in agriculture in the Middle West bemng comparatively
high. In California agricultural production is the highest in the world 2;

L Mr. R. STonc (op- ¢it.) gives the net national income of the U.8.A. at factor cost as
tollows : $87-6 billions 1n 1929 and $42:8 billions in 1932; $72-6 bilhons m 1937 and
§99-1 bilhons in 1941. /

2 (California’s productive power 1s truly remarkable.” Not only does the State pos ess
a most valuable specialised agriculture, particularly fruits and vegetables, but m mdustry
records are being broken. In 1943 mn Los Angeles county alone, acroplane production
was double Germany’s and four times Japan’s. The shipbuilding industry in the State

18 greater at the moment than n the rest of the world. (Cf. Kconomist, 18th Dec. 1943,
p- 810.)
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the per capita farm income is four times the American average. In the
United States as a whole agricultural output has greatly increased in the
present century. The increase is estimated at 50 per cent between 1900
and 1930. On the other hand, agriculture in the United States is not as
productive per man engaged in that occupation as it is in New Zealand,
Australia and the Argentine, where there is a proportionately large meat
production. It is more or less on a level with Danish agriculture and
somewhat more productive than that of Great Britain, the Netherlands
and Germany.! The explanation of the high American national income 2
is not to be sought in agricultural production but in the high production
of manufacturing industry which employs 25 per cent of the occupied
population, and in the high proportion of those engaged in distributive and
other services — 50 per cent. Owing to the large amount of capital
employed, the large scale on which production is conducted and the great
progress in technique in recent years, the output of secondary industry is
several times greater than that of Gireat Britain, although the numbers
engaged in the United States are less than twice as great as those employed
in Great Britain. Two important facts of the national economy must
not be forgotten -— first, the contrast between the average income by
occupations and, secondly, the contrast between regions in the United
States. These are well brought out in Mr. Hitch’s two diagrams (Charts I
and 1I).

The national motto, E Pluribus Unum, in spite of the diversities shown
in the two following diagrams, holds good not merely on account of the
abundant natural resources of the continent (developed long before those
in South America or in the self-governing Dominions) and the high
efficiency in manufacturing industry (an efficiency, especially in labour,
without equal in the world) but also on account of non-economic factors.
Great importance must be given to the union brought about in 1787,
which is a living influence at the present time after more than a century
and a half of history behind it. It is usual to describe the United States
as ““ the greatest free trade area in the world ”. Section 9 of Article I of
the Constitution provides that “ No tax or duty shall be laid on articles
exported from any State. No preference shall be given by any regulation
of commerce or revenue to the ports of one State over those of another ;
nor shall vessels bound to, or from, one State, be obliged to enter, clear, or
pay duties in another.” The great iron ore exports, for example, in
northern Minnesota are shipped from Duluth through the Great Lakes to

1 C. J. Hitch, op. cit. p. 34. The estimates have been checked. In making com-
parisons care must be taken to compare net production figures. It is sometimes forgotton
that British agriculture has to import considerable amounts of feeding stuffs which have

to be allowed for in estimating net output.
% See Tables 18 and 19 in Part III.
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the blast-furnaces of the Eastern States. Coal is sent from Pennsylvania
to Duluth in the same ships. Los Angeles is able to get its supply of
water from the Sierra Nevada and the Colorado River. Crude oil is
pumped from one State to another where it is broken up into petrol or
gasoline, kerosene and lubricating oils, and sold to the industries of the
New England States. This absence of tariff barriers has led to a consider-
able degree of specialisation in agriculture. One region is complementary
to another, and this makes for economic strength.  Without unity the
North-cast would be an England, the South-east a Poland, the Middle

CHART IT
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West a Germany, and the Far West a Siberia.  That this has not happened
is due to two events which occurred at the end of the eighteenth century ;
one primary, the adoption of the Federal Constitution; the second
subsidiary, the inclusion in that constitution of an economic clause
entrusting the Federal Government with the regulation of interstate
commerce, and forbidding the States to levy tariffs on it. The Federal
Government’s regulation has, for the most part, taken the form of active
encouragement : it subsidised the early railways by grants of land, and
has spent large sums in the improvement of through highways and the
development of air transport. The Federal Constitution succeeded in
creating the greatest area of free trade in the world, in which an extensive,
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if not perfect, division of labour enabled each region and each state to
specialise in the production of the goods which it was best suited to make,
and which made possible the utilisation of the nation’s capital for the
efficient manufacture of commodities on a mass production scale.”?
Kspecially since the great depression of the carly thirties attempts have
been made to circumvent the Federal Constitution in regard to internal

CHART IIT
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free trade. The inspection of agricultural products at State boundaries
under the guise of preventing plant disease or of protecting a pure milk
supply or of inspecting and taxing road vehicles has been a trade barrier
with which the Supreme Court has been unwilling to interfere. The effect
of all these measures has not been great.

A country with so pre-eminently strong a national economy as the
United States must necessarily have an important place in international
economy. In international trade the United States has the second place,”’

1 C. J. Hitch, op. cit. p. 31.
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the United Kingdom taking the first place. The exports of primary
industry — agricultural products and raw materials — were in 1937 not
quite a quarter of the total exports as compared with 75 per cent, the
average in the second half of the nincteenth century. The remaining
three-quarters were manufactured or semi-manufactured goods, mainly
machinery of all kinds, motor cars, aircraft (especially since the war), iron
and stecl, raw cotton, petroleum and oil, and chemicals. Imports have
also changed. Raw materials and articles of food (not produced or only
produced in relatively small quantities) such as crude rubber, pulpwood
and products, cane sugar, coffee, vegetable oils, raw silk, wool, tin and
chemicals are now the main imports and not manufactured goods.
Exports are a fraction of total production, about 5 per cent. In recent
years the direction of trade has been changing ; the percentage of foreign
trade with Europe has been declining in favour of Asia, South America
and Africa. But in 1937 Europe (including the whole of the U.S.S.R.)
still took 41 per cent of American exports, though it supplied only 27 per
cent of its imports. Since the war of 191418 the United States has become
a creditor country. But she has not behaved as a creditor country, viz. by
importing more than she exports, or making loans rather than by importing
gold. She has imported gold since the defaults of the thirties, which has
been an expensive policy to the American Treasury and to the country as
a whole. As a shipping country she holds the second place after the
United Kingdom, but in railway mileage she is easily first with a mileage
of 248,000 miles.! The general conclusion from the international view-
point is that the United States is not, like Canada, in a vulnerable position
in international trade. She depends mainly on her home market. On the
other hand, her natural resources are so great and her industrial production
so efficient that Kurope and other continents look to her for her products,
but the exports of these products are a small part of her total production.

The United States Economy in War-Time

The most arresting fact of American economy in war-time is its great
reserve of productive power. Thisis clearly seen in the increase in national
income and in the increase in production. In the calendar year 1938:
American national income at factor cost, i.e. excluding indirect taxation
and subsidieET‘vR;%G-l billions 2; in 1941 it was $99-1 billions, an in-
crease of 50 per cent.” (At the end of 1942 it was of the order of $125
billions.) Between 1938 and 1941 the British national income increased
from £4595 millions to £6338 millions, an increase of.'—iS;ggr cent. In

1 Mileage operated by steam railways in 1939.

2 United States billions (1000 millions) ; not the million millions as used in Great
Britain.
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1939-41 United States production rose between 23 and 29 per cent
according to Mr. Stone’s estimates in the Economic Journal,! as compared
with 12} per cent between 1938 and 1941 in Great Britain.2 “ This large
increase in American output is mainly to be attributed to the comparatively
low level of the employment of resources in that country even at times of
‘ good ’ trade. The level of unemployment has heen high in the United
States for many years, and average hours of work have been sufficiently
low to allow a considerable rise in output through their increase. Thus,
between 1939 and 1941 civil non-agricultural employment is estimated to
have increased by some 4-3 millions, or 12 per cent, while in the latter
year there were still some 4 mullion workers unemployed. Over the same
period average weekly hours in factories increased by 2-9 hours per week,
or nearly 8 per cent.” * Another factor is the lower proportion of men
called up for military service. Incrcased output rather than diminished
consumption and disinvestment accounted for the increase in national
income in the United States since the war. In short, full cconomic
mobilisation is still distant in the United States, whereas in 1943 this has
been almost achieved in Great Britain. This greater elasticity in the
American National Economy is reflected in the increase in Federal
expenditures, which were as follows :,

TABLE 1

GovERNMENT EXPENDITURES IN THE U.S.A. IN RECENT YEARS
($ hillions)

| 1938-39 | 1940-41 | 1911-42
| Federal . . 91 133 326 |
State and Local . 10-5 10-0 110 |

|

| 19-6 23-3 436

Source - -Econonust, 24th Jan 1942, p 106

The United States is indeed fortunate in being able to make a gigantic
war effort with so little effect on present consumption or on its future
wealth, a contrast with Great Britain. In ordinary years the United
States per capita income is from 10 to 15 per cent higher than that of
Great Britain, but it is very much more variable from year to year. At
the present time it is 25 per cent greater.

The Economzist has shown in the following table 3 that in 1942-43 the
Governments of the United States and of Great Britain will be spending

1 Economic Journal, June-Sept. 1942, p. 169.

2 N. Kaldor, “ The 1941 White Paper on National Income and Exponditure ”,

Economic Journal, June-Sept. 1942.
3 Economist, 5th Sept. 1942, p. 300.
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roughly the same percentage of pre-war national income in each country,
but the manner in which it is paid for is very different because of the very
large increase in output that is still possible in the United States. This
means that the expenditure can be met by reducing consumption to the
pre-war level and by reducing by half the pre-war rate of additions to
capital. In Great Britain, however, the increase has to be met by a con-
siderable decrease in consumption and by a heavy inroad on capital.

TABLE II
DISTRIBUTION OF THE NATIONAL INCOME IN REAL TERMS
(Net national income of base year = 100)

Base Year 1940 1941 194243
2 Vi | Ymg | us |uk | us |uk | us | uk |
‘ Personal expenditure . 78 774 824 | 71} 88 69 | 176} 64 i
’ Government expenditure 174 16 184 | 49 263 61 | 69 67
! Net investment . . 43| 6f| 83 |-16}| 11}|-19 | 2} |-17

- Net national income at
market prices . .| 100 | 100 | 109} | 104 126 | 111 148 | 114

|
|
|

The figures in the table are approximate, but they show that in the
pre-war years, both in the American and British economies, there were no
great differences in the distribution of expenditure between consumers’
expenditures, Government expenditure and net investment. The changes
in 1940, 1941 and 194243 are very noticeable. The Economist, on the
assumption that the cost of the war measures the increase in Government
expenditures, distributes the increase as follows, the figures being — like

the totals in the table above — percentages of the net national income in
the base year :

TABLE III
DISTRIBUTION OF THE INCREASE IN (GOVERNMENT EXPENDITURES, 1942-43

| - | UsA. UK.,

i From increased output . . 48 14
{ ¥From diminished consumption . 13 13} i
i From reduction in net invest- '
| ment (or from drafts on I
capital) . . . . 2} 233 i

51% 51

-Economic strength, in the sense of capacity to produce goods and
services, is the equivalent of a country’s war potential, and the United
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States possesses a military potential not far short of the whole of the
continent of Kurope. But for a short period the United States is vulner-
able because, unlike Germany, she is not armed to the teeth. She therefore
has to swing over in the shortest possible time to a planned long-period
war economy, and that is what the N.D.A.C. (the National Defence
Advisory Commission) is doing. This has its financial implications, especi-
ally in the sphere of Federal finance. This swing-over from peace to war
has been noticeable m a special degree since the third quarter of 1941.
Mr. Stone has shown that, assuming the net national income of the United
States at factor cost (¢.e. the current value of goods and services produced
by the factors of production before indirect taxation) =1, then—

TABLE IV

PROPORTION OF THE NATIONAL INCOME DEVOTED TO (ZOVERNMENTAT. ACTIVITIES
\ 1941 - 1942 ‘
1938 | BB L1910 01T ] sea | #tn | 1t | 2na !

| q qr qr qt qr | qr
(onnumphon . 0 81 '078 075 (070 072 |072 i0-69 067 |0:65 l 0 60

. Government goods uml :

services . . 1018 1018 {018 1022 020 1020 IO-- l0"6 0-32 0-41
Net mvestment . 001 ‘004 007 IOOS 008 '008 |009 007 0-03 | -001

Nowree  Paper read to the Manchester Statistical Society, 28th Oct 1042

1T. Tar CONSTITUTION

The United States is governed in accordance with a written con-
stitution, interpreted by the Supreme Court. The Supreme Court of nine
judges mterprets the Constitution in the light of what it calls ““ the rule of
reason ”’, and this means in effect what the majority of five thinks reason-
able. It gives not merely a legal but a political or philosophical meaning
to 1ts decisions, and, be it noted, it has no hesitation mm changmmg its
opinions. The reversal of previous decisions, particularly since 1937, has
been of great constitutional importance, especially from the viewpoint of
financial relations. The meanmg, for example, of the ““ due process of
law ” in the Fourtcenth Amendment given in 1935 in Colgate v. Harvey !
was reversed in 1940 in Madden v. Kentucky  when the Supreme Court
found the 1935 decision “ repugnant ”, and declared that it *“ must be and
is overruled ”. The decisions in Adkins v. Children’s Hospital ® in 1923
and the Tipaldo case ¢ in 1936 were reversed in 1937 when the Court

1 (Colgate v. Harvey, 296 U.S. 404.
t Madden v. Kentucky, 309 U.S. 83, 93.
3 Adkins v. Children’s Hospital, 261 U.S. 525,
¢ Morehead v. New York ex. rel. Tipaldo, 298 U.S. 587
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upheld the minimum wage law of the State of Washington !and repudiated
the doctrine that used the due process clause to forbid minimum wage
legislation generally. “ The case of Adkins v. Children’s Hospital ”, saxd
the majority of the Court, * should be, and is, overruled.” THven before
changes in the Court’s personnel took place which brought the number of
Roosevelt appointees to seven in a Court of nine, the due process clauses
of the Fifth and Fourteenth Amendments were no longer regarded as
restraints on the legislative control of economic policy. The reversal of
the Supreme Court’s invalidation of the Congressional Acts relating to the
New Deal, such as the National Recovery Act of 1933 2 in 1935 and the
first Agricultural Adjustment Act 31n 1936, is well known, as 1s the up-
holding of the National Labor Relations Act in 1937 and the Fair Labor
Standards (Wage and Hour) Act of 193841in 1941. Who would have antici-
pated so precipitous a change from the position taken up in 1935 and 1936
in the interpretation of the Constitution ! The Supreme Court rightly
stated in 1938 that ‘ Mathematical or mgid formulas . . . are not
provided by the great concepts of the Constitution, such as * mterstate
commerce ’, ‘ due process ’ and  equal protection’ .

The sections of the Constitution dealing with finance and with financial
relations are these :

(1) Representatives and direct taxes shall be apportioned among the
several States which may be included within this Union, according
to their respective numbers.  (Art. 1, Sect. 2.)

(2) The Congress shall have power to lay and collect taxes, duties, imposts
and excises, to pay the debts and provide for the common defence
and general welfare of the Unmited States ; but all duties, imposts and
excises shall be uniform throughout the United States ;

To regulate commerce with foreign nations, and among the several
States. (Art. I, Sect. 8.)

(3) No capitation or other direct tax shall be laid, unless m proportion
to the census or enumeration herein before directed to be taken.

No tax or duty shall be laid on articles exported from any State.
(Art. I, Sect. 9.)

(4) The powers not delegated to the Umted States by the Constitution,
nor prohibited by it to the States, are reserved to the States respectively
or to the people. (Amendment X, 1791.)

(5) No State shall make or enforce any law which shall abridge the
privileges or immunities of citizens of the United States ; nor shall
any State deprive any person of life, iberty, or property, without due

1 West Coast Hotel Co. v. Parrish, 300 U.S. 379.

2 Schechter Poultry Corporation v. U.S., 295 U 8. 495 (1935).

3 Unated States v. Butler, 297 U.S. 1 (1936).

4 National Labor Relations Board v. Jones & Laughlin Steel Corporation, 301 U.S. 1.
5 Santa Cruz Fruit Packing Company v. National Labor Relations Board, 303 U.S.

453, 467.



30 FEDERAL FINANCE IN PEACE AND WAR PT. I

process of law; nor deny to any person within its jurisdiction the
equal protection of the laws. (Amendment X1V, 1868.)

(6) The Congress shall have power to lay and collect taxes on incomes,
from whatsoever source derived, without apportionment among the
several States, and without regard to any census or enumeration.
(Amendment X VI, 1913.)

Except for Amendments X, XIV and XVI above, the sections quoted
are those drawn up in 1787 and brought into force on 30th April 1789 after
ratification by eleven out of the thirteen original States. In the century
and a half of its existence it has changed less than perhaps any other
system of government in the world. It has, however, a very different
meaning to President Roosevelt from any that could have been conceived
by Alexander Hamilton. It is no mere antique symbol but a living
influence upon the lives of Americans, as the history of the New Deal has
shown.

In three directions it differs from the British Constitution, although
both nations start from the same foundation — government by consent
of the governed. In the first place it is not a Parliamentary system of
government. Since the time of their first President, George Washington,
the American people feel themselves represented primarily by their
executive officer, the President, and by members of his Cabinet rather than
by Congress. In 1868 in the clash between the Executive and the Legis-
lature over the impeachment of President Andrew Johnson it was the
Constitution and the loyalty of Americans to it that made the Executive
supreme. A second difference from the British system, perhaps a unique
feature of American polity, is the absence of that opposition between the
Government and the industrial classes which has been traditional in
Rurope. The whole American social and political system is based on
industrial property right, and American lawyers accordingly have held
that the Fifth and Fourteenth Amendments apply to all “ persons ’, real
or fictitious, 4.e. the corporate persons of industry have also their rights,
the Supreme Court being the custodian of all American liberties, whether
of individuals or of corporations or of cities or of States. A third contrast
with the British system is the idea of federation, an idea subsequently
adopted by Canada, Australia and South Africa. The Centre is the trustec
of federation which will always be the central thread of American con-
stitutional development. The gradual strengthening of the Central or
Federal Government, as the Amendments to the original Constitution
have shown, is the most characteristic development of the Constitution
to-day. Inno small degree thisis due to the increased complexity and the
increased cost of government. The States or the people have all those
powers not delegated to the Federal autharity, but they have to accept the
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lead of the Centre even in activities in which they are nominally sovereign.
As the New Deal has shown, a new federalism has sprung up which
requires for its effectivencss ! co-operation by the States in the form of
legislation. Federal financial power has had powerful centralising mflu-
ences in recent years, and the States have been willing partners in national
action. This has been essential to ensure uniform or mtegrated action on
common problems. In 1930 the Federal Government gave grants to
States amounting to about $150 millions to assist eleven different State
activities. Nine years later the total was $800 millions, and the number
of assisted activities was twenty-one. Fifteen per cent of the total
revenues of State Governments now comes from federal grants.2 The
Constitution links the spending power of Congress to general welfare, as
in Section 8 of Article I — “ The Congress shall have power to lay and
collect taxes . . . to pay the debts and provide for the common defence
and general welfare of the United States ”. The Supreme Court in 1938
declined to permit private utilities not operating under exelusive fran-
chiscs to challenge the grants and loans of the Public Works Adminis-
tration to municipal and other public electrical plants,® and in 1939 went
further and supported the Tennessee Valley Authority’s contention that
it was not merely within its rights in damming the bed of the river but in
making contracts for the supply of power to neighbouring cities.4 Experi-
ence shows that in a federation the Federal Government must be in most
cases the leader. A policy which takes into account the interests of all
does not satisfy everybody. National or Federal interests and State
interests do not invariably coincide. If they did, federation would be
meaningless and unnecessary. The American Constitution was and is the
cmbodiment of the idea of Union, the idea that the States of the Union in
their own interest and although unequal in size and wealth must forgo
their jealousies and transfer elements of their sovereignty to a central
Government. The trend of judicial interpretation by the Supreme Court
is in the direction of extending the powers at the Centre. John Marshall,
Chief Justice of the United States from 1801 to 1835, was the first to erect
the Constitution as a superior paramount law, and invoked the concept of
political nationhood as against the rights of the States. Roosevelt, like
Jackson, has used the Constitution to good purposc ever since he came
into office, which was at a time when the United States was feoling the

1 Cf. The Rise of a New Federalism, by Jane Perry Clark. New York, 1938.

2 Cf. J. P. Marris, The Future of Federal Grants-in-Aid; A. F. MacDonald,
* Federal Aid to the States: 1940 Model ”’, American Poluwcal Science Review, vol. xxxiv,
1940, p. 489.

3 z‘? lab Power Company v. Ickes, 302 U.S. 464 ; Duke Power Company v. Green-
wood Counly, 302 U.S. 485.

4 Tennessee Electric Power Company v. Tennessee Valley Authority, 306 U.S. 118.
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results of the great depression more severely than any other country of the
world. His aim was to cure, “ under the framework and in the spirit and
intent of the American Constitution ”, the causes of the great depression
at a time of world-wide change, creating problems * for which the masters
of the old practice and theory were unprepared ”. These causes were
mainly the concentration of economic power in the hands of the few and
the lack of investment. Tn spite of all that has been said and done, “ We
have 7, he said, ““ not weeded out the over-privileged, and we have not
effectively hfted up the under-privileged 7. Social justice was a definite
goal and he had no quarrel with the profit motive, which he defined as
“ the right to work to earn a decent hvelihood for ourselves and our
famihes 7. He declared, *“ Americans must forswear that conception of
the acquisition of wealth which through excessive profits creates undue
private power over private affairs, and, to our misfortune, over public
affairs as well . That this was an accurate diagnosis of the facts was
undoubtedly true. The diagram on p. 33 shows the catastrophie fall in
the national income between 1929 and 1933, and the recovery from that
year to 1937. There was a fall from 1937 to 1938 followed by a rise, so
that at the end of 1941 the national income was larger than in 1929.

The concentration of economic power was clear from the fact that the
proportion of the occupied population employed by others had risen from
50 per cent in 1870 to 80 per cent of the total occupied population in
1935. It was also seen in the unequal distribution of income and in the
growth of large corporations. Three per cent of the population, according
to one estimate, owned shares in 1929, and three-tenths of 1 per cent
received 78 per cent of the dividends. In 1930 1 per cent of the corpora-
tions owned half the wealth of all corporations, and it was calculated that
if the 200 largest grew as fast as they did in the 1920s they would have
half the country’s wealth by 1950. The dechne in investment was due to
several factors such as the slowing-down in the growth of population
assisted by the decline i immigration, the completion of the railway
system and similar means of investment, and the state of Europe making
investment too risky.! President Roosevelt, therefore, set about the

L Cf. C. J. Hatch, op. cut. chap. v, ©* Depression and New Deal . Also Hansen, Fiscal
Policy and Business Cycles, London : Allen & Unwm (New York: Norton & Co), 1941.
Professor Hansen distinguishes between a circular-flow economy 1n which consumption
and net income are equal and a dynamic economy where there 1s a constant tendency
for consumption and net income to be unequal. A dynamic economy tends to run down
Iike a clock and requires winding up repeatedly — by fresh opportunities for investment.
This is the best book yet written on full employment as 1t affects the United States to-day.
According to Professor Hansen, the declino in investment was caused not so much by the
dechine 1n the demand for consumption goods as such as by that i the demand for resi-
dential construction. In his view, the United States ceased to have an expanding economy,

partly because the growth of population and immigration have declined, and monopoly
and other factors have produced a rigid price structure which prevents the growth of
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solution of these problems by legislation. In order to remedy the had
cffects of the first factor, he tried to make the worker more secure and more
powerful in bargaining with capital. To this class of measures belong the
Social Security Act, the National Recovery Act, the Wagner Act and
amending Acts, the Wages and Hours Act. He also assisted farmers by

CHART 1V
Ner NaTioNAL INcoME, 1929-41
(Income of 1929 =100)
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Note —The net national income figures are those in Table Ton p 162 of Mr Stone’s article on *“ The
National Income, Output and Expenditure of the U S A **, Economic Journal, June-Sept 1942
raising the prices of farm products. Legislation was passed to deal with
the concentration of economic power, both industrial and financial, such
as the reduction of regulated prices in certain industries in which corpora-
tions or large firms were dominant. Attempts were made to increase and
stimulate investment by “ pump-priming > the control of credit, and the
construction of public works by the W.P.A. (Works Progress Adminis-

‘“ intensive  private investment. On the depression and the New Deal, as well as the
general background, see also Allan Nevins and Henry Steele Commager, Amer:wca : T'he
Story of a Free People, Oxford University Press, 1942, especially pp. 408 ff.

D
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tration) and the P.W.A. (Public Works Administration).

The war has brought rather different financial problems. On Tth
September 1942 the President, in a message to Congress, bluntly told
Congress that if it did not pass the necessary legislation to prevent inflation
— the fixing of prices and wages and the increase in taxation — for which
the Administration asked, he would be compelled to act himself on account
of his inescapable responsibility to the people of the country. He had
precedent for this. Abraham Lincoln on 1st January 1863 1ssued a pro-
clamation emancipating slaves by virtue of his authority as Commander-
in-Chief and as a necessary war measure, and in 1865 Congress ratified an
amendment to the Constitution —- the Thirteenth Amendment aholishing
slavery. The action of President Roosevelt once more illustrates the
clasticity of the Constitution and the dommating position of the Executive
in taxation and other matters in recent years.! The legislation asked for
by the President was duly passed by Congress, though with an amendment
making some concessions to farm interests.

I1I. GOVvERNMENT REVENUES AND EXPENDITURES

The merease in the cost of government m recent years and the con-
sequent increase in taxation are set out m the table on opposite page.

As far as total Government revenues and expenditures are concerned,
the fiscal year 1915 was the last comparatively normal pre-war year in the
United States. Hence the first and third columns, which show the percent-
age increase in expenditures and tax collections, compare recent years with
1915. During the war period of 1917-18 expenditures and to a lesser extent
tax revenues of all three layers of Government increased rapidly. In the
case of State and Local Governments this increase continued during the
1920s.  Federal expenditures (and hence taxation) were cut down con-
siderably after the war — from $18-5 billions in 1918-19 to $3-5 billions
in 1924 25. But even these *“ Coolidge economy ”’ measures from 1923
to 1929 left the cost of the Federal Government at a level several times
higher than it had been before the war, and from the middle 1920s
onwards the upward trend began slowly to reassert itself. Then, in 1929
and 1930, came the great depression, and with it revolutionary changes in
American public finance. National income in money terms fell by more
than half (sce Chart 1V, p. 33). With the emergence of mass unemploy-
ment, the burden of relief fell at first on the Local Authorities. But soon
these found themselves quite unable to cope with the situation. Their
revenues were shrinking (in some cases there were even taxpayers’ strikes),

1 Cf. W. B. Graves, ‘“ The Future of the American States ”, American Political Science
Reriew, vol. xxx, 1936, p. 24, where the dominance of the Foderal Government in recent
years is discussed.



‘0§61 1240
DU CIAT 1540 REAHT UI “oNUa1IY UL SIFLIIOUL a8ejuaniad Iy 10 sased ) UL 1dA0X9 *S2Jn3Y PAIPUNOI 3Je UIAILB §3LLIIOTL agviuaazad oyl (SAIMPuUAdxXq O] s8 parejodei}xe

ZF6T PU® 1#G1 OFGT 101 »AINJY) BHIPA[ASUUA 10 £}II1asiU) ININSUL aeg aul {q paysqnd §e (SUOLINGLIIUOND JDUEIN-UL [B1I0S BuIpnoxa) Ajuo 21 zp) JO saIM3y 318
BAIMBY ANUGAY  (ZFGL PUT [HH1 JOT 71W0U0dY 1) W UaATS ~amdy 1 eyl pr- 1261 PUR OT6T 10 ~3%€d 3y Ul J0EIISGY [BIUSITIS 'S ) Y3 Ul SaInsy [vroyjo dwos o dpsy
Y3 YIM) ZEGL PUR 1+ 1 L6l 2072043 paeedriing pup €61 101 s0YL pojejedisiul pue sarmytpuadxy 10} soImBy §,13W0I M3N [3QRIC I(I UAP] sA®Y 3.4 UOSBA sy 104
“JUSWIULIAOE JO ~Jo$®] oI} [[B JOJ SAINBY 27qp4nd v20v 338 03 JMIPIP <104 S110INQ  SAN3Y 23TIK PUE [PUOIIEN J0] A[[P12adN3 "I[qP[IBAY A1¥ SIIISIPEIS SNOWIB\— 270\

09 019 ' 8 ' ©L8 <-06 c¢-ct 6-cl 1-€1 9-01 €01 6-L LS (3 9 ' - [830L,
. o1 091 ¥ L 0-S 6-F ¥, ¥ 0 8F 6-F L-g ¥-e 6-1 Lt . [820
og 0l8 L g9 6€  C€ €€ € | 1@¢ 8-1 1-1 9-0 -0 €0 - ' 238318
. 08l . 088I Ly €8L 9-17 1-L 6F gc - L€ 9-€ 1-€ Le 90 90 * [euonBN

sonuaady ‘q

03t oL01 0% 09¢  e€v ' ce 805  OLI 0-el el © ¢o1 Ol L€ F€ ' - 1®30,
. B ! , I
.08t 0c— 0Ll 0-9 6-C 09 ' 69 , ¢ L . 9¢ €€ 8 0% |- R L |
1 08 0F8 oL 029 Ly . eF e ' 9¢€ GG 13 $-1 60 g0 ! ¢0 - © o eymg

(22 0918 001 099 9-¢c¢ A €€1 = €01 C-L €L 8¢ . ¢¢€ 09 o1 | 60 ! * [euornjeN

: sounppuadxy VY

|
gg6T | <6l 0861 | cI6I ” ' _ I |
1
|

| . T
J9A0 | JI0A0 . I19A0 ' I2A0 | G¥ET . T¥6I 0F61 | ®(6T 1+ 26T, 0O%Ll CCo1 0761 CT6T | o161
aF6l | &f6l 8861 | 8861 | ) .\ ,

. ! ! ! !

m 9cgaJou] 28ejuddIdg ) Qunp Yiog 3upusd Jeax [essrd

(suorqiq §)
‘Y'ST1 9HL NI STANFATY ANV STIALIANTIX ] LNANNITAOD

A ITI9VL



36 FEDERAL FINANCE IN PEACE AND WAR PT. 1

and they had to cut down expenditures accordingly. The State and
National Governments had to come to their aid, and before long the
responsibility for relief was largely taken over by the higher layers of
Government, especially after the coming of the New Deal in 1933. The
expenditures of the National Government doubled and trebled during the
1930s. Taxation was increased, but to a much lesser extent, partly
because it would have been difficult to do more during the depression,
partly for a more important reason. That reason is the New Deal policy
of “ pump-priming ”, that is attempting to stimulate recovery by invest-
ment in durable goods through continued large-scale deficit financing,
which was not on a sufficient scale to restore activity to the spending
levels of the 1920s. It has been suggested that amounts equal to at least
three times the amounts in the Budget would have been required to
restore activity. This is further illustrated by Table 21 in Part III. Then
came the rcarmament programme and the present war, which greatly
reinforced the tendency of National Government expenditures to increase
out of proportion either to revenues or to State and Local expenditures.
Federal Government expenditures in 1937-38 were 7} times what they
had been in 1914-15 and double those of 1929. By 1941-42 they were
over 4} times as great as in 1937-38, and 32} times as great as in 1914-15,
while the Budget for 1942-43 provides for an estimated expenditure of
$58-9 billions (of which $52-8 billions is for defence), or nearly a sixty-fold
increase over 1914-15! In August 1943 aggregate expenditure of the
year which began on 1st July 1943 was estimated at $106 billions. The
increase in Federal tax revenues has been somewhat less spectacular
since the depression; but even so, Federal tax revenues in 1937-38
were 883 per cent of the corresponding 1914-15 revenues and 147 per
cent of those of 1929-30, while those of 1941-42 are over 19 times and
those budgeted for 1942-43 ($17-6 billions, including non-tax revenue)
over 25 times as great as those in 1914-15. The increase during both
wars has been associated with a rise in the relative importance of the
income tax, though this feature was much more marked during the
last war than it has been so far during this.

The proportionate increase in State expenditures and revenues between
1914-15 and 1937-38 was of a magnitude similar to that of the corre-
sponding changes in the finances of the National Government. The
percentage increase in expenditures between 1929-30 and 1937-38 was
naturally somewhat less than that in Federal expenditures (70 per cent as
compared with 100 per cent for Federal expenditures), but still very
considerable. For, as we have seen, State Governments have participated
in the movement of taking over from Local Governments and developing
further such functions as relief. The system of unemployment insurance
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introduced by the Social Security Act of 1935 is worked by Federal and
State authorities together. The increases in State revenues and expendi-
tures since the outbreak of war have naturally been much smaller than
the corresponding changes in Federal figures.

As might be expected in these circumstances, the changes in Tocal
Government revenues and expenditures have been far smaller than has
been the case with the higher layers of Government. The figures never
rose to much more than 21 times the level of 1914-15, and there was
actually a slight decline, both in expenditures and revenues, after 1930 31.
No very great changes in the Local totals seem to hay e been caused by the
present war.

It is of interest to compare the statistics of Government expenditures
and revenues in Table V with those of the national ncome (Table VI).

This table brings out even more clearly the features already noted, such
as the gradual upward trend and the impact of wars and depressions.
National Government figures vary much more than either State or Local
ones, both in absolute terms and in terms of the national income. In the
most recent years, when national income has increased rapidly as a result
of rearmament and war expenditure, the ratio of Federal expenditures to
the national income has naturally risen at a rapid rate, while the similar
ratios relating to the more stable State and Local expenditures have fallen.
As mentioned above, some of the changes due to the depression, the New
Deal and the war are further illustrated by Table 21 in Part III.

Two more points should be noted in this connexion. In the first place,
the burden of taxation and the weight of expenditure are rather heavier
than in most of the other Federations studied in this Knquiry. In the year
1937-38, Government revenues in the United States from taxation alone
amounted to the equivalent of 19 per cent and expenditures to 24 per cent
of the national income.! This compares with 17 per cent in South Africa
(total revenues only), 13 per cent in India (for both revenues and expendi-
tures) and 25 per cent (for both revenues and expenditures) in Australia.
Since the war the contrast has become even greater, especially in the field
of expenditures, where the American percentage reached 27 in 193940
and approximately 41 in 1941-42. The Budget estimate for 1942-43
provides for an expenditure of something like 60 per cent of the national
income (all Governments), though such figures should be used with caution
as merely indicating the order of magnitude of the proportion. Mr.
Stone, in his paper referred to above,? compares percentages calculated on

1 See (. Findlay Shirras, Science of Public Finance, vol. i, 3rd ed., Macmillan & Co.,
London. Cf. Facing the Tax Problem, A Survey of Taxation in the United States and a
Program for the Future, The Twentieth Century Fund, New York, 1927, chap. 5 and

pPp. 393-4.
2 Richard Stone, op. cit. pp. 157 and 158. See also Table 20 in Part T1I of this Knquiry.



A dIqe], 938 s0upULT NgNg ‘ZINT UL UIATE <0} pUP SINBY §,9U03g IIX 10 d[9Y 3U} YIIw PIJBUIIISI S SWIOIUT [EUOTITU
40U At} THGT 10 PUE CZ-0T6T 104 PIUIIDUOD SIEAK IEPUI[EI 0MF A3 10§ SAINBY Y} 10 JJLII\E ML J¥I T [EOSY (DB JOJ SUI0DUI [BUOTIBU Y} ¥ U GY 2A8Y 9M ‘sTed\ IBpUd[ed
10] 9i€ S2INBY +,0U03§ I SY CF6T 3dS—oung ‘Jpusnop 91M0U0JF UL UL BUGHS Y \q USALS SB 150D J0JOP) J¥ SWODUT [BUONIBU 39U 1F—-0E6T 3UI0JUY |BUOLIBN ¢

IIT 3ed 05 9IqEL OS[® 99§ «

¥ L Lg i3 8% L1 €1 91 8 ot - : © oL,
L 8 8 o1 6 L c e 9 : : : " [eoop !
| or € 9 e . F . 8 g 1 1 T - amg
€ o1 €1 i F1 ¢ vy ot g g : : TeuoryeN :

& \ : amoouy |
. ~ [euonyey oq3 jo jued 1ad sy () _
| _geF | ce = 808 0-L1 . 0¢l 1-€1 c-01 &0l Lg | ¥g : : SR LT _
| 09 | 6¢ . 09 6¢ g¢ aL 9¢ '+ €8¢ GG 03 : : : T e
S S - S A 9-€ ge 12 1 60 . €0 ! €0 : : : © amg _

9z | sger . gor1 gL €L 8¢ cg 09 o1 ' 60 : : : euoEN :
~ | ! : _ :suormq § (v) _
. | L , L o ¢ - sanppuadzy |
- S 61 o0z ' al 01 L L s © oy, m
P | ¢ 9 L 6 . 9 < ¥ e i ¢ . : : © o
, ¥ _ ¥ i3 ¥ i4 g 1 I T 1 : : : T ey
! | 4 S 8 9 8 L ¥ 4 6 I G : : : [euonyeN
| _ ; . : ouxoduy
. l“ _ ) o i [euoniey oq3 jo 3ueo Iod sy (q)
_ coz | eer  6Fl 18l , 901 €01 6L L8 ' 6% | 9T : : R LA A
o oe | 6% LY LF 8 ¥ 6% ' LS ¥G 61 | L1 : : ’ T [®07]
| 65 ' ¢t €€ & & 8T LI 90 . F0 | €0 : © owmg
booln ﬁ I-L 6F e Lg 9€ 1 Le 90 | 90 : : : [euonBy
| | , : | :suorq § (v)

. g SONUIY
0901 | 268 6SL 1 769 9-8¢ 818 <08 ogy | 01 €78 (suoniiiq §) ¢ swoouy JoUONDN
atol _ et | OFol ssor  egol 086l ¢Tot ozet | crer _ oret ’

aunp yipg Burpud 1eax [2o~L1

¢ IRWOON] TVXOILYN IHILI J0 SKNIdTJ, NI @ISSTYIXT STANTATY ANV STIILIANTIXH IXNANNYTAOD

I\ dT9VL



cu. 11 FINANCE AND ECONOMY OF UNITED STATES 39

a somewhat different basis with those given for the United Kingdom in
the Budget White Paper.! His percentages for expenditures are : in the
United States 20 per cent in 1938 and 1939, 21 per cent m 1940 and 26
per cent in 1941, In the United Kingdom, 19 per cent in 1938, 44 per cent
in 1940 and 52 per cent in 1941. The following figures represent the
proportion of the national income devoted to taxation : United States,
20 per cent in 1938 and 1939, 21 per cent in 1940 and 24 per cent in 1941 :
United Kingdom, 25 per cent in 1938, 29 per cent in 1940 and 37 per cens
in 1941. Estimates on another different basis appeared in the Economast
of 24th January 1942 (p. 106). According to these, total Government
revenues in the United States were 22+1 per cent of the national income in
1938-39, 21-6 per cent in 1940-41 and 24-1 per cent in 1941-42. The
corresponding estimate based on the Budget figures for 194243 is about
333 per cent. The figures given for total Government revenues in the
United Kingdom are 27-8 per cent of the national income in 1938 -39,
31-2 per cent in 1940-41 and 37-3 per cent in 1941-42.  Total Government
expenditures (and in brackets those on defence or war) expressed as a
percentage of the national income are given as follows : United States—
1938--39, 29-1 (1-8) ; 1940-41, 28-4 (7-6) ; 1941-42, 45-9 (27-4); 1942 43
(on the basis of the Budget estimate), 66-5 (51). United Kingdom —1938-
1939, 30-9 (8-7) ; 1940-41, 58-8 (42-1) ; 194142, 67 (45-50). For the fiscal
year 1st July 1943 to 30th June 1944, $38 millions out of the total
expenditure of the Federal Government (or about 36 per cent) are pro-
vided for by taxation. The total national income is estimated to reach
$150 millions in the same period. Great Britain’s taxation to total
expenditure is 52 per cent and Canada’s 47 per cent.

The second point refers to the New Deal policy of promoting recovery
by “ pump-priming ”, by public works and by planning industry in various
directions. Clearly, the figures give no conclusive proof whether recovery,
or the slow pace of recovery, was due to the New Deal or to the fact that
it was not carriced out rigorously. What they do indicate is that in
spite of the huge increase, by peace-time standards, in Federal expendi-
tures and deficits, neither reached a very large proportion of the national
mcome of so great a country. The percentages of Government expenditure
in the table are small compared with the tremendous fall in the national
income. On the supposition that the New Deal was the correct policy for
combating the depression, it could not have fully succceded unless Govern-
ment activities extended to a far greater sector of the national economy
than was possible within the existing constitutional and economic frame-
work. Pessimism among business men and the decline in private building
construction more than counteracted the large expenditures by Govern-

1 Cmd. 6347, sections B and E,
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ments, and therefore unemployment remained at a high level.

We turn now to a feature in which the United States differs from the
other Federations studied in this Enquiry — the relative importance of
Local Government in public finance. Until the depression Local expendi-
tures exceeded Federal ones — before the war of 1914-18 they were con-
siderably larger than Federal and State expenditures combined. The
contrast, even now, is larger than the tables suggest, because a substantial
proportion of State expenditures — one-third in 1936-37 — consists of
grants, mostly in aid of specified activities, to Local Governments. Never-
theless, as we have seen, H. C. Adams was mistaken when, in 1898, he
expected Local expenditures to increase more rapidly than State and
Federal expenditures.! As the modern community grows and becomes
more complex, there is not only a steady tendency for Government func-
tions to expand and to multiply, but also for the higher layers of Govern-
ment to assume an even greater share of the responsibility. The case of
relief during the great depression has already been mentioned. We shall
return to this question when considering the details of public expenditure.
Mcanwhile, it is necessary to analyse briefly the tax structure of the
United States.

Government Revenues

Revenues from taxation only have been given, because of the difficulty
of obtaining comparable data of other revenues for all three layers of
Government. Detailed statistics are very scarce, especially in the case of
Local finance. Fairly complete data for a considerable proportion 2 of
Local Government units are collected at ten-year intervals, but the last
year for which they are available is 1932. Figures for cities of 100,000 or
more inhabitants are available for other years. To the total tax collections
of these cities in 1937-38, amounting to $1940 millions has, therefore,
been added a rough estimate 3 of $2800 millions representing all other
Local Authorities. It has been assumed that the general property tax
accounted for 95 per cent of all Local tax revenues, and not only of those
of cities with a population of 100,000 or more. This is probably not very
far from the truth.* Local figures for ““ miscellaneous taxes” contain
items which, if data were available, would be classified under other heads
such as business or consumption taxes. The Tocal totals exclude grants
and shared taxes.

1 H. C. Adams, Science of Finance, New York, 1898, p. 45, quoted by Dr. Mabel
Newcomer, T'azation and Fiscal Policy, New York, Columbia University Press, 1940.

2 Totals (though not details) relating to the year 1931-32 are available for all Local
Authorities.

3 Mado by the Tax Institute, University of Pennsylvania.

4 Dr. Mabel Newcomer (op. cit. p. 28) gives the proportion of Local Government tax
revenue derived from the property tax as 87 per cent in 1900 and 94 per cent in 1939,
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State revenues from taxation given in Table VII represent total collec-
tions by the States, whether or not shared with Local Governments, plus
the State share of locally collected taxes. Separate data for individual
and corporate State income taxes are not available for all States, though
in some cases they are available for a few years other than 1937-38. In
the latter cases the figures have been utilised to estimate roughly the

TABLE VII

Tue REVENUE SysTeEM oF THE U.S.A., ALL GOVERNMENTS, 1937-38
(Tax Yields only : $ millions)

National State Local ! Total

iROUP L. Progressive Taxes :

Personal (net) income taxes - 1286 224 1,510
Estate and gift taxes 417 145 | 562

Total . . .+ 1703 369 .. 2,072

. Group IL. T'axes on Property : *
‘apital Stock . . . ., 139 .. .. 139
General Property . . . . .. 253 4435 | 4,688

Total . ) 1 139 253 | 4435 | 4,827

Grour III. Taxes on Business :

" Corporate (net) income taxes® . . 1124 178 .. 1,302
Excess profits tax . . . . 37 .. .. 37
Unjust enrichment tax ¢ . . 6 .. .. 6
Undistributed profits tax . . 176 .. .. 176 |
Franchise taxes . . . . 1 107 .. 108
Insurance company taxes . . . .. 85 .. 85
Chain store taxes . . . . .. 7 .. 7
Lacence taxes . . . - .. 14 .. 14 !

 Stock transfer and document registry . | 42 27 .. 69
Tonnage . . ! 2 E .. . 2

Total . . I 1388 418 .. 1,806

! No detailed data for all Local Authoritics are available except for 1931-32, Tax revenues of cities
of 100,000 or more mhabitants amounted, 1n 1937-38, to $1940 millions, of which 81815 mllions
represented the property tax Total tax revenues of other local governments were estimated at about
$2800 millions by the Tax Institute, University of Pennsylvania. It has been assumed that the pro-
portion of total local tax revenues derived from the property tax was the same as in the case of cities
of 100,000 or more inhabitants. (See also text.) The totals do not include shared taxes, grants,
service charges for current services and other minor items. Detalls for cities of 100,000 or more
inhabitants 1n 1936-37 are given in Table 9 in Part III.

* Group II includes taxation of property of various kinds, not only real estate, as it has not been
possible to separate out the latter  This fact should be kept in mind when comparisons are made
with other chapters of this Enquiry,

* This excludes (a) taxes on gross receipts or turnover of businesses, which have been given under
(iencral Sales Taxes, and (b) the Unjust Enrichment Tax, shown separately.

¢ A tax levied on net income arising from Federal excise taxes shifted to the vendee but not paud,
Federal excise taxes shifted by the vendee for which he was reimbursed by the vendor, and refunds
and credits of Federal excise taxes shifted to others.

* Licences and fees for the privilege of conducting business, except (@) those based on net mcome
(included under income taxes) and () those levied specifically on public utiities (included under

utility taxes), [Table continued overleaf
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TABLE VII—(continued)

| National State Local! Total

I
i Group 1V. Mawnly Consuimption Taxes :
i Customs . . . . . 357 .. .. 357

Euxcise and Similar Selective Taxes :

' Liquor . . . . . 568 221 .. 789
I Soft drinks, ete. . . . . 1 B .. 4
' Tobacco . . . . . 568 56 .. 624
Sugar . . . 31 .. .. 31
Olcomargarine, ete. . . 30 1 .. 31

Severance ¢ . . .. 62 .. 62
Gasoline and lubncatmu 0119 . b 235 786 .. 1,021
Motor vehicles . . . o 90 381 .. 471
Racing . . . .. 11 .. 11
Utilities . . . . . 75 117 o 192
Sub-total . . . . 1598 1638 .. 3,236

General Sales and Simlar Taxes :
Sales and use, gross receipts and gross

income . . . 53 447 .. 500 ¢

j Admissions and duos LA . . 27 6 .. 33
Subtotal . . . 80 453 .. 533

Miscelluncous . . . . . 12 10 305 327 :
Total . . . 2047 2101 305 | 4,453

Granp TotaL (excluding pay-roll taxes) . 5277 3141 4740 | 13,158

Pay-roll taxes (social insurance contribu- ‘
tions) . . . . . 743 746 .. 1,489

i Granp ToraL (including pay-roll taxes) . 6020 3887 4740 | 14,647 |
l I

Note —In oul('r to get comparable ﬂgur(,s for all bowrnmcntb, the tublo has lmd to he lmntod
to revenues trom taxation. This should be borne m mmnd when compatisons are made with other
chapters of this Enquiry. See also Table T

For grants, etc , from the Fedcral (Jovernment to the States, from the States to the Local Authorities

and from the latter 1o the States, see Table 10 in Part 111

¢ Taxes levied on natural resources at the time of production, or severance from the carth
7 Includes various taxes, among them admissions and licences of various amusement places

Sources.—Tnx Yelds, 1910 , Statistical Abstract for tho Umted States, 1940

proportions of the State income tax collections representing individual
and corporate taxation. In this way the known totals of income tax
collections of States for which details are missing have been split up, and
approximate total figures for individual and corporate income tax collec-
tions obtained.

The revenue system as a whole can hardly be said to be cither very
progressive or very regressive. There is a tendency for it to become more
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progressive and it is among the more progressive of the revenue systems
studied.

Tax revenues are fairly evenly divided among three divisions :
(1) Groups I and III, z.e. Progressive Taxes (taxes on individual income
and death duties, etc.) and taxes on business (mainly on corporate income
and undistributed profits). These two groups together comprise u little
over 29 per cent of total tax revenues. Out of this, personal and corporate
income taxes together represent 21 per cent of the total. Personal income
taxes represent 11 per cent, estate and gift taxes over 4 per cent, making a
total for Group I (Progressive Taxes) of 16 per cent. Corporate income
taxes represent 10 per cent, the Federal tax on undistributed profits 1 per
cent, and other business taxes 3 per cent, making a total for Group 111
(Taxes on Business) of 14 per cent. (2) Group II, Taxes on Property.
This division comprises 36 per cent of total tax revenues, of which 35 is
general property taxation and consists almost entirely — to nearly 95 per
cent — of local property taxes. Hence, cven in 1937 -38, the general
property tax was still by far the most important tax in the United States
so far as yield is concerned. Tt should be remembered that this is a
general property tax which is levied not merely on real estate but on other
property as weil. It has not been possible to eliminate from Group II
taxes levied on property other than real property. Care should therefore
be taken in any comparisons between these figures and those in other
chapters of this Enquiry. (3) Group 1V, mainly Consumption Taxes. This
division comprises 34 per cent of total tax revenues. Of all taxes placed
under this head, only about 4 per cent go to Local Governments, the
remainder being divided evenly between the Federal and State Govern-
ments. The most important part of the 34 per cent of total tax revenues
represented by this group is the excise taxes on gasoline, etc. — 8 per
cent, largely State taxes. Other excise and similar taxes are those on
liquor, 6 per cent; tobacco, 5 per cent (both mainly Federal); motor
vehicles, 4 per cent (mainly State); other excise taxes, 2 per cent:
total excise taxes, 25 per cent. Then there are customs (a Federal tax),
3 per cent ; general sales ! and similar taxes, 4 per cent ; and miscellaneous
taxes, 2 per cent. Finally, social insurance contributions (““pay-roll
taxes ”’), which have been excluded from the main part of Table VIII,
comprised 10 per cent of all taxes including pay-roll taxes (a figure com-
parable in magnitude with those quoted above would be 11).

We have said that the revenue system as a whole is neither very
progressive nor very regressive. But there are great differences in this
respect between different Governments. The Federal revenue system is
much more progressive than the others ; in fact, it goes very far in that

1 See Facing the Tax Problem, The Twenticth Century Fund, New York, 1937, pp. 460-63.



"Grovr I Progressn;a Tazes .
Personal (net) income
Estate and gift

Total . .
. Grovur II. Taxes on Property:!
Capital stock . . .
+ General property . .
| Total . .
GRrovur 1I1. Taxes on Business:
Corporate (net) income .
Excess profits . .
Unjust enrichment .
Undistributed profits
Franchise . .
Insurance companies
Chamn stores . . .
Licence . . .
Stock transfer and document
registry .
Tonnago . . .
Total . . .
Group 1V. Manly Consump-
teon T'axes -
Customs . . . .
Excise and Swular Selective
Taxes :
Liquor . . . .
Soft drinks, etc. .
Tobacco . .
Sugar . . .
Oleomargarine, etc.
Severance . . .
Gasoline and lubricants
Motor vehicles . .
Racing . . .
Utilities . . .
Sub-total . .
Qeneral  Sules and Sinular
| Taxes .
| Sales and use, gross receipts
and gross income . .
Admissions and dues
Sub-total
Miscellaneous . .
Total . . .
GrAND ToTAL (excluding pay-
roll taxes) . . .
Pay-roll taxes . . .
GrAND ToraL (1ncluding pay-
roll taxes) . . .

TABLE VIII
Tue Ruvenve System oF THE U.S.A,, Aun GoveERNMENTS, 1937-38

(Tax Yields only : percentage distribution)

i’on‘»nta-xg;- Share ot l'c&oﬁﬁgo Distribution of
each Government in cach Government’s
__E(_)fnl R(wemu:‘ o Revenue
tll(\:::;nl State |Local | Total tﬁﬁ;l State | Loceal Totle_
85 15 100 24 7 11
i 747 N 2§ _ _]99 8 5' e 5
82 18 100 32 12 .. 16
100 .. .. 100 3 .. 1
.. 5 )95 1100 .. | 8 | 94 35
3 b 92 | 100 3 8 94 36
86 14 .. | 100 21 6 . 10
100 .. .. 100 1 .. . ..
100 .. | 100 .. .. . ..
100 .. .. 100 3 .o . 1
1 99 .. 100 .o 3 . 1
.. | 100 .. | 100 .. 3 1
100 .. 100 . .. .o
100 . 100 .. .
61 39 100 1 1 . 1
100} .. 100} .. 30 T B
77 23 100 26 13 14
100 | 2000 7 |3
72 28 .. 100 11 7 . 6
27 73 .. | 100 .. .. . ..
91 9 .. 100 11 2 . b5
100 .. . 100 1 .o . ..
97 3 . 100 1 .. . ..
.. | 100 . 100 .. 2 . 1
23 77 100 4 25 . 8
19 8l . 100 1 12 4
.. | 100 . 100 . .. . .
39 | 61 100 | 1 4 | .. | 1
49 | 5L .. 1100 30 |82 | 25
11 89 100 1 15 4
82 | 18 100 1 | .. ..
15 | 8 | .. |100 | 2 |15 LT e
_ 417817931100 L8 | T2
46 | 47 7 | 100 | 39 67 6 34
40 24 | 36 | 100 882 | 8121002 | 90¢
50 | 50 | .. | 100 | 12®( 192 | .. | 10%
41 27 32 | 100 | 100 100 100 100

* Group IT includes taxation of property of various Kinds, not only real estate, as 1t has not been

possible to separate out the latter. Tlus fact should be kept in mind when compatisons are made

with other chapters of this Em}]mry.
* These are percentages of t
$4740 millions ; $14,647 millions)

e grand total wneluding pay-roll taxes ($6020 nullions; $3887 millions ;
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direction compared with the other Federations studied in this Enquiry.
Income and estate and gift taxes of all kinds accounted for 53 per cent of
all Federal tax revenues ; individual income tax for 24 per cent, estate
and gift taxes for 8 per cent (a total of 32 per cent for Group I — Pro-
gressive Taxes). Corporate income taxes accounted for 21 per cent, the
excess profits tax! for 1 per cent, the tax on undistributed profits for 3
per cent and those on stock, transfer and document registry for 1 per cent
(a total of 26 per cent for Group ITI — Taxes on Business). The only other
taxes yielding a significant share of total Federal tax rcvenues were
customs (7 per cent), and among excise and similar selective taxes those
on liquor (11 per cent), tobacco (11 per cent), and gasoline and lubricating
oils (4 per cent). All excise and sclective taxes combined produced 30
per cent and general sales and similar taxes 2 per cent of Federal tax
receipts, making (together with customs) a total of 39 per cent for Group
IV — Mainly Consumption Taxes. In Group IT-—- Taxes on Property —
there was only the tax on capital stock (3 per cent).

Finally, there arc the pay-roll taxes, or social insurance contributions.?
These have only been making a significant contribution to revenues since
1936-37, and on a full scale only since 1937-38. In that year they
produced 12 per cent of all Federal taxes including pay-roll taxes (a figure
comparable in magnitude with those given above for other taxes would
be 14). According to Dr. Mabel Newcomer,® ““ the pay-roll tax is the
youngest member of the tax family in this country, and promises to
become the largest of all the State and Federal taxes. It may, in time,
overtake the local property tax if the present movement for the relief of
real estate continues.”

State pay-roll taxes* on account of unemployment insurance, intro-
duced together with the Federal ones, amounted to $19 millions in 1935-
1936, $333 millions in 1936-37, $746 millions in 1937--38. $801 millions in
1938-39 and $851 millions in 1939-40. In 1937-38 they accounted for
19 per cent of all State taxes including pay-roll taxes, and a figure
comparable in magnitude with those given for other State taxes above
(per cent of total State taxes excluding pay-roll taxes) would be 24.

Originally the Federal Government relied for its revenue mainly on
customs, and the State and Local Governments on poll and property
taxes. We have seen that with the expanding cost of Government and
the general change in economic conditions the Federal Government has
come to rely mainly on progressive taxes such as those on income, and to

1 Cf. Facwmg the Tax Problem, The Twentieth Century Fund, New York, 1937,
. 491-4, 2 Ibd. pp. 494-500,
PP
3 Mabel Newcomer, op. cit. pp. 25 and 26.
4 Including those in the District of Columbia.
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some extent on excise taxation. A similar change has taken place in State
revenues. The poll tax has dwindled into insignificance. The property
tax is still the mainstay of Local Government finances, and partly for this
reason the States have, with the general rise in expenditures, tended to
relinquish it more and more, and to develop new sources of revenue. The
general property tax now accounts only for 8 per cent of State tax revenues.
Among the new State taxes those on income (of which about 7 per
cent is on individual incomes) and estate and gift (5 per cent, making a
total of 12 per cent for Group I) are indicative of the trend towards more
progressive taxation. Other taxes on business (excluding public utilities)
account for 6 per cent (a total of 13 per cent for Group III). But generally
speaking, various sales and excise taxes, motor vehicle licences, ete., are
far and away the most important part of the State revenue system. Group
IV (Mainly Consumption Taxes) comprises no less than 67 per cent of the
total. Of this, the most important iterms are taxes on gasoline and
lubricants (25 per cent), motor vehicles (12 per cent), sales and use, gross
receipts and gross income (15 per cent) and liquor (7 per cent). Actually,
these figures hide the very great differences between individual States,
which are illustrated by Table 14 in Part III. There is some degree of a
general pattern, the principal feature of which is the reliance on con-
sumption taxes, especially those on gasoline and motor vehicles, which
marks the State revenue system as regressive. Nevertheless, the variations
between States are very striking. At one end of the scale is New York,
with far greater revenues (and expenditures and debt) than any other
State, and, for a subordinate unit of Government, with a very progressive
revenue system indeed. Various taxes on net income comprise 39-7 per
cent of the total, of which 27-8 per cent of the total, or 70 per cent of
income tax revenue, represents taxation of personal income. Kstate
taxation comprises 7-7 per cent ; the property and poll taxes are entirely
absent, and even gasoline represents only 15 per cent of total tax revenue.
On the other hand, thirteen of the forty-eight States levy no income tax
at all ; Nevada has no estate or similar taxes. A few States like Nevada
still rely heavily on property taxation; others, such as Georgia and
Florida, derive about half their tax revenue from gasoline. Texas,
Oklahoma and Louisiana receive a considerable proportion of theirs from
severance taxes® which do not exist at all in twenty-cight States. Again,
the relative yield of individual taxes sometimes changes rapidly ; for
instance, general sales and similar taxes were of no importance before the
depression ; even in 1932-33 they comprised only about 1 per cent of

! Taxes levied upon natural resources at the time of production, or severance from
the earth. Examples aro taxes on mineral resources, oil and gas, timber, and sea
products.
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total State tax collections. Tn the next vear they suddenly shot up to
92 per cenb 5 in 1937 38 they represented 14:4 per cent, and two vears
later 152 per cent of all State tax receipts. Taxes on liquor, which
comprised 11 per cent of Federal and 7 per cent of State tax revenues in
1937-38, were, of course, practically non-existent during the Prohibition
cra —one of the main reasons why Prohibition was abolished at the
bottom of the depression.

Finally, there is Local taxation. This has been much more constant,
as a whole, than either Federal or State taxation, both in amount and,
especially, in composition. As of old, the property tax is by far the most
important source of Local Government, revenues, and hence, in view of the
relative importance of Local Authority finance, has remained, at any rate
until the present war, the largest single source of revenue in the United
States.

It must, however, be remembered that nearly a third (32 per cent in
1936-37) of State expenditures consists of grants to Local Authorities,!
and that a not inconsiderable proportion (over 8 per cent in 1936-37) of
total State tax collections are actually shared taxes forming part of Local
Government revenues. This reduces the preponderance of property taxa-
tion in Local Government finance. Another factor working in the same
direction are the receipts from public utilities, as may be seen from Table 9
in Part TII. (The effect shown there, relating as it does to the 94 largest
cities only, is naturally greater than for Local Governments as a whole.)

The summary figures for Local Governments hide the great diversity
between different types of Local Authority, of which there are at least half
a dozen. Some more details, relating to 1931-32, have been given in
Tables 6 to 9 in Part III. A summary of the total figures is given in
Table IX overleaf.

The importance of the property tax for all types of Liocal Authorities
is obvious. Only “cities, towns, villages and boroughs” derived a
considerable revenue ($487 millions) from public service enterprises.
The importance of the school districts should be noted. It is really greater
than is apparent from the above figures, as there is much overlapping
between school districts and cities, towns, etc. A characteristic of Local
Government in the United States is the enormous number of Local
Authorities, many of them small or overlapping. In order to sum up the
situation we can hardly do better than to quote Dr. Newcomer on this
subject : 2 \

There are approximately 175,000 taxing jurisdictions in the United

States. New York alone has 12,000. Many of these jurisdictions are too
small to give efficient service. This is often true of the rural school district.

1 See Table 10 in Part 1II. 2 Mabel Newcomer, op. cit. pp. 10 and 11.
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TABLE IX
LocAL (GOVERNMENT REVENUES AND KXPENDITURES,
SUMMARY KFiGuRrgs, 1931-32
($ millions)

! Revenues Expenditures
" | Operation and
Tax Maintenance
Civil ivision (In:;{:d-| Property Y Out. |
Ly " 3 AT -
) Total pro- | Tax Total General 3:‘;"322 Interest | .04
' perty Govern- | 4 |
tax) ment | o og i
Counties . . 1314 | 1021 877 1412 981 .3 119 311

Cities, towns, v1lla,gos,

boroughs . .| 3374 | 2251 2057 | 3594 | 2070 | 283 424 817
School dstricts ! .| 1515 | 1121 1119 | 1637 | 1250 .3 109 178
Townships . 248 | 208 195 253 187 2 17 47
Other civil divisions 2 194 115 112 261 60 16 63 122

Total . .| 6645 | 4716 | 4360 | 7057 | 4548 | 301 732 1475

1 Exelusive ot sehools under .ullnlmﬂtnm(m ()t (onnh(‘%, cities, towns, villages and l)()roughs

* Includes townships ot Missouri, South Carolina and Wmlnnmon

3 Less than 8500,000

¢ Camtal expenditure out ot revenue,

Moreover, there has been a tendency to transfer functions from the smaller
to the larger jurisdictions as improved means of communication have become
available. This rarely results in the abolition of the smaller unit of govern-
ment. Too many political oftices are mvolved. Consequently, the useless
shell of government remains long after its activities have been abandoned.

The New York town is a case 1n point. Its chief activity is the maintenance
of minor rural roads. The county could do this more efficiently with cconomy
of road machinery and a better co-ordinated system. However, a town has
at least twenty officials. Kor New York State as a whole, this means approxi-
mately 20,000 political jobs. The emoluments of office are for the most part
pathetically small, but they may represent the only cash income of the
recipient. This is a power to be reckoned with.

In Illinois where counties with and without townships are to be found
side by side, the per capita cost of government 1s appreciably lower in the
counties without townships. About half the states in the country manage
well enough without this subdivision. Some local government is desirable ;
but one, or at most two, layers of local government in addition to Federal
and State governments are probably adequate. Certainly the five layers of
government existing in some New York villages (county, town, village, school
distriet and special district) are hard to justity.

To sum up, the Local Government system of taxation has changed
very little during the past decades. It still relies mostly on the taxation of
property, not always organised in the most economical manner. It is
definitely regressive, a feature common to Local Government revenue
systems.
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On the other hand, the Federal and State systems of taxation have
undergone revolutionary changes durmg the present century. In 1900
the Federal Government drew nearly all its revenues from customs and
from excise taxes on liquor and tobacco. In 193738 these had declined
to 28 per cent of Federal tax revenues and a little less than 25 per cent
of total Federal revenues. Apart from the tax on gasoline. the new taxes
which are now the main Federal revenue-producers are almost entirely
taxes on individual and corporation income and estate and gift taxes.
Thus, the Federal tax system has changed from a very regressive to a
considerably progressive one.

The change in the State revenue system is also very marked, but is of
a slightly different character. At the beginning of the century about half
the total State revenues were derived from the property tax. By 1937-38
it had declined to 8 per cent of State tax revenues and about 6 per cent of
total State revenues. Since then it has been declining still further. The
new taxes which have taken its place are of two kinds. First, there are
the taxes on income and succession, which have tended to make the
State revenue system more progressive. But much more important than
these are the various excise and similar taxes which fall mainly on con-
sumption — gasoline, motor vehicles, liquor, general sales. In addition,
there are the pay-roll taxes, comparatively new revenues for both the
Federal Government and the States.

Now let us turn to the question of intergovernmental and other non-
tax revenues. For the reasons already stated, 1t has not been possible to
show the figures for these receipts in Tables VII and VIII, as has been
done in the other chapters of Part I of this Enquiry.

According to the figures given in the Statistical Abstract of the United
States, 1940, and summarised in Table 1 of Part I1I (see especially footnote
4), tax collections as given in Table VII of this chapter represented about
84-6 per cent of the total Ordinary Receipts of the National Government
during 1937-38. Of the remaining 15-4 per cent, 12-1 represents social
insurance contributions, 0-4 Panama Canal tolls, etc., 0-5 seigniorage,
11 interest and other receipts from securities, and 1-3 miscellancous
receipts. Hence nearly the whole of the revenues of the National Govern-
ment are derived from taxation and social insurance contributions. This
contrasts, for instance, with India, where the Central Government derives
about 39 per cent of its ordinary revenue from public utilities (especially'.
railways) and from miscellaneous sources such as interest, contributions
from Indian States, and defence receipts.*

Revenue figures for States in 1936-37 (the latest year for which fairly
full details are available), as given in the Statistical Abstract ol the

1 See Chapter VII, Table VI, pp. 202 and 203.
E
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United States, are summarised in Table 3 of Part III. According to this,
75-9 per cent of State revenues in 1936-37 were derived from taxation.
Of the remaining 24-1 per cent, 14-3 were derived from grants (13-8
grants from the Federal Government and 0-5 from Local Authorities),
4-4 from charges for current services, 1-2 from contributions from public
service enterprises, 0-1 from special assessments and special charges and
4-1 from all other sources. Thus, the proportion of revenue derived from
taxation is appreciably lower than in the case of the Federal Government.
A figure comparable with the 84-6 per cent given for Federal tax revenues
would be even lower than 75:9 per cent. The definition of a tax used by
the United States Department of Commerce, like that used in the Enquiry
into the Burden of British Taxation,! is appreciably wider than that used
by the Tax Institute, University of Pennsylvania, on whose compilations
Tables VI1 and VIII are based.2 The figure of total State tax collections
given by the Institute for 1936-37 ($2932-2 millions less $260-0 millions of
local shares of shared taxes, making a tax revenue of $2672-2 millions)
represents 65-3 per cent of total State revenues as given in Table 3 of
Part 111 ($4093-2 millions). This compares with 73 per cent in the case of
the Indian Provincial Governments.

The latest detailed Local Government figures, as has already been
mentioned, are those for 1932, since when the totals have declined as a
result of the expansion of National and State Government functions
consequent on the depression and the New Deal. In 1932 total Local
revenue receipts, as shown in Table 6 of Part III, amounted to $6644-0
millions. Of this, taxes comprised $4715-9 millions, or 71-0 per cent.?
Since then the proportion may have risen. Thus, for all Governments
together, the percentage of revenue derived from taxation in 1937-38
must have been in the neighbourhood of 78 per cent.

Table 10 of Part III, as well as Tables 3 (especially footnote 2), 4 and
5, illustrate the system of intergovernmental grants as it exists in the
United States. Most of the figures are for 1936-37, the last year for which
we have been able to obtain fairly detailed data. The system has several
striking characteristics, of which the following three should be noted.

First, there is a much closer link between the revenues and expenditures

1 The Burden of British Taxalion, by G. Findlay Shirras and L. Rostas. National
Institute of Economic and Social Research, Economic and Social Studies II, Cambridge
University Press, 1942; New York, Macmillan & Co., 1943.

2 E.g. the percentages in Table VIII exclude social insurance contributions, though
they include under State tax collections (instead of under Local ones) the Local shares
of State-collected shared taxes.

3 Of the remaining 29-0 per cent, grants from higher layers of Government amounted
to 9-3 and earnings of public service enterprises to 7-8 per cent of total Local Government
revenues. The smallness of the proportion due from public utilities is a point of contrast
with that of other Federations studied in this Enquiry.
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of State and Local Governments than there is between either and the
National Government. This shows itself mainly in two ways: a con-
siderable proportion of State and Local tax revenues consists of taxes
shared between State and Local Governments, quite apart from grants ;
and nearly a third (32 per cent in 1936-37) of State expenditures consists
of grants to Local Authorities, as mentioned above.

This last phenomenon is closely connected with the second point,
namely, the fact that most grants, even those from the Federal to State
Governments, are made for specified purposes. We find, therefore, not so
much a system in which the higher layers of Government subsidise the
lower, e.g. as a result of having more progressive and more expanding
sources of revenue, but rather a system in which the higher layers of
Government use the administrative machinery of the lower layers to
translate the allocation of their financial resources into eflective services.
As can be seen from Tables 5 and 10 in Part IIT, State aid to Local
Authorities is allocated almost exclusively to the secondary functions
of Government, and here again, with the notable exception of highway
maintenance, mostly to the social services. Of these, education is
definitely the most important in this respect, with relief (usually classified
as “ charities ) in the second place. In 1936-37, out of all State grants
to Local Authorities (or ““ minor civil divisions ), 99-7 per cent repre-
sented secondary functions of Government, of which 77-5 per cent was
spent on social services (education 57-4 per cent, relief 19-9 per cent
and public health 0-2 per cent) and 19-0 per cent on developmental
expenditure (of which 18-9 per cent went to highways).

Similar features characterise Federal grants to the States, and this
leads to the third point, the way in which the States have become the
agents carrying out the National Government’s social security legislation.
(The relevant parts of the tables are the footnote to and Section E of
Table 10 in Part IT11.) In 1936-37 grants comprised, as we have already
seen, 14:3 per cent of\w revenues, (-5 per cent being grants from minor
civil divisions and 13-8 per cent grants from the Federal Government. Of
the latter ($564-8 millions), 56 per cent was for highways, 27 per cent for
relief, 4 per cent for education, 2 per cent for public health, 2 per cent for
unemployment compensation administration and 8 per cent for other
purposes. But the place of the States in the system created by the New
Deal is only appreciated when we remember that in 1939-40 (the last year
for which it has been possible to obtain detailed figures) Federal grants to
States and Territories ! for public assistance and for administration of
the unemployment compensation laws and State employment services
amounted to $345:0 millions. Of this total, $61-6 millions represents

1 The share of the Territories in these figures is very small.
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unemployment compensation and $283-4 millions public assistance ($231-1
millions for old age-pensioners, $46-1 millions for dependent children and
$6-2 millions for the blind). In Table X below and in Table 2 of Part IT1
the expenditure of the National Government under the Social Security Act
in 1937-38 is given as $332 millions. Apart from administrative expenses,
this figure represents entircly grants to States and refunds to States of
taxes collected under the Act. Reference has already been made to the
growing source of revenue which the States have found in the pay-roll
taxes for unemployment insurance which they, together with the Federal
Government, levy. It can thus be seen that as the higher layers of
Government, and especially the National Government since the New
Deal, have taken over more of the responsibility for the expanding social
services, the financial and administrative division between the various
Governments has become less clear-cut, and co-operation in specific fields
has increased.

Governanent Expendilures

The discussion of the American system of intergovernmental grants
for social services has led us from the field of revenue into that of expendi-
ture. This is now to be discussed in more detail. A summary picture of
the situation is conveyed by Tables X and XI.

Owing to the lack of complete and comparable data for all Govern-
ments, only National Government figures for 1937-38* and State and
Local figures for the latest available years could be given. This means
1936-37 figures for States (taken from the Statistical Abstract of the
United States, 1940) 2 and 1931-32 figures for Local Governments.® In
the latter case, the figures summarised in the Statistical Abstract and
reproduced in Table 6 in Part I1I of this Enquiry are taken from Financial
Statastics of State and Local Governments, 1932 (United States Department
of Commerce, Bureau of the Census).* That volume contains details for
all States and all types of Local Government so far as they are available.
Unfortunately there are large gaps in the details, though the total expendi-
tures on operation and maintenance of general departments, on operation
and maintenance of public service enterprises, on interest and on outlays,’
and hence the grand totals, are complete. We have utilised such details
as are given to estimate the distribution among the various heads of the
total expenditure on operation and maintenance of general departments.
As the figures refer to different years (one of them before the New Deal),

1 See also Table 2 in Part ITL. 2 See also Tables 4 and 5 in Part ITL.
3 See also Tables 6 and 8 in Part III. 4 See also Table IX on page 48 above.
5 Expenditure of a capital nature out of revenue, e.g. for purchase and improvement

of land, erection of new buildings, extension of water-supply systems, or purchases to
increase the collection of libraries.



TABLE X

PusLic EXPENDITURES FROM REVENUE, ALL GOVERNMENTS !
($ millions)

National, State, Local,
1937-38 1936-37 1931-32
1. Primary Functions : o
Legislation, administration and justice . 500 151 512
Protection to person and property . .2 106 568
Correction . . . . . e 66 .3
Pensions . . . . . 655 .4 .8
Debt services . . . . 926 122 731
Defence . . . . . 975 .5 ..
Total, Primary Functions . . 3056 445 1811
2. Secondary Functions
(1) Social Services :
Education . . . . .2 830 1965
Public health . . . . .2 226 ¢ 35667
Charities,® hospitals and corrections . .. 612 ° 373
Recovery and relief . . . 2238 .. ..
Social Security Act . . . 332 .. ..
Old-age reserve account . . 387 .. .
Railroad retirement . . . 145 .. .
Sub-total, Social Services . . 3102 | 1668 | 2603
(2) Developmental : T D
Post Office . . . . 4710 .. .
Public buildings . . . . 61 .4 L4
Public highways . . . . 152 458 598
Shipping Board . . . . 3 .. .
River and harbour work and flood
Control . . . . . 1656
Panama Canal . . . . 11 .. ..
Tennessee Valley Authority . . 42 . .
Rural electrification administration . 11 .. ..
Reclamation projects . . . 40 .. ..
Civilian Conservation Corps . . 326 . .
Development and conservation o
natural resources . . . .. 78 12
Agriculture . . . . 473 .. ..
Public works, ete.!! . . . 134 .. ..
Public service enterprises . . .. 312 302
Sub-total, Developmental . . 1464 539 912
(3) Outluys 13 . . . . .. ne 1476
(4) Miscellaneous . . . . 4 - 99 164
Total, Secondary Functions . . 4570 3018 5245
Granp ToTAL . . . . 7626 3463 7056 |
[N B L |

' Qwing to the impossibiity of giving comparable detailed data for 1937-48 for all Governments,
National expenditures from revenue for that year have been given as in ‘Table 2 i Part 11I, State
cost payments of gencral governinent (ve. excluding public service enterprises) for 1936-37 as n
Table 4 in Part I1I, and Local cost payments (including public service enterprises) for 1932 — the
last year for which details are available —- as given in Table 16 1n Part 111 It should be noted that
the State figures include a substantial progomon of grants to Local Authorities, the 1932 counterpart
of which has not been eliminated from the Local figures ; also that many ot the Local items (as distinct
from the grand total) have had to be estimated on the basis of figures available for some authorities
in some of the States. For further details see the footnotes to the tables referred to.

t A few small items are included in ‘L lation, administration and justice ',

3 Given under ‘‘ Charities, hospitals and corrections’’.

« Not shown as a separate item in the official statistics. )

s Militia and armouries included under * Protection to person and property *’.

¢ Tncludes hospitals and recreation.

7 Excludes hospitals which are included m the following item,

s Malnly poor relief.

* Charities only.

10 Mainly postal deficiency.

1 Includes U.8. Housing Authority ($165,000).

11 Contribution from general Government funds only.

18 State and Local capital expenditure out of revenue.
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TABLE XI

PusLic EXPENDITURES FROM REVENUE, ALL (JOVERNMENTS !
(Percentage distribution)

PT.

Note—For footnotes see Table X,

National, State, Local,
1937-38 1936-37 1931-32
1. Primary Functions :
Legislation, administration and justice . 6-6 4-4 72
Protection to porson and property ..2 31 81
Correction .. 19 .8
Pensions 86 .8 ..
Debt services 12-0 ya 3-4 10-4
Defence 12-8 VAR 5 ..
Total, Primary Functions . 40-0 12-8 257
2. Secondary Functions :
(1) Social Services :
Education .2 240 27-8
Public health .2 658 507
Charities,® hospitals and correctlons .. 17-7° 54
Recovery and relief 29-3 .. .o
Social Security Act 44
Old-age reserve account 51
Railroad retirement 19
Sub-total, Social Services 40;7 48-2 382
(2) Developmental :
Post Office . . . 0-6 10 . ..
Public buildings . 08 . L8
Public highways 20 132 85
Shipping Board . * .. ..
River and harbour work and ﬂood
control . 2-2
Panama Canal . 01 .
Tennessee Valley Authonty . 0-6 ..
Rural electrification administration . 01 .
Reclamation projects . 05
Civilian Conservation Corps 43
Development and conservation of
natural resources .. 23 0-2
Agriculture 6-2 .. ..
Pubhic works,1t 1-8 .. ..
Public service enterprises . 0112 43
Sub-total, Developmental 19-2 15-6 130
(3) Outlays 3 o 20-6 209
(4) Miscellaneous . . . 01 2-8 22
Total, Secondary Functions . 60-0 / 87-2 743
Graxp Toran . . . . 100-0 100-0 100-0

* Lesy than 0 05 per cent.
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it is, of course, impossible to give details for total Government expenditures
(National, State and Local combined). Since 1931-32 Local expenditures
have declined a little, both in absolute terms and relatively to National
and State expenditures. In 1937-38 they must have amounted to about
$5900 or $6000 millions. The figures include duplication due to inter-
governmental grants. The most important of these are the State grants
to Local Governments (32 per cent of total State expenditures), as we
have already seen.

The true significance of the figures, especially of the percentages in
Table X1, is grasped only when we compare them with the system exist-
ing before the New Deal. Tables 16 and 17 in Part III show public
expenditures from revenue for all Governments in 1931-32, in millions of
dollars (Table 16) and percentages (Table 17). There is a slight difference
in arrangement between the two sets of tables. The State figures for
“ Charities,! hospitals and corrections ” in Tables 16 and 17 contain all
the items named. In Tables X and XI above “ Correction ”’ (State figures
only) has been given as a separate item under Primary Functions, and
State expenditure on hospitals included under ¢ Public health”. Asit has
not been possible to split up the 1932 figures in the same way, Local figures
for “ Charities, hospitals and corrections ” in all four tables contain all
these three items. The following other points should be borne in mind.
First, State expenditure on public service enterprises in Tables X and XI
above only represent contributions from general Government ? funds,
whereas the corresponding figures in Tables 16 and 17 as well as the Local
figures throughout represent total expenditure from revenue on public
service enterprises in 1931-32. Secondly, pensions are not given separately
in the State and Local statistics. This means that the figure for * Pen-
sions ” in the totals columns of Tables 16 and 17 refer to National Govern-
ment expenditure only, and that State and Local expenditures on primary
functions as given in all four tables are somewhat below the true figures.
Thirdly, the figures for Federal expenditures in Tables 16 and 17 include
trust and related accounts totalling $326-5 millions. This is the reason
for the discrepancy between total Federal expenditures in 1931-32 as
given in Table 16 and as given in Table 12. The latter total is the one
which is comparable with that given in Table X for 1937-38.

The picture presented by the 1932 figures is one of fairly clear-cut
division between the functions of the National Government and those of
State and Local Governments. Apart from protection to person and
property and debt services® (neither a very large proportion of either

1 Mainly poor relief.
% I.e. State finances other than those relating to
3 And pensions,
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State or Local expenditures), the subordinate political units were con-
cerned almost wholly with the secondary functions of Government, such
as social services and development.

The Federal Government, on the other hand, was mainly concerned
with the primary functions — general administration, legislation and
justice ; pensions; debt services; defence. Federal expenditure on the
social services was very small indeed ; of the 33 per cent of Federal
expenditures devoted to development 4 per cent represented the postal
deficiency,! 16 per cent the Reconstruction Finance Corporation 2 and 12
per cent agriculture,® 7.e. even in 1931-32 the depression had caused an
abnormal increase in the proportion of Federal expenditures devoted to
secondary functions, thus foreshadowing the New Deal.

With the coming of the latter, the picture has changed completely, as
can be seen by comparing Table XI above with Table 17 in Part III.
In 1929 primary functions absorbed 87 per cent of Federal expenditures.
In 1932, at the bottom of the depression and just before the New Deal,
they absorbed 65 per cent ; and in 1938, 40 per cent. In the last-named
year, the proportion of Federal expenditures devoted to the social services
(40-7 per cent) exceceded that devoted to primary functions, or that
devoted to the social services by either State or Local Governments in
1931-32. The relevant proportion of State expenditures was considerably
higher in 1936-37 (48-2 per cent) than in 1931-32 (37 per cent). Neverthe-
less, Federal expenditures on the social services in 1937-38 were pro-
portionately higher than the corresponding State expenditures in 1936-37,
if grants to subordinate Governments be excluded from both totals.
In the field of developmental expenditures, the National Government
figures are proportionately the highest and the Local Government ones
the lowest, whether or not grants are excluded. This is not very different
from 1931-32. But it has to be borne in mind that Federal figures in that
year were already affected considerably by the depression. In 1928-29
the proportion of Federal expenditures devoted to development was 10
per cent. If grants are eliminated it is safe to say that the pre-depression
order was the reverse of that prevailing after the depression — viz. Local
Governments devoted the highest proportion of their expenditures to
development and the National Government the lowest. Nevertheless,
the difference in this field in none of the years concerned was as striking
as that in the field of social services.

It should also be borne in mind that the figures are profoundly affected

1 A regular feature of U.S8. finance, in striking contrast to other countries which derive
a net revenue, sometimes substantial, from their Post Offices.

* A depression measure. The year in question was the first in which there was any
expenditure under this head.

3 Swollen to 3-4 times the 1929 level as a result of the depression.
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by the way in which National Government expenditure on * Recovery
and Relief” is classified. Much of it would normally be regarded as
developmental. Nevertheless, we have classified the whole of this
expenditure as social services, because their object is not so much to
develop the country as to combat depression and unemployment.

Before the depression the National Government was mainly concerned
with the primary functions of government, and the State and Local
Governments with the secondary functions. After the depression and
the New Deal had had their effect, the National Government still devoted
a much higher proportion of expenditures to primary functions than did
the other Governments, but the difference was very much less marked,
and another difference had appeared. The latter only becomes apparent
when we analyse into their components the otherwise proportionately
similar expenditures on the social services. The expenditure of the States
and Local Authorities on social services is devoted to education (by far
the most important head), public health (including hospitals and recrea-
tion) and poor relief. The latter is the least important of these heads in
the case of Local Government expenditures, but the proportion of State
expenditures devoted to it rose considerably between 1931-32 and 1936
1937.1 The new Federal expenditure on social services is devoted almost
entirely to social security measures — the recovery and relief programmes
to combat depression and unemployment —and unemployment, health and
pension insurance schemes. This brings home once more the essential
characteristic of the depression and post-depression era in respect of
Government functions. These functions expanded, and expanded mainly
in the field of those social services which have not been described. As
they expanded, a proportionately larger share of such expenditure was
taken over by the higher layers of Government, and especially by the
Federal Government.

The distribution of expenditures as presented in Tables X and XI
above may be summarised briefly as follows.

National Government expenditure on primary functions in 1937-38
was 40-0 per cent of the total. Of this 12-8 per cent was on defence, 12-0
per cent on debt services (other than debt retirement), 8:6 per cent on
pensions and 6:6 per cent on legislation, administration and justice
(including a few small items on protection to person and property,
education, etc.). Secondary functions absorbed 60-0 per cent of National
Government expenditures. Of this 40-7 per cent was on social services —

”»

1 State expenditure on * Charities, hospitals and corrections ” combined was 11-0
per cent of total State expenditures in 1931-32 and 24-9 per cent in 1936-37. Of the
latter figure, 17-7 per cent of total State expenditures represents charities (poor relief),
5-3 per cent hospitals and 1-9 per cent corrections.
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29-3 per cent recovery and relief, 4-4 per cent expenditure under the Social
Security Act, 5-1 per cent old-age reserve account and 1-9 railroad retire-
ment ; 192 per cent was on development — 6-2 per cent agriculture
(including Department of Agriculture), 4-3 per cent Civilian Conservation
Corps, 2-2 per cent river and harbour work and flood control, 2-0 per cent
public highways, 1-8 per cent public works,? 0-8 per cent pyblic buildings,
0-6 per cent Post Office,? 0-6 per cent Tennessee Valley Authority, 0-5 per
cent reclamation projects, and 0-2 per cent other heads. Miscellaneous
expenditure (District of Columbia, United States share) absorbed 0-1 per
cent of total Federal expenditures.*

In 1936-37 5 primary functions absorbed 12-8 per cent of all State
expenditures (187 per cent of direct expenditure and 0-3 per cent of
grants).® Of this, 4-4 per cent of the total (6-4 per cent of direct expendi-
ture) represents general administration, legislation and justice, 3-4 per
cent (5-2 per cent of direct expenditure) represents debt services, 3-1 per
cent (4-3 per cent of direct expenditure and 0-3 per cent of grants) repre-
sents protection to person and property, and 1-9 per cent (2-8 per cent of
direct cxpenditure) correction. Secondary functions absorbed 87-2 per
cent of total, 81-3 per cent of direct and 99-7 per cent of grant expenditures.
Of this, 482, 34-4 and 77-5 per cent respectively went to social services —
education 24-0 (8-2, 57-4) per cent,” public health 6-5 (9-5, 0-2) per cent,
relief 177 (16-6, 19-9) per cent ; 15-6 per cent of total State expenditure
(13-9 per cent of direct expenditure and 19-0 per cent of grants) went to
development — 13-2 (10-5, 18-9) per cent on highways, 2-:3 (3-3, 0-1) per
cent on development and conservation of natural resources, and 0-1 (0-1,
0-0) per cent on contributions to public service enterprises.® Outlays®
absorbed 20-6 per cent of total and 30-2 per cent of direct expenditure, and
miscellaneous items 2-8 per cent of total, 2-8 per cent of direct and 3-2 per
cent of grant expenditures.

Grants represented 32 per cent of total expenditure, 1 per cent of that
on primary functions (4 per cent of that on protection to person and

1 8152 millions. Additional expenditure, amounting to $85 millions, is included
under “ Recovery and Relief ”, making a total Federal expenditure on highways of
$237 millions. A large proportion of this consists of grants to States.

2 Mostly loans and grants to States, municipalities, eto.

3 Mostly postal deficiency.

4 The larger figures for 1931-32 in Tables 16 and 17 in Part III are due to the inclusion
of trust and related accounts.

& See also Table 5 in Part IIL.

¢ Note, however, that pensions have not been given as a separate item under primary
functions, but included under the various departments with which they are connected.

7 77 per cent of State expenditure on education consists of grants to minor civil
divisions such as school districts.

8 But see p. 556 above on the significance of this last figure.

® See note 5 abovo.
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property), and 37 per cent of that on secondary functions. 51 per cent of
all expenditures on social services (education 77 per cent, public licalth
1 per cent, relief 36 per cent) took the form of grants. The figures for
development are 39 per cent — 46 per cent for highways and 1 per cent
for development and conservation of natural resources. No grants were
made for outlays, and grants for general purposes represented 35 per cent
of miscellaneous expenditure.

As in the case of revenues, these figures hide substantial differences
between States,into which we cannot, unfortunately, enter into more detail
here. An indication of the differences is given by Table 15 in Part T1I,
which compares interest payments in 1936-37 with total expenditures of
all States, individually and by regions.

Of Local Government expenditures in 1931-32, 25-7 per cent went to
primary functions — debt services 10-4 per cent, protection to person and
property 8:1 per cent, and legislation, administration and justice 72 per
cent.! Secondary functions absorbed 74-3 per cent ; 38-2 per cent repre-
sents social services — education 27-8 per cent, public health 5-0 per cent,
and charities (relief),? hospitals and corrections 5-4 per cent; 13-0 per cent
represents development — public highways 3 8:5 per cent, public service
enterprises 4-3 per cent and development and conservation of natural
resources 0-2 per cent ; 20-9 per cent of total Local Government expendi-
tures in 1931-32 represents outlays and 2-2 per cent miscellancous
items.

As in the case of revenues, there is considerable diversity between
different types of Local Authorities. This is illustrated to some extent by
Table IX on p. 48 above, and by Tables 6 and 8 in Part III. To take
an example, the estimated expenditure of Local Authorities ou education,?
as given in Table X above, was $1965 millions in 1931-32. The (known)
total expenditure of school districts ® under this head was §1243-6 millions,
or 63 per cent of all Local expenditure on education and 99-5 per cent of
the total expenditure of school districts. Expenditure on public service
enterprises, interest and outlays was proportionately higher for cities,
towns, villages and boroughs than for other Local units. Especially is this
true of expenditure on public service enterprises — 7-9 per cent as com-
pared with 0-03 per cent in the case of counties, 0-9 per cent in that of

1 But see p. 58, note 6 above on pensions. Moreover, expenditure on correction is
included in ¢ Charities, hospitals and corrections > given under Social Services.

2 This item has probably declined in importance since 1931-32.

3 Duplication is unusually large in the case of figures for highways, as these figure are
an important item among the grants both from the Federal Government to the States
and from the latter to Local Authoritics.

¢ Schools and libraries.

5 Exclusive of schools under the administration of counties, cities, towns, villages and
boroughs,
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other Local Authorities and 4-3 per cent for all Local Governments together.
County expenditure on highways (16-7 per cent of total county expendi-
tures) was nearly twice as high proportionately as that of all Local
Authorities taken together (estimated at 8:5 per cent). For as we have
seen, there is a multiplicity of Local Governments and a division of
function between them in the United States which contrasts with the
consolidation that has characterised the British system since the Local
Government Acts of 1888 and 1889. Details of revenues and expenditures
of cities of 100,000 or more inhabitants in 1936 -37 are given in Table 9 of
Part III.

Tables 11 and 12 in Part III give total revenues and expenditures of
all Governments, by regions, for 1931-32 and 1936-37, as well as the
percentage increases between the two years in question. Local figures for
the second year are not available, and only rough estimates of the grand
totals have been given. The figures show throughout a proportionately
greater increase in revenues than in expenditures,! largely owing to the
abnormal deficit position in the depression year 1931-32. In the case of
State and Local Governments this applies also to the figures given in
Table V above (cf. the second percentage column). In the case of the
National Government it seems at first sight to be the other way round.
The puzzle is solved if we remember that in Table V 1937-38 is compared
with 1929-30, and in Tables 11 and 12 in Part IIT 1936-37 is compared
with 1931-32 — a year in which the Federal Government already had a
considerable deficit ($2-5 billions). The increase in revenues was most
marked in the case of the National Government and, among States, in
that of the North-eastern and Middle States and of California (in ascending
order). This means that the predominance of the National Government
and of the regions concerned has been further increased. The matter is less
simple in the case of expenditures. The National Government leads again,
and California among State regions, with the Middle States second. But
the increase in the North-eastern States is the second lowest, the order
being California, Middle, Pacific North-west, South-west, Mountain and
Great Plains, North-east and South-east. There was a decline in Local
Government expenditures.

IV. Tue PusLic DEBT

The composition of and the changes in the public debt of the United
States in recent years are shown in Tables XII and XIII below and in
Tables 13 and 21 in Part III.

! Local expenditures actually decreased, while the change, probably an increase, in
revenues was shght.
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TABLE XII
Tue PusrLic DEBT oF THE UNITED STATES

($ millions)

])cht. of the Nnhmml Government i
on 30th June — .
| 1932 1938 s |
| 1. Interest-bearing Debt :
i Bonds! . . . . . 14,250 23,602 29,920 |
| Notes? . . . 1,260 9,147 6,383 !
+ Certificates of mdebtedncss ro, . 2,726 . .. !
Treasury bills . . . 616 1,154 L302 |
' Special issues to Government agencies I
X and trust funds . . . 309 2,676 2 4,775
i ——— e e e
; Total interest-bearing debt .| 19,161 36,579 42,380 :
| 1
i 2. Non-interest-bearing Debt : |
! Matnred debt . . 60 141 205
f Other non-interest- beanng debt 3 . 266 447 386
: Total non-interest-bearing debt . 326 588 591
| Torar, Gross Desr#¢ . . .| 19,487 37,167 42,971
| Less net balance held by the Treasurcr of
| the United States . . . 261 1,313 1,589
l ToraL Ner DEBT * . . . 19,226 35,854 41,382

! Eacludes special 1ssues to (Government ageneies and trust funds,
? Bonds $500 2 nullions, and notes $2175 5 millions.

3 Atter deducting gold reserve against United States notes,

¢ Includes matured debt on which mnterest has ceased,

Source.—Statistical Abstract of the United States, 1040

The debt of the National Government reflects very closely in its changes
the political and economic events of recent decades. The gross debt
amounted to $1225 millions on 30th June 1916. Three years later the
war had swollen it to $25,842 millions. Then began a period of steady
reduction, the lowest level being reached in 1930 with a gross debt, on
30th June, of $16,185 millions. Then came the depression and the New
Deal, and with them a new era of deficit-financing. By 1932 the gross debt
had risen to $19,487 millions. The New Deal came, and by 1934 the
debt amounted to $27,053 millions. Four years later, by 1938, another
$10 millions had been added, making a total of $37,167 millions. Since
then it has risen steadily as a result of rearmament and war. The
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PT. I
TABLE XIII
DEBT oF ALL GOVERNMENTS, 1937
A. Federal, State and Local Debt
$ millions S
Federal State Local Total
Funded or fixed debt’. 21,824+4 3023-11 .02
Floating or current debt 14,602-7 3 252:6 1 .2
Total Gross Debt 36,427-13 | 327571 .2
Less (i) net balance held by
the Treasurer of the
US.A. . 1,960-4
(ii) State sinking fund
assets 598:51
Total State net debt in respect
of general Government 2677-2
Plus State debt in respect of
public service enterprises . 93-2
TorarL NET DEBT 34,466-7 2770-4 14,824-14| 52,061-2
Percentage distribution 66-2 53 28-5 100-0
B. Debt of Cities of 100,000 or More Inhabitants ®
Net i);i)t ¢ B Gross Debt
$ millions Per cent $ millions Per cent
General Government . 3904 61-0 5359 65-7
Public service enterprises 2499 39-0 2797 34-3
ToraL . 6403 100-0 8156 100-0

* Not available.

8 After deducting gold reserve against U.S. notes.
¢ Made up as follows : Municipal debt, $8934 8 millions ; all other local debt, $5889 2 millions ;

total, $14 8240 millions.

1 Gencral Government only, i.e. excluding public service enterprises.

* "The figures cover the Government of the city corporation proper and independent school districts,

sanitary districts and other inde
include a percentage of the financi
having over 300,000 population.

ndent districts practically co-extensive with cities; th

ey also

statistics of the county Governments in which there are cities

¢ Net debt 1s funded or ?xegbodebt less assets in general sinking funds. Note the difference in
“4" gbove,

definition as compared with ‘.

figures are:

(Budget estimate), $110,421 millions.
Side by side with the increase in the amount of debt there have been

1940, $42,971 millions; 1941, $48,979 millions; 1943
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changes in its composition. In 1932 three-quarters of it consisted of
funded debt, or bonds. The following years, the first of the New Deal, saw
an enormous increase in the floating debt, especially of notes (which
increased from $1260 millions on 30th June 1932 to $11,381 millions on
30th June 1936). The first “ pump-priming *’ deficits were financed very
largely from this source. By 1935 the floating debt represented half the
total gross debt. Then the tide began to turn. The floating debt was
reduced (notes alone fell to $6203 millions on 31st December 1939), and
bonds rose from $14,936 millions on 30th June 1935 to $23,602 millions in
1938 and $29,920 millions in 1940. All the above figures for bonds and
notes exclude special issues to Government agencies and trust funds. The
special issues were fairly stable and not large in amount until 31st December
1936, when they amounted to $632 millions. But after that date they
increased quickly — to $1558 millions on 30th June 1937, $2676 millions
in 1938 and $4775 millions in 1940. On 30th June 1938 they consisted of
$500-2 millions of bonds and $2175-5 millions of notes. The increase in
this item thus offset to some extent the decline in the market issues of
notes and Treasury bills. Nevertheless, it remains true to say that whereas
in the early years of the New Deal the increase in the public debt was
largely an increase in the floating debt, in the later years it was mainly an
increase’ in the funded debt.

We have seen how, in the past decade, Federal revenues and expendi-
tures gradually overtook State and Local ones. This is true even more
of public debt. During the decade preceding the depression, while the
Federal debt was being reduced, State and Local debts both approximately
doubled. In 1922 Federal net debt was nearly three-quarters of total
governmental net debt. In 1932, when Federal debt, after reaching its
lowest point in 1930, was already on the increase, the proportion had
fallen to about one-half. In 1937, as Table XIII shows, it was again 66-2
per cent. State debt had risen comparatively little in the five-year
interval, and Local debt had fallen more. Since then the preponderance
of Federal debt has been increasing steadily, and the war promises to make
it eclipse State and Local debt altogether.

Since the increase in the debt of the United States has been very
largely due to deficit-financing caused by war, depression and “ pump-
priming ”, most of it is *‘ dead-weight ~* debt. This contrasts with other
Federations studied in this Enquiry such as South Africa and, especially,
India. In these countries a much greater proportion of the public debt,
especially of that of the Central Governments, is directly productive in
the sense of producing its own interest. Of course, it may be said that the
productivity of the debt incurred by the Roosevelt administration before
the war is to be sought in the recovery it was intended to promote rather
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than in interest received by the Government from investments. Never-
theless there can be no doubt that this debt will continue to be a much
heavier charge on the taxpayer for decades to come than, say, is the case
in India or in South Africa. The contrast is less in the case of Local
Government debt. But even in the case of cities of 100,000 or more
inhabitants debt of public service enterprises constituted, in 1937, only
34-3 per cent of the gross debt and 39-0 per cent of the net debt.!

Summary figures for debt, like those for revenues and expenditures,
hide the great differences between different units of Government. There
are differences both in indebtedness and in credit standing. In this
connexion it will be remembered that some of the States, such as
Mississippi, Florida and Alabama, have repudiated or defaulted on their
debts in the past. Table 15 in Part III compares interest charges and total
expenditures of State Governments in 1936-37, individually and by
regions. Two features are especially striking. First, the regions whose
debt charges are proportionately above the average are the South-
east (very marked), the North-east and (to a lesser extent) California.
Secondly, the differences between individual States, even within the
same region, are far greater than those between regions. The average
expenditure devoted to debt charges for all States and regions is 3-5 per
cent of total expenditures. The lowest for any region is 0-9 per cent
(South-west), and the highest 6:1 per cent (South-east). The lowest
for any State is 0-0 per cent (Florida) and the highest 18-8 per cent
(Arkansas), both in the same region (South-east). Even New York (5-4
per cent) and New Jersey (7-1 per cent), though above the average, are
far below Arkansas (18-8 per cent), South Dakota (10-6 per cent) and
Tennessee (102 per cent), while Pennsylvania (20 per cent) is definitely
below the average.

Indirect Debt

In addition to the direct public debt of the Federal Government, the
last decade has seen a new development, the guaranteed security. Many
of the Federal corporations created since 1932 have been financed by the
issue of their own securities, guaranteed by the Government and con-
stituting contingent liabilities of the United States. The process began
with the creation of the Reconstruction Finance Corporation in 1932.
As a result of the New Deal it grew enormously between 1934 and 1941
(see Table XIV). On 30th June of the latter year, the outstanding

1 Net debt is here defined as funded or fixed dobt less sinking fund assets. In the
figures quoted above it means total gross debt less net balance held by the Treasurer of the
U.S.A. in the case of Federal debt, and gross debt less sinking fund assets in the cases of
State and Local debts.
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guaranteed liabilities of the United States totalled $6362 millions. But
in October of the same year the Treasury announced that no more guar-
anteed sccurities would be issued, that those then outstanding would be
converted into direct obligations of the United States, and that the
Federal corporations would in future be financed directly by the Treasury.
This chapter in the history of the United States debt may therefore be
considered closed.!

TABLE XIV

CONTINGENT LIABILITIES OF THE UNITED STATES, 1934-411

($ Millions)
doth | Owmene govi siruction Commodity States | M ﬁtulnénrx‘:(l; Total
. June , Loan ‘Murtgage . Fimance Corporation Housing Admims-
| Corporation | Corporation | Corporation Authonity tration
1934 747 313 236 .. .. .. 1296
1935 2767 1233 251 .. .. .. 4251
1936 3071 1431 253 .. . .. 4755
| 1937 3007 1431 257 . . .2 4695
i 1938 2969 1419 299 206 .. 1 4894
1939 2935 1388 822 206 115 3 5469
1940 2635 1269 1097 407 114 8 5530
1941 2410 1271 ; 1742 696 226 17 6362 ;

! 'The figures mclude mterest, but do not include various guamnu ed obllga.tlons (e q. obhg:mons
of the Tennessee Vallevy Autlmnty) purchased by the Treasury and reflected 1 the direct pubhe debt
? Less than $500,000.

Source.—H. Walter Hargreaves, * The Guaranteed Sccurity in Federal Fimance'’, Journal of
Poldwal Economy, Aug 1942, p. 569, (Mr Hargreaves® figures are based on the Umted States Treasury’s
Statements of tm Public Debt. )

V. CoNcLUSION

It is difficult to sum up briefly the main results of this study of American
finance. The first outstanding feature is the great increase in public
expenditures which was marked even before the war. Higher standards
for old services and large-scale expenditures on new activities are notice-
able in all layers of Government, but especially in the Federal layer in
recent years. Sccondly, the great depression of 1929-33 was accompanied
by large expenditure on relief which has made the New Deal a landmark
in American public finance. Deficit budgeting became the order of the
day. Recovery, as bitter experience has taught, depends on increasing
purchasing power, and the merit of deficit budgeting as a remedy for
depression depended on whether Government borrowing increases pur-
chasing power and whether this increase leads to greater spending. These

1 Cf. H. Walter Hargreaves, ‘“ The Guaranteed Security in Federal Finance *, Journal
of Political Economy, Aug. 1942.
F
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two features of American public finance have resulted in a change in
tax structures. There is considerable competition for revenues among
competing authorities, mainly between Federal and State and between
State and Local Authorities. The multiplicity of taxing authorities is
noteworthy. They number about 175,000 and some authorities are very
small, leading to the levying of unequal taxes and also to high costs of
collection. The number of taxes is also large. What constitutes a separate
tax depends on difference in base and rate. It would not be wrong to
state that the Federal tax system runs to over 100 taxes, and in New
York State there are also 38 State taxes and seven Local taxes, or a total
of 145 in all.l Ten of these taxes produce over nine-tenths of the total
revenue. The three main taxes are the property tax, the personal and
corporation income taxes, and the comparatively recent pay-roll tax.
In the last century the three taxes which dominated all others were customs
duties, a federal source of revenue, the property tax and the poll tax a
so-called democratic tax which, like a club subscription, was the same
for everyone contributing to the support of Government. Customs
duties were a Federal source of revenue whereas property taxes were for
State and Local purposes. The Federal Government under the Constitu-
tion could levy a property tax only in proportion to the population of the
various States, since it has always been regarded as a direct tax. It was
levied only on rare occasions by the Federal Government, and then, too,
only with indifferent success. In the present century the property tax
has become in the main a local tax. In 1900 more than half of the State
revenues came from the property tax, but to-day only one-twentieth does.
In place of this, in order of time, the following taxes have taken their
place in State taxation : the motor vehicle licence tax, the stock transfer
tax, the personal income tax (a quarter of the States of the Union levy
no personal income tax), the gasoline tax, the general sales tax, the pay-
roll tax and the excess profits tax. Local Authorities are dependent on
property taxation and their powers are delegated to them by the States.
They are handicapped in three ways ; by imposition of tax limits and the
extension of tax exemptions on the part of the States, and by the fact
that, being small authorities, they are limited from taxing income or
corporations. This third is perhaps the greatest of the restrictions.2 On
the whole, however, the limitations of Local Authorities in the field of
taxation are economic, due to the restricted area of the authority and the
impossibility of taxing, for example, corporations doing business elsewhere
in the State. Local tax powers are delegated powers, and in recent years
State Governments have been turning over to Local Governments the

1 Cf. Mabel Newcomer, T'axation and Fiscal Policy, Columbia University Press, New
York, 1940, p. 17. 2 Op. cit., p. 48.
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property tax as an exclusively local tax. State taxes are normally added
to Local taxes and collected by Local officials. With the improvement
in communication the number of businesses doing interstate business
is increasing, and this makes the jurisdiction of State Governments in
taxation more difficult, the advantage in tax administration being with
the wide jurisdiction. Overlapping taxes are numerous, e.g. income taxes,
corporation taxes and the taxation of liquor, tobacco and gasoline, and
the cost of collection of separate levies is greater than for a single levy.
Sometimes one layer of Government takes little or no account of the
taxation imposed by another layer, so that the double burden becomes
especially heavy. It is here that systematic integration of taxes is desir-
able, and, as shown in Part II, conflicts arise and the obstacles to be over-
come are not at all simple. The Federal Government depends mainly on
the taxation of personal incomes and corporations, pay-roll taxes, customs
and the taxation of drink and tobacco. Thus, in 1940 Federal taxes
amounted to $5698 millions, of which net income taxes were personal
income taxes $982 millions and corporation taxes $112 millions, pay-roll
taxes $838 millions, tobacco $609 millions, alcohol $624 millions, customs
$350 millions and estate duties $331 millions. Pay-roll taxes were
introduced by the 1935 Social Security Act and are earmarked for old-age
benefits and unemployment compensation. The Federal old-age benefit
is 2 per cent of the pay-roll (1 per cent from the employer ‘and 1 per cent
from the wage-earner). The unemployment benefit tax is a combined
Federal and State levy of 3 per cent on the pay-roll. In some States it is
higher. The productivity of the tax is very great, but the increase in
old-age benefits without increasing the rate of contribution has been such
that the reserve will not increase to the extent hitherto regarded as
certain.

It is of interest to compare the changes in tax collections in recent
years, expressed as percentages of the whole, exclusive of pay-roll taxes.

—TuxTr;il_ﬂ“t;onﬂ (exclusive of Pay- roll
Taxes)

1929 1933 1937 1940

Federal . . . . 37 23 39 38

State . . . . . 17 21 23 25
Cities :

(@) 100,000 and over Local 18 21 16 15

((I;)) 03{:}1,((;{)%—;1(}(;(;,000 Govet;n- 3| 46 35 22 22

Governments maents | log
100 100 100 100
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If State and Local taxes as well as Fedecral taxes are included, taxation is
now (1943) of the order of one-third of the national income excluding
social security charges, as compared with 12 per cent at the end of the
war of 1914-18 and 20 per cent in the late 1930s.

Another characteristic of American finance is its resiliency to the
exceptional conditions of war. A few statistics in this connexion bring
this out clearly. In 1940-41 total Federal expenditure was $12-7 hillions,
of which $6:3 was on national defence ; in 1941-42 this increased to $30-6
and $24 billions respectively ; in 1942-43 to $82 and $77 billions respect-
ively, a remarkable increase especially since Pearl Harbour, 7th December
1941. In the year ending 30th June 1944 the Budget for war alone is
anticipated to exceed $100 billions (£25,000 millions), which, according to
the President, is a maximum programme for waging war. In the last war,
even in the peak year 1918-19, war costs were only one-sixth of the national
income, but in 1941-42 they were not far short of one-half and in 1942-43
about two-thirds, and in the current year it is of the order of three-fourths.
Such prodigious expenditures meant a great leap-up in production. The
index of production of the Federal Reserve Board was 77 per cent above
the level of September 1939, and the index of munitions production
published by the War Production Board was 382 in October 1942 (Novem-
ber 1941 =100). Durable goods production was up, as compared with
September 1939, 150 per cent. Agricultural production reached in 1942
a new high level, $15-6 billions, or one billion dollars above that of the
previous record year, 1919. In the field of taxation there have also been
surprises. In 1940-41 Federal taxation was $8-3 billions, or excluding
the pay-roll tax $7-6 billions; in 1941-42 $12-8 billions, and excluding
the pay-roll tax $11-9 billions ; in 1942-43 $17-8 and $16-5 billions re-
spectively ; and in the current year (1943-44) taxation will be seven
times the level of 1939-40 taxation, the taxation revenue being estimated
at $35 billions. New taxation was $7 billions in 1942-43 and $16 billions
in 1943-44. But this is not the whole story. Although these large sums
are being raised by taxation, there are large war expenditures financed by
loans. The gross debt on 30th June was, in billions of dollars, as follows :
1919, 25; 1930, 16 (the lowest since the 1914-18 war); 1935, 29; 1936, 34 ;
1937, 36 ; 1938, 37; 1939, 40; 1940, 43; 1941, 49; and 1942, 71. In
his message to Congress on 11th January 1943 the President stated that
the Public Debt will total $135 billions in the year ended 30th June 1943,
and by June 1944, $210 billions under existing revenue legislation.
These are astronomical figures and reflect national effort of a magnitude
without precedent in world history. Nevertheless, in spite of the con-
centration of the war, ¢ there will be ”’, as the President stated, *“ sufficient
volume in our bill of fare, but less variety. That may hurt our taste but
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not our health.” Although borrowing has great psychological advantages
over taxation because it seems to postpone the final reckoning of sacrifices,
raises funds more quickly than taxes and makes available to Government
large amounts of funds borrowed directly from the banks, yet, to avoid
the inflationary and other abuses of borrowing, taxation has to be kept at
the highest possible level. In this respect there has been a great advance
in the financing of the present war as compared with that of the last world
war. The taxes to loans ratio in 1942--43 was less than one-third as com-
pared with one-half in Great Britain and over one-half in Canada. In the
last war the United States and Great Britain met only 25 per cent of total
central expenditures by taxation, France 13 per cent and Germany 10
per cent. One great difference, however, between the war burden on the
United States and on Great Britain is that the United States has been able
to expand output greatly without curtailing consumption below the pre-
war level and without cutting the pre-war additions to capital by more
than one-half. In Great Britain it was not possible to extend output in
anything like to the same degree for several reasons, such as the smaller
volume of unemployment, the higher proportion of man-power in the
fighting services, the blockade and the air-raids. Consequently in Great
Britain consumption had to be curtailed to a greater degree, and in place
of a cut in the pre-war rate of investment a heavy inroad on accumulated
capital had to take place. In this respect the United States has indeed
been fortunate in being able to expand her war effort with so little effect
on her future store of capital or on her present standard of living.



CHAPTER IV

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF CANADA!

I. CaNapA’s NorMAL NaTioNal EcoNnomy

To understand Canada’s financial problems we have to look to the salient
features of the Canadian national economy during the three-quarters of a
century that have elapsed between the passing of the British North
America Act, 1867, and the present war. The most striking fact is that
the Canadian national economy before the war was a highly vulnerable
one. Canada, the oldest Federation of the British Commonwealth, is
linked up in economic solidarity with the outside world, especially with
Great Britain and the United States. In international trade she plays an
extremely important part. With a population of only over 11 millions
she was sixth among the countries of chief importance in foreign trade ;
first in the tourist trade; fourth in the volume of shipping leaving a
country’s ports; and fourth in railway mileage. In 1929 her national
income per head was greater than that of any other country except the
United States, while in 1937 owing to drought Canada was sixth or seventh.
She exported wheat and other agricultural products, many forest products
and minerals such as gold, silver, copper, nickel, lead and zinc. Indeed
her surplus was very great. She produced five times more wheat than she
consumed, ten times more newsprint and twenty times more non-ferrous
metals. Her surplus of wheat was 40 per cent of the world’s exports of
wheat, and her surplus of non-ferrous metals is also 40 per cent of the
world’s exports. Her export of newsprint was two-thirds of the world’s
exports. Canada, therefore, was a marginal source of supply for many
commodities, her own production being great and her consumption small.
The result was that any reduction in the world demand profoundly
affected the prices which she got and also her ability to pay interest on
the large amount of capital invested. This is all to the good on a rising
market because she controlled the marginal supply, but on a falling market
it was quite the reverse. Her imports included such essential raw materials
as coal, oil, rubber, tin, manufactured iron and steel, chemicals and

1T am indebted to the Report of the Royal Commission on Dominion-Provincial
Relations — the Rowell-Sirois Report (Ottawa Government Printer, 1940) — and to the
Dominion Statistician who has supplied the latest available data. With the exception of
Table 1I on p. 77, the tables in this chapter are based mainly on the data of Canadian
public finance made by the Royal Commission and do not correspond with the Public
Accounts of the Dominion and the Provinces.

70
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textiles. Indeed Canada was one of the largest importers of coal, oil and
stecl products just as she was one of the largest exporters of wheat, news-
print and non-ferrous metals. Just before the present war Canada’s trade
with the United Kingdom was 30 per cent of her total trade, whereas the
United Kingdom’s trade with Canada was only 5 per cent of her total
trade. Canada’s trade with the United States was 50 per cent of Canada’s
total trade, while the United States’ trade with Canada was only 15 per
cent of the total United States’ trade. It will be seen, therefore, that
Canada’s position in her financial relations with the outside world in
ordinary times was vulnerable ; she was not and could not always be in a
strong position when it came to bargaining. Fluctuations in gross income
and in net income werc large at both extremes of the trade cycle. The
financial relations of the Dominion, Provineces and Local Authoritics were
also subject to variations. Morecover, the Canadian national economy is
made up of a number of very different aveas, such as the Maritimes,
Quebec, Ontario, the Prairies and British Columbia, and in many instances
economic interests do not coincide with regional boundarics. There are
sections of Quebec which are more closely allied to the Saskatchewan than
to the neighbouring regional economies. In the Prairie Province of Mani-
toba there are areas evolving an economy of the Ontario type. In short,
the Canadian national economy in ordinary times is made up of a number of
very different areas, and the income of those areas varies enormously from
year to year and from area to area. This is of particular importance in
public finance. Take, for example, that important sector of Canadian
economy, the wheat industry. Here we have large areas dependent on
the profitable production of a single product ; and where distress is due,
as in the great depression, to a catastrophic fall in the price of wheat and
to inflated costs and similar factors, such as a series of crop failures, then
large-scale intervention is necessary to prevent a complete collapse of the
industry. In such cases the cost was beyond the taxable capacity of
Provincial and Municipal Governments. The Dominion, therefore, apart
from the Provincial Governments had to assist with emergency grants.

A large part of the surplus of the national economy is concentrated in a
few specially favoured areas. Provincial Governments with theirimportant
functions conferred by the British North America Act have large powers
such as the control of the public domain, responsibility for roads and other
public works, the major social services and direct taxation. In recent
years there have been profound changes in social policy which are likely
to be permanent. When it is remembered that the total income of the
Prairies fell almost by one-half and income from agriculture by almost
four-fifths taking the average of the years 1930 to 1937 as compared with
the average of the years 1926 to 1929, it will be seen how important the
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problem of the employable unemployed became. During the great
depression of 1929-32 there were parts of the Prairie Provinces that
threatened to become depressed areas. Widespread drought, recurring
from time to time, also made widespread relicf necessary both for families
and for stock. The disparities in the impact of the depression ranged in a
loss of income varying from 72 per cent in Saskatchewan to 36 per cent in
Nova Scotia. The Prairic Provinces suffered most as they were dependent
almost entirely on the export of wheat. The catastrophic changes
brought about by the depression of 1929-36 have put enormous strains
on the economy, on the constitutional division of powers and the economic
policies of the Dominion Government. The manner in which the fall of
income was distributed over the various Provinces was of much signifi-
cance in the Federation.

Two other factors must be mentioned. The Dominion Government,
which invested $3000 millions in railways together with an investment of
considerably over $1000 millions in a privately owned railway, on the
assumption that railways would have a monopoly of land transportation,
had now to face serious competition from rival railways in some areas and
from the newer method of road transportation falling exclusively or nearly
exclusively within the jurisdiction of the Provinces. This made for rigidity
in debt structures which becomes very serious in times of strain, as interest
has to be paid. There is not only competition between the two railway
systems themselves but also competition between railways and roads. The
Provinces are developing means of transportation which may ultimately
destroy the solvency of the railways, and there is the likelihood of over-
investment in roads as in the past there was over-investment in railways,
with the result that there may be c¢ven a still heavier burden upon the

Janadian economy. There is also the question of tariffs which brought a
relative increase in costs and worsened the conditions under which the
exporting industries were operating at a time when the prices for wheat
and other primary products were drastically falling. The result was that
the standard was reduced and the defaulting of debt became more general.

To sum up : Canada’s pre-war economy, depending as it did on a few
specialised exports, was vulnerable. The large changes in income and the
rigidities of the cost structure as a whole were obvious. The increased
costs were brought about for national and political reasons, and further
increased the vulnerability of the economy. There have been widespread
disparities between the various regions which have been more or less
constant ; in times of depression, however, these have been greatly
intensified as between certain regions. This made it impossible for some
Provincial Governments to weather the storm, and so gave rise to problems
of Provincial and Local finance. On the one hand there have been elements
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making for national integration ; on the other hand elements making for
disintegration. The implications of the economic and social changes
which have occurred in Canada in recent years have been of far-reaching
importance in public finance. The Dominion Government has found it
necessary to accept responsibilities of a character not forescen at the time
of Confederation. Several Provincial Governments have found them-
selves with resources insufficient to discharge their constitutional responsi-
bilities, including the payment of fixed charges on their outstanding debt
and including the cost of unemployment and other social services. Local
Authorities have been confronted with the same problems and they have
been compelled to make heavy levies on real estate and to impose other
taxes which have not always been realised. The relations between
Provinces and Local Authorities are an essential problem of Provincial
finance. New constitutional responsibilities have to be undertaken, new
revenue sources tapped or governmental burdens reduced, increased or
adjusted to meet changes in circumstances.

II. Tae BriTisH NORTH AMERICA AcCT

Before we proceed to analyse the distribution of the revenues under
the Canadian system it is necessary very briefly to refer to the British
North America Act, 1867, sections 91 and 92. The Statute of West-
minster, 1931, section 7 (1), it will be remembered, does not ““ apply to
the repeal, amendment or alteration of the British North America Acts,
1867 to 1930, or any order, rule or regulation made thereunder”. A
minute examination of the British North America Act so far as it related
to Federal finance is beyond the scope of this Enquiry : it would involve
an excursion into Dominion constitutional law and numerous Privy
Council decisions. Under section 91 the Dominion has power “ to make
laws for the peace, order and good government of Canada, in relation to
all matters not coming within the classes of subjects by this Act assigned
exclusively to the legislatures of the Provinces”. By this clause the
residue of powers not expressly given to the Provinces is reserved to the
Dominion. The Dominion is also given unlimited powers of taxation (the
raising of money by any mode or system of taxation). Section 92 (2)
gives the Provinces power to levy  direct taxation within the Province ”.
Section 92 (9) is not clear, as it is not certain whether indirect as well
as direct taxation is authorised by the words ‘‘ shop, saloon, tavern,
auctioneer and other licences . Can, too, licences be made to cover any
kind of business activity or does it apply to a limited genus of which
those specifically mentioned are examples ? This is not really important,
because the chief source of Provincial revenues is direct taxation under
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section 92 (2). The Privy Council has put a restrictive interpretation on
section 91, viz. that the Dominion has power to make laws “for the Ppeace,
order and good government of Canada ” only in temporary and overwhelm-
ing emergencies such as war, pestilence or famine. A deep-rooted social
malaise, such as unemployment, is beyond the power of the Dominion
unless it is comprised in the enumerated heads of section 91. This means
that most of present-day legislation on the social services (which was never
contemplated or expressly provided for by the North America Act, 1867)
must be enacted by the Provinces. * There is much truth ”, says the
Royal Commission on Dominion-Provincial Relations,! “ as well as some
exaggeration, in the contention that the ‘ Property and Civil Rights in
the Provinces’ clause 2 has become the real residuary clause of the Constitu-
tion.”  The Privy Council’s decisions of 1937 on a number of Dominion
measures, known as the Bennett “ New Deal ”, again emphasised the wide
range of Provincial powers in social security legislation. It was held that
the Acts of the Canadian Parliament dealing with the weekly day of rest
in industrial undertakings, with minimum wages and with the limitation
of hours of work went beyond the Dominion Parliament’s powers as they
affected “ Property and Civil Rights in the Provinces” under section 92 (13).
For the same reason the Employment and Social Insurance Act providing
for a national system of unemployment insurance in specified industries
and financed by compulsory contributions from employers and employees
and by contributions from the Federal Government was also held to he
unconstitutional. Uniformity of standards in many kinds of social security
and labour legislation is desirable, but the Dominion Government must
leave this to the Provinces, and the Provinces were limited by the financial
provisions in section 92 of the British North America Act. For a quarter
of a century the Dominion had overcome the difficulty by giving conditional
grants to the Provinces, but administrative co-operation had not resulted
in efficient co-operation. The Privy Council also declared the Natural
Products Marketing Act invalid. This Act provided for the marketing
and distribution of products by a Dominion Marketing Board. The Privy
Council held that the Federal power to regulate trade and commerce under
section 91 (2) did not extend to the regulation of trading transactions
completed within a single Province. The Dominion’s power was confined
to interprovincial and international aspects of trade. The decision of the
Privy Council brought home again the fact that the power to regulate the
cconomic life of Canada is divided between the Dominion and the Pro-
vinces, and neither the Dominion nor the Provinces can encroach upon
the sphere of the other. At the same time the Dominion has extensive
powers of economic regulation enumerated under section 91. It can

1 Book I, The Constitution Today, chap. ix, p. 247. 3 Section 92 (13).
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control companies with Dominion charters ; the grain trade by declaring
local works to be for the general advantage of Canada under section 92
(10c) ; banks, monetary matters, transportation, shipping, etc. (under the
enumerated heads of section 91); and it can prohibit economic or
industrial practices, e.g. certain kinds of trade combination, under the
criminal law as a pretence or pretext to encroach upon Provincial powers.
As the Constitution is now, it is doubtful whether or not delegation of
legislative power is constitutionally possible. The delegation of power by
a Province to the Dominion and vice versa would be a device for over-
coming in practice the difficulties arising in regard to economic activities
from the division of legislative power between the Dominion and Provinces
of the Federation. It has recently been declared by the Supreme Court of
(Canada that Parliament or a Provincial legislature may authorise ““delega-
tion in depth ” to the limits of their respective powers so long as Parliament
or the legislature retains (as it must, premising its continued existence)
the ability to withdraw the delegated authority.! Close and continuous
co-operation is taking place and is in contrast with the original conception
of federalism in which there was a clear-cut division of powers. It is doubt-
ful, as already noted, whether such co-operation is sound from the view-
point cither of administration or of public finance. The history of the
administration of conditional grants reinforces this. The constant danger
of Dominion-Provincial friction aflects spheres of joint administration. The
Royal Commission on Dominion-Provincial Relations was of opinion that
“ Where legislative power over a particular subject matter is divided, it is
ordinarily desirable that thesc powers should be pooled under the control
of a single government in order to securc unified effort in adminis-
tration .2

11I. GovERNMENT REVENUES BEFORE THE WAR

The summary tables below are intended to bring out the essential
features of the revenue system, the public expenditures and public debt of
Canada in the pre-rearmament year 1937. Data for war years have also
been compiled, as has been done for the crisis years during the depression
1929-36 in order to study crisis finance in its various aspects. Further
details are given in the general tables in Part 111 of the Enquiry.

The most arresting fact underlying all these tables 1s the greatly
increased cost of government in Canada in recent years. Governments,
Dominion, Provincial, and Municipal or Local, have been extending their
services in all directions. This is clearly seen in the very rapid growth

1 Vide Supreme Court of Canada in *Reference re Regulations (Chemicals) under
War Measures Act ” (Canadian Bar Review, Toronto, Feb. 1943).
2 Report, Book I, p. 269.
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in expenditures connected with social security and with development.
With the growth in cxpenditures there has been increasing competition
for revenues on the part of the various layers of Government. The
following table shows this growth at a glance :

TABLE I

((OVERNMENT EXPENDITURES AND REVENUES IN ('ANADA?

(Fiscal year nearest to calendar year)

A. Erpenditures

Percentage
$ millions Increase,
1940 over —

1913 1921 1926 ‘ 1930 1937 1940 1913 1937

Dominion -. 131 381 314 419 514 | 1278 875 149

Provincial : 49 91 127 188 261 276 463 6
Municipal . 100 206 240 285 282 279 179 -1
Total . 280 678 681 892 | 1057 | 1833 554 73

The relatively large increase in Dominion expenditure as compared with those
of Provincial and Local expenditures is striking. To meet these expenditures
pe g
the following revenues were necessary :

B. Revenues

Percentage
$ milhons Increase,
1940 over--

1937 1940 1913 1937

1913 1021 1926 1930

Dominion . 148 360 391 345 500 763 416 53
Provincial . 46 91 136 178 247 286 522 16
Municipal . 110 230 271 317 309 313 185 1

|

Total . | 304 681 798 840

1056 | 1362 348 29

' The figures in this table are gross expenditures and revenues and do not therefore agree with
the figures in the following tables, where net figures are given and double counting has been ehinunated,
The figures for 1940 are taken from Comparative Statistics of Public Finunce, 1936-1940, compiled
{«:; thn; Dominion-Provincial Conference of Jan, 1941, on the same basis as those of the Rowell-Sirows

port.

The table also brings out the effect of the war in further increasing the
preponderance of the Dominion and in creating a substantial Dominion
deficit. This is further illustrated by Table II in which Government

revenues and expenditures are compared with the national income. Tt
also shows the growing importance of defence expenditures.
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TABLE II

GOVERNMENT REVENUES AND EXPENDITURES EXPRESSED IN TERMS OF THE
NaTioNAL INCOME !

FINANCE AND ECONOMY OF CANADA

Natwonal Income ® ($ rmlllons)
Revenues :
(@) $ millions :
Dominion
Provincial
Municipal

Total

(b) Per cent of the national income :
Dominion
Provincial
Municipal

Total .

Expenditures :
(¢) $ mullions:
Dominion
Provincial
Municipal

Total

(b) Per cent of the national income :
Dominion
Provincial
Municipal

Total

Defence or War lf).rp('n:hture ot
$ millions . .
Per cent of the national income .
Per cent of Dominion expenditure
Per cent of total expenditures .
Population. (thousands)
Per capita ($) :
National income .
Revenues .
Expenditures
Defence or war expendlture

' Thiy table is based on figures supphed b
public accounts, and not to those of the Roweﬁ-

the Dominion Statistician.
Sirois Report.

3 Tentative ﬂgures for the calendar years 1937, 1940 and 194
¢ See also Table 11 APart III.

3 Estimated.

1937-38 1010~ 11 1041-42
4404 5345 6500
517 872 1488
288 305 305 3
309 314 313
1114 1491 2106
12 16 22
6 6 5
7 6 5 ;
25 28 32
535 1250 1885
274 273 274 3
311 314 309
1120 1837 2468 |
12 23 29 |
6 5 4
7 6 5
25 34 38
33 718 1,382
1 15 21
6 62 73
3 42 56
11,120 11,385 1420
396 470 569 ,
100 131 184
101 161 217
3 122

They correspond to the
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Table III gives the main heads of revenue in millions of dollars under
four main groups — Group I, Progressive Taxes; Group II, Taxes on
Property ; Group III, Mainly Taxes on Business; Group IV, Mainly

TABLE 111

THeE REVENUE SYSTEM OF CANADA, ALL GOVERNMENTS, 1937
($ mllhons)

Group I. Progressive T'axes :

Personal income taxes . . .
Succession duties . .
Total, Group I . . .
Grour I1. Taxes on Property :
Property taxces on real estate . .
Property taxes on buildings
Business property taxes
Public domain
Total, Group II .

Grour III. Mainly T'axes on Business :
Corporation taxes .
Company fees, licences, ete. . -

Total, Group IIT . .

Group IV. Mawnly Consumption Taxes .

Customs (including $7 millions on liquor)

Exctse (including $20 millions on liguor)

Other Stmilar Taxes and Licences :
Manufacturer’s taxes . .

Sales taxes
Gasoline tax
Liquor control (other tlmn customs and

k excise) . . . .

i Automoblle llccnccs

Amusements

Surplus Utility Earnings

Miscellaneous (taxes and receipts)
Total, Group IV

Dominion subsidics to Provinces 2

Granp TotAL . . . .
Less duplications (mainly subsidies)
NEr ToraL . .

1 Including duphca.tion amounting to 31 5 mill

PT. I

Sub-total, OtherTaxesa,ndLlcences )

Dmnmmn 1';'(;\_'1n01al lv;nu;:l;ml Total i

— — - S

|

51 12 2 65 |

A 36 - 36

51 48 2 101 |

|

. 3 144 147 !

3 112 115 |

. . 14 14 |

2 21 .. 23

2 27 270 299 |

72 34 . 106
2|8 | w0 | 2
74 42 10 126
nuz | .. | 12

52 . 52 |
17 .. .. 17
138 2 4 144
39 39

30 30

26 26

S L S R 3

155 | 100 4 |29

7 1 6 RUN
12 5 17 | 34l
338 106 27 471
. BED HRE
465 244 309 |1018
22 .. .. 22
443 244 309 996

% Provincial subsidies to municipalities have been deducted from off-setting expenditures in the

Report of the Royal Commission.
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Consumption Taxes. The shares of Dominion, Provincial and Municipal
Governments are shown. The classification is, as explained in Chapter II,
not an ideal one but the best possible to bring out the characteristics of a
Federal system of taxation. No clear line of demarcation is possible in
every instance. Thus the taxation of foreign dividends in recent years
may be classified as a tax on income or as a tax on corporations. Although
Dominion loans are exempt under the Act, Provincial Government loans
are not, and if the tax on foreign dividends were placed in Group III
under business taxes this fact would have to be remembered. Again,
taxes classified as progressive are not always completely progressive in all
incomes. Very high rates are levied on large incomes and on large estates,
and less is taken from medium incomes and medium estates. Canadian
taxation is progressive as between medium and large incomes, but, at any
rate in 1937, regressive as between small and medium incomes.

As in the previous chapter it is convenient to express the data in
the above tables in the form of percentage showing the percentage
share of each Government in each tax and also the percentage which
each tax bears to the revenue of each Government. This is given in
Table IV.

From Tables I1I and IV the following characteristics cmerge. The
tax system is predominantly regressive. The Dominion Government, for
example, has a very productive source of revenue in a comparatively high
sales tax. This tax in 1937 yielded $138 millions out of a total Dominion
revenue of $465 millions, as compared with $112 millions from customs
and $52 millions from excise. In the second place, only 10 per cent of the
total taxation of Canada (all Governments) is in the first group — pro-
gressive taxes. The personal income tax produces only 11 per cent of the
Dominion revenue and 5 per cent of total Provincial revenues. This was
the position before the war. These percentages require further analysis
in order to see how far the principle of progression is applied. Three-
quarters of this 10 per cent comes from incomes over $10,000 and propor-
tionately large estates and 35 per cent from incomes of $50,000 and over.
The Dominion income tax in 1937 was, on very large incomes, one of the
highest in the world, and when combined with Provincial income taxation
in the four Western Provinces was perhaps the highest in the world. In
Alberta, for example, the combined Dominion-Provincial income tax
reached, before the war, 105 per cent of the total income of $1 million.
A table given below and published in the Report ! shows a variation on
the highest incomes varying from 33 per cent of the total income in Nova
Scotia (Halifax) and Quebec to 58 per cent in Saskatchewan (Regina).
In addition to these differences there are also major differences in

1 On Dominion-Provincial Relations, Book II, p. 111.
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TABLE 1V

PT. 1

Tue REVENUE SysTEM oF CANADA, ALL GOVERNMENTS, 1937

(Percentage distribution)

i Grourp 1. Progressive Taxes :
i Personal incomo taxes
i Suceession duties
| Total, Group I
i Groue IL, Taxes on Property :
Taxes on real estate .
Taxes on buildings
' Business property taxes
1 Public domain
& Total, Group II .
| Grour III. Mainly Taxes on
Business :
Corporation taxes . .
Company fees, licences, ete.
Total, Group I11
Grour 1V. Mainly Consump-
tion T'axes :
Customs . . . .
xcise
Other Similar Taxes and Lz
cences :
Manufacturer’s taxes
Sales taxes
Gasoline taxes
Liquor control (other than
customs and excise) .
Automobile licences .
Amusement taxes
Sub-total, Other Taxes and
Licences . .
Surplus Utility Earnings
Miscellaneous
Total, Group IV
Dominion subsidies to Provinces
GraND TorAL .
Less duplications

Ner Toran

Percentage Share of each Percentage Distribution of
Government 1n Total each Government’s
Revenues Revenues
=] 3 = E 3 3
g g E E: g | 5| E K]
S| E S| 8 | &| 2 |=
79 18 3 100 11 5 6
.. 100__ . 100 . 16
50 48 2 100 11 20 1 10
.. 2 98 100 . 1 47 15
. 3 97 100 . 1 36 12
.. .. 100 100 . .. 5 1
10| 9 | .. {100 | ..| 9. | 2
1 9 90 100 11 88 30
68 32 .. 100 15 14 11
41_1 39 _50 _100 .. 3 3 2
59 | 3¢ [ 70100 |15 (17| 3| 13
1_00__ 190~_ ._22 e | e 13
100 BN RCEE'RE |4
100 . - 100 4 .. 2
96 1 3 100 30 1 1 14
- 100 . 100 .o 16 . 4
100 . 100 12 3
100 . 100 11 3
100 . 100 1 .
60 | 38 | 2 | 100 | 3¢ | 41| 1 | 26_
50| 7 |48 ]00 | 3. | 2} 1
) 33_ . 15 B 5_2‘ __1(10; 1 3 5 3
70 24 6 100 74 44 8 47
e }_00__ Ex .100___.._‘ 8 L1 2
46 24 30 | 100 {100 |100 | 100 | 102
_1@__:_._ o 100 5 o | 2
44 26 31 | 100 | 95 |100 | 100 | 100

2 Provincinl subsidies to Muuiclpalities have been deduced from oﬂsetting expendltures in the

Report of the Royal Comission,
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DoMiNioN, ProviNCIAL AND MuNicrpar, INcoMi TAXES PAYABLE BY A
MARRIED MAN wiTh No CHILDREN !

Gross Income |
$3000 $10,000 : $100,000
Tax payable by resident of — $ c. $ o $ c.
Charlottetown, P.E.I. . . 61 90 821 20 38,249 15
Halifax, N.S. . . . 30 00 546 00 32,518 50
St. John, N.B. . . . 30 00 636 00 35,283 50
Quebec, Quebec . . . 30 00 546 00 32,518 50
Montreal, Quebec . . 33 00 655 20 39,022 20
Toronto, Ontario . . . 44 55 778 70 39,920 54
Winnipeg, Manitoba . . 77 04 993 28 46,864 62
Regina, Saskatchewan . . 71 50 1034 25 58,230 90
Edmonton, Alberta . . 65 00 1036 00 58,228 50
Victoria, B.C. . . . 60 00 1051 00 55,613 50
New York, U.S.A. . . 28 00 655 00 38,274 00
London, England . . 283 13 1910 63 50,120 00
Paris, France . . . 579 00 3564 00 54,239 00

1 Assuming all earned income in $3000 and $10,000 brackets, and $14,000 carned income in
$100,000 bracket. Rates prior to Sept. 1939.

exemptions and in the determination of taxable income. An equitable tax
in every sense of the term is almost an impossibility, but when the varia-
tions are as great as those quoted they are very unsatisfactory from the
individual taxpayer’s point of view. It cannot be said that tax justice
obtains where an individual is taxed twice on the same income by two
taxing authorities, such as, for example in Alberta and British Columbia
where the income paid to the Dominion is not allowed as an exemption.
The following table shows the percentage of the gross income taken in
British Columbia and Alberta in contrast with the percentage taken in
Ontario, where the provincial rate is half the Dominion rate and where
the income tax paid to the Dominion is allowed as an exemption :

TABLE V

PERCENTAGE OF THE GROSS INCOME TAKEN BY THE PRovVINCIAL INcoME Tax

(Married man with no dependants — prior to Sept. 1939
Dominion Income Tax increase)

British Columbia Alberta Ontai10

} _lncome, $
e —
| 100,000 23 26 74
| 500,000 27 29 7-8
1,000,000 27 30 77
Source.—Report of the Royal Cc ission on Dominion-Provincial Relations, Book 11, p. 158.

G
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It is clear that equity as between individuals and as between different
regions is not possible in such circumstances. 1t was for this reason that
the Royal Commission recommended that among other things the
Dominion should be conceded the exclusive right to levy taxes on personal
incomes, a recommendation accepted by the Dominion Government. An
income tax for the Dominion as a whole could not otherwise be developed.
Six Provinces and a number of Municipalities were levying income tax in
addition to the Dominion. The Dominion has made good, as will be seen
below, to the Provinces the revenue from income tax previously received
by them from that source. For the duration of the war all the Provinces
concurred with this arrangement.!

If, as recommended by the Royal Commission, the taxes which lend
themselves most readily to progression (viz. the personal income tax and
succession duties) were (permanently) entrusted to the Dominion Govern-
ment and made uniform throughout Canada, each Provincial Government
would be in a position to provide directly or through Local Authorities
normal educational and other social services and development without
having to impose very heavy taxation. The most outstanding inequality
in Canadian taxation is territorial, and it is in the least wealthy Provinces
that the percentage of taxes to total and surplus income is highest. With
the Dominion Government in possession of the progressive taxes par
excellence it would be possible to find the funds for the National Adjustment
Grants, payable to those Provinces whose need is great, without resort to
types of taxes which reduce the national income. At the same time there
is the danger, a real danger in a Federation, of centralisation leading to
the loss of real provincial sclf-government. This is analysed further in
Chapters VIII and IX.

The high regression of the Canadian system before the war is well
seen from the high proportion of taxes on consumption (Group IV) and
also of those taxes in Group III which are not levied on income. The high
regressive nature of the system is also seen in an examination of the taxes
in those groups. Thus the Canadian sales tax of 8 per cent takes a much
higher proportion of income than the sales taxes of most other countries.
It has been estimated that it takes from 3} to 5} per cent of the income
according to the distribution of consumption. Its great merit is its pro-
ductivity. On the other hand, while it collects for the Government 8 per
cent of the manufacturer’s price, it takes from the ultimate taxpayer
approximately the same percentage of the retail price. The tax is
pyramided, since each buyer calculates his profit on the price at which he
buys, a price which includes the tax.

1 In the Budget for 1942-43 the Dominion Government' assigned $84,428,000 to the
Provinces as compensation for their loss of income tax.
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Another criticism of the Canadian revenue system is that the burden
of taxation is on costs rather than on surplus. Taxes which increase costs
of production tend to climinate the marginal firm or industry and to
interfere with investment. The result of the tendency of marginal firms
to disappear and of the tendency of potential investors to refrain from
engaging in new enterprises, is that both labour and capital resources will
be thrown out of employment and that the national income will be
correspondingly diminished. Out of this diminished national income a
larger revenue than before will have to be raised, as the unemployed will
have to be maintained at the public cost. If, in order to raise the larger
revenues, new taxes are imposed which bear on costs, the vicious circle
will be completed. The alternative to taxes which increase business costs
lies in taxes falling on profits or other surpluses. In the long run this
means that the latter taxes should be replaced by an expansion of the per-
sonal income tax.! Among taxes on costs are the taxes in Group 1V and
also taxes on corporations in Group III other than those on net income,
because they have to be paid regardless of the fact that net income has
been earned or not-—such as taxes on capital stock, the number of
branches and other fixed taxes on corporations. In short, the Canadian
system has been criticised as not collecting a given amount of revenue with
the least burden on the national income. The very high proportion of the
tax burden that falls on costs rather than on profits, together with the lack
of co-ordination in tax policy among the competing tax authorities, reduce
the national income by restricting marginal investment, production and
employment. Three-quarters of the total taxes before the war have no
direct relationship to net income and at any rate, under the pre-war
division of revenue powers, could not be so adjusted.

Lastly, as will be seen, the revenue sources of the Provinces and the
Municipalities are limited, while within the framework of the Constitution
these layers of Government have a very important position especially with
respect to social security. This means that they cannot efficiently perform
what is in this respect required of them. The position is all the more
difficult because of the load of dead-weight debt which the Provinces and
Municipalities carry, the equivalent of one-fifth of the total Municipal-
Provincial expenditures. The shares of the Provinces and Municipalities
in the various revenues are shown in the following table :

1 Report of the Royal Commission on Dominion-Provincial Relations, Book II, p. 161.
As to the extent this has been achieved in Dominion war finance, see section on The
Canadian Economy in War-Time — section vii below.



84 FEDERAL FINANCE IN PEACE AND WAR PT. I

TABLE VI

THE DISTRIBUTION OF PROVINCIAL AND MuNicipaL REVENUES, PEr CapiTa
AND PER CEenT, 19371

Provincial and

Provincial | Municipal Municipal

!

E Grour I. Progressive Taxes : per c?,mm per cf,pm per (.f,plt,a per cent

{ Personal income taxes . . . 1-07 017 1-24 2

; Succession duties . . . 3-22 e 322 7

Total, GroupI . . .| 420 | 017 | 4486 9

| Group II. Taxes on Property :

| Real property taxes . . . 0-53 22-07 22-60 45

i Public domain . . . 1-:90 .. 1-90 4

I Total, Group 1I . . . 2-43 22:07 24-50 49

i Group III. Taxes on Business :

Corporation taxes . . . 3-06 . 3-06 6

! Group IV. Mainly Consumption Tazxes :

! Sales taxes . . . . 0-17 0-40 0-57 1
Gasoline taxes . . . . 3:50 .. 3-50 7
Motor vehicles . . . . 2:34 . 2:34 5
Liquor control . . . . 2-68 .. 2-68 5
Other licences, permits and fee . 074 0-94 1-68 3
Amusement taxes . . . 0-26 e 0-26 1
Miscellaneous services . . . 0-09 .. 0-09 ..
Surplus utility earnings . . .. 0-56 0-56 1
Miscellaneous revenues . . 0:55 370 4-26 9

.' Total, Group 1V . . . 10-33 560 1594 32

i: Dominion Subsidies to Provinces . 1-91 - 1-91 4

|

Granp TorarL . . . . 22-02 27-84 49-87 100

|
!

* These figures are based on those in Book 1II of the Rowell-8iro1s Report, whereas Tables 111 and
1V are based on those in Table 84, . 211 of Book 1. The two sets of figures differ in their classification
of revenues, though not in the totals,

* Particulars not available ; included under * Other Licences, Permits and Fecs **,

ProvinciaL REVENUES

The detailed table showing the data for each Province is given in Part
III of the Enquiry (Table 5). Considerable care has to be taken in com-
paring these, as they have to be analysed in relation to the Provincial
income, especially the free or taxable surplus income and the amount
of services supplied by governmental agencies. There are other special
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circumstances to be considered in making comparisons between Provinces,
as these differ so much in the division of responsibility for the social
services, including education, and for the upkeep of roads. Not only does
the proportion borne for each of these services by Provinces differ widely
in the same year but also in the same Province between different periods.
In Prinqe Edward Island, for example, where there is a small agricultural
economy combined with a lack of industrial and urban development, there
is a Federal subsidy three times the average per capita for all Provinces
and one-third of the total Provincial-Municipal expenditures. In Nova
Scotia small-scale subsistence industry and a vulnerable economy make
for low taxable capacity. As compared with other Provinces, the low
return from property taxation and the relatively high proportion of
revenues from the Federal subsidy are striking. In New Brunswick, “ the
best-watered country in the world ”, as in the other Maritime Provinces,
real property taxation is below the average and progressive taxation 1is
negligible. The latter is left to Municipalities and levied on a frequently
arbitrary assessment at the local real property tax rate with exemptions
varying according to local conditions. It combines a small poll tax and a
rough approximation of a property tax. In Quebec, which conforms to the
average revenue system, income and sales taxes are levied by Municipal-
ities rather than by the Provincial Government. Developed progressive
taxes are absent from Provincial income. The Church has a unique
position in Quebec, since it carries out functions, e.g. in education and
social welfare, performed in other Provinces by Provincial and Local
Governments. Hence the Quebec taxpayer contributes more for such
services than appears from the public accounts. This falls especially on
real estate, partly because the greater part of church property is exempt
from taxation. This is also one of the factors which huve caused some
Local Authorities to turn to income and sales taxes and to corporation
taxes (licences and fees). In Ontario, in 1937, subsidies from the Dominion
Government were less than 2 per cent of Provincial-Municipal revenue, and
Provincial subsidies to Municipalities are 20 per cent of those. Since the
depression Quebec’s financial position has suffered, as its economy
depended to a large extent on world trade. Ontario’s tax policy is affected
by Federal tax policy to a greater extent than in other Provinces,
and in progressive taxation her action is limited to Federal policy.
The high level of property taxation has provided the Municipalities
with considerable revenue. The revenue system of Manitoba is one
of the soundest in Canada. Not only is the yield of real property taxation
large, especially in Winnipeg, but there is an emphasis on direct taxation
such as the Provincial income tax and succession duties. In 1937 these
were 20 per cent of total Provincial revenues. This is perhaps due to a
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large portion of Prairie surplus revenue being centred in Winnipeg. The
per capita income of Saskatchewan is, with the exception of Prince Edward
Island, the lowest in Canada. There are no urban centres or corporations
in the Province where surplus income accumulates and consequently
Provincial taxation is unsatisfactory In emergencies the existing system,
depending as it does on a major industry, wheat, is in a particularly
unfortunate position. The tax sources tend to yield much less than the
Canadian average. The sales tax, however, is an effort to broaden the
basis of taxation and has been productive to a degree few other taxes
could have been in the circumstances. In Alberta the Provincial real
property tax still prevails, as in Saskatchewan, to a distinctive degree.
Progressive taxation in spite of high rates is below the average for all
Provinces. Corporation taxes were increased during the period under
review on grounds perhaps other than of revenue. The per capita revenue
of British Columbia is nearly deuble the Canadian average. Municipal
revenues there are at the Canadian average although the proportion of
municipally organised areas is much smaller than in most Provinces.
Corporation taxation and revenues from the public domain are three
times the Canadian average. British Columbia is rich in resources and
to exploit these resources corporation organisation is greatly developed.
The high Provincial income makes it possible to provide Government
services well above the average Canadian standard.

This brief survey of Dominion, Provincial and Municipal revenues
would be incomplete without some reference to the revolutionary changes
in the economic and social role of Government which have necessitated
an immense increase in Government revenues and new kinds of revenue.
The proportion of the national income spent by Governments has risen
from less than 10 per cent at Confederation to 25 per cent or more in 1937,
and taxes used in 1874 would have provided but one-half of all Government
receipts in 1937, including the property taxes which have continued to
support almost the whole of the great increase in Municipal services. The
Dominion Government has expanded its income by a heavy sales tax, by
the taxation of business and by the personal income tax, the fairest of
taxes. In 1937 the Provinces, which had been given power to levy direct
taxation, receipts from the public domain, licences and fees, and were
expected to rely to some extent on fixed unconditional Federal subsidies
under the Constitution, obtained less than one-fourth of their income
from these sources. The great bulk of new sources for the Provinces could
not have been foreseen at the time of Confederation, sources which have
been interpreted as falling within Provincial jurisdiction. In the words of
the Royal Commission, “ Some of these sources are directly competitive
with those employed by the Dominion ; many of the others constitute
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onerous or uneconomic levies on consumption and the costs of production”.
With the joint occupation of the field of direct taxes, neither the Dominion
nor the Provinces nor both together have been able to employ the pro-
gressive taxes to the extent which is economically and socially desirable.
It is clear that the present situation in Canadian public finance represents
a wide departure from the conception of the Fathers of Confederation
and from the spirit of the financial settlement which they devised. Costly
Government responsibilities which have become national in scope are
being supported by Regional and Local revenue. Revenue sources which
have become national in character are being employed by Regional and
Local Governments to the complete or partial exclusion of the Central
authority.! It is interesting to compare these views with the position
that has resulted from the war.?

1V. PubLic EXPENDITURES BEFORE THE WAR

Next we turn to public expenditures. The most outstanding features
of the division of Government expenditures between the Dominion,
Provinces and Municipalitics in 1937 are brought out in the following two
tables, VII and VIII, on pp. 88 and 89.

The main features of these tables are as follows :

(1) The large recurring expenditure on debt charges — 27 per cent
of the total expenditure of all Governments, and 61 per cent of the total is
on Dominion debt.

(2) The primary functions of Government, including debt charges,
account for 52 per cent of the total, and the secondary functions — the
social services and development including transportation — account for
the remaining 48 per cent.

(3) Relief expenditures, mainly unemployment but also advances to
farmers, are the legacy of the great depression. Kxcluding debt charges
they account for 13 per cent of the expenditures, but including debt
charges for this function alone they account for 15 per cent of the total.

(4) Development, including transportation, accounts for 12 per cent
of the expenditures excluding debt charges, but 30 per cent including
developmental debt charges ; from 1867 onwards the main object of public
loan policy has been the provision of transportation facilities, railways,
canals, public works and harbours. The unification of railways, water-
ways and harbours was the enormous task of the Dominion Government
under the British North America Act, 1867. With the advent of the motor
car millions of dollars have been spent on the construction of roads.

1 Report, Book I, chapter vii, pp. 245-6.
3 See section vii below, page 93.
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TABLE VII

Pusric EXPENDITURES FROM REVENUE IN CANADA, ALL GOVERNMENTS, 1937
($ millions)

Dominion | Provincial | Municipal Total

1. Primary Functions :

Legislation, administration and justice 52 33 65 150
National defence . . 34 . .. 34
Military pensions and aftercare . 54 |- .. 54
Miscellaneous . . . .. 9 .. 9
Debt charges . . . . 167 51 56 273

Total, Primary Functions . .| 307 93 120 520

2. Secondary Functions :
(1) Social Services :

Education . . . .. 32 77 109
Unemployment rehef . . 66 43 18 127
Other public welfare . . . 44 44 36 1256
. Sub-total, Social Services . . 110 119 131 361

1

| (2) Developmental :

| Agriculture and public domain . 20 21 . 41
i Transportation . . . 20 25 31 76
;' Sub-total, Developmental . . 40 46 31 117
' Total, Secondary Functions . 150 1656 162 478
Subsidies to Provinces . . . 21 . . 21

!
GrAND ToTAL . . . .| 478 258 282 1018
! Less duplications . . . . 22 .. .. 22
+ Ner ToraL . . . . .| 456 258 282 996

! Provincial subsidies to Municipahities have been deducted from offsetting expendltures in the
Report of the Royal Commission.

Two-thirds of the total net debt charges in 1937 were for development
mainly transportation.

(6) Unconditional subsidies paid to the Provinces account for only
4 per cent of the total expenditure of the Dominion Government.

(6) Education accounts for 12 per cent of Provincial, 27 per cent of
Municipal and 11 per cent of total expenditures.

It is of interest to compare the main group of expenditures including
and excluding debt charges for each main group. In other words, in the
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TABLE VIII

89

PuBrLic EXPENDITURES FROM REVENUE IN CANADA, ALL (GOVERNMENTS. 1937

(Percentage distribution)

1. Primary Functions :

justice

National defence .

Miltary pensions and aftercare

Miscellaneous

Debt charges

Total, Primary Functions
2. Secondary Functions :

(1) Social Services :
Education . .
Unemployment relief
Other public welfare

Sub-total, Social Services

(2) Developmental :

Transportation

X Sub-total, Developmental

Subsidies to Provinces

GrAND TorTAL .

Less duplications

| NET ToTAL
1

Legislation, administration and

Agriculture and public domain .

Total, Secondary Functions .

Percentage Share of each | Percentage Distribution
Government 1 Total of each Government's
Expenditures Fxpenditure

a Kl = | -=- - ] = T
le 5.3 !¢ D s
g 3 g 3 g 3 3
BlElal&|d|& 5|8
34 | 22 | 44 13 | 28 | 15
100 | .. .. .. .. 3
100 .. .. . 6
.. | 100 4 .. 1
61 19 20 | 20 | 27
60 | 17 37 | 48 | 52
. 29 12 | 27 11
56 34 16 b 13
34 | 36 17 9 12
33 | 33 45 | 41 36
49 | 51 8 .. 4
27 | 33 10 | 11 8
34 | 39 18 11 12
31 | 35 63 | 52 | 48
100 .1 1 2
47 | 25 100 |100 |102
100 2
46 | 26 100 |100 (100

1 Provincial subsidies to Municipalities have been deducted from offsetting expenditures in the

Report ot the Royal Commission

former case the debt charges are apportioned to the expenditure group
concerned and in the latter the debt charges are lumped together under
primary functions. The results are given in the first of the small tables
overleaf. The large capital expenditure on railways accounts for the
discrepancy between the last two columns there. The percentage dis-
tribution of each Government’s expenditures including the appropriate
debt charges is given in the second of the small tables overleaf.
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Percentage of F:,xpenditurcs

Including Excluding
Debt Debt

Charges Charges
Primary Functions . . . 29 52
Secondary Functions :
1. Education . . . . 12 11
2. Public welfare :
Unemployment relief . . 15 13
Other . 14 12
3. Development and tra,nsportatlon 30 12
Total, Sccondary Functions . 71 48
’ TorAL EXPENDITURES . . . 100 100

|

l)omm-k_m_ Al’rm-d_x;;iai | M;l-n_i-rl[ml_ Total l
| Primary Functions . . |35 18 28 29
i Secondary Functions :
| 1. Education . . . . .. 13 32 12
L2 Public welfare : :
Unemployment relief . . 17 19 7 15
, Other . . 9 18 16 1|
' 3. Development and transportatlon 35 32 17 30 ’
i
' Total, Secondary Functions . 61 82 72 71 ’
' Subsidies to Provinces . . . 4 .. . 2 |
I I
' Graxnp ToraL . . . . 100 100 100 102 |
Less duplications . . . 6 . . 2 !
Ner ToraL . . . . 95 100 100 100 l
. _ o [ ]

The detailed tables of rehef expenditure on current and capital account
will be found in Part III of the Enquiry (Tables 8 and 9). They show as
clearly as the noonday sun the remarkable effect of the economic blizzard
of 1929-32 on Dominion finance and on the finance of the nine Provinces.

The fall in the price of wheat was an uncontrollable external factor,
and this, with internal rigidities of overhead costs, brought great distress.
Tariff policy, directed to maintain employment in certain regions, threw
an even greater burden on primary producers. Local vested interests
sprung up and depression burdens were very unevenly distributed. The
increase in “ Other Public Welfare ” (old-age pensions, hospitals, asylums
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and public health) was only in part due to the depression. Tt was also due
in large part to the economic and social evolution which is taking place
in Canada. When the Act of Federation was passed, the provision of
minimum social standards was never contemplated, nor was the transfer
from Municipalities to the Dominion Government of a large part of the
cost. The effect of large transfer expenditures? on the distribution of the
national income and on the tax structures has sometimes been overlooked.
It resulted in the collapse of the once accepted division of powers in a
Federation ; it shattered the old theory that the individual should be
responsible for his own welfare and that of his dependants.

V. TeE PusLic DEBT oF CANADA BEFORE THE WAR

An analysis of the public debt of Canada for the year 1937 shows clearly
the large amounts incurred for developmental purposes and in recent
years for public welfare. The total debt of all Governments was $7863
millions, and of this $1413 millions was represented by liquid assets
(e.g. cash), investments which were completely self-supporting and the
capitalised value of interest earned by partially self-supporting assets.
The following table shows how the balance of public debt was incurred :

TABLE IX
Canapa’s Pusric DEsT 1N 1937: PoRTION NOT DIRECTLY SELF-SUPPORTING
($ millions)

' ) - - A Do;ui;;l;r;_ 7;’7:707vl-r-1;'ml Municipal Tut:ul }
Debt incurred for— I
1. Primary Functions of Government,

including war expenditures . 1818 80

.~ Less cumulative current surplus
1 before special charges . . 1233

Total, Primary Functions . 585 80 2256 890

. 2. Secondary Functions :
(1) Social Services :

Education . . . . .. b 180 230
Public welfare . . . 420 235 175 830

(2) Development and transportation | 3250 976 276 4500 !

! Total, Secondary Functions . 3670 1260 630 5560 !
GranDp Torarn . . . . 4255 1340 85656 6450

Source.—-Report of ti:e Royal Commission on Dox;inion-l’rovmclal Relations, Book I, Table 78.
1 In 1937 transfer expenditures of all Governments, i.e. expenditures on public welfare,
mainly unemployment relief and war pensions, and interest on unproductive debts, were
$408 millions out of a total expenditure of $996 millions.
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The interest on this debt was $271 millions,! or about 27 per cent of all
Government expenditures. Of this $100 millions was the cost of servicing
accumulated deficits, war expenditures, capitalised unemployment relief
and capitalised losses. The balance, $171 millions, was paid on debts
incurred for development.

TABLE X

ANNUAL DEsT (CHARGES OF CANADA, 1937
($ millions)

Dominion | Provincial | Municipal Total

1. Prumary Functions . . . 23 3 14 40

2. Secondary Functions :
(1) Social Services :

iducation . . . . .. 2 12 14
Public welfare . . . 16 9 11 34

(2) Development and transportation 128 37 18 183
Total, Secondary Functions . 144 48 41 2311
SRAND Torar . . . . 167 51 55 271

1 After ehmination of double counting

VI. Tue RovarL CoMmissioN oN DoMINION-PROVINCIAL RELATIONS

This section of the chapter would be incomplete without a reference to
the recommendations of the Royal Commission on Dominion-Provincial
Relations, 1940.2 These have been accepted by the Dominion Government.
At a Dominion-Provincial Conference held in Ottawa in January 1941,
the premiers of three Provinces — Ontario, Manitoba and British Columbia
—suggested postponement until after the war. As already noted, an
Unemployment Insurance Act for the whole of Canada has been passed,
and the Provinces have withdrawn during the war from the field of
personal income taxation. The Royal Commission held that the mainten-
ance of the employable unemployed could not be efficiently performed on
a Provincial basis or by Local Authorities. In this view the Commission
agreed with the National Employment Commission and La Commission
des Assurances Sociales de Québec. They were also of opinion that
assistance to farmers when operating cost advances had to be given in
times of widespread disaster, and could not be left to these Governments.
The Dominion Government, therefore, should assume direct administration

1 Excluding provision for amortisation.
t See Appendix I for Summary of Recommendations.
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and financial responsibility rather than render indirect assistance by way
of advances to the Provinces. The administration of non-contributory
old-age pensions, to which the Dominion Government was already paying
as high a proportion of the cost as it reasonably could without assuming
control of the administration, should continue to remain with the
Provinces, and no further financial help was recommended. If, however,
non-contributory old-age pensions were to be superseded or supplemented
by a contributory system, the Commission recommended that such a
system should be under the control of the Dominion. It was also suggested
that the Dominion should take over all Provincial debts and that each
Province should pay to the Dominion a sum equal to the interest which it
now receives from its investments. In view of the peculiar case of the
Province of Quebec, where the per capita debt is low as compared with
that of other Provinces on account of the fact that the Municipalities
perform duties discharged elsewhere by Provincial Governments, the
Dominion should take over 40 per cent of the combined Provincial and
Municipal net debt. The Provinces should surrender their subsidies and
receive an annual national adjustment grant which should be appraised
by a small permanent Commission (which might be called the Finance
Commission) assisted by an adequate technical staff. The system of
grants should be reconsidered every five years and would be irreducible
during this period. For special emergencies, as in the case of
Saskatchewan, special provision would be made annually.

The Provinces on their part would renounce the tax on personal
incomes and taxes imposed on corporations which individuals or partner-
ships carrying on the same businesses as the corporations would be required
to pay. This transfer would include all such taxes, except a bona-fide
licence fee which would remain with the Province. The Provinces should
also forgo various forms of succession duty. This would put an end to
grievances that the differences of rate in the various Provinces where such
duties are levied are inequitable and distort investment because of the
differences in rates between Provinces and the dangers of double taxation.
Many Provinces, it was held, had a grievance because estates built up by
investment throughout Canada were taxed not for national purposes but
for the benefit of favourably situated Provinces. Finally, the existing
Dominion subsidies to the Provinces would be abolished and replaced by
the system of grants recommended by the Commission.

VII. ToE CanapiaNn Economy IN WaR-TIME

Canada’s war-time economy falls into two periods — that prior
to May 1940, when the Dominion was called on to supply increasing
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quantities of food and raw materials, and the period subsequent to that
date when Canada became in addition a supplier of large quantities of
explosives, chemicals, shells, small-arms ammunition, bombs, tanks,
vehicles, aircraft, ships and other munitions of war. It was natural,
therefore, that the War Supply Board should have becn superseded in
April 1940 by the Department of Munitions and Supply which has had
such an important part in the acceleration of the war effort in all directions.
1t remodelled the Canadian economy to meet the intensified needs of the
Allies after France fell. When it was decided that the Dominion Govern-
ment should finance and own the required capital equipment, the Depart-
ment came forward with a programme of capital assistance to industry by
which the greater part of capital equipment has been achieved after June
1940. Not only have new factories been erected, equipped and financed,
but private concerns have been enlarged and machinery labelled as
Government property installed in privately owned factories. Branches
within the Department of a quasi-autonomous nature were also set up to
deal with all kinds of munitions production, and these, with two other
forms of administration — Controllers and Government Corporations —
have been made the chief means of organising the Canadian economy for
war. The War-Time Prices and Trade Board, the National Labour Supply
Council and the Department of Finance have also assisted in the supremely
important task of war regimentation.! In 1943 war production had
reached a remarkably high level. In January 1943 the business placed by
the Department of Munitions and Supply exceeded $6 billions. In 1942
war industrial production was at the rate of $2-6 billions, and for 1943 it
is estimated to reach $3-7 billions. In 1942 one-half of the output of
munitions was sent to the British theatre of war and to Russia, and 20
per cent to the United States and Pacific war zones, including China.
War production was the main reason of the increase in the net national
income to a new high record — $7-5 billions in 1942 as compared with $4-6
billions in 1939, an increase of no less than 61 per cent. By 1943 the
country’s productive capacity was no longer adequate to support a
parallel expansion in the output of both munitions and consumers’ goods.
The production of the latter, therefore, had in an increasing degree to be
held in check by a system of controls and priorities, including the direct
control of prices and production, and by the restriction and diversion of
civilian expenditures by taxation, thereby releasing resources required for
war purposes. Finance in war-time provides the money required to

1 Cf. Mobilizing Canada’s Resources for War, Plumptre (Toronto, The Macmillan Co.,
1941); Canadian War Economics, edited by Parkinson (Toronto, University of Toronto
Press, 1941) ; * War Finance and the Canadian Economy, 1914-20 , Deutsch Canadian

Journal of Economics and Political Science, vol. vi (1940) ; An Approach to War Finance,
Plumptre, op. cit. vol. vii (1941).
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mobilise the human and material resources for war and prevents the
spending of money on non-war purposes so that civilian activities do
not interfere with or frustrate the war effort. The State, therefore, must
tax adequately as well as it must borrow the savings of both individuals
and companies or corporations. It must sometimes expand or add to
credit and currency by borrowing from the banks; and if there is
not full employment such expansion may be helpful, since it may
stimulate production without inflation. If production is getting to its
maximum and industry cannot expand, more credit or currency will
result in an increase, not in production, but in prices.

The outstanding features of Canadian public finance in war-time, as
will be seen from the tables in Part III, are :

(1) The great growth in Federal (or Dominion) expenditures, which in
1943 was eight times above the pre-war level.

(2) The enormous increase in war expenditures.

(3) The growth in Federal Tevenues, most noticeably in the taxation
of personal incomes and the incomes of corporations, in federal succes-
sion duties, in customs duties and excise duties, especially on liquor
and tobacco, and also in sales taxation ; the burden of personal income
taxation is greater than that of the United States and similar to that of
Great Britain. This emphasis on progressive taxation is one of the most
interesting changes in Canadian war finance.

(4) The withdrawal of the Provinces from the field of personal income
and corporation taxes during the war. In 194344 the compensation paid
to the Provinces was $84 millions on this account.

(5) The policy of the Federal Government to meet half the expenditure
from taxes and half from borrowing.

(6) The comparative stability in provincial and in municipal finance
as compared with the remarkable changes in Federal finance.

(7) The increase in the Dominion Public debt from $3153 millions in
the pre-war year to $6182 millions (net) in 194243, despite the great
decrease in sterling indebtedness as the country turns from being a debtor
to a creditor country. It is true that Canada in 1943 is running up a debit
balance with the United States, but this process has, since the Hyde Park
Agreement of 1941, slowed down. Under this agreement the United
States charges to its British Lend-Lease account such exports to Canada
as are to be used for Canadian war products exported to Britain, and the
United States buys more from Canada. Meanwhile Canada accumulates
sterling balances on a large scale. By December 1942 the total sterling

1 For 1943-44 the borrowing needs were estimated at $2748 millions. The third Victory
Loan of Oct. 1942 had a minimum objective of $750 millions, but produced $991 millions
from 2 million subscribers.
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balances had reached $2770 millions. Of this over $800 millions were
used for repatriating sterling debt, public and otherwise. $250 millions
were covered by British sales of gold to Canada, and the remaining $1700
millions, by an interest-free loan to Britain of $700 millions and by a gift
of $1000 millions made early in 1942 under the United Kingdom Financing
Act. This sum of $1000 millions was included in the Dominion expendi-
ture figure. A similar gift of $1000 millions was put into the Budget
for 1943-44.

In Part IIT of this Enquiry Canadian Tables 1 to 4 and 7 show the tax
structures, public expenditures and the public debt of Governments in
Canada after the outbreak of war. It will be noted how great has been
the increase in the total expenditures of all layers of Government. Before
the war this was 25 to 30 per cent of the national income and often
included large expenditures for urban and agricultural relief. In 1941-42
the deficit of the Canadian national railways disappeared and there was
also a fall in the expenditure on unemployment and relief, now a small
item. The demands made on the railways during the last three years have
already much exceeded the operations of the first world war, and in 1942
the increase over 1939 was of the order of 60 per cent. The increase in
the returns of the sales tax, a regressive tax, in 1942-43 and 1943-44, was
noticeable. Thus in 1938-39 the Federal sales tax was $122-1 millions,
the Provincial sales taxes $2-4 millions and the Municipal sales taxes $4-3
millions, or a total of $128:8 millions. In 1942-43 the yield was $218,
$14-7, $6-7 and $239-4 millions respectively. Other Federal regressive
taxes also increased, thus miscellaneous Federal taxes increased from
$22-9 millions in 1938-39 to $76-8 millions in 1943-44.

The most striking changes brought about by the war are summarised
opposite and overleaf.

The figures show that the expenditures on education and highways
have not decreased or remained constant on account of the war. The
large expenditures on public welfare have, owing to the better employment,
decreased in 1942-43 as compared with the pre-war year 1938-39.

It will be seen from what has been said that the war has been financed
by taxation, by borrowing from the public the savings of individuals and
corporations and also by credit expansion under the banking system.
These methods have been supplemented by special controls such as import
quotas and prohibitions, price-fixing, exchange control and rationing. The
Government realised early in the war the advantages of taxation and of
skimming off the savings of the people and corporations. The war effort
would have been sadly cramped had civilian demand been allowed to
compete with war requirements both as regards man-power and materials.
An all-out war effort and a rising standard of living are not good bed-
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DominioN FINANCE
($ nulhous)

l Fiscal Years (ht April-3lst \lnnh)

I ressse | o1

‘ (Pre-war lcar) 1042-43
War expenditures . . . i 34 ! 37242
Non-war expenditures . . i 439! 663
Total expenditures . . i 473! 4387 *
Total revenues . . . l 4261 2249
U Cf Statistical Summary, Bank of Canada, Oct —Nov 1942, p 85

* Includes $1000 nuihions tor the allocation "of war hqulios to the Alhed Powers

3 Includes $84 nullions as compensation to Provine

mcome and corporation taxes to the Fedetal dovernment during the war

($ mullions)

Income tax . . . . .
Taxes on corporation profits . .
i Other corporation taxes . . .
Succession duties . . . .

Withholding taxes on dividends, interest ,
Excise duties and taxes on hquor and |

| tobacco . . . .

. Import duties and mxeq . . .

" Sales taxes . . . :
Mascellancous taxes . . -

PRrOVINCIAL FINANCE *
($ mullions)

I Expenditure . . . .
Revenue . . . . .

MunicIPAL FINANCE *
($ millions)

Expenditure . . . .
Revenue . .

. . .

1938 39

47
8

|

10
hH3
94
122
23

506
770
16
15

28

156
231
218

717

Fiseal Years
(lst Apnil 314t Murc h)

1938 39
266
246

194" 4J |

9‘18 3{)

288
312

1042 438

276
300

286

Governments tor assigning proceeds ot the

1942-43

Source, ~‘it:mstiml Sumumry, Bank of (‘.m.uln Oct.~Nov. 1042, pp, 84-5,
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ExpeNDITURE ON EpucaTioN, PuBLic WELFARE AND HIGHWAYS AND
OTHER AIDS TO TRANSPORT *

($ millions)
o i - | 103830 | 1042-48
Education :
Federal 2-3 2:2
Provincial 17-2 21-4
Municipal . 96-0 110-1
Total 116:5 1337
Public Welfare :
Federal—General 52 22-81
Old-age pensions . .. ..
Relief 2 13-2 2-6
Provincial—General . 42-5 50-4
Old-age pensions . 39-3 43-8
Relief . 26-9 6-1
Municipal—General . 28-0 28-5
Old-age pensions . .. ..
Relief 2 . 61-8 99
Total—General 757 101-7
’ Old-age pensions . 39-3 43-8
. Relief 2 101-9 186
Total 216-9 164-1
Highways, etc. :
Federal 234 219
Provincial 24-2 277
Municipal . 321 36-1
Total . 797 85-7

! Includes $17 milhons for administration of and contribution to unemployment insurance.
* Kxcludes municipal expenditure on relief works and provincial expenditure on provincial

relief works,

* Source.—Statistical Summary, Bank of Canada, Oct.-Nov. 1942, pp. 84-5,

fellows. At first the financing of the war was of a credit expansion nature,
as when, for example, after the outbreak of war-a loan of $200 millions
was raised from the banks. A controlled expansion of credit was desirable
to assist production and to decrease unemployment which was 12 per
cent,! but once this took place a public loan for $200 millions was floated
and in the second war Budget heavier taxation was levied. A second

1 The percentage of total wage-earners unemployed was 2 per cent in 1928, & maximum
of 26 per cent in 1932, 9 per cent in 1937 and 12 per cent in 1939 (Dominion Bureau of

Statistics — The Unemployment Situation).
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public loan for $300 millions was successfully floated. Early in 1941 a
short-term loan for $250 millions from the banks was raised. In the third
war Budget heavier taxation was levied with a Victory Loan offered to the
public in June 1941. This was successful. The tax structure, however,
has been made to bear the maximum load, and the taxation of incomes,
corporations and excess profits but not the sales tax (because itis regressive)
have brought in much grist to the mill. On 23rd June 1942, for example,
very sharp increases of income and national defence taxes took place and
were henceforth to be collected at source wherever possible. The tax was
steeply progressive. Exemptions for married persons and children were
lowered but a proportion of the tax was treated as compulsory savings
returnable with 2 per cent interest after the conclusion of hostilities. A
married man, for example, with two children and an annual income of
$5000 who hitherto paid $735 had to pay $1062 as income tax and
compulsory savings. In March 1943 “ pay as you earn ”” was introduced
but without complete cancellation of the balances due on last ycar’s
taxes. Only half of the tax liability on the carned income of individuals
(but not of corporations) and on income from investment up to $3000, for
the year 1942, was “ forgiven ”, and of the amount remaining one-third
had to be paid by 30th June and two-thirds on 31st December 1943. Half
of the income tax on investments for 1942 was deferred until the death of
the taxpayer on the basis that, while wages and salaries cease on death,
there is capital from which to pay deferred taxes on the death of the tax-
payer. Special concessions were given to farmers. They paid tax on only
two-thirds of their estimatcd income before the end of the calendar year,
and the balance was to be paid when the actual income was established
by the end of March 1944. Farmers when suffering a loss in any year may
deduct from the income in either of the next two years.

The financial policy laid down in the first war Budget in September
1939 is being followed : (1) the pay-as-you-go policy as far as is practi-
cable; (2) the insistence of the principle of equality of sacrifice on the basis
of ability to pay; and (3) the levying of taxes to the highest possible
point. Taxes could not be carried beyond that point where production
cfficiency would be interfered with, ¢ but ”’, said the Minister of Finance,
“ we are not prepared to be timid or light-hearted in judging where this
point lies . This principle is seen not only in the taxation on the income
of individuals but also on the taxation of corporate incomes where the
rate has been raised sharply. In the Budget presented in June 1942 an
interesting change was made. Previously company profits were frst
subject to a flat rate of 18 per cent corporate income tax, and then paid
75 per cent of the excess profits under the Excess Profits Tax Act over the
standard profits or 22 per cent of the total profits, whichever was the
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greater. Now under the new Excess Profits Tax Act a company pays a
flat rate of 12 per cent on its total profits in addition to the 18 per cent
corporation income tax, and thereafter 100 per cent of excess profits or
10 per cent of its total profits, whichever is the greater. This means that
the 100 per cent excess profits tax becomes the greater when the company
carns more than 116-6 per cent of its standard profits, compared with
156-7 per cent under previous legislation. A company or corporation as
before pays at least 40 per cent of its total profits in taxation. It cannot
retain under the new legislation more than 70 per cent of its standard
profits as calculated for purposes of excess profits tax. Standard profits
are calculated after payment of income tax. It is, therefore, estimated
that, allowing for the 20 per cent refund or excess profits tax, a corporation
with standard profits at the level of the 1936-39 average taxable profits
can retain about seven-eighths of its average profits for those years, the
years on which the standard is based. The tax refund has borne income
tax and is payable without interest after the war.

A conspectus of Canadian public finance is given in a table furnished
by the Dominion Statistician, Ottawa, showing the revenues and expendi-
tures of the war years, as compared with those of the pre-rearmament year
1937- 38, expressed as a percentage of national income and per head of
population, together with the war expenditures also expressed as a percent-
age of national income and per head of population. This will be found in
Part III, Table 11. It shows that in 1941-42 as compared with 1937-38
Government revenues (Dominion, Provincial and Municipal) had increased
from 25-6 per cent to 32:3 per cent of the national income, Government
expenditures from 25-7 per cent to 37-9 per cent, and the expenditure on
the war from 0-7 per cent to 21-2 per cent, a truly remarkable change in
Canadian public finance.

L VIII. CoNncLusIiON

To-day Canada is the most highly developed Dominion both
mdustnally and ﬁnanclally The advance which the Dominion has made
in recent years, especially since the Bank of Canada commenced business
in March 1935 after the passage of the Bank of Canada Act in 1934, is
most striking. A quarter of a century ago Canada was without a broad
tax structure and there was no domestic money market from which to
borrow. There was no central bank to control or to co-ordinate the
financial life of the country.! Before the outbreak of the present war
Canada no longer depended on London for loans as in 1914, for in that

1 Cf. Plumptre, Central Banking in the British Domsnions, Toronto University Press,
1940.
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year, be it remembered, less than §1 million of Canada’s funded debt was
held by Canadians. Between 1914 and 1920 Canada’s war expenditures
rarely exceeded 10 per cent of the national income, and her tax structure
was in 1939 no longer the primitive tax structure of customs and excise
duties of twenty-five years earlier. Nevertheless war expenditure wus
only a fraction of 1 per cent before the outbreak of the present war, and
this is a rough measure of the unpreparedness of the Dominion for total
war. The war expenditure increases described in the previous section are
almost too great to be believed. These have been possible because of the
large real resources of the country of man-power and equipment. Emplov-
ment of each of these since September 1939 has been upward, as may be
measured by the increase of national income as long as that is an increase
of real production and not only an increase in prices. Diminished con-
sumption for non-war purposes and diminished investment in new equip-
ment were other real sources of Canada’s war effort. The tax structure was
improved beyond all recognition to meet the new expenditures. To dis-
tribute the burden of war as fairly as possible a resort to direct taxes was
made. Before the war more than two-thirds of all tax revenues came from
indirect taxes. To-day, on the other hand, more than half is from direct
taxation (personal income taxes, the national defence tax, the corporate
income tax, the excess profits tax less payments to provinces for tax
transfer, succession duties, and taxes on dividends and interest). Canadian
taxes on personal incomes are higher than those in the United States and
more or less conform to those in Great Britain. The increase in progression
through income taxation i3 very noticeable. But the burden of indirect
taxation is, all things considered, heavier in Canada than in Great Britain
(Table 11, Part III). New taxes to restrict incomes have been levied.
Among these are the excess profits tax, the national defence tax, succession
duties, a gasoline tax, a passenger transportation tax and entertainments
taxes on motion pictures. Other taxes to conserve resources include the
automobile tax, the tax on radio valves and wireless sets. The whole
policy of Canadian war finance, as illustrated in what has been said above,
is best summarised in the Minister of Finance’s own words in the Canadian
House of Commons : “ The task of finance is to provide the funds which
are used to pay for war services. But in a deeper sense the task of finance
is, by taxation and borrowing, to restrict the civilian demand for economic
resources in order that they will be free when the defence or supply
departments need them. . . . If finance proceeds more rapidly in cur-
tailing civilian demand than defence proceeds in making use of the
resources thus set free, there will be unemployment and waste, while, on
the other hand, if finance lags behind the defence services, they will be
faced by shortages and delays, and the competition between military and
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civil demands will bring about inflation.”” 1 Tax as high as you can and
mobilise savings by an intensive campaign and avoid the inflationary gap
brought about by bank borrowings, are the aims of the Dominion Treasury

in 1943-44.

1 'The Hon. J. L. llsley, Canadian House of Commons Debates, 30th July 1940,
p. 2272. Cf. Plumptre, Mobilizing Canada’s Resources for War, Toronto, The Macmillan

Co., 1941, p. 122.



CHAPTER V

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF AUSTRALIA

I. TaE NationaL EcoNnomy

Tue Commonwealth of Australia is over thirty-one times the size of the
United Kingdom but has only about one-seventh of its population. Its
size is roughly the same as that of the United States, but the United States
has nineteen times Australia’s population. As compared with Canada,
Australia’s area is about three-quarters of a million square miles less, but
her population is approximately 7 millions as compared with Canada’s
10 millions. Australia, however, owing to scarcity of rainfall, cannot
support a population of anything like the size of that of the continental
United States. The whole continent of Australia is a large and irregular
plateau, part of which is below sea level. Round this platcau there is a
mountainous coastline with intervals of sandy shores on the north, west
and south. On the east coast there are good harbours and rivers, while in
the west there is a coastline with poor inland water communication. Of
the six States of the Commonwealth threc are greatly superior to the
other three in the production of wealth — Victoria, New South Wales and
Queensland being much mote prosperous on the whole than what may be
called the marginal States — South Australia, Western Australia and
Tasmania. This diversity in natural resources, size, population and state
of development gives rise to differences of standards in financial adminis-
tration as shown in the Budgets, even when thesc are corrected to make
allowances for items brought into account in some but not in others, and
adjustments made to eliminate the effects of emergency expenditure and
variations in accounting practice. These differences are mainly in (1) the
standard of expenditure in regard to the costs of administration and the
scale of social services, (2) the maintenance of capital equipment and
(3) the taxable capacity of the States and the standard of effort by the
States and Local Authorities in raising revenue.

Population cannot be settled in vacant spaces unless there are available
resources. Unless there is a rainfall of about ten inches in the area,
cultivation is hardly possible. Wheat cannot be successfully grown if the
rainfall is below ten inches, and settlement is impossible unless minerals
or some special industrial or commercial opportunities cxist. Methods of
dry farming with an annual rainfall of this amount, eight inches falling
within the growing period, and wheat-breeding have made it possible to
grow wheat under difficult conditions, and the discovery of plenty of land
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suitable for the merino sheep — Australia is the chief producer of wool
in the world — has led to the production of much wealth from_arid
and semi-arid areas. In Queensland, New South Wales and Victoria the
rainfall, ‘which is much heavier between the mountains and the coast than
it is on the inner side of the Divide, varies in the coastal belt from 160
inches a year in Northern Queensland to 25 inches in Western Victoria.
In Queensland sugar, wool, tropical fruit and dairy produce are the chief
products ; in New South Wales wool, wheat, dairying and the production
of fruit are the main primary industries, while in Victoria wheat-farming,
wool-raising and dairying with cultivation of vines and citrus fruits in the
Murray irrigation areas and of apples in the south are the chief occupations.
Cattle and sheep are grazed, and forestry is carried on among the foothills
of the Great Divide. On the plateaus mining and cattle-grazing are the
chief industries.

When we turn to the marginal States we see the mistake made by
Australians and outsiders alike of overestimating the natural wealth of
the continent, although the achievements in developing pastoral and
wheat-growing industries have been noteworthy. In the marginal States
there is a large area which is difficult to cultivate and to develop. South
Australia, out of a total area of 380,000 square miles, has an area of
311,000 square miles with a rainfall under 10 inches ; Western Australia,
out of a total area of 976,000 square miles, has 487,000 square miles with a
similarrainfall. Tasmania, although herrainfall exceeds in parts 100 inches
per annum and in no part is less than 20 inches, is mountainous, particu-
larly on the west, and the productive area is not large. One-third of the
island has no population, and only over 6 million acres out of some 17
millions have been alicnated. The economy of South Australia is based
largely on wheat and wool produced under conditions more difficult than
the average, and she is vulnerable to price depressions. She lacks coal,
but in spite of this has retained a surprising amount of secondary industry.
Western Australia also specialises in wheat and wool, and in addition in
the production of gold. Unfortunately her finances have been seriously
affected by reckless financing of wheat in an area well suited for this crop,
and by an attempt to settle migrants in the extreme south-west for dairying.
With a small population and limited resources capable of development,
Tasmania has more difficult problems than those of the other five States.
Her unproductive assets, for example, are a growing burden and her tax-
able capacity is low. Loan losses per head are relatively very high* and are
a heavy burden on the State finances. Indeed they are much higher than
those of South Australia and Western Australia. The main factors contri-
buting to this are losses on railways, roads and bridges,and land settlement.

1 See Table 15, Part III.
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These variations in the economic position between States lod the
Commonwealth Grants Commission to lay down the fundamental principle
that “ Special Grants from the Commonwealth Government are justified
when a State through financial stress from any cause is unable efficiently
to discharge its functions as a member of the federation and should be
determined by the amount of help found necessary to make it possible
for that State by reasonable effort to function at a standard not appreciably
below that of other States .1 A Federation, in short, cannot work on a
strict book-keeping system, and it must be elastic in providing for change
by constitutional amendment and for co-operation in supplementing the
Constitution. Financial adjustments are necessary in the case of the
units against whom the financial scheme of Federation may work un-
favourably. The Centre and units more fortunately placed must make
their contribution to the common cause of Federation. It cannot be
cxpected that each of the units, economically or geographically, can be
identical, and national policy may affect some of the units more detriment-
ally than others. It is necessary for the Centre to intervenec so that the
citizens in the Federation should have a minimum standard of social and
other services. In this way the financial inequality of the units is remedied
and the effective working of the Federation made possible.

We have referred to the development by the States of a policy of
protection to rural production through subsidies and similar assistance, a
policy of extending and intensifying settlement. This was a policy for the
development of primary industry by State assistance. It clashed with the
claims of secondary industry for protection by tariffs. The tariff was used
as an instrument of development because it tended to produce a larger
population and a better balanced economy. It imposed, however, a
burden on exports ; yet in spite of it the main exports, wool and wheat,
have increased. Tariff policy has raised the prices of protected goods,
and these include the primary products butter, sugar and tobacco.
According to the Commonwealth Grants Commission, *“all sheltered
products and activities, such as potatoes, bricks, transport and retailing,
adjust their prices to the new level of costs. Unsheltered industry, which
in Australia is predominantly export industry, is subject to world demand,
and cannot raise its prices. In Australia, higher costs of consumption
goods are nearly all passed on quickly, and often automatically, to wages
and the costs of industry. It follows that the greater part of the cost of
protection is passed on and finally borne, not by the consumer, but by the
export industry.” 2 States which have a large amount of unsheltered in-
dustry arc Western Australia and South Australia, which had respectively

1 Commonwealth Grants Commission, Third Report (F. 2251, 1936), Chap. vi, p. 75.
2 Jbid., p. 64.
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60 and 47 per cent out of the total production of such industry in
1932-33 ; the percentage for all States was 35 per cent, for Queensland 24
per cent, for Victoria 29 per cent, for New South Wales 36 per cent and for
Tasmania 39 per cent.! By unsheltered production is meant the produc-
tion of primary products including minerals. Western Australia has
always alleged that it is almost impossible to set up factory industries in
competition with those of the Eastern States: Interstate free trade has
exposed her infant industries to the competition of similar industries in
the Eastern States. “ If such industries ’, the Government of Western
Australia stated, *“ could have been established successfully, our population
would have been greater, the avenues of employment increased, and the
[State’s] national income augmented to an extent that cannot be measured
only by the excess cost of imports from the Eastern States.” 2

The ideas behind the policy of protection which is followed by the
Commonwealth, idcas typical of not always very clear protcctionist
arguments, are best stated in I'he Australian Tariff, An Economic Enquiry,
by Professors Copland, Giblin and Brigden and Messrs. Dyason and
Wickens.? It is a report of an informal Committee invited by the Prime
Minister to study the tariff problem. It pointed out that Australia’s
exports were primary products, the products of agriculture and mining,
while her imports were mainly manufactured goods. Protection had
conferred a double benefit. First, it had diverted resources from the
primary industries where diminishing returns are in operation and where
declining export prices would have resulted. Resources were diverted
into secondary industry. A shift of the terms of international trade
would have occurred without protection. To produce as great a national
income under free trade as under protection it would have been necessary
to expand primary industry already producing at increasing costs, and
any addition to exports would, without doubt, depress prices. The issue
did not, it may be noted, arise from protection to agriculture as in Great
Britain, but from protection to manufactures. Secondly, the permanent
policy of protection had added to the national income by increasing
the share of wages where the largest number of people was supported on
more generous lines. The tariff, in short, had subsidised labour at the
expense of landowners. Opportunity for employment had increased and a
higher standard of living was the result. * The advantage of protection

1 Commonwealth Grants Commission, Third Report, Appendix 19, p. 206" — ~

3 Statement of Case, quoted by the Commonwealth Grants Commission,
Report (F. 1816, 1937), p. 49.

3 The Australian Tariff, An Economic Enguiry (Melbourne University Press in asso-
ciation with Macmillan & Co. Ltd., second edition, 1929). Cf. Copland, “ A Neglected
Phase of the Tariff Controversy », Quarterly Journal of Economics, Feb. 1931. For a
criticism of the Australian case see Andeérson, * Protection and the Historical Situation :
Australia , Quarterly Journal of Economics, Nov. 1938.
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is in the maintenance of a larger population than could have been-expected
at the same standard of living without the protective tariff.”! The
Committee did not attempt to estimate the net benefit or the net burden
to the six States separately and was unable to adopt the provisional
estimates made previously by two of their number.2 The Committee
estimated that Australian products which are protected cost, in 1926--27,
£36 millions, more than the same goods could have been imported for,
duty free. Protected manufactured goods cost about £26 mullions more
than free imports and protected primary products about £10 millions, a
total of £36 millions, or £6 per head of population.

“In so far as the establishment of secondary industry involves a
subsidy from the community, which falls with especial severity on export
industry, there is a clash of interest between secondary industry and the
interests which depend upon primary industry. Morcover, the sccondary
industries tend to be developed in the Eastern States. These are ncarer
the great coal-ficlds, and have the larger populations, and as they had an
carly start, the modern tendency to concentration makes these industries
even larger. The more sparsely settled outer States could never establish
these industries except at great cost to themselves. As a result the
clash between the interests of primary and secondary industries tends to
grow into a conflict between the more closely populated Eastern States
of Victoria and New South Wales and the sparsely settled marginal
States of South Australia, Western Australia and Tasmania. Queensland
occupies a middle position because of her enormous pastoral wealth, the
small proportion of really arid country, and the high return of the sugar
industry, protected by an embargo and price agreement which is now
equivalent to a duty of about 250 per cent.” 2 Table I overleaf shows
the production by States in 1937-38.

Another noteworthy feature of Australian national economy is the
high per capita income which prevails in spite of the policy of protection,
and which is responsible for some of the arguments quoted above (cf. pp.
105-6). Australia belongs to the high national income group of countries,
the other countries being the United States, Canada, New Zealand, Great
Britain and the Argentine. With a population of only about 7 millions
the national income in 1937-38 was £796 millions, or £113 per annum per
head of the total population, or over £2 per week, a large figure. If the
breadwinner alone be taken, Australia’s national income per head, like
others of the £2 a week group, is double that amount. But, however,
this group contains only 10 per cent of the world’s population. No

1 Op. cit., p. 140. :
2 Jhid. Appendix W (The Effects of the Tariff upon State Finances), p. 229,
s Commonwealth Grants Commission, Third Report (F. 2251, 1936), para. 65, p. 39.
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TABLE 1

ProbucrioN BY StaTks, 1937-38 *
(£ millions)

Agriculture,
Dairying, Total Manufactures
State Poultry, Bees, | Pastoral | Mining | Primary (Secondary G‘l‘ and
Forestry and Industry Industry) Total
! Fisheries

New South Wales 311 353 | 120 784 852 1636

Victoria . . 305 19-5 2:3 52:3 64-9 117-2

Queensland . 219 16-2 36 41-7 18-6 60-3

South Australia . 12-3 51 2:6 200 13-8 33-8

Western Australia 8-8 4-5 9-4 22-7 8:6 31-3

Tasmania . . 44 1-6 2:3 83 54 13-7
Total . . 109-0 822 | 322 2234 196-5 4199 i

* Compiled from data in Appendix 10, Commonwealth Grants Commission, Eighth Report (1941).

less than 81 per cent of the world’s population has an average income per
breadwinner below £2 a week, so that the world as a whole is poor in
comparison with the first group of countries above. An intermediate
group covering 9 per cent of the world’s population includes the principal
industrial countries of Europe with an average income per breadwinner
of between £2 and £4 weekly.! Australia’s income in 1937-38, the pre-
rearmament year, was higher than in the pre-depression year 1928-29,
and very much higher than in 1931-32. This is clearly brought out in the
following table :

TABLE 11
THE NATIONAL INCOME OF AUSTRALIA *
Vear B RS B VAR e

1928-29 768 100
1929-30 730 95
1930-31 566 74
1931-32 —__ 528 60l
1932-33 560 72
1933-34 609 79
1934-35 632 82
1935-36 704 92
1936-37 760 99
1937-38 796 104
1938-39 788 103
1939-40 863 112
1940-41 925 120

* Cf. Colin Clark and J. G. Crawford, The Australian National Income, Commonwealth Grants
Commission, Seventh, Kighth and Ninth Reports.

1 Cf. Colin Clark, The Conditions of Economic Progress.
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The table also shows the effect of the change-over from a peace-time
to a war-time economy. In 1939-40, for example, as compared with
the previous year, there was an increase of 9 per cent, and in the following
year of 8 per cent. Among the factors making for an increase, the most
important was the great drive to increase the production of munitions
of war with the consequent demand for labour and the rise in wages,
especially in the industrial States of New South Wales and Victoria.
The trend towards increasing productivity with the aid of machinery
and the better organisation of labour-power and resources has been
marked in recent years in Australian as in British industry. This has
been specially intensified since 1939-40. On the other hand, there have
been the adverse influences arising from the dislocation of overseas trade.
Owing to war demands on shipping, Great Britain has been unable to
absorb the normal imports from Australia. This has severely affected
the States which were most dependent on primary production, such as
South Australia and Western Australia in regard to wheat and Tasmania
in regard to fruit.

Australia’s prosperity, indecd her very existence, depends on making
the most of her specialised resources and on exchanging them on as
advantageous terms as possible for her other requirements. Australia,
as we have seen, is the world’s largest producer of wool, and she is also '
one of the world’s important producers of wheat..” Out of a total export
trade of £A157-6 millions in 1937-38 the exports of wool amounted to
£47-0 millions, wheat and flour to £26-9 millions, meat to £12-:3 millions,
butter to £10-8 millions, hides and skins to £6-2 mullions, fruit to £6-0
millions and sugar to £4-0 millions. Of minerals export gold amounted
to £13-9 millions, and lead and spelter to £5-7 millions. On the other
hand, her imports were mainly manufactured goods which she could not
make so cheaply. Of her imports from abroad, amounting to £114-0
millions sterling, some of the most important were piece goods £12-0
millions, motor cars, chassis, bodies and parts £7-8 millions, iron and steel
£5-0 millions, electrical machinery, cable and wire £5-0 millions, motive
power machinery other than electric £3-7 millions, drugs, chemicals and fer-
tilisers £5-3 millions, tea £2-4 millions, tobacco, cigarettes and cigars £2-0
millions. The greater part of Australia’s customs and excise revenue,
normally over 60 per cent, is the result of the policy of protection, and this,
it may be noted, makes it impossible to adjust revenue easily to meet
the needs of the Commonwealth. Moreover, business conditions and, in
war-time, shipping have a great effect on it, a much greater effect than
on any other major branch of taxation. In 1930-31 customs and excise
revenue fell by 32 per cent, while direct taxation, Commonwealth and
State, actually increased in that year. Even inclusive of the sales tax
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the fall in total indirect taxation in 1930-31 was 25 per cent. Incidentally,
were the Commonwealth to confine itself to customs and excise it would be
in an uncertain position, and as the Commonwealth Grants Commission
has more than once peinted out, any nice adjustment of taxing powers to
responsibilities would be impossible in practice.

Conclusions on the National Economy

Australia’s economy is very dependent on international trade, which
accounts for a considerable proportion of her national income. Her
resources are such that she specialises on primary products, in several of
which she is one of the world’s biggest producers. Nevertheless, she has
for a long time pursued a policy of high and increasing protection, especially
to secondary industry. This has resulted in a more diversified economy.
The national income is very high, but the policy of protection has intensi-
fied the cffects of the great physical and economic differences betwecen the
more populous and prosperous States of New South Wales, Victoria and
Queensland, and the marginal States of South Australia, Western
Australia and Tasmania. These differences, together with financial
policies that have not always been very prudent in the past, have necessi-
tated financial assistance in the form of annual special grants from the
Commonwealth to the marginal States. The grants are intended to
cnable these States, with reasonable effort on their own part, to provide
social and other services at a level similar to that of the other States.

1I. Tue CONSTITUTIONAL BACKGROUND

By the Commonwealth of Australia Constitution Act, 1900, which
came into force in the following year, the Australian Parhament has the
“ power to make laws for the peace, order and good government of the
Commonwealth with respect to (infer alia) taxation; but so as not to
discriminate between States or parts of States”.? At the time of
federation the Commonwealth was given limited financial powers. It
was granted under the Constitution (section 88) exclusive power to levy
indirect taxation in the form of customs and excise. But under section
87, known as the Braddon clause, only one-fourth of the net revenue from
these duties was allocated annually to Commonwealth expenditure during
the years 1901 to 1910, the remainder being handed over to the States.
Alternatively, it could have been “applied towards the payment of
interest on debts of the several States taken over by the Commonwealth .

1 63 & 64 Vict. chap. 12, amended 1n 1928 by the addition of section 1054 giving effect
to the powers conferred on the Commonwealth by section 105.
2 Section 51.
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During the last war, however, in 1915 16, the Commonwealth levied a
direct tax in the form of an mcome tax. Before this date, viz. in 1910 11,
it had levied the land tax and in 1914-15 estate duties, both direct
taxes. In 1930-31 its indirect taxing powers were extended to sales taxes
levied on home-manufactured and imported goods. 'The Constitution
gives the Commonwealth the widest taxing powers, both in direct and
indirect taxation. The States, having agreed to assign to the Central
authority under the Constitution customs and excise taxes (imncluding
sales taxes), have been left almost entirely with direct taxes. During the
last four decades balance between the revenues of the Commonwealth and
States has been maintained by recurring and non-recurring grants to the
States from the Commonwealth which amounted during the period 1901 -
1941 to the large total of £385 millions.! In Kederations, especially at
certain stages of development, redistribution of revenue is to some degree
inevitable, and Australia is no exception to the rule. Experienco showed
that inequalities as between the States occurred and it was found that
certain States could not discharge, without assistance, their functions
efficiently. The Commonwealth Grants Commission, under section 96 of
the Constitution,? laid down the principle mentioned on p. 107 above.

In the pre-rearmament year, 1937--38, apart from invalid and old-age
pensions financed by the Commonwealth Government and costing £15-8
millions, the Commonwealth made the following payments to or for the
States : interest on States’ debts £7-6 millions, sinking fund on States’
debts £1-5 millions, special grants under section 96 of the Constitution
£2-4 millions, Federal Aid road grants £4-1 millions, other grants £0-5
million . total £16:1 millions.» ¢ In 1942-43 invalid and old-age
pensions were estimated to be £22-4 millions, and payments to the States
from Consolidated Revenue £41-1 millions.?

At the various conferences of Commonwealth and State ministers and
in the press it has sometimes been claimed that there has been invasion
of a field of taxation reserved by the Constitution for the States. But
a careful examination of the proceedings of these conferences and the
reports of the Commonwealth Grants Commission as well as of the Con-
stitution Act itself proves that no such invasion took place. There is

1 Amount paid from Consohdated Revenue Fund, excluding payments for relief of
primary producers, medical research, etc.

? Section 96 reads, “ Durmg a period of ten years after the establishment of the
Commonwealth and thereafter until the Paurhament otherwise provides, the Parhament
may grant financial assistance to any State on such terms and conditions as the Parlia-
ment thinks fit .

3 See Table 19, Part III.

4 Excluding relief of primary producers.

5 Excluding relief of primary producers, but including £27-8 millions for income tax
and entertainments tax reimbursement.
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certainly nothing in the Constitution which would justify this contention.
The States, for example, were never given the entire field of direct taxation
for themselves. The steadily widening field of Federal activity and the
increasing cost of defence from the first decade of the present century
made any such separation of revenues impossible even at the time when
the Commonwealth had only just embarked on a national programme.
Customs and excise revenues would have been quite inadequate to finance
the 1914-18 war and the Commonwealth, therefore, had to resort to direct
taxation.! Total war always throws added gigantic burdens and responsi-
bilities on a Federal Government.

These points may be made clearer by a short survey of the salient
changes in the financial history of the Commonwealth. These may be
grouped conveniently into four stages: (1) the period of the Braddon
clause — section 87 of the Constitution — which covered the years 1901
to 1910; (2) the period from 1910-11 to 1926-27, the period of the per
capita payments ; (3) the period from the Financial Agreement Act, 1928,
to 1942, the period when the Commonwealth took over the debts of the
six States and the Loan Council was formed; and (4) the period of
the ascendancy of the Commonwealth Government from the passing of the
legislation to implement the uniform income tax plan, i.e. from 4th June
1942 to the present time. Each of these periods corresponds to major
changes in financial pohcy.

(1) Period I (1900-1901 to 1909-10).—In regard to the first of these
periods, from 1901 to 1910, monthly payments to the States of all the
surplus revenue of the Commonwealth were provided for in sections 87,
89, 93 and 94 of the Constitution. Kach State was credited with the
Commonwealth revenue collected in that State and debited with the
expenditure incurred on its behalf in the transferred departments, and
also with a share of the new expenditure of the Commonwealth on a per
capita basis. This is generally known as the ‘‘ book-keeping system .
This was, under the Constitution, to continue until 1906-7 (the expiry of
the first five years provided for in section 93), or until “ Parliament
otherwise provides”. The ‘‘ book-keeping system ” could thus be
changed by the Commonwealth Parliament at any time after 8th October
1906, the date of the expiry of the five-year period. Payments to the
States of surplus revenue of the Commonwealth ceased when the Common-
wealth began to pay invalid and old-age pensions. This gave rise to
criticism. In 1907-8 the Commonwealth paid its surplus revenue into
a trust account as a reserve for these pensions, a procedure which was

1 The Commonwealth Grants Commission clearly shows that it would have been
impossible for the Commonwealth to vacate the field of direct taxation even if it had
discontinued the per capita payments (vide table on p. 23, First Report, F. 3390, 1934).
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challenged by the State of New South Wales, but upheld by the High
Court. The State of Western Australia was permitted under section 95
of the Constitution to impose for five years customs duties on goods passing
into that State and not originally imported from beyond the Common-
wealth, such duties being collected by the Commonwealth. It may be
noted that in the Constitution as it came from the final Convention in
Melbourne the provision that three-fourths of the revenue from customs
should go to the States was a permanent one. But free-traders believed
that the raising of a customs revenue four times greater than was required
by the Commonwealth Government would mean a victory for protection,
and others were uncertain of the future of State revenues. Owing to these
fears a compromise was made limiting the payments to the States to ten
years. Section 96 was also inserted providing for special grants during
these first ten years of Federation, and thereafter if Parliament thought
these to be necessary.

(2) Period II (1910-11 to 1926-27).—In 1910 a scheme of per capita
payments was adopted by the passing of the Surplus Revenue Act of that
year, and payment became effective from 1st July. A special payment to
Western Australia of £250,000 per annum in the first year, thercafter
progressively decreasing by £10,000 each year, was included in this Act.?
No constitutional amendment took place when it was passed, and thus
the position of the States was insecure. A constitutional referendum was
indeed taken, but it was rejected as it was thought the proposed amend-
ment might “ leg-rope the Commonwealth . The various Governments
continued, however, to honour the agreement for per capua payments.
The Act of 1910 provided that it should continue for ten years from Ist
July 1910, and thereafter until Parliament otherwise detcrmined. Per
capita payments continued until 1926 -27.

(3) Period 111 (1927-28 to 1941-42).—The Commonwealth (rovern-
ment was under no obligation to continue the per cupita payments and
the Surplus Revenue Act was repealed, The States, faced with the loss
of per capita payments, accepted ceréin proposals incorporated in the
Finance Agrecment of 1927, and hence in the Financial Agreement Act
of 1928. This has improved the credit of the States as a whole.? Inde-
pendent borrowing by the States increased the cost of loans, and since
1923 borrowing programmes have been considered from time to time at
conferences at which the Treasurers of the Commonwealth and of the States
formed themselves into an advisory but not an executive body — the Aus-
tralian Loan Council. Between 1923 and 1927 it arranged for the amounts

1 See Table 20, Part 111,
3 The iterest contributions of the Commonwealth, however, will not increase as

population increases and, therefore, the position of the States may grow less favourable

as time goes on.
1
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to be borrowed by the Commonwealth and the six States. By the Financial
Agreement Act of 1928 this advisory body officially became the Australian
Loan Council. It was the Central authority which arranged within
prescribed limits all borrowings, conversions, renewals, redemptions and
consolidations of the public debts of the Commonwealth and of the States.
The Commonwealth took over the public debts of the States but left them
to find the interest. The Commonwealth shared among the States an
annual sum of £7,584,912, the equivalent of the per capita payments for
1926-27, as a contribution towards interest on these debts. It also paid for
certain sinking fund contributions. The Constitution was amended (by
section 1054, added in 1928) to give effect to the powers originally conferred
on the Commonwealth in section 105 of the Constitution and used in the
Financial Agreement of 1927. Section 1054 is as follows :

(i) The Commonwealth may make agreements with the States with respect
to the public debts of the States, including :

(a) the taking over of such debts by the Commonwealth ;

(b) the management of such debts ;

(c) the payment of interest and the provision and management of sinking
funds in respect of such debts ;

(d) the consolidation, renewal, conversion and redemption of such debts ;

() the indemnification of the Commonwealth by the States in respect of
debts taken over by the Commonwealth ; and

(f) the borrowing of money by the States or by the Commonwealth, or
by the Commonwealth for the States.

(ii) The Parliament may make laws for validating any such agreement made
before the commencement of this section.

(iii) The Parliament may make laws for the carrying-out by the parties
thereto of any such agreement.

(iv) Any such agreement may be varied or rescinded by the parties thereto.

(v) Every such agreement and any such variation thereof shall be binding
upon the Commonwealth and the States parties thereto notwithstanding
anything contained in this Constitution or the Constitution of the several
States or in any law of the Parliament of the Commonwealth or of any
State.

(vi) The powers conferred by this section shall not be construed as being
limited in any way by the provisions of section one hundred and five of
this Constitution.

The period from the Financial Agreement of 1927 to 1942 separates
into two well-marked divisions — that before the depression of 1930 and
that from the depression to IQQ Before the depression the total deficits
were not high. Indeed, in | Victoria and Queensland they were low.
After the depression the deficits were very abnormal in the States, at any
rate until 1935-36. An examination of the surpluses and deficits of the
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Commonwealth shows between 1929-30 and 1939-40 a net surplus of
£6+5 millions in the Commonwealth accounts. In nine of the eleven years
there were surpluses. In 1930-31 there was an abnormal deficit of £10-8
millions, but in the succeeding years there was a surplus of £18:8 millions.
In the same period the net deficit of New South Wales was £43-6 millions,
that of Victoria £7-8 millions, that of Queensland £8-1 millions, that of
South Australia £6-5 millions, that of Western Australia £6-0 millions and
that of Tasmania £0-9 million. The total net deficit for the period 1929-30
to 1939-40 was £72-8 millions for all States combined and £66-3 millions
for Commonwealth and States.! The losses on loan works in the States
rose to a very high figure. It is obvious ”, said the Commonwealth
Grants Commission, ““ that the depression has heen the chief factor in
increasing the deficits of the States. The depression affected the Common-
wealth in a most striking way, owing chiefly to the great reduction in
customs revenue. This led to an increase of Commonwealth taxation in
the form of a drastic impost on property incomes, a primage duty on
imports and the sales tax, which is a form of excise taxation and there-
fore not open to the States.? The Commonwealth was also helped very
much by the suspension by the British Government of payments in respect
of war debt.” 3

In 1933 the Commonwealth Government appointed the Commonwealth
Grants Commission of threc members to enquire into and report upon
claims made by any State for a grant of financial assistance under section
96 of the Constitution. The grants recommended in 1937-38 were as
follows : South Australia £1,200,000; Western Austraha £575,000;
Tasmania £5675,000 ; making a total of £2,350,000. In 1942-43 they were
£550,000, £800,000 and £575,000 respectively, making a total of £1,925,000.4

(4) Period IV (from 1942 onwards).—It is not possible to demarcate
with accuracy the beginning of the fourth period which for convenience is
placed as from 1942. This year has been selected as it marks the passing
of the uniform income_tax law by the Australian Parliament and the
High Court’s judgment validating it. It is, in short, a landmark in
Australian constitutional and financial history.

It will be recalled that in Canada in April 1941 the Minister of Finance
offered compensation to the Provincial Governments in respect of personal
and corporation income taxes and the guarantee of gasoline tax revenues,
if they would vacate the personal and corporation income tax fields for

1 See Commonwealth Grants Commission, Eighth Report (F. 1357, 1941), Appendix
20, p. 125.

2 Tn 1932-33, in the depth of the depression, Federal, State and Local Authority taxa-
tion was 20 por cent of the national mcome ; 1 1939-40 the proportion was 18-2 per cent.

3 Commonwealth Grants Commission, Third Report (F. 2251, 1936), p. 29.

4 Seo Table 20, Part III.
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the duration of the war in order that a uniform tax may be levied
throughout the Dominion on persons and corporations. The Provinces
accepted the proposal, the Dominion-Provincial Taxation Agreement Act
was passed, and in the Budget for 1942-43 $84,428,000 were provided for
compensation. An effective and equitable tax policy during the war was
thus made possible. In Australia the highest amount of taxation was
imperative to finance the war, but the Commonwealth Government was
severcly handicapped in getting a reasonable return from the taxation
of income by the high rates of income tax prevailing in some States. In
January 1941 the Commonwealth Government submitted to the States
alternative proposals for the reduction of all State income tax to the level
of the most lightly taxed State or an increase to the level of the most
heavily taxed. In the former case the States were to be compensated for
their sacrifice of revenuc by Commonwealth grants, and in the latter case
the increased taxation was to be lent to the Commonwealth. The States
rejected these proposals. On 27th June 1941, at a meeting of the Loan
Council, the Commonwealth put forward a fresh proposal that the States
should vacate the income tax field for the duration of the war in favour of
the Commonwealth, and accept £30 millions annually in compensation, of
which £24-5 millions would be distributed on a basis of £3 : 10s. per head
of the population, the balance to be divided on any basis to which the
States could agree. The Treasurer (Mr. A. W. Fadden) said that the
Commonwealth must make the maximum demand on the taxpayer (who
is the same taxpayer both in regard to Commonwealth and State taxation),
and that the claims of the Commonwealth must come first. Otherwise,
the varying incidence of State taxation may have to be overlooked by
raising the Commonwealth taxation on high incomes (which were already
heavily taxed in some States), or by abolishing the allowances on State
income tax, such as the deduction which is allowed for Commonwealth
tax purposes, and also many other concessions enjoyed by taxpayers.
Either course would affect the State differentially. Thus Victoria, with
an income tax of £2 : 11 : 4 per head of population, would not be affected
to the same degree as Queensland, where the rate was £5 : 12 : 2 per head,
or as New South Wales, where it was £5:10:7. The alternative course
might be acceptable to Queensland but Victoria might regard it as unfair.
With the exception of the Premier of South Australia all the State premiers
opposed the proposals of the Commonwealth Government as imposing
unconstitutional and crippling burdens. The Premier of Victoria protested
that his State would be penalised for its long record of prudent finance to
relieve the improvident States. If the State vacated the income tax field
there would be a huge increase in Commonwealth taxation on low and
medium-sized incomes in Victoria to bring the total taxation to that
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payable by Queensland and New South Wales. The Premiers of Queensland
and Western Australia, on the other hand, held that the lower rates mn
Victoria have been made possible, not by better financial methods, but by
the high protection policy of the Commonwealth. This, in their view, has
made it easicr to maintain a balanced Budget in the highly industrialised
States than in those dependent almost entirely on primary production and
disastrously sensitive to world price fluctuations.

War finance exigencies continued to force the 1ssue of financial read-
justments for the duration of the war, in spite of the States’ cry that
State sovereignty was endangered by what was called * umfication by

_finance”. A Committee, appointed to consider a scheme of uniform income
taxation for the Commonwealth, consisting of Professor R. C. Mills, of
the University of Sydney, Mr. Scullin and Mr. Spooner, presented a report
early in April 1942. They recommended the retirement of the States from
the field of income taxation for the duration of the war and one year
thereafter, the substitution of the Commonwealth as the one income-
taxing authority as from 1st July, and compensation to the States for loss
of revenue. On 22nd April the Premiers’ Conference representing the
Governments of all the States and of the Commonwealth vejected by a
decisive majority the Commonwealth Government’s proposal. This was
done although the Commonwealth Prime Minister had clearly stated
that the Commonwealth must have complete freedom of action over the
whole field of income tax throughout the war, with the right to take all
additional proceeds of the increasing national income or the mncreased
rates of taxation, and the States should limit their share of income taxation
to £34-5 millions annually during the war. Three weeks later the Common-
wealth Treasurer (Mr. Chifley) introduced into the House of Representa-
tives three bills for a uniform tax throughout Australia — one bill provided
for the temporary transfer to the Commonwealth of the trained stafis,
accommodation and equipment of the States used for the collection of
income tax, a second bill provided the payment for that assistance and
for income tax to be equalised throughout the Commonwealth according
to ability to pay, and a third bill provided that the payment of Federal
income tax should have priority over the States income tax during the
war and for one year thereafter. The Commonwealth estimated an
additional yield of from £12 millions to £15 millions for war purposes.
The States were to receive grants based on their average income tax
collections for the last two years. The bills passed both Houses — the
House of Representatives on 29th May and the Senate on 4th June. The
new measures were to come into force on 1st August. The Governments
of Victoria, Queensland, South Australia and Western Australia applied
to the High Court for a decree invaldating the Acts as wltra vires under
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the Commonwealth Constitution. The case was heard before a full Bench
of the High Court on 22nd June, and on 23rd July the Commonwealth
Acts were held, in a majority judgment, to be valid in their entirety. It
was held that these Acts were a genuine exercise of Parliament’s defence
power. It was essential for the effective prosecution of the war, which
was being carried on to preserve the very existence of the Common-
wealth and the States, that the entire resources of the country
should be marshalled in the war effort. The Commonwealth, therefore,
must have command of the sinews of war, of which income tax
was a very important one. On 11th August at a Premiers’ Conference
the Commonwealth Prime Minister (Mr. Curtin) announced that the
Commonwealth proposed to levy an entertainments tax which hitherto
had been a State source of revenue, and he assured the premiers that
the Commonwealth did not propose any further encroachment. This
was regarded by the States as another inroad on the States’ taxation
field. Mr. Curtin said that the Commonwealth would levy a uniform tax
yielding £3 millions a year as against £0-75 million raised by five States,
Queensland at present not imposing an entertainments tax. The Common-
wealth would refund to the States what they received from the tax in
the current financial year. The Treasurer of Queensland said that his
Government proposed to introduce an entertainments tax because of the
imposition by the Commonwealth of a uniform income tax. All the State
premiers, with the exception of Tasmania (who accepted the proposal for
the war only), opposed the Commonwealth’s scheme. Mr. Curtin informed
the Conference that the Treasurer would submit the proposal to each
State separately, and, if the States did not agree, the Commonwealth
would impose on the States’ entertainments taxes a uniform Federal tax.
It should be noted that the Commonwealth levied an entertainments
tax from 1916-17 to 1932-33. Mr. Curtin said the proposed tax was a
luxury tax enforcing the required approach to austerity. Finally all the
States agreed to withdraw from the entertainments tax field and were
compensated on the basis of the previous year’s revenue from this source.
The new Commonwealth tax was a steeply graduated one rising to as much
as bs. 10d. on 12s. 6d., which is the cost of admittance to race meetings.

It is now possible to summarise the financial scheme of the Con-
stitution :

(1) The Commonwealth has the widest powers of taxation under the
Constitution, Federal taxation taking pnorlty over State taxation. It
has exclusive power to impose customs and excise duties, mcludmg ; sales
taxes, a form of excise taxation. Its main source of revenue is customs and
excise, and since the outbreak of war income and sales taxation has been
extended. Other sources of revenue are estate duties, the land tax and,
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in 1942, the entertainments tax to which it was decided to revert, reclassi-
fied as a direct tax. From 1916-17 to 1932-33 the Commonwealth had
levied an entertainments tax, and from 1930-31 onwards a sales tax. In
1937-38 Commonwealth taxation was £69-0 millions. Indirect taxes
yielded £56-4 millions (£8 : 4 : 4 per head of population) and direct taxes
£12-6 millions (£1 : 16 : 10 per head of population) — a total of £10:1:2
per head of population.

(2) Except in regard to customs and excise including sales taxation,
both the Commonwealth and the States have full powers of taxation.
The main sources of State taxation are the income tax (including the
dividend tax and other taxes on income), probate and succession duties,
other stamp duties, the land tax, lotteries (in Queensland and Tasmania),
the taxation of racing, motor vehicles, liquor and entertainments, and
licences.

Taxation by the States in 1937-38 amounted to £49-7 millions, or
£7:5:2 per head of population, of which £35:9 millions was direct and
£13-8 millions indirect.

(3) The Commonwealth makes very considerable payments from
revenue to the States in connexion with States’ debts, grants for Federal
Aid roads and works, special grants, grants for local public works, medical
research and other items. In addition, assistance is given for relief of
primary producers in the form of assistance to the wheat and other
industries and of bounties. Primary producers also receive payments
from the loan fund. Payments from revenue made direct to the States
and excluding assistance for the relief of primary producers in 1937-
1938 amounted to £16-1 millions. Of this, £9-9 millions, or 11-5 per cent
of the revenue of the States in that year, enters into the Consolidated
Revenue and similar accounts included in Tables VI and VII on pp.
128-9 and 130-31.1 '

(4) Special grants under section 96 of the Constitution are made to
three of the six States — to Western Australia since 1910-11, to Tasmania
since 1912-13 and to South Australia since 1929-30. The fundamental
principle, laid down by the Commonwealth Grants Commission and
quoted above, is that such grants are necessary when a State is unable to
perform efficiently its functions as a unit of the Federation, and the grant
is determined by the amount required to make it function, with reasonable
effort, on a standard not appreciably below that of other States. The aim
is to produce Budget equilibrium without impairing State responsibility.
This necessitates the measurement of relative financial position, which en-
tails Budget corrections on account of variations in accounting practice, and
adjustments on account of economy in expenditure, severity of taxation,

1 See also Tables 3, 4, 18 and 19 in Part 11T,
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and maintenance of capital equipment. Such grants are required in a
Federal system mainly for three reasons. In the first place, it is impossible
to relate finance to function, and there is consequently maladjustment
between the Centre and the units in the distribution of constitutional
powers. Secondly, in a Federation there is always specialisation, which
increases the differences between the units and benefits some more than
others. It may even benefit the Centre at the expense of the units if
their specialisation is due to tariff protection ; the Eastern States of the
Commonwealth are a good example. These are permanent factors. A
less permanent factor is that the weaker States in a time of depression are
an embarrassment to the Federation unless they are assisted. This is
especially so where the loan policy of the States has been unwise, as in
the case of some States of the Commonwealth. The 1942 Acts of the
Commonwealth Parliament on uniform income tax throughout the
Commonwealth, with the High Court’s judgment upholding these Acts,
show the overriding power of the Australian Parliament in taxation.
During the forty years of Australian Federation the Commonwealth has
greatly increased its governmental functions, and this has required the
raising of greater revenues. This tendency has been very much accelerated
by the war, as it was, though to a lesser extent, by the war of 1914-18.
Total war adds enormously to the burdens and responsibilities of the
Federal Government. The judgment of the High Court makes it clear
that the Commonwealth’s power to pass legislation virtually depriving the
States of their taxation powers does not depend on the existence of a state
of war in which the Commonwealth may cxercise unlimited emergency
powers. The Rt. Hon. William Hughes, K.C., holds that the judgment is
the “ final answer to the States’ pretensions to sovereign powers ”, and
the Rt. Hon. R. G. Menzies, K.C., a former Attorney-General of the
Commonwealth Government, believes the judgment to be the beginning
of a new era in which the Federation of Australia must be regarded as
much more a unitary form of government and much less a Federal system
than it was thought to be. In this respect, therefore, it is becoming similar
to that of the Union of South Africa, and should a change in the Constitu-
tion take place after the war it is not unlikely that this will be on the
South African model. Forty years’ working of the Constitution shows
that it requires revision, and public opinion, when it thinks about the
matter at all, increasingly thinks of Australia as a whole. The questions
of investing the Australian Parliament with greater functions, of the
division of the States into many more Provinces with modest Provincial
Councils, and of the increase in the membership of Parliament, are outside
the scope of this Report. These points, however, have gained new import-
ance in view of recent happenings in the financial relations of the
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Commonwealth and the States. Without sound finance, sound goveinment
is not possible, and without sound government, sound finance is also
impossible.

The trend towards increased importance of the Commonwealth in the
constitutional framework has been strikingly demonstrated by the recent
provisions for post-war reconstruction. On 22nd September 1942 Mr.
Curtin, the Commonwealth Prime Minister, announced that the Cabinet
had decided to initiate legislation authorising a referendum on the Federal
Constitution. It was intended to give the Commonwealth wide powers in
the economic and social field, with the object of enabling it to take effective
action for reconstruction after its war-time powers had lapsed. A Conven-
tion, made up of representatives of the Governments and Oppositions of
the Commonwealth and of the six States, was called to consider the
proposals. As was to be expected, objections were raised on the part of
the States, which complained that the measures were unificationist, and
on that of the Opposition, which complained that the Commonwealth
Government were using the war as a pretext for carrying out the Labour
policy. But in the end unanimous agreement was suddenly reached. On
2nd December it was announced that the Convention had accepted the
re-drafted bill, and that the State premiers had agreed to introduce 1t in
their Parliaments before the end of January and to do everything in their
power to secure its passage. It was hoped that this would obviate the
necessity for a referendum, which would have been undesirable in war-
time. The bill provided for the transfer by the States to the Common-
wealth of specified powers for a period of five ycars after the cessation of
hostilities. It would enable the Commonwealth to make laws for the
purpose of post-war reconstruction on the following subjects : the
conditions of Service men and the dependants of those who are killed or
disabled ; employment and unemployment ; the organised marketing of
commodities ; the codifying of company law and the law regulating trusts,
combines and monopolies ; profiteering and prices (exclusive of prices or
rates charged by the State or semi-governmental or local governing
authorities for goods and services) ; production (other than primary) and
the distribution of goods with the consent of the State Executive Council ;
primary production (provided that no legislation under this paragraph
shall discriminate between the States); control of oversea exchange ;
oversea investments and the regulation of the raising of money in accord-
ance with such plans as the Australian Loan Council approves; air
transport ; the uniformity of railway gauges ; national works (provided
that the consent of the State Executive Council shall be obtained before
each work is undertaken and that it is carried out in co-operation with the
State) ; national health in co-operation with the State ; family allowances ;
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and aborigines. The bill was passed by all the State Parliaments, with
two exceptions. The Victorian Parliament inserted a clause making
its operation dependent on its being passed in all the other States, and the
Tasmanian Legislative Council (or Upper House) rejected it altogether.
It is to be re-submitted to them, and if it is rejected again, there may have
to be a referendum.

It is evident that the exercise of these powers would involve far-
reaching co-operation between the Commonwealth and State adminis-
trative machineries. It is even more evident that the transfer to the
Commonwealth of all these functions, and the comprehensive reconstruc-
tion policy which they are designed to make possible, would be bound to
have most important repercussion on the financial relations between the
Federation and the units.

III. GOvERNMENT REVENUES AND EXPENDITURES

General Trends

The increased cost of government in Australia in recent years is brought
out in the table on the opposite page.

The expenditure figures include expenditures from revenue, including
gross expenditure of business undertakings, of the Commonwealth and
the States, less duplication due to grants and other intergovernmental
payments. The revenue figures include tax revenues paid into the
Consolidated Revenue or corresponding funds and gross revenues from
business undertakings, less duplication as in the case of expenditures.
Comparable figures of Local Authority expenditures and revenues are not
available for any of the years given except 1937-38. For that year they
have been shown in the footnote to the table.

The trends exhibited by the figures are clearly marked, and are very
similar to those prevailing in the other Federations studied in this Enquiry.
Both in the case of the Commonwealth and in that of the States there was
a very considerable rise in expenditures and revenues during the war of
1914-18. After the first adjustments to a peace-time economy had been
made, There was a further rise, more gradual but unmistakable, until the
depression of 1930. This for a time caused a fall in the revenues and ex-
penditures of both Commonwealth and States, though State expenditures
did not fall until 1932-33. After the depression the tendency to rise
reasserted itself, being reinforced after a few years by the period of
rearmament. With the outbreak of war Commonwealth revenues and
expenditures both increased enormously, whereas the rise was much less
marked in the case of the States. With the exception of the depression
years, Commonwealth expenditures, and consequently revenues, have in
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the long run tended to increase more than those of the States and Local
Authorities.

These tendencies are further illustrated by the table on p. 124,
which compares Government revenues and expenditures, and defence ex-
penditures separately, with the national income. It shows that the Com-
monwealth finances were more sensitive in the short run to changes in the
national income during the depression than were those of the States.
Moreover, with respect to her war effort Australia did not get fully into
her stride until after the period covered by the figures given there.

The Tax Structure

It will have been noticed that in the above tables the Commonwealth
appears to be shown to have continuous large surpluses, and the States
deficits usually of similar magnitude. This is duo to the transfer to the
States of revenues collected by the Commonwealth, which has been dealt
with 1n more detail in section IT of this chapter (“ The Constitutional
Background ”*). The following table and diagrams illustrate the transfer
of revenues since the last war (the figures refer to tax revenues only): !

TABLE V
Tax REVENUES AVAILABLE TO COMMONWEALTH AND STATES
(£ millions)

Year ended 30th June— i

1920 l 1025 | 1930 | 1035 | 10ss | 1030 | 1030 | 10m

Total tax receipts : l '
Commonwealth . 42 53 58 59 69 74 90 | 126
States . . 14 23 3¢ 36 50 51 5t H6

Payments by Com- l
monwealth to or ’
for States * . 7 8 11 14 16 16 16 15

Total tax revenue

available : .
To Commonwealth 35 45 47 45 53 58 74 | 111 |
To States . . 21 31 45 50 66 67 70 71 I|

Total tax revenues, !
Commonwealth
and States . 56 76 92 95 119 125 144 182

* Excluding pay ments for industries, non-recurring grants, and payments for medical research, etc.

1 Since 1931-32 the Commonwealth has also made payments to the States from Loan
Fund. Table 18 in Part III gives in summary form Commonwealth payments to or for
the States from revenue and from Loan Fund from 1930-31 to 194142, Table 19 gives
details of the payments made in 1937-38, while Table 20 gives special grants from 1910-11
to 1942-43.
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Note.—The proportion of total tax revenues collected by the Commonwealth but made available to
the States in the form of grants and similar payments was as follows :

! Year ended 30th June—

1020 | 1025 | 1930 | 1035 | 1938 | 1939 | 1940 | 1041
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The figures, and especially the percentages in Chart II, show that
during the twenties and thirties of the present century, up to the rearma-
ment period, the tendency for Commonwealth revenues to rise relative
to those of the States was for a time reversed, at any rate m the case of
tax revenues. This phase was specially marked during the depression
when the receipts from indirect taxation, on which the Commonwealth
largely relied, fell considerably, while those from direct taxation, the
main source of revenue of the States, increased ! (see pp. 109-10 above). It
came to an abrupt end with the advent of rearmament and war, and the
expansion of Commonwealth revenues again outstripped that of State
revenues, as the Commonwealth came to rely more and more on direct
taxation (see pp. 115-22 above, and compare Table VII below with
Table 1 in Part I1I).

Tables VI and VII give the main heads of revenue of Commonwealth,
States and Local Authorities in 1937-38 in thousands of pounds and in
percentages. The 1tems are divided into the four main groups: I, Prc-
gressive Taxes; II, Taxes on Real Property ; III, Taxes on Business;
and IV, Mainly Consumption Taxes. The figures are, in the main, taken
from those published by the Commonwealth Bureau of Census and Statistics
in their bulletin Finance. These refer to the Consolidated Revenue
Accounts of the Commonwealth and the States, except that in the case of
New South Wales several special funds are included because they cover
fields included in other States in the Consolidated Revenue Fund. The
other main funds, the Loan and Trust Funds, are excluded from the
tables.2

The figures differ, however, from those in Finance in several respects.
To begin with, net revenues only of business undertakings have been
included, as these alone are comparable to taxes. Net losses incurred by
some States or by the Commonwealth have not been deducted from net
revenues of others in arriving at the totals, but have been included in the

1 Commonwealth revenue from customs and excise amounted to £41-8 millions n
1929-30, £28-3 milhons 1 1930-31, £28-4 millions 1n 1931-32, £48 4 millions i 1937-38,
£53-8 millions 1n 194041, and was budgeted to he £47 6 millions in 1941-42, though it
turned out to be £56-8 millions. In 1937-38 1t accounted for 70 per cent of Commonwealth
tax revenues, whereas income taxes accounted for 60 per cent of State tax revenues.

2 The Commonwealth Loan Fund came into existence in 1911-12. In the last war 1t
was divided nto a General Loan Fund, mainly for public works, and a War Loan Fund
for war purposes. The State Loan Funds are debited with all loan moneys rased by the
States and credited with the expenditure therefrom on public works or other purposes.
Payments into the Trust Fund of the Commonwealth include those for invalid and old-age
pensions under the Commonwealth Invalid and Old-Age Pensions Act, 1908. State Trust
Funds mnclude the amounts held i trust by the Stato Governments for various purposes,
e.g. savings bank funds, municipal sinking funds placed i the hands of the Governments,
the sums deposited with the Governments by life insurance companies in cash or approved
securities as required by law, and various other accounts such as suspense and super-
annuation accounts,



TABLE VI

THe REVENUE SYSTEM OF AUSTRALIA, ALL GOVERNMENTS, 1937-381

(£ thousands)
.E Cgvlgﬁ‘t‘}:" State Local Total
Group 1. Progressive Taxes :
Taxes on individual income 2 . 5,753 24,272 30,025
Probate, estate and succession duties . 1,873 3,951 5,824
Total, Group [ 7,626 | 28,223 35,849
Group II. Taxes on Real Property :
Land tax . 1,368 1,157 .. 2,625
Local rates and penaltles 3 .. 13,295 | 13,295
State non-tax revenue from lands 4,607 4,607
Total, Group II . 1,368 5,664 | 13,295 | 20,327
Group II1. Taxes on Business :
Taxes on company income ? 3,645 3,645
War-time (1914-19) profits tax -1 .. -1
Stamp duties . . 2,938 .. 2,938
Licences and mlscollaneous btate taxes .. 331 253 584
Non-tax revenue under Group III 358 358
Total, Group 11I . 4,002 3,269 253 7,624
Groue TV. Muainly Consumption T'axes :
C'ustoms . . 32,973 32,973
Excise :
Liquor * . 8,473 8,473
Tobacco (mcludmg mgars and
cigarettes) 5,692 5,692
Other . . 1,345 1,345
Sub-total, Excise 15,410 15,410
Other Stmilar Taves and Licences :
Sales tax . 8,024 8,024
Flour tax . . . . 3 .. 3
State liquor taxes . . o 701 701
Motor vehicles . . 5,417 5,417
Entertainments . . . 515 5156
Racing . . . . 1,131 1,131
Lotteries . . . 473 .. 473
Other taxes (local) . 45 45
Sub-total, Other Taxes and Licences 8, 027 8,237 45 16 309
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TABLE VI—(continued)

. Common- | State | Local | Total
[}
i Revenue from Business Undertakings, [
i Public Works and Serrices : *
' Post Office . . . .| 2,789 .- .. 2,789
. Railways, tramways and omnibuses .. 12,844 .. 12,844
Harbours, rivers and hghts . . .. 1,649 .. 1,649
Water supply, sewerage, irrigation, !
drainage, ete. . . . . .. 1,758 1,090 2,848 |
Other State business undertakings . .- 937 .. 937 .
Local council properties . . .. .. 1,622 1,622 f
Street construction . . . .. .. 596 596
Other local works and services . . .. .. 253 253 |
Local business undertakings . . .. . 351 351 1
|

Sub-total, Business Undertakings,

Public Works and Services .| 2,789 | 17,188 | 3912 | 23,880 |
Miscelluneous : }
Territories & . . . . 331 .. .. 331
Interest 7 . . . . .l L0448 5,921 . 6,965
Other . . . . . 1,488 7,818 839 | 10,145 '

Sub-total, Miscellaneous . . 2,863 13,739 839 | 17,441

|
Total, Group IV . . . | 62,062 | 39,164 | 4796 |106022
i

Grants and similar intergovernmental
payments . . . . . .. 9,906 6,379 | 16,285

GraND ToraL . . . .| 75,058 | 86,226 | 24,723 | 186,007 |
Less grants, ete. . . . . 9,906 6,379 . 16,285

|
Ner Toran . . . . .| 65,152 | 79,847 | 24,723 169,722 |

1 Phese figures differ from those wn ** Finance ** (bulletin of the Commonwealth Bureau of Census and
Stutisties) wn that they include net revenue only of Commonwealth and State business undertakings. For
other detauls, especually on State taratwn figures, see text

* Complete separate data are not available for individual and company mcome taxation The
(known) total ot Commonwealth mcome taxation has therefore been spht up in the proportion ot
assessments for the year in question, and that of State income taxation has been given 1 Group 1
Zvithgut bemg spht up. The figure for State individual mcome taxation thus includes company

axution.

3 Qeparate figures of rates and penaltics are not available for Queensland and South Austiaha.
In the other States penaltics are very small in proportion to rates (sce Part 11, Table 7).

4 State liquor taxes are given under * Other Sumilar Taxes and Licences ™’

& Net revenues only for business undertakings. Total receipts for local public works and services.

¢ Excluding railways

7 Commonwealth and States.

s Excluding balance of interest on States’ debts payable by States,



TABLE VII

THE REVENUE SYSTEM OF AUSTRALIA, ALL GOVERNMENTS, 1937-38 1
(Percentage dlstnbutlon)

Grovup I Progresawe Tazes
Taxes on individual income 2
Probate, estate and succession dutles

Total, Group I

Grour II. Taxes on Real Pmperty
Land tax . .
Local rates and pena,ltles 3
State non-tax revenue from lands

Total, Group IT .

Grovur III. Taxes on Business :
Taxes on company income *
War-time (1914-19) profits tax
Stamp duties
Licences and mlscellancous Stute taxes
Non-tax revenue under Group III

Total, Group III .

Grour IV. Mainly Consumption Taxes :
Customs . . .

Excise :
Liquor * .
Tobacco (1ncludmg clga.rs and
cigarettes) .
Other

Sub-total, Excise

Other Stmilar Taxes and Licences

Sales tax .

Flour tax . .

State liquor taxes

Motor vehicles
Entertainments .

Racing .

Lotteries . .

Other taxes (local)

Sub-total, Other Taxes and Licences

Percentage Share oi
each Government in Total

l’ucentagc Distribution |

of each Government’s |

h

Revenues Revenue
g g
88 - $ -
IERRAE AN
581 2 B8t 2|88
' T 1
19 81 100 8 | 28 18
32 | 68 100 2 5 3
21 | 79 100 | 10 | 33 21
54 | 46 | .. | 100 2 21 .. 1
.. 100 | 100 .. 54 8
100 100 5 3
7|28 | 65 | 100 2 764 |12
100 100 5 2
100 .. 100 . .
100 | .. | 100 3| .. 2
.. | 87 | 43 | 100 1
100 100
53 | 4 3 | 100 5 3 1 4
100 100 | 44 19
1004 100 | 11 5¢
100 100 7 3
100 100 2 1
100 100 | 20 9
100 100 | 11 5
100 | .. 100 . ..
100 100 1 1
100 100 . 6 3
100 100 . 1 ..
100 100 1 1
100 | .. | 100 1
.. 1100 | 100
49 | 50 1110011 | 10 .| 10
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TABLE VII—(continued)

|
|
i
|
i
| Revenue from Bu.snnesa Undertakmga,
1 Public Works and Services : ®
| Post Office
. Railways, tramways and ommbuses
} Harbours, rivers and lights
Water supply, scwerage, irrigation,
i drainage, etc. .
! Other State business undertakmgs
i Local council properties
} Street construction
i Other local works and services .
| Local business undertakings

' Sub-total, Business Undertakings,
! Public Works and Services
i
I

Miscellaneous :
Territories &
Interest” .
Other .

Sub-total, Miscellaneous
Total, Group 1V .

‘Grants and similar intergovernmental
| payments .

Graxp Toran

Less grants, etc. .

Ner ToTtAL .

Note.—For footnotes see Table VL

Percentage Share of

131

I’crcent::;uc Distribution
each Government in Total of each Government’s
Revenues Revenue
T T T -y e
a a
Q Q
EElsiz |z |EElslz|3
33 | 3 ! @ 5 | ¢8| 8 3 5
OB | @ | S | H |[Sk| @ | A | &
- — | — - . —— — ——
100 | .. 100 4§ .. 2
100 100 15 8
100 100 2 1
62 | 38 | 100 2 4 2
100 .| 100 1 .. 1
100 | 100 7 1
100 | 100 2 .. l
100 | 100 1 o
100 | 100 2
12 72 16 1 100 4 | 20 16 15
100 . 100 | .. .. ..
158 85 .. .. 28| 7 .. 4
15 |77 8 100, 2 9 3 6
. —
16 79| 5 (00| 4 16| 310
59 | 37 4 1100 | 83 | 46 | 19 | 63
61 39 | 100 11 26 | 10
40 | 46 14 | 100 | 100 [100 ;100 |110
61 | 39 100 | 13 7 10
38 | 47 | 15 | 100 | 87 | 93 |100 |100

expenditure tables (Tables XI and XII) on pp. 139-40 and 141-2.
Secondly, only a certain proportion of total Stato tax collections* is included
in the Consolidated Revenue accounts as given in the above-mentioned
bulletin, the remainder being paid to various special funds differing in nature

1 Total revenues from taxation of all Governments in 1937-38 by States are given in

Tables VIII and IX below.
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and extent as between different States. It was necessary to use the figures
from Finance in order to obtain comparable totals. On the other hand,
the actual proportion of State tax revenues derived from various sources
had to be given in order to present a fair and comparable picture of the
revenue system. For this reason the figures of State tax collections from
different sources have been reduced proportionately so as to add up to the
amount actually paid to Consolidated Revenue. This accounts for the
differences between the figures in Table VI and those in Table VIII below.

A caveat should be noted, especially in making comparisons with
other chapters of this Enquiry. It hasnot been possible to obtain separate
figures of individual and company income taxation for all the States, and
for this reason the whole of State income tax collections has had to be
given under Group I (Progressive Taxes, item * taxes on individual
income ”’). This means that the totals of Group I for State revenues and
for all Governments are above the true figure, while the corresponding
totals of Group III are below it.

The Australian revenue system, as shown in these tables, has three
important characteristics. The first of these is its “ regressivity ” or
high degree of regression. Group IV (Mainly Consumption Taxes) com-
prises no less than 63 per cent of total revenues, of which 19 per cent
represents customs, 9 per cent excise, 10 per cent other similar taxes
and licences, 15 per cent revenue from business undertakings, public
works and services, and 10 per cent miscellaneous items (including
interest receipts). Progressive taxes accounted for 21 per cent, of which
18 per cent represented taxation of individual income and the remain-
ing 3 per cent probate, estate and succession duties. (But it must
be remembered that anything between one-quarter and one-half of
the income tax figure may be represented by State company income
taxation.) Group III (Taxes on Business), other than State company
income taxation, represented 4 per cent, mainly Commonwealth tax on
company income and State stamp duties. Groups I and III together
accounted for 25 per cent of the total revenues of all Governments com-
bined. Group II (Taxation of Real Property) accounted for 12 per cent,
chiefly local rates.

The regression of the system is most conspicuous in the case of
Commonwealth revenues. is brings us to the second important
characteristic. In contragifo other Federations studied in this Enquiry
(except Canada), the States, .or w, and not the Federatlon, are the
progressive element_in” the revenile system. This is due to historical
causes which have heen alluded to in section II of this chapter In the
United States the predominance of the Federal Government in financial
matters was well established by the time that progressive taxation began
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to he developed, but this was not the case to anything like the same extent
in Australia. Hence the Commonwealth still relied, in 1937-38, on customs
for no less than 44 per cent of its revenue, on excise for 20 per cent and on
the sales tax for 11 per cent. Business Undertakings (the Post Office) and
miscellaneous items each accounted for another 4 per cent, making a total
for Group IV of no less than 83 per cent. (This is higher than in any other
of the Federations studied here, with the exception of India (87 per cent),
where the heavy reliance of the Provinces on property taxation makes
their revenue system even more regressive than that of the Centre.)
Group II (Taxes on Real Property) accounted for 2 per cent; Group I
(Progressive Taxes), mainly individual income tax, for 10 per cent, and
Group III (Taxes on Business), represented by company income tax, for
the remaining 5 per cent.

The picture is very different in the case of State revenues. Taxes on
income represent 28 per cent of the total, probate and succession duties
5 per cent (making a total for Group 1 of 33 per cent), taxes on business
other than company income tax 3 per cent, making a total for Groups I
and I1I of 36 per cent as compared with 15 per cent in the case of Common-
wealth revenues. Group II (Taxes on Real Property) represents 7 per
cent of State revenues, most of which is strictly not taxation but non-tax
revenue from lands. Group IV (Mainly Consumption Taxes) represents
46 per cent, of which various consumption taxes and licences account for
10 per cent, business undertakings (especially railways) for 20 per cent,
and miscellaneous items (including interest) for 16 per cent. Grants and
similar payments from the Commonwealth account for the remainmg 11
per cent, although it must be noted that not all Commonwealth payments
to or for the States, even from revenue, are included in this figure.

Local Government revenues exhibit the usual feature of reliance on
property taxation, mainly in the form of rates (Group II comprises 54
per cent of the total). Licences, the only item in Group III, account for
only 1 per cent, business undertakings for little more, but revenues from
various works and services and from local council propertics swell the
sub-total “ Business Undertakings, Public Works and Services” to 16
per cent, making, together with 3 per cent of muscellaneous revenues, a
total of 19 per cent for Group IV. Grants from the higher layers of
Government comprise 26 per cent of the total.

All this brings us to the last of the three outstanding characteristics,
namely, the comparative unimportance of Local Authorities in the revenue
system. They account for only 15 per cent of the net total of Government
revenues, as compared with 47 per cent in the case of the States, and 38
per cent in that of the Commonwealth. This is largely due to the fact that
Australia is a new country, largely developed with the help of State aid,
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whereas Local Authoritics only gradually came into being.

This last fact accounts for a feature which is not brought out by the
above tables, but must be discussed here — the differences between
States, both in regard to tax structure and in regard to the distribution of
functions between the State and Local Governments and other authorities.
Some of these differences are brought out by Tables VIII and IX, which
give the revenues of all Governments from taxation in 1937-38, by States,
in thousands of pounds and in percentages.!

Tt is evident from these tables that there are considerable differences
between the States with regard to the progression of their tax systems,
and with regard to the proportion which Local Government taxation bears
to State taxation. When comparisons are made between the revenue,
expenditure and debt of States it is necessary to remember that the
functions of State Governments differ, some performing municipal or
semi-municipal functions. The States render many public services which
in Great Britain arc left either to municipal or private enterprise. Gross
receipts from business undertakings represent a very considerable pro-
portion of State revenues as given in the official accounts, although in
our tables, for reasons already explained, net revenues only have been
included.

Transport is a case in point. In New South Wales and Western
Australia tramways are controlled by the State Government, whereas in
other States they are run by boards or trusts or private companies. In
Tasmania transport has been vested in a Transport Commission since 1st
July 1939. Financial responsibility for roads varies between the State and
Local Government authorities. The cost of State highways 2 is borne by
the State in New South Wales, Victoria and Tasmania, while in Queens-
land Local Authorities are responsible for a proportion not exceeding 50
per cent of maintenance cost. Main roads in Western Australia and
Tasmania are maintained by the State, whereas in New South Wales and
Victoria Local Authorities are responsible for one-quarter and one-third
respectively and in Queensland for not more than 20 per cent. In South
Australia the contribution of Local Authorities is only a small proportion
of the total expenditure on main roads. For water supply and sewerage
there is a considerable divergence in financial responsibility. In New South
Wales and Victoria, for example, it is divided between State, Local and
semi-Governmental authorities such as boards or trusts. In Queensland
and Tasmania Local Authorities carry the burden. In South Australia
responsibility rests with the State Government, while in Western Australia

1 See also Tables 3 to 10 in Part IIL.
% Roads for which the States bear the whole or part of the financial responsibility are
divided into several classes, of which State highways are the first and main roads another.
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it is divided between the State and Local Authorities. For this reason
payments for water supply and sewerage have been excluded from the
following table (taken from the Seventh Report of the Commonwealth
Grants Commission (F.3600), 1940, p. 74). The other differences between
the figures in it and those in Table VIII above are due to the exclusion
from the latter of charges for public utility services. (The figures in
Table VIIT are taken from Finance, the bulletin of the Commonwealth
Bureau of Census and Statistics.)

TABLE X

Locat GoverNMENT Taxatiow, 1937-38
(Excluding payments for water supply and sewerage)

v P rad of
State Total lf:p}:lln;rl(n:

£ thousands s d

New South Wales . 6,070 44-11
Victoria . . 3,960 426

Quecnsland . . 2,681 5311
South Australia . 915 31-6
Western Australia . 764 335
Tasmania . . 357 30-4
Total . 14,747 43-2

There is a fair equality of service for items included under Local
Government activity, but the debt charges in the last three States in the
above table are very much less than in the first three. There is evidence
that one of the chief causes for the low level of Local taxation in the last
three States in the table is that the Governments of South Australia,
Western Australia and Tasmania raise loans for local purposes which in
the first three States devolve upon Local Authorities. In other words,
the States of South Australia, Western Australia and Tasmania shoulder
burdens which, being for Local purposes, should fall on Local Authorities.

We have already seen that Local Government financial statistics in
Australia are not very satisfactory. This makes it difficult at times to
make accurate comparisons, either between States or especially between
years. But the matter is complicated by the fact that functions are not
equally distributed in the several States, and for some purposes it would
perhaps be best to add State and Local figures when making comparisons
between States. Moreover, as we have already seen in connexion with the
State taxes included in Tables VI and VII above, difficulties are caused by
the fact that various States have special funds apart from the Consolidated
Revenue Fund, and that the fields covered by these funds (and the
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corresponding statistical figures) are not the same as between different
States, nor as between different periods in the same State.

Public Expenditures

Tables XI and XII below give public expenditures from revenue of all
Governments in 1937-38, in thousands of pounds and in percentages. The
figures, like those in Table VI above, are taken for the most part from
Finance, the bulletin of the Commonwealth Bureau of Census and
Statistics. They refer, in the case of the Commonwealth and the States,
to expenditures from the Consolidated Revenue Fund,! although in the
case of New South Wales several special accounts have been included to
make the data comparable with those of the other States. But there are
certain differences between our figures and those in Finance. In the first
place, they have been arranged in the usual groups: 1, Primary Functions;
2, Secondary Functions — (1) Social Services, (2) Developmental Expendi-
ture, (3) Miscellaneous; and grants and similar intergovernmental
payments. Secondly, net expenditure only on Commonwealth and State
business undertakings has been included. (Finance gives net profits only
of Local Government undertakings, just as we do.) For this purpose,
net losses incurred by the various authorities have been given, and
any net profits made by other authorities have not been deducted but
given in the revenue tables (Tables VI and VIT above). Thirdly, Common-
wealth expenditure from cxcess receipts (i.e. from surplus revenue of the
previous financial year) has been included. Lastly, Commonwealth
expenditure on pensions and debt services has been eliminated from the
Finance fignres of the cost of the various departments other than business
undertakings and Territories, and given separately. It should be noted
that no scparate details of expenditure on pensions by Local Authoritics
are available, and that, in contrast to other chapters of this volume
(except Chapter VI on South Africa), figures for debt services include
not only interest payments but sinking fund payments, redemption and
conversion expenses, and exchange. It has not been possible to eliminate
grants to Local Governments from State expenditure figures. This is why
the totals of primary and secondary functions in the last column of Table
XI1 add up to 104 per cent (of the net total for all Governments).

The most outstanding feature of these tables is the enormous proportion
of expenditure, especially State expenditure, which is devoted to debt
services. It must be remembered that the figures are appreciably swollen
by the inclusion of items which, as indicated above, have been omitted in
most of the other chapters. Nevertheless, the contrast with the other
Federations studied here is too great to be explained away by this. An

1 Hence loan expenditure of all kinds is, of course, excluded.
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TABLE XI

PuBLic EXPENDITURES FROM REVENUE, ALL GOVERNMENTS, 1937-38!
(£ thousands)

,
C t‘:lz}‘{ll\a:" State Local Total

1. Primary Functions :
Legislation, administration and justice 3,338 4,659 1,906 9,903

Public safety 2 . . . . .. 4,608 295 | 4,833
Defence ® . . . . . 6,061 .. .. 6,061
Pensions ¢ . . . .| 8,218 2,386 .. 10,664 |

Debt sorvices® . . . .| 13,600 | 39477 | 4277 | 57,344

Total, Primary Functions . .| 31,267 | 51,130 6,408 | 88,805 ,

2. Secondary Functions :
(1) Social Services :

Education . 114¢ | 12,154 .. 12,268
Public health (mcludmg, hosplmlq) 377 4,734 | 2,4967| 7,607
Invalid and old-age pensions .| 15,799 .. . 15,799
Relief of the aged, indigent, etc. . .. 1,951 .. 1,951
Unemployment relief . . . . 5,817 . 5,817
Repatriation and War Service Homes
Commission . . . . 923 .. .. 923

Child welfare . . . . .. 620 .. 620
Maternity allowances . . . 400 . . 400
Family endowment . . . . 1,470 .. 1,470
Miscellaneous . . . . 151 562 .. 713

Sub-total, Social Services L 17_,7()4 217, 308 _?,4967 47,568
(2) Developmental :

Post office ® . . . . 1,000 .. e 1,000
Railways . . . 705 213 . 918
Shipping and mail services . . 70 .. .. 70
Roads, streets and bridges * . . 4,150 .. 11,253 | 15,403
Street lighting . . . . .. .. 706 706
Civil aviation . . 123 .. .. 123
Miscellaneous State blmness undcr-

takings . . . . . 2 .. 2
Lands and survey . . . .. 1,646 .. 1,646 |
Agriculture . . . . .. 1,684 .. 1,684
Forestry . . . . . 406 . 406
Bounties . . 276 .. .. 276
Research and pnbhclty o, . 661 .. .. 661
Relief to primary producers . . 262 .. .. 262
Local council properties . . .. .. 2,653 2,653

Other public works and services . 3,665 | 1,568 588 5,821

Sub-total, Developmental . .‘10,912 B 5,619 ) lgi,lOO 31 ,b31

| T'able cantinurd mwlea]
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TABLE X1—(continued)

Common- | state Local Total
(3) Miscellaneous : )
Territories . . . . 1,057 e .. 1,057
Other . . . . S .o | 2200 | 958 | 3,248
Sub-total, Miscellaneous - 1,087 2,200 | 958 | 4,305
Total, Secondary Functions .| 29,733 | 35,117 | 18,564 | 83,404
Grants and similar intergovernmental
payments . . . .| 11,840 L1 . 11,840
Granp ToraL . . . .| 72,840 | 86,247 | 24,962 | 184,049

Less grants, ete. . . . . 11,849_ 6,37912 .. 1_8,219

Ner Torarn . . . . . | 61,000 | 79,868 | 24,962 [165,830

Y These figures differ from those wn ** Finance (bulletvn of the Conunonwealth Bureau of Census and
Statistics) an that they wnclude et expenduture only on Commonwealth and State business undertakings,
and that Commonweulth expenditures include expenditure from excess receipts. For other deturls see text

* Includes police, penal estabhshments, Local Authority grants to fire brigades, and other 1tems,

2 Includes £104,758 of nuscellancous expenditure on account of the war ot 1914-18.

¢ Excludes business undertakmgs and Territories. No separate detals arc available tor Local
Authorities.

¢ Interest, sinking fund, redemption and conversion expenses, and exchange. Business under-
takings and Terntories are’ excluded The Commonwealth figure mcludes £276,6568 of expenditure
from excess receipts in reduction of deficits.

¢ Soldiers’ children education scheme [war (1914-18) serviees expenditure] and National Library.,

\ ? ]ileulth admmstration, samitary and garbage services, hospitals and ambulances, and other
charities,

¢ Expenditute on Post Office works out of Excess Receipts

* Commonwealth : payments to States for Federal Aid roads The total for all Governments
prubably includes duplication amounting to about £2 milhons due to grants to Local Authorities 1t
has not been possible to elimnate this, since no details are avallable for Westein Austrahia and since
netther Commonwealth payments for Federal Aid roads nor road expenditure or grants to lLocal
Authorities appear in the State Consolidated Revenue Fund accounts as given m Finance

* Includes scientific research included under  Kducation ’’ n the State figures and in other
chapters of this Enquiry.

1t New works £3,551,776, and miscellancous £113,318.

1 State grants to Local Authonties are not given scparately i Finance.

12 Of this, £5,691,747 was for uncmployment 1elief and roads (divided 1 a ratio of about 3 2).
See also footnote 9 1t 18 probable that some of these grants should be subtracted from Commonwealth
rather than trom State expenditures in arriving at the nct totals,

examination of Table 6 in Part ITI, which gives the percentage distribution
of the expenditure from revenue of the individual States in 1937-38,
shows that the different States vary considerably with regard to the
proportion of their expenditure devoted to debt services. It is highest in
the case of Western Australia, South Australia and Queensland. One
reason is deficit financing such as occurred during the great depression —
we have already noticed that although State revenues declined at that
time, expenditures only followed the downward course of Commonwealth
expenditures after some delay. But there are more important reasons,
connected with the fact that in Australia the States perform functions
elsewhere entrusted to Local Government authorities or left to private
enterprise. The State debts, therefore, have increased markedly with the



TABLE XII

PuBLic EXPENDITURES FROM REVENUE, ALL GOVERNMENTS, 1937-38 !
(Percentage distribution)

Percentage Share of each Percentage Distribution

Government 1n Total of each Government's
Expenditures Expendituie

E5 | 5| E | S |85 2|3 |3
IR RERERE IR RN
. 1. Primary Functons .
Legislation, administration and justice | 34 | 47 | 19 | 100 | 5 5 8 6
Public safety 2 . . . .o ]9 5100 | .. 5 1 3,
Defence ® . . . . L1100 0 L0 oo 00| 8 L. 4
Pensions 4 . . . .| 78] 22 .| 100 | 11 3| .. 6 |
Debt services & . . . L2469 71100 19| 46| 17 | 35"
Total, Primary Functions . .| 35| 58 71100 43 | 59 | 26 | 54 !

2. Secondary Functions :
(1) Sociul Sernces : |

Education . 160 99 | .. (100 .. | 14| .. 7
Public health (mcludml, hospxtals) 51621 337100 1 5| 107 5
Invalid and old-age pensions L1000 Lo f 100 22 0 L. ] L. 9.
Relief of the aged, indigent, etc. . | .. |100 | .. | 100 | .. 2 1
Unemployment relief . . .. 100 | .. j 100 .. 7 4 |
Repatriation and War Service Homcs

Commission . . . 100 | o oo 00 1| Ll L 1,

Child welfare . . . o o100 | L. 100 .. 1
Maternity allowances . . (100 ) Lo L. | 100 | I O O
Family endowment . . o .. (100 ] .. {100 .. 2 .. 1
Miscellaneous . . . 2] 79 .. 100 .. .. ] ..
Sub-total, Social Services .| 37 | 58 51100 | 25 32| 10 | 28

(2) Developmental : ’

Post office ® . . . 11000 .o ) Lo J 100 1 L. | . 1!
Railways . . L7728 .. (100 1 .. 1

Shipping and mail services . S D (1) O R IS U1 s B O
Roads, strects and bridges ® . <1027 .. 73|10 6| ..1! 45 9
Street lighting . . . el e | .o (1001100 | .. | .. 3 .
Civil aviation . . 100 | .. | .. [ 100 .
Miscellaneous State busm(ss under-
takingg . . . .| .. |100 ] .. |100
Lands and survey . . . .. (100 | .. | 100
Agriculture . . . e {100 .. | 100
Forestry . . . | .o (100 | .. | 100
Bounties . . L1000 ) .. [ .. (100 ..
Research and publlclty oo, 100 ) .. | .. 100, 1
Relief to primary producers . L1000 . Lo {200 L] L
Local council properties . | «o | .. {100 100 .. | .. | 10 2
Other public works and services . | 63" 27 | 10 { 100 | 6 2 2 4
19

[T
[

Sub-total, Developmental .| 35| 17 | 48 | 100 | 15 6 | 60

|
—!
[Table contsnued overleaf
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TABLE XII—{continued)

o - | Percentage Share of each | Percontage Distribution
Government in Total of each (iovernment’s
Expenditures Expenditure
g g

gf = -~ | E§ - -

g5 218 | § g5 % 3

Bl 2|82 (52|18

(3) Miscellaneous :

Territories . . . 1100 | .. | .. | 100 P B 1

Other . . . . R ‘__70 30 | 100 <l 3 4 2

Sub-total, Miscellaneous 25 53_ 22 10_0_ _l_ 3 4 3
Total, Secondary Functions 36 | 42| 22 | 100 | 41 | 41 | 74 | 50 !
|
Grants and similar intergovernmental :
payments . . . Sloo | L 1100 | 16 | L. L 71

GranDp ToTAL . . . .1 39 [ 47| 14 | 100 {100 | 100 {100 |111
Less grants, etc. . . . .| 65 ] :_351’ e 1_0_0_ I l(i 718, 11 .
Ner TortaL . . . . .| 37| 48| 15100 84 | 93 | 100 [100 |
| o . L | b |

Note — For footnotes sec Table XI. Tn the above table, aggregate expenditures of all Governments (last
column, priunary and secondary functions) add up to 104 per cent (of the net total). The reason for this 13 that
it has not been possible to eliminate grants to Local Authorities (4 per cent of the net total) from the expenditures
of the igher layers of Government.

gradual development of Australia. Yet there is more to it than that.
The Commonwealth Grants Commission has on several occasions in its
annual reports commented unfavourably on the heavy unproductive
debt of the States, especially of the three States claiming special grants
from the Commonwealth — South Australia, Western Australia and
Tasmania. The Commission also believed that * there is strong evidence
. . . that the claimant States do not compel the local authorities to bear
their burden of loans for local purposes in the same way as the non-
claimant States .1 “The proportion of unproductive loan expenditure
in Western Australia and Tasmania is such that it should be a matter
of considerable concern. . . . No adequate provision, either by way of
amortisation of debt or by charges for services, has been made to relieve
the losses appearing in the State budget.” 2 The Commission also showed
in what way past policy had been extravagant or mistaken. For instance,
loan expenditure is not always made on a plan by which all loan charges
are met by charging the cost to the beneficiaries, or by which the loan is
liquidated by depreciation and sinking fund charges.

lsgtémmonwealth Grants Commission, Fourth Report, p. 59. Cf. also Fifth Report,
pp- 69-65.

1 Commonwealth Grants Commission, Eighth Report (1941), pp. 72 and 73. See also
Table 15 in Part IIL.
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Another feature of the tables is the comparatively high proportion of
Commonwealth expenditure devoted to secondary functions. In this
respect Australia resembles the United States more than the other Federa-
tions studied here, although the expenditure in question is concentrated
on a fairly narrow field. Apart from payments to States with respect to
Federal Aid roads, the only important item of Commonwealth expenditure
on secondary functions was invalid and old-age pensions. Kducation is
mainly a matter for the States, and so are poor and unemployment reliefs.
Responsibility for public health and similar items is divided between the
States and Local Authorities. The Commonwealth spent £400,000 on
maternity allowances in 1937-38. The State of Now South Wales spent
£1,470,000 on family endowment. Since July 1941 there has been a more
comprehensive Commonwealth system of family endowment, covering all
States. The scheme provides for a payment of 5s. a week in respect of all
children under 16 years of age, irrespective of the amount of family income.
In the Commonwealth Budget for 1941-42 £13 millions were provided
for this purpose. This provision promised temporarily to reverse the
war-time trend of Commonwealth expenditure from revenue on primary
functions to increase in proportion to expenditure on secondary functions
(see Table 2 in Part III). As we have seen (p. 121), family allowances
are among the subjects over which the Commonwealth is to be given
power under the recent agreement with respect to post-war reconstruction.
In general, the terms of this agreement mean that after the war there will
be a further tendency for the Commonwealth to spend a greater proportion
of its revenue on secondary functions.!

The tables also illustrate the transfer of revenue from the Common-
wealth to the States by means of grants and other payments, although not
all of these are included in the item *“ Grants and similar intergovernmental
payments . For instance, payments for Federal Aid roads have been
given under road expenditure. Unfortunately the figures in Finance do
not include the State road funds ; neither do they show separately grants
by the higher layers of Government, such as the States, to Local Author-
ities. For this reason the figure for total road expenditure in the tables
probably includes a certain amount of duplication in respect of Local
expenditure from grants, while it does not include State expenditure not
financed from Commonwealth grants. Commonwealth payments to or for

1 This has been further borne out by the social security plans now being introduced.
The first stage, announced by the Commonwealth Treasurer on 11th Feb. 1943, .8 the
creation of a national welfare fund. This is to be financed from an annual contribution
from Commonwealth revenues amounting to £30 mullions, or one-quarter of the receipts
from individual income tax, whichever is the lower. The benefits to be paid from the
fund include highor maternity allowances, funeral benefit for old-age pensioners, and
allowances for dependent wives and all unendowed children.



144 FEDERAL FINANCE IN PEACE AND WAR PT. I

the States in 1937-38, from revenue and from loan fund, are given in detail
in Table 19 in Part I1I.

IV. PusLic DEBT

On 30th June 1938 the public debt of all Governments in Australia
was as given in Table XIII, pp. 145-46.

Debt maturing in Australia is given in Australian pounds in the
official accounts ; debt maturing in London in pounds sterling; debt
maturing in New York in pounds into which the dollar figures have been
arbitrarily converted at the rate of £= $4-8665; debt maturing in New
Zealand in pounds ; and total debt represents the total ““ face ”” or *“ book ”’
value of the debt, 7.e. no account has been taken of the differences in the
various pounds in adding up debt maturing in different centres.

Since the Commonwealth took over the debts of the States under the
Financial Agreement Act, 1928, the public debt of Australia as given in
the Commonwealth Budget Accounts comprises both debt for Common-
wealth purposes and debt on account of the States. The corresponding
figures for 1941 have been given in Table 11, Part ITT (Commonwealth and
State Debt, 30th June 1941). Owing to the differences between States
with respect to the functions of State, Local and semi-Governmental
authorities, the debt of the latter has been included in Table XIII below.

The Commonwealth debt is much more recent than the State debt.
New South Wales, for example, began borrowing in 1842. The Common-
wealth Government first entered the loan market as a borrower in 1915,
although previous to that, in 1911, it had taken over transferred properties,
and the liabilities of the Northern Territory and of the Port Augusta-
Oodnadatta Railway amounting to £5-9 millions. Some property (build-
ings, etc.) was taken over from the States at the time of Federation, and
the Commonwealth paid 3} per cent on the value of the property so
transferred. Other debt was incurred for works and various purposes, but
it is war that has been mainly responsible for the growth of the Common-
wealth debt. Debt on account of the war of 1914-18 represented more
than two-thirds of the total debt for Commonwealth purposes on 30th
June 1938. By 30th June 1941 the present war had swollen the proportion
of Commonwealth debt due to war to three-quarters, and the aggregate of
such debt by nearly a third.

State debts have been incurred very largely for various developmental
works. As we have seen, the State Governments undertake functions
performed in other countries by Local Authorities or private enterprises,
and this has caused their debts to increase with the development of the
States. The net loan expenditure incurred by the States up to 30th June
1938 was as given in Table XIV, p. 146.



TABLE XIII

Pusric DEBT OF AUSTRALIA, ALL GOVERNMENTS, 30T June 1938

\l aturing i

I " Lond N ] 7.
I 1‘:1‘:3&‘;::[‘::[5 £ )t'llx(u:l)ll-l ;.‘t‘:l:)l(;r b zﬂm\;ﬂ Total
. o R L
! For Commonwealth Purposes : - T
(1) War Debt (1914-19) :
| Stock and bonds 178,876 11,020 189,896
i Miscellaneous . 183 .. 183
' Indebtedness to Umted ngdom 79,724 79,724
Sub-total, War Debt . 179,059 90,744 269,803
(2) Works and other Purposcs !
Stock and bonds 26,606 | 61,965 | 16,081 104,652 |
. Short-term debt * .. 5,495 5,495 |
i General Trust Fund investments ’ 10,692 10,692 !
' Balance of loans taken over from i
i South Australia : I
. (i) Northern Territory . 29 149 178
; (i1) Port Augusta Railway 15 10 25
j Sub-total, Works and other
‘ Purposes . 37,342 | 67,619 | 16,081 121,042
| Total, Commonwealth Purposes | 216,401 [158,363 | 16,081 390,846
On Account of States :
. Stock and bonds 423,144 200,639 | 28,549 652,232
i Short-term debt 2 46,598 23,156 69,753
" Balance of debts of States takon over
by Commonwealth and still repre-
; sented by State sccurities . 162,195 162,195
' Total on Account of States 469,742 | 385,889 | 28,549 884,180
t
! ToraL COMMONWEALTH AND STATE
! PusLic DEBT 686,143 | 544,252 | 44,630 1,275,025
, Local Governments :
' Due to Central Government . 15,602 15,602
j Due to banks (net overdraft) ! 1,402 . .- . 1,402
. Due to public creditor 53,527 | 12,723 | 5,501 | 31 71,782
Total, Local Governments 70,631 12,723 5,601 31 88,786
|
i GRAND ToraL, ALL GOVERNMENTS 741,072° | 556,975 | 50,131 | 31 |1,348,209°

[.’l‘ablc c«mtmued overleaf
L



TABLE XIII—(continued)

Mnturing in—

Australi London | New Yok Now

£thoveands | £thou- | £thou- | Zealand Total

Qa ‘;“’*l‘.“g sands sands | £ thou- | & thousands!®
ustrallan) | (gtg.) | ($48065) | sands

Semi-Governmental and Other Public

Authorities :
Due to Central Government . . 41,140 .. .. .. 41,140
Due to banks (net overdraft) ¢ . 1,701 .. .. .. 1,701
Due to public creditor . . 79,367 10,6568 1,442 .. 91,467

Total, Semi-Governmental
Authorities . . .| 122,208 10,658 | 1,442 .. 134,308

Total, Local and Semi-Govern-
mental Authorities . .| 192,739 | 23,381 6,943 | 31 223,094

GRAND TorAL, ALL GOVERNMENTS AND
SEMI-GOVERNMENTAL AUTHORITIES | 822,140°¢ | 567,633 | 61,673 | 31 |1,441,377°¢

3 Total “* face ' or *‘ book ** value of t,he debt without adjustment on account of relative currency changes

sln the loans were floated.
Short-dated Treasury bills and debentures.
' Other ury bills.
4 Aggregate of net overdrafts of all funds, The credit balances of other authorities which do not carry over-

drafts have not been deducted.

¢ Excludes Local Government debt to Central Governments.

¢ Excludes debts to Central Government of Local and semi-Governmental authorities,

TABLE XIV
Ner LoaNn EXPENDITURE INCURRED BY THE STATES UP To 30TH JUNE 1938
(£ mllhons)
Pubhc Works, Services, etc. :
Railways and tramways . 371 |
Roads, bridges, harbours, rivers, und llghthouses 89 l
Public buildings . . . . . 36 |
Housing advances . . . . . 12 I
Primary production : X
Settlement 95] !
Water conservation, irrigation i
and drainage 30 Sub-total 160 .
Other 35

Water supply and sewerage . . . 103

Electricity supply . 27
Other public works s,nd servxces, mcludmg |
industrial undertakings and immigration . 13 ‘
Loans and grants to local bodies . . . 21

Unemployment relief . . . . 26
Other purposes . . . . . 13
Total, Public Works, Services, etc. . . | 871 |

Deficits and other items . . . . 99
Granp Toran . . .| 970 1
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These figures refer to the amounts actually spent, and exclude those
still unpaid. They show the nature of the debt, whether productive or
unproductive. No data are available by which it would be possible to
show the actual proportion of productive debt for all States.

Details of the debts of the States, Loocal Governments and semi-
Governmental authorities are to be found in Tables 12 to 14 in Part III.

Public Debt Charges

The debt charges of all Governments for 1937-38 are set out in the
following table, which is analogous in its arrangement to Table XTII (see
above, pp. 145-6). Both table sshow the predominance in peace-time of
State debt, and the high proportion of the debt charges which is payable
abroad, mostly in London.

Public debt charges and net losses of the several States, in 1937-38
and 1940-41, are sct out in Table 15 in Part IIT, and the interest payable
by Local Government and semi-Governmental authorities respectively in
1937-38, by States, is set out in Tables 16 and 17.

Special interest attaches to Table 15, which gives interest, sinking fund
and exchange charges of the several States, in millions of pounds and per
head of the population, as well as the net losses on these charges after
deducting carnings. It fully demonstrates the great difference between
New South Wales and Victoria and the other States, but especially between
the former and the ¢ claimant” States of South Australia, Western
Australia and Tasmania. The net losses per head of the population are
much higher in the three last named than in the other States. Especially
is this true of Tasmania, where the debt charges per head are comparatively
moderate — only those of Victoria are lower — but where the proportion
of these charges given as net losses is phenomenal, making such losses per
head the highest for all States. On the other hand, it must be admitted
that the regular occurrence of substantial net losses in all States, including
the eastern ones, shows that none of them has in the past pursued a policy
of what may be strictly termed “ sound finance ”” according to old-fashioned
principles.

The losses arise from works partially or wholly unproductive and from
deficits financed from loan funds. The Commonwealth Grants Commission
has examined the position with special reference to South Australia,
Western Australia and Tasmania, and concluded that “ no irrigation, land
settlement or railway authority charges consumers sufficient to cover its
costs, and the combined deficits of these undertakings have an un-
stabilising effect on political conditions and on public finance. There is
a further more cogent reason why the system of not making adequate
charges for economic services is unsound. If the deficiency is charged to
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TABLE XV
DEBT CHARGES OF AUSTRALIA, ALL GOVERNMENTS, 1938 (INTEREST PAYABLE

oN 30tH JUNE)

Interest on Debt of —

Commonwealth :
War (1914-19) . .
Works and other purposes .

Total, Commonwealth .

States :

New South Wales

Victoria .

Qucensland

South Australia

Western Australia

Tasmania

Total, States .

Total, Commonwealth and States

Local Governments :
To Central Government
To banks (net overdraft) 2
To public creditor

Total, Local Governments

GraND TorTAL, ALL GOVERN-
MENTS

Semi - Qovernmental and Other
Public Authorities :
To Central Government
To banks (net overdraft) 2
To public creditor .
Total, Semi-Governmental
Authorities .
Total, Local and Semi-
(Governmental Author-
ities . .
GraND TorAr, ALL GOVERN-
MENTS AND SEMI-GOVERN-
MENTAL AUTHORITIES

Payable in —

PT.

" o N " :
sl | Gl |l sl |
(Austrahan) ?g?g% (.?;‘gggs) £sg£‘|(()ig- gands ! .

7,150 426 | .. 7,576 |
L2 | 2775 | 85 | .. | 4m2
8302 | 3,201 | 785 12,288
6211 | 5943 | 627 12,781
4,085 | 2412 | 222 6,719
1,966 | 2,794 | 408 5,168
2312 | 1,676 87 4,074
1,673 | 1,695 | 101 3,469
o468 ) 402 ) 11 |91
16,715 | 15,011 | 1,456 33,182
25,017 | 18,212 | 2,241 45,470
649 649 |
63 .. .. .. 63 '
2328 | 656 | 204 ) 2 | 3,280
3,040 656 | 294 2 3,992 |
|
27408 | 18,868 | 2,535 | 2 | 48,813%
|
1,540 .| 1,540 |
42 . .. .. 42
313¢ | 470 | 79} .. | 3,683
4,716 470 79 5,265
i
7,756 | 1,126 | 373 | 2 | 9,257
30,584+ | 19,338 | 2,614 | 2 | 52,538°

! Nominal amount of interest payable, taking no account of exchange.

t Aggregate of net overdrafts of all funds

which do not carry overdrafts has not been deducted.
? Excludes interest due from Local to Central Governments.
¢ Excludes interest due from Local and semi-Governmental authoritics to the Central Governments,

The interest on the credit balances of other authorities
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the taxpayer, it will fall mainly on the higher grades of taxable income.
The benefit of the lower charges on economic services goes predominantly
to the larger user, but in this case he is usually the landowner. This
applies to the main services on which loan money is spent in Australia,
viz. roads, land settlement, railways and water supply. Charges for these
services, which are less than the annual cost, and which make no adequate
levy on the persons benefited, act as a subsidy to land values. High land
values in a community dependent on primary production are a definite
hindrance to such production.” *

To sum up : the debt charges of the Commonwealth are mainly on un-
productive debt resulting from two great wars, whereas those of the States
are due to the investment of Australian and foreign capital in productive
enterprises of many kinds and also in unproductive works. The loan
policy of the States is not above criticism, for reasons stated above,
especially in South Australia, Western Australia and Tasmania, which
receive special grants from the Commonwealth to assist them m trying to
maintain Budget equilibrium.

V. War Cuandis

As in other Federations studied here, the war has considerably in-
creased the relative importance of the Commonwealth in Austrahan
finance. Its expenditure has become paramount. Tables 1 and 2 in
Part III give the Commonwealth revenues and its expenditures from
Consolidated Revenue in 194041 (actual figures) and 1941-42 (Budget
figurcs). A comparison of these tables with Tables VI, VII, XTI and X11
will show some of the changes that have taken place. The Common-
wealth expenditure from revenue budgeted for in 1941-42 is more than
twice as large as that of 1937-38 — the increase is 109 per cent. The
proportion of the total devoted to defence or war has risen from 8 to 44
per cent. In 1940-41, before the proportion of sccondary functions was
temporarily swelled by the introduction of Commonwealth child endow-
ment, the proportion of expenditure from revenue devoted to war was 49
per cent. The increase in Commonwealth loan expenditure was much
more phenomenal. Omitting redemptions it amounted to £4-5 millions
in 1937-38 and to £151-7 millions in 1941-42 (Budget estimate) —an
increase of 3234 per cent. The loan expenditure on defence rose from
£1-7 millions to £149-1 millions. Expenditure from Consolidated Revenue
and Loan Fund combined has risen from £77-7 millions in 1937-38 to
£303-7 millions in 1941-42, or, if the official totals are adopted, from £90-9
millions to £321-9 millions. Expenditure on defence or war from revenue

1 Commonwealth Grants Commission, Eighth Report (F. 1357, 1941), pp. 75-81.
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and loan rose from £7-7 millions to £215-7 millions. In introducing the
Budget for 1943-44 in the House of Representatives Mr. Chifley, the
Commonwealth Treasurer, showed that half the whole National Income
is being devoted to the war, and taxation in the current financial year
is expected to reach £270 millions as compared with £74 millions in
1938-39. Up to 30th June 1943 the total cost of the war to Australia
reached £1107 millions, of which £363 millions were provided by taxation,
£474 millions by loans from the public and £259 millions by discounting
Treasury Bills with the Commonwealth Bank.

At the same time, the greatest possible economy is taking place in
civil expenditure. Loan expenditure is confined as far as practicable to
war needs. There has been a considerable contraction of loan expenditure
on public works other than defence. The Loan Council, held in Melbourne
on 11th August 1942, sanctioned a programme involving the expenditure
of £12-9 millions, a saving of no less than £6-7 millions on the programme
of the preceding year. All works sanctioned were directly or indirectly for
defence, or subject to inescapable commitments or of special character.
A substantial reduction took place in loan expenditure on State and semi-
Grovernmental works.

As elsewhere, the increase in expenditures has led to an increased
predominance of the Centre in the field of taxation, and to greater pro-
gression in the revenue system. We have already seen (pp. 117-19) that
the Commonwealth has for the period of the war displaced the States from
the income tax and entertainments tax field. Commonwealth revenues
have risen from £75-1 millions in 1937-38 to £152-0 millions (Budget
estimate) in 1941-42, or by 102 per cent. At the same time, Group I
(Progressive TaxeﬂQ rose from 10 to 23 per cent of total Commonwealth..
revenues, and income tax (on 1 individuals and companies combined) from
13 per cent fio 33 per cent, or 41 per cent if pay-roll tax and war-time
company tax and supertax are included. These figures are previous to
the surrender of State income taxes, which took place in 1942.

Thus a high and increasing proportion of the national income is
diverted to the war effort, though Table IV on page 124 shows that this
process only got fully under way after some delay. Meanwhile that
income is rising in spite of the interruption of oversea trade and the
consequent effect on prlma.ry'”—exports 1 Industrial reorganisation to
meet war needs is having a special advantageous effect on the industrial
States, New South Wales and Victoria. These factors will not remain
without repercussions in the field of finance.

! The latter has meant, among other things, that Australia has not been able to
repatriate her sterling debt to the same extent as Canada and India.



CHAPTER VI

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF SOUTH AFRICA

-

I. Tuar NaTionaL EcoNomy

Tugk Union of South Africa-has an area of somewhat less than half a million
squarc miles. It is, therefore, four times the size of Great Britain and
twice that of France. Its population is9-6 millions, of whom a shade over
2 millions are European. The mainspring of its economic activity at
the present time is gold mining. In recent decades agricultural and
pastoral production Fa§ beeni considerably increased with a view to supply-
ing not only the Union’s own requirements but also the demand for export
abroad. This has been combined with an enormous expansion in manu-
factures which has been especially noticeable in recent years. Prior to
1925 the tariff was mainly a revenue one, but under the revised tarift of
that year a policy of protection for industries in the Union was systematic-
ally undertaken. South Africa is fortunate in being the producer of a com-
modity which is always in general demand — gold, which has been mined
there since 1886 and in considerable quantities since 1896. She produces
about one-third of the world’s gold and is easily the greatest producer.!
From 1923 to 1929 there was prosperity combined with expansion in the
Union. The years 1929 to 1932 were depression years, but after 1932 the
price of gold leapt™up to new high records, and this not only gave an
enormous impetus to mining itself but revived to a very substantial degree
the economic activity of the Union. The large imports of capital, mainly
British, have been due to expansion in mining, chiefly diamonds and gold,
and in transportation, mainly railways. Professor Frankel in his compre-
hensive study on Capital Investment in Africa ® brings this out clearly. In
dealing with the economic structure of the Union he shows that South
Africa is largely dependent, as we have shown Canada to be, on a very
restricted number of exportable products. There are few countries in the
world so dependent on foreign trade as is the Union. In 1937 all mineral
exports accounted for 75-3 per cent of the total export trade (diamonds
for 2-8 per cent and gold exports for 69-3 per cent); wool exports for
10-6 per cent ; and all agricultural and pastoral exports 23-5 per cent.

1 Vide G. Findlay Shirras, * The Position and Prospects of Gold ”, Economic Journal,
June-Sept 1940. Since the peak year 1940 this percontage has increased to over
that figuro: 14 million fine oz. in 1940 out of an estimated world production of 40-5

millions, and in 1942 14-8 nullion fine oz. out of a world production of 36 milhons.
2 Issued by the Commuttee of the African Research Survey under the auspices of the

Royal Institute of International Affairs. Oxford Umversity Press, London, 1938.
151
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Thus mineral and agricultural, including pastoral, exports account for
98-8 per cent. Over the thirty years gold alone has formed nearly 60
per cent of the total, and it is on the mineral industry that the modern
economy of the Union has been built. To an ever-increasing extent the
finances of the Union depend on the direct and indirect taxation of gold
mining. The Minister of Finance, Mr. Hofmeyr, stated in September 1942
that the fact that the maintenance of gold production was essential not
only for South Africa’s war effort but for the cause of the United Nations
had come to be appreciated generally. “ In the last financial year ”’, he
said, ““ the gold-mining industry contributed directly over 30 per cent of
all the State income on revenue and loan accounts and a good deal more
indirectly.” The severity of taxation on gold-mining income was illus-
trated by the Transvaal Chamber of Mines in its evidence to the Depart-
mental Committec on Mining Taxation in 1935 by the following
approximate rate of similar taxation expressed as a percentage of taxable
profits in other gold-producing countries : Union of South Africa 42;
Rhodesia 23 ; Australia 18; U.S.A. 14 to 18 ; Canada 13 to 19; West
Africa 12. Another characteristic of the Union economy is the degree to
which agriculture is assisted for the benefit of Europeans engaged in that
industry. A large part of the burden falls on those export industries, such
as gold, which do not receive off-setting advantages and cannot shift the
tax. The burden has also grown on mines because of the protection
granted to manufacturing industry since 1925. Except in the case of wool
there is no important agricultural commodity which is not dependent on
the maintenance of an artificial internal price structure or on some similar
kind of protection. While anxious not to give a one-sided or ex-parte view
1 agree, generally, with Professor Frankel when he says, ““ There has
grown up in the Union a system of tariffs, subsidies, quotas, price regulat-
ing and marketing schemes, which is remarkable in its wide ramifications,
contradictions and complexities. Nearly every important agricultural
commodity for which an appreciable local market exists has now to be
sold at internal prices above the corresponding world prices. Moreover,
the rates structure of the railways has been mainly devised to conform
with the system whereby agricultural, particularly export products are
subsidised by means of artificially low transport charges. Since Union
too, very large sums have been spent on the construction of unpayable
branch lines in order to stimulate farming, often in quite unsuitable areas.
The low contribution made by agriculture to the direct revenues of the
Central Government is due both to the special exemptions under the
Income Tax Acts and to the low net incomes obtained from agricultural
operations.” 1 Thus, in spite of the efforts of the Government to put

1 Frankel, Capital Investment in South Africa, Oxford University Press, 1928, pp. 121-2.
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* Kuropean ” agriculture on a secure basis, it is more dependent that ever
on the remainder of the Union economy. More than one-half of the
Union’s native population is on farms, and of these 70 per cent is occupied
in European areas. The policy is to pluck the golden goose with as
little squealing as possible to cnable agriculture and industries to be in
a position sufficiently sound to hold their own when the Union will no
longer be primarily dependent on gold.

The total amount of foreign capital invested between 1870 and 1936
in the Union of South Africa is approximately £523 millions. Of this price
capital is £250 millions, of which two-thirds 18 in mining, and of the
remainder three-fifths is in landowning, banking, insurance and investment
companies and two-fifths in commerce, industry and agriculture.r These
estimates show that, in return for the gold, diamonds, ctc., the Union has
become equipped with foreign capital in the form of machinery and other
paraphernalia of an advanced industrial economy. When it is remembered
how small the population is, and how the development of the Union has
been determined to a very large extent by the interests of the white
population, these foreign capital investments are remarkably high.
Nevertheless, investments have not resulted so far in a high standard of
living for the population as a whole, white, native or coloured. The
entire population is not employed at the optimum level, i.e. at a level
which would maximise the national output. Therefore the national
income is still low per head of total population, and up to the outbreak of
war, the flow of capital continued at such a rate that there were few,if any,
signs of the Union ever becoming a creditor country. A debtor country
should eventually increase its own national income so that it no longer
requires capital from abroad, as has been scen recently in other parts of
the British Commonwealth. The Union (except in mining — three-
quarters of the foreign capital is invested in mines and in urban centres
serving these mines) is a good example of a country in which the mar-
ginal efficiency of capital is low in most enterprises. This large invest-
ment of capital from abroad obscures the poverty of the great part of the
population, native, coloured and European. The most urgent problem
in the Union economy to-day is to increase the national income or to
increase production, a gigantic task, and this means the development of
non-material as well as material resources among all classes of the popu-
lation, including coloured and poor whites. This development, as one
authority somewhere phrases it, depends “on opening the doors of
personal opportunity ”. But in South Africa these doors remain closed
to a large section of the population -~ coloured, native and European.

1 Frankel, op. cit. Table 28
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II. TaE SoutH AFRICA ACT

The Union brought about by the South Africa Act, 1909, was not the
first attempt to federate the four main political divisions of South Africa.
The first attempt was mooted in 1857, and again in 1877 when a permissive
South Africa Act was passed by the British Parliament. It failed, but
Sir Bartle Frere, Governor of Cape Colony and the first High Commissioner
of South Africa, pushed on the idea of Fedcration. In 1880 the Sprigg
ministry definitely formulated proposals for union to be considered by
the delegates of the various States. The proposals again fell through, and
after the battle of Majuba, 1881, the British Government abandoned the
Transvaal. Even before this Cecil Rhodes had the idea of a federated
South Africa under British rule with the assent of the Cape Dutch.
Rhodes, who died at the comparatively early age of forty-nine, lcaving
some £6 millions to the public service, endowing 170 scholarships at
Oxford for students of the Colonies, U.S.A. and Germany, and leaving
£100,000 to his old College, Oriel College, Oxford, belonged to a group of
statesmen who will live in the history of South Africa — Lord Milner,
1854-1925 ; Jan Hendrik Hofmeyr, 1845-1909 ; Sir L. S. Jameson, 1853
1917; General Louis Botha, 1852-1909; and Lord Selborne, High
Commissioner of South Africa in 1907. Lord Milner, after being Under-
Secretary for Finance in Egypt (1890-92) and Chairman of the Board of
Inland Revenue in London (1892-97), became High Commissioner of
South Africa in 1897 and continued in office until 1905. Milner had a
great and strong mind and saw, in a way few of his contemporaries did,
the advantages of a political union of the South African States. It was
he, too, who saw the undoubted advantages of a customs union, realised in
1903, and of a unified transport system, railways, harbours and ports.!
He saw, too, the advantages of a policy for agriculture, for industry and
for education. He had a peculiar genius for finance, as figures were
“ real counters of thought to him and a balance sheet as lucid as a page
of print . Milner, in short, prepared the way for Selborne, his successor,
who wrote a Memorandum on the Closer Union of the South African Colonies.
After the Peace of Vereeniging, 31st May 1902, all four political divisions
of South Africa were British colonies and in consequence their federation

1 “Tord Milner had also taken advantage of every opportunity to terminate or
minimise the injurious competition betwcen the various railway systems in South Africa
for the trade of the Rand. The railways of the Transvaal and the Orange River Colony
were united under one management, the Inter-Colonial Council, administered as a joint
concern ; and agreements were concluded with the Cape and Natal Governments at the
Railway Rates Conference of 1905. This movement of closer railway union contributed
in no small way towards the attainment of political union *’ (M. H. de Kock, T'he Economic
Development of South Africa, London, P. 8. King & Son, 1936).
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was easier than hitherto. Tn 1909 the National (lonvention met, first in
Durban and then in Capetown, and had representatives of all the South
African colonies. The South Africa Act, 1909, resulted and on 31st May
1910, t.e. on the eighth anniversary of the Peace of Verceniging and
thirty-three years after the Permissive Federation Act of 1877, the four
colonies finally entered upon the complete union of the wide Dominion of
to-day.

The Act itself is of special interest to the student of Federal Finance.
It differs from the Canadian and Australian Constitutions in that the
Provinces of the Union have no written Constitution superior to ordinary
law which guarantees their rights, as in the cases of the Provinces of
Canada and of the States of Australia. The Union Parliament could abolish
the provineial system if or when it likes. There is nothing in the Statute
of Westminster applicable to the Union of South Africa which guarantees
the Constitution. 1t cannot, therefore, be said that the relationship of the
Union Government to the Provinces is really federal in character. Two
things seem clear in this connexion. In the first place, the provincial
system in the South Africa Act, 1909, was, as it were, a sop to those in
favour of a federal form of government. In the Act it is the unitary
system that is really established. Secondly, the continuance of the
provincial system at the present time is to be explained as due to fears still
entertained in some parts of the Union, notably in Natal, of the domina-
tion of the Union Parliament and the Union Government, rather than
to any functions which the Provincial Governments perform. Direct
taxation granted to the Provinces under section 85 (i) was withdrawn
from them by Act No. 46 of 1925, amending the financial relations
between the Union and the Provinces, as set out in the Financial Relations
Act of 1913.  From the first the Provinces have relied on subsidies from
the Union to a very large extent. In 1937, for example, 52 per cent of
their total revenue was from subsidies (vide Table IV below) as compared
with 8 per cent in Canada. For this reason more than any other perhaps,
the Provinces have not been genuinely self-governing. The Provinces and
not Local Authorities are entrusted with elementary education, hospitals,
poor relief, roads and bridges, racing, betting, game and fish preserva-
tion. Under section 85 (vi) Provinces are also in charge of * municipal
institutions, divisional councils and other local institutions of a similar
nature ”’, and so the Provincial Government is of immediate concern even
to a town council of the size of Johannesburg.? On the other hand,

1 This Act was modified by Acts No. 9 of 1917, No. 6 of 1920, No. 5 of 1921, No. 5
of 1922, No. 21 of 1924, No. 46 of 1925, No. 39 of 1927 and No. 50 of 1935.

8 Cf. Maud, City Government, the Johannesburg Experiment, Oxford, Clarendon Press,
1938.
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problems relating to native affairs, to the public health of the country as a
whole, to defence, justice, higher and technical education, agriculture,
commerce and industry, railways and harbours are administered exclu-
sively by the Union Government. The Union Parliament has “ full power
to make laws for the peace, order and good government *’ of South Africa
under the South Africa Act. The financial powers of the Provinces are
limited and they are, in effect, as the Provinces of Canada and the
States of Australia are not, pensioners of the Union Government instead
of sovereign Governments. The Municipalhties differ from those in
practically every other country of the world. In most countries it is usual
for Municipalities to obtain grants for education, police, health and other
purposes, and the grants are dependent on a satisfactory standard of
performance by the Local Authority. In South Africa not only is the
scope of Municipal Government limited but Local Authorities have
practically no help or supervision from the Union or Provincial Govern-
ments. The Municipalities, therefore, have been forced to finance them-
selves by profits from public utilities (water, transport, electricity, ete.),
and even on sewerage and sanitary services profit is frequently made.
Only about half their annual revenue in 1937 was met by the taxation of
property, as will be seen from Table IV below. Rating differs from the
English model, as owners bear the whole burden, occupiers being exempt,
and the rating power of Local Authorities is limited to an annual maximum
by legislative enactment.! The English method of assessment, the basis
being annual rental value, is not followed in South Africa, where land and
improvements are assessed separately on the capital or selling value in
each case. Since education, poor relief and hospital administration do
not fall definitely within the sphere of South African Municipalities, they
do not generally provide for the social or cultural municipal life, although
the bigger Municipalities have housing schemes to provide for the needs
of the poorer classes, both European and native ;2 nor do they make
regular provision for poor relief. It is sometimes said that the urban
native can relieve his own destitution by retiring to the rural areas
reserved for native occupation or by relying on assistance from his
family or friends.

The financial provisions of the Constitution are contained in sections
117 to 133 of the South Africa Act, 1909. A Consolidated Revenue Fund
and a separate Railway and Harbour Fund were constituted under sec-
tion 117 : * All revenues, from whatever source arising, over which the

! Vide Rating Proclamation (No. 38 of 1902). Maud, op. cit. p. 54.

2 Johannesburg, for example, has built the Orlando Native Township, and it has
announced that it intends spending another million pounds or more on another big
housing scheme to take the place of the one on the Pretoria Road.
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several Colonies have at the establishment of the Union power of appro-
priation, shall vest in the Governor-General-in-Council. There shall be
formed a Railway and Harbour Fund, into which shall be paid all revenues
raised or received by the Governor-General-in-Council from the adminis-
tration of the railways, ports and harbours, and such fund shall be
appropriated by Parliament to the purposes of the railways, ports and
harbours in the manner prescribed by this Act. There shall also be formed
a Consolidated Revenue Fund, into which shall be paid all other revenues
raised or received by the Governor-General-in-Council, and such fund shall
be appropriated by Parliament for the purposes of the Union in the
manner prescribed by this Act, and subject to the charges imposed there-
by.” From the date of the Constitution of the Union, May 1909, until
April 1913, when the Financial Relations Act came into force, the funds
required by the Provinces were provided by grants from the Union
Exchequer. The Act of 1913 transferred to the Provinces certain taxes
and fees, e.g. totalsator taxes, fees (school and hospital fees), licences
(dog licences, licences for game hunting, trading and professional
licences), auction dues and other receipts connected with provincial
matters as defined in section 85 of the South Africa Act. At first little
use was made of these powers but later, with the growth of provincial
expenditures, resort to them became indispensable. The proceeds of the
transfer duty on fixed property, licences for the sale or supply of liquor
and native pass fees are collected by the Union and assigned to the
Provinces under the Financial Relations Act. These revenues are, in the
words of the Report of the Provincial Finances Commission, 1923,
“ revenues over which the Provinces have no control and in regard to the
levying of which the Provinces have no responsibility . These revenues
are uncertain and, while encouraging expenditure in good years, they have
caused, by their shrinkage in years of depression, great difficulties. The
Financial Relations Act, 1913, based the amount of subsidy on the
expenditure for any year — it was to be one-half of such expenditure —
but if the expenditure for any year exceeded the expenditure of the
previous year by more than 7} per cent, that Province was to get one-
third instead of one-half of that excess as subsidy. A special subsidy of
£100,000 per annum was granted to Natal and the Orange Free State, as
they were less favourably placed than the other two Provinces. The
expenditure of Local bodies within a Province ranked as ordinary expendi-
ture of the Province itself. This provision was necessitated by the
predominance of Local expenditure in the Cape Province. The Provinces
were also permitted to include the annual interest and debt redemption
payments as part of their ordinary cxpenditure for the assessment.
Owing to the increase in expenditures mainly on education, roads, hospitals
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and poor relief, the Provinces were given in 1917 additional powers to
raise taxation in respect of licences for places of amusement, and an increase
of 15 per cent was permitted in the assessment of the subsidy for educa-
tion, the largest item, and 5 per cent for other expenditures. In the
post-war crisis of 1921 the cutting-down of subsidies led Provincial
Governments to resort to their powers of taxation, but this met with
opposition from their legislatures and the deficits were met largely by
borrowing. In 1922 the Baxter Provincial Finances Commission was
appointed to report on the whole system of financial relations of the
Provinces with the Union. In its Report the Commission recommended
a new basis for subsidies, viz. by reference to the number of pupils in
average attendance. It also suggested somewhat radical changes in
taxation which were adopted in the Provincial Subsidies and Taxation
Powers Amendment Act, 1925. This Act withdrew from the Provinces
the general power of direct taxation, derived under section 85 (i) of the
South Africa Act, 1909, as direct taxation on the part of the Provinces
had given rise to a large number of cases on the validity of the taxing
ordinances read in the light of the Constitution. The Provinces were given
the power under the Act to raise taxes on vehicles, including motor
vehicles ; a wheel tax ; an amusements tax ; taxes on persons other than
companies and on the incomes of persons other than companies, subject to
certain limits ; a tax on companies other than mutual life insurance com-
panies ; a tax on the ownership of immovable property ; the taxation of
racing and betting and the dissemination of betting information ; licences
including (1) licences for dogs outside urban areas, (2) licences to own or
drive any motor and other mechanical vehicles, (3) licences on the importa-
tion for sale within the province of goods from beyond the borders of the
Union. Licences in respect of trade, professions and occupations were
taken over by the Union Government but the proceeds were transferred to
the Provinces together with the proceeds of transfer duty, liquor licences
and native pass fees. Under Act 17 of 1938 the Provincial Governments
may authorise the carrying-out of professions and callings without payment
and are then reimbursed by the Union Government for the loss of such
revenue. Under Act 33 of 1939 the Cape Provincial Administration
is paid an annual subsidy of £160,000 in lieu of importers’ licences. A
Consultative Committee consisting of the Administrator and the Executive
Committee of each of the four Provinces was appointed under Act No. 50
of 1935 as a result of the Roos Provincial Finance Commission which
reported in 1934.1 The Minister of the Interior is the permanent President.
The Committee meets to discuss matters common to the Provinces. The
Act of 1935 also provided that the outstanding capital loans made to the

1 U.G. No. 46, 1934.
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provinces prior to the 1st April 1935 to meet deficits on revenue account
were, together with interest charges upon these loans, assumed by the
Union Government. As the annual subsidy to Natal was increased from
£75,000 to £125,000, the Provincial Council of Natal could pay to the city
of Pietermaritzburg compensation for the loss of prosperity through its
having ceased to be a seat of Government. By the National Roads Act !
the Provincial taxpayer was given considerable relief, as the National
Road Board took over the payment of interest and redemption charges
on loans raised prior to 1st April 1935. The National Road Board votes the
grants for the construction, repair and maintenance of roads payable to
the Provinces whose duty it is to carry out this work in accordance with
plans approved by the Board. This is interesting as yet another indication
of the control of the Centre over the units in the sphere of public finance.

III. GoveRNMENT REVENUES AND KEXPENDITURES

The following table, which is in two parts, shows the increase in
Government expenditures and revenues in the Union of South Africa : 2

TABLE I

GovERNMENT EXPENDITURES AND REVENUES IN SouTH AFRICA *
(£ millions)

Percentage '
Increase, |
1913-14 | 1921- 22 | 1026-27 | 1930-31 | 1937-38 | 1010-11 1940 over -

- - -—— -
1913-14 | 1937-38 ;
!

e

A. Expenditures

Union . . 11 21 22 24 33 65 491 97
Provincial . 3 9 10 12 17 19 533 8
Total RV ' 50 | 84 | 500 | 68 |
! B. Revenues * -
i Union . . 13 24 29 29 44 55 323 25
I Provincial . 1 4 4 5 I 8 9 800 13
Total e |2 | o33 ! 34 1 52 | e+ | 357 | 23 !
e . Y _ IR I,

* Kinancial years beginning 1st Apnil

If we take the national income of South Africa and express the Union,
Provincial and Municipal revenues and the total Union expenditures from
revenue and from loan as a percentage of it, we find that South Africa,
as compared with the United States, Canada and Australia, is in a favour-
able position from the viewpoint of the burden of taxation. The national

1 No. 42 of 1935. 3 Municipal data are not available.
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income estimates are those of Professor Frankel and his collaborators.?
They were quoted by Mr. J. H. Hofmeyr, Minister of Finance, in presenting
his Budget to the House of Assembly on 25th February 1942, when he
stated that “ Hard though the saying may appear to be to those who are
smarting under the increased burdens imposed in recent years, this country
is still, by comparison with others, lightly taxed ”. The estimates for
1940-41, 1941-42 and 1942-43 are our own and are based on Professor
Frankel’s estimate after allowing for the increase in prices and assuming
that the increase in production was not less than the increase between
1939 40 and 1940 41, a safe estimate. The data are given in the following
table :

TABLE II

GOVERNMENT REVENUES AND EXPENDITURES EXPRPSSED IN I'ERMS OF THE
NaTroNaLn INcoME ) 'y J

- 1937-38 | 1940-11 194142 | 1942-43

1. Revenues (£ millions) :

Union . . . . . 40 55 80 88
Provineial . . . . . 8 8 8 8
Municipal . . . . . 10 10 10 10

Total . . . . 58 73 98 106

r

2. Umon Expenditures (£ mdlions)

From revenue . . . . 35 65 75 88
From loan . . . . . 19 47 54 52
Total . . . . 54 112 129 140

4. Percentage of the National Income .

|
‘ 3. Natwonal Income (£ mallions) . . 370 470 510 550
|
. (a) Revenues . . . . 16 16 19 19

| (b) Union Expenditures :

i. Expenditures from revenue . 9 14 15 16

i ii. Loan expenditures . . 5 10 10 9
| iii. Total . . . . 14 24 25 25
iv. Defence only . . 1 10 14 15

Note —For the years 1941-42 and 1942-43 1t has been assumed that provineial and municipal
expenditures have not mncreased and are approximately the same as m 1940-41. Provincial revenue
figures exclude all grants and subsidies,

1 These figures refer to revenues collected by, not to those available to, the various
Governments.
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The percentages in the table opposite are particularly striking when
compared with those of other Federal Governments. War expenditure,
it may be noted, was 10 per cent of the national income in 1940-41 as
compared with 15 per cent in Canada and 40 per cent in Great Britain.
In 1942-43 the percentage in the Union of South Africa is 15 per cent and
in Canada over 40 per cent (including gifts to the United Kingdom).

It will aid the understanding of the tables below if the distribution of
the national income is remembered. The following figures are for the
year July 1938 to June 1939 (the figures in brackets are for the corre-
sponding period of 1940-41); they are in millons of pounds. Mining
81-5 (100) ; manufactures 69-7 (85); commerce 53-8 (60) ; farming 50-0
(60) ; railways 23-9 (27); defence 0-0 (24); Central Government 17-5
(17) ; Provincial Government 15-0 (15); Local Government 8-0 (8);
education, professions, etc. 12-4 (12) ; rent 27-3 (28); others 35-7 (36) —
total 394-8 (472). The details of the national income were as follows :
available for consumption 316-2 (367); net investment 56-8 (31);
dividends and interest paid abroad 20-0 (19); war expenditure 1-8 (55).
Note the importance of mining and then of manufactures as compared
with the place taken by agriculture, which, as has been observed above,
is subsidised. The increase in war expenditure by £53 millions, the
decrease in net investment by £25 millions and the increase in the income
available for spending by 10 per cent after allowing for war expenditure,
are noteworthy.

Tables 111 and IV summarisc overleaf the revenues of South Africa
for the Union, Provinces and Municipalities in four main groups for the
pre-rearmament year 1937-38.

It is sometimes said that it is difficult to discuss as a whole the tax
structure of a KFederal system in which a large proportion of the total
governmental revenues and expenditures are provincial and local. The inci-
dence of taxation, the services provided by the various Governments and
the transfer expenditures are problems particularly complicated in such cir-
cumstances. Such a difficulty does not arise in the Union of South Africa
as the Centre predominates to an unusual degree. The revenues collected
by the Union in 1937-38 were as much as 66 per cent of the revenues of
all Governments as compared with only 17 per cent in the case of the
Provinces (excluding subsidies from the Union Government) and 17 per
"eent in that of Municipalitics (revenues available to the Union, Provinces
and Municipalities were respectively 55, 28 and 17 per cent of the total).
Moreover, subsidies from the Union to Provincial Governments play a
much greater part in Provincial revenues than is the case in any of the
other Federal systems studied.

The system as a whole has certain well-defined characteristics. In the
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TABLE III

Tur ReveENUE SysTEM oF SourH AFRICA, ALL GOVERNMENTS, 1937-38
(£ thousands)

(xROUP L anly Progressive Taxes :

Income taxes on individuals
Supertax on individuals
Estate and succession duties
Native taxes and pass fees
Total, Group I
Grour II. Taxes on Property :
Taxes on land and buildings .
Government property and estate .
Total, Group IT
Group 1I1. Taxes on Business :
Mining revenue (mainly income tax) .
Income taxes on non-mining companies
Stamp duties and other taxes .
Total, Group I11
Group IV. Mainly Consumption Tuxes :
Customs .
Fxcise . .
Other Similar Tazes and Licences :
Motor vehicle licences
Other licences
Entertainment and racmg
Other taxes
Sub-total, Other Taxcs and Llcences
Revenues from public utilities and ser-
vices (net)
Miscellaneous
Total, Group IV
Grants and subsidies
Granp Toran . . . .
Less duplications
NEr ToraL .

PT. I

T lxlon i -I’rogl:c-ial Muﬁpal_—-l_'o_tal B
1,630 | 1,180% .. 2,710
2,103* 3 2,103
1,038 .. 1,038

629 | 604 | .. | 1233
5,300 1,784 7,084
15 936 4,728 5,679
320 .. 624 944
335 936 5,362 6,623
10,190 . 10,190
3,046 749 3,795
1,496 | 695 2,191
14,732 1,444 16,176
10678 | .. 110,678
Caez | 2912
2,137 2,137
165 165
741 741
s ] 118 _|_nr
SRR ) 3,160
CLB65¢ | .. | 2,859 | 4414
4,114% 908 1 2,198 ~7,220
19,2569 4,069 5,067 |28,384
R 8 955 ¢ e 8,956
39,626 17,188 10,409 67,222
6,7917 .. .. 6,791
32,835 |17,188 |10,409 |60,431

3 Approximate ﬂgure Obt&lnt‘d by leidlng up total collectlona in proportion to assessments.

% Includes supertax.
¢ Posts, telegraphs and telephones,

* Included under income taxes,
¢ Of this, £2,459,000 interest.

¢ Union Government subsidies . . £6,319,000
Grant : South Africa Native Trust . ‘81 7, 100

»  National Road Fund 1,809, 000

»  Other . 10,000
£8,955,000

7 Subsidies to the Provinces and interest on loans made to the Provinces.
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TABLE IV

Tue REVENUE SYSTEM oF SoUTH AFRICA, ALL GOVERNMENTS, 1037-38
(Perwntage distribution)

Group I Mainly Progressive Taa'es
Income taxes on individuals
Supertax on individuals
Estate and succession duties
Native taxes and pass fees

Total, Group I
| Group II. Taxes on Property :
Taxes on land and buildings
' Government property and estate
| Total, Group I1
. Group ITI. Taxes on Business
' Mining revenue (mainly income tax) .
. Income taxes on non-mining companies
,  Stamp duties and other taxes .

I
i
I

| Total, Group 11T

! Groue IV. Mainly Consumption Taxes :
| Customs . . .

. Bxcise

| Other Similar Taxes and Licences :
{ Motor vehicle licences
i Other licences
Entertainment and mcmg
! Other taxes

Sub-total, Other Taxes and Licences

1 Revenues from public utilitics and ser-
vices (net)

' Miscellaneous

‘ Total, Group IV

. Grants and subsidics

' Granp ToraL . . . .
! Less duplications

| NEr ToTAL . .

1 Included under income taxes,

l'or(‘entaue Share of each Percentage Distribution :
Government in Total of cach Government’s
Revenues Revenues
- — ~ T =TT o
g |3 ER ‘
g g g | 3 8 5 R
ORI - - N T - -
15) ~ - 13 =3 [ ] =
1
56 | 44 100 4| 7 P4
100 1 00| 5 1 | 3!
100 | .. 10| 2 .. [ 9
51 | 4¢ 0| 2| 3 2 |
% | 25 00| 13 | 10 n
ool 1| 83 | 100 5|45 | 9
34 | .. [ 66 |100] 1 6| 2|
5|14 | 8 [100] 1| 5|50 |11
100 | .. 100 | 25 | .. 17 |
80 | 20 100 8 4 .. 6
68 |32 | .. |10 4| 5] .. 4
91 | 9 10037 | 9 27
100 | 100 | 27 18
100 | .. 00| 7. 5
100 100 12 4
100 100 1 ..
100 100 4 1
100 | .. {100 .. 1
00 | .. {100 .. 18| .. | 5
8 | .. |66 1100] 4 ) .. |28 7
57 | 13 | 30 | 100 11 | 5 | 21 | 12
68 | 14 | 18 | 100 | 49 | 24 | 49 | 47
100 | .. (100 .. /562 .. |15
59 | 26 | 15 | 100 [100 {100 {100 |111
100 (001 .
55 | 28 | 17 | 100 | 83 |100 [100 |100
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first place, it is neither highly progressive nor highly regressive, although
it tends to the regression inherent in consumption taxation. Progressive
taxcs (all Governments) are 11 per cent and consumption taxes 47 per
cent of the total revenues. The income tax is not steeply progressive as
it is, for example, in Canada, and the exemption limits comparc very
favourably with those in many other Federal Governments. It is only to
this 11 per cent that the principles of progression were applied in 1937-38
to redress the regression. At the same time, the high taxation of mining
(especially gold mining) is on surplus as is the income tax on individuals,
and in this respect is not on costs like indirect taxes. In 1937-38
37 per cent of the Union’s revenue was from business taxation and 25 per
cent was from mining. It may be argued that the South African system
has some degree of balance, although regression is noticeable. Again,
the South African system has also the characteristic of efficiency, not
merely in its narrower sense of collecting cxisting taxes with economy but
also in its wider sense in collecting a given amount of revenue with the
least burden on the national income. There are not the divided juris-
dictions, the duplicated taxation machinery and lack of uniformity that
are to be found in some other Federal systems, especially in the United
States, Canada and Australia. Lastly, the position of Municipalities in
the tax systems is exceptional. The Municipalities do not have to
finance, as is customary elsewhere in Federal systems, education, hos-
pitals and poor relief, and therefore their scope is limited. Their sources
of revenue are from rates and to an unusual degree from the net profits of
public utilities such as the provision of gas, electricity, water, buses and
tramways.

The total expenditures amounted to 15 per cent of the national income.
The data exclude loan expenditures and those of the railways and har-
bours, which are self-supporting and separated from the Consolidated Fund
under the South Africa Act. Expressing expenditures as a percentage of
the national income does not give a reliable index of the burden of govern-
ment, especially in comparison with other countries, unless accompanied
by an analysis of expenditures. Some expenditures are on the primary
functions of government, e.g. administration and defence. Others are on
the social services, such as education, unemployment relief and public
health. There is also the important group of developmental expenditures
including transportation, which in the case of South Africa is of consider-
able importance. Expenditures may also be classified into collective
services and transfer expenditures. To the former group belong most
expenditures on primary functions and such expenditures on secondary
functions as education and developmental expenditures including trans-
portation. In 1937-38 non-transfer expenditures amounted to £40
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TABLE V

PusLic EXPENDITURES FROM REVENUE IN SoUTH AFRICA, ALL GOVERNMENTS,
1937-38
(£ thousands)

Umon Provineial )Illl\lcli»nl Totul l
1. Primary Functons : !
Legislation, administration and justice 5,868 458 1,154 7,480
Defence . . . . . 1,788 .. .. 1,788 !
Pensions . . . . . 2,636 L0 226 2,862
Debt services 2 . . . . 5,348 ) 673 4,181 |10,202
Total, Primary Functions . .| 15,640 1,131 5,661 |22,332
2. Secondary Funclions
(1) Soctal Services :
Education . . . . 1,356 | 9,611 .. 10,967
Unemployment expenditure . . 313 .. . 313
Old-age pensions . . . 2,050 .. .. 2,050
Blind persons’ pensions . . 75 .. .. 75
Other public welfare . . 2,342 | 1,515 903 4,760
Sub-total, Social Services . . 6,136 {11,126 903 _ 18,_1 (_55 .
(2) Developmental :
Lands and agriculture . . 3,713 .. .. 3,713
Commerce and industry . . 280 .. .. 280
Mining . . . . . 550 .. .. 550
Native affairs . . . . 8504 .. .. 850
Public works, roads and bridges . 1,314‘1 4,385 1,768 B _7_,_%_67 i
Sub-total, Developmental . . 6,707 4,385 1,768 | 12,860
(3) Mascelluneous . . . 501 930 1,183 2,614
Total, Secondary Functions .| 13,344 | 16,441 3,854 | 33,639
(Girants and subsidies . . . L,315 | T 6,315
Granp ToraL . . . .| 35,299 17,672 9,415 |62,286
Less duplications . . . . _6,’28_7 5 ] - _6,'7_81
NEer ToraL . . . . .| 28,612 |17,572 9,415 |55,499

1 No sepaiate figures are given 1 the Official Year Book of the Union of South Africa

s Includes 1edemption and other payments as well as interest

*» Includes public health and benefits on account of mners phthisis,

« Includes grant of £340,000 to South African Native Trust.

s Union subsidies to Provinces and interest paid to Union Government on loans to Provincial
administrations

Note.—Expenditures on public utilities have been deducted from the corresponding revenues in
arriving at the net figures in Tables 1IT and IV.

millions, or 73 per cent of the total, or the equivalent of 11 per cent of the
national income. Transfer expenditures (pensions, relief and other public
welfare and interest on unproductive debt, i.e. debt that does not produce
its own interest) were £15 millions, or 27 per cent of the total, or the
equivalent of 4 per cent of the national income. Transfer expenditures
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TABLE V1
PusLic EXPENDITURES FROM REVENUE IN SouTH AFRIOA, ALL GOVERNMENTS,
1937-38

(Percentage distribution)

1. Prunary Functions :

Legislation, administration and justice

Defence
Pensions .
Debt services .
Total, Primary Functions .
2. Secondary Functions
(1) Social Services :
Kducation
Unemployment expondxture
Old-age pensions
Blind persons’ pensions
Other public welfare
Sub-total, Social Services .

(2) Developmental *
Lands and agriculture
Commerce and industry
Mining . .
Native affairs . .
Public works, roads and bndges

Sub-total, Developmental .
(3) Miscellaneous
Total, Secondary Functions
Crants and subsidies
Granp ToraL
Less duplications
Ner ToraL .

Percentage SI;n (; e:nt: *Peroonmao Distribution
Government in Total of each Government’s
Expenditures Expenditures
S| s |5 |3 |§|%5|4|3%
ElE|2|& |5 &5 |¢&

79 6|15 100|217 | 2|12 14"
100 .. l100| 5 Ll o3
92 1] g|w00| 7.2 8| 5.
52| 7|41 10015 | 4 | 44 | 18
70 25 | 100 | 44 | 6 | 59 | 40 .

|
12 | 88 100 4 | 55 20 |
100 100 | 1 1 '
100 10| 6 4!
00 | .. | .. |100] .. -
49 |32 119 100 6| 8 10| 8
3¢ |61 | 5|100| 17 | 63 | 10 | 33
e TR il el R s B
100 100 | 10 7
100 100 | 1 1
100 100 | 2 1
100 | .. | ..]100] 2| ..]..| 2:
17 |50 | 2 100 4|25 |19 | 12 |
52 |34 | 14 (10019 |25 |19 | 23
19 |36 |45 [100| 2| 6|12 | &
40 | 49 | 11 | 100| 38 | 94 | 41 | 61
100 | .. | .. 100} 18 (.. | .. |1
57 | 28 | 16 | 100 [100 [100 |100 112 |
100 | .. | .. (100|119 | .. | .. |12
51 | 82 | 17 [ 100| 81 {100 [100 {100 °

' No separate figures are given in the Official Year Book of the Union of South Africa.

are comparatively small because of the small importance of unemployment

relief.

The expenditures on the traditional “ primary functions

of Govern-

ments, i.e. on legislation, administration and justice, defence, pensions
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and debt charges accounted for 40 per cent of total public expenditures in
the Union of South Africa. Law and police and defence are expenditures
of the Union and not of Provincial and Municipal Governments (except
for Municipal expenditures on police in Cape Province, Natal and the
Transvaal). Debt charges are not high, 18 per cent for all Governments
as compared with, for example, 27 per cent in Canada. Defence in 1937-38
was 5 per cent of the Union expenditure and 3 per cent of all governmental
expenditures. Since the outbreak of war it has increased by leaps and
bounds, the expenditurc from revenue alone rising to 38 per cent in 1940-
1941, 39 per cent in 1941-42 and 46 per cent in 1942-43. 1If loan expendi-
tures were also included, the total cost of defence expressed as a per-
centage of the total expenditurcs would be as follows : 1937-38 4 per
cent, 1939-40 8 per cent, 1940- 41 42 per cent, 1941-42 55 per cent, 1942 -
1943 57 per cent.

Kixpenditures on education amounted in 1937 to 20 per cent of total
expenditures. The Union is responsible for higher education, ¢.e. that
above matriculation standard, including grants to universities and for
agricultural education, rescarch stations and the like. It spent £1-4
millions, or 4 per cent of its expenditure, on this, or 12 per cent of the total
expenditure by Governments on education. Provincial Governments
(which are entrusted with elementary and secondary education) spent
£9-6 millions, or 55 per cent of their expenditures, or 88 per cent of the
total expenditures by Governments on education.

European education is mainly State education, i.e. administered and
financed by the State, private or local cffort being very small. Non-
European education, on the other hand, is only State-aided, ¢.c. partly
supported and controlled by Missionary enterprise. The development of
education in recent decades is set out in Table 18 in Part III of the
Enquiry. It showssince Union a great increase in all branches of education.
The percentage of pupils in post-primary Kuropean cducation has gone
up from 11 per cent at the time of Union to 20 per cent in 1937, and the
State has increased its expenditure from £9-65 to £24-66 per annym per
pupil. Native education, on the other hand, has also considerably increased
although the percentage of natives enjoying education is still small, 6 per
cent in 1937 as compared with 20 per cent for Europeans. Only 2 per cent
of native pupils receive some sort of post-primary education as compared
with ten times that figure for Europeans. In 1937 the State spent nearly
twelve times as much per pupil, and something like forty times as much
per head of the population, on European as compared with native educa-
tion. But it must be remembered that the discrepancy in education given
is less than this because of the expenditure from Mission funds. At the
same time, differences in the standard of living between Kuropeans and
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natives is very great, and this has to be remembered in comparing expendi-
ture. It does not, however, entirely explain the great contrast between
European and non-European education. The main expenditures of the
Provinces are on education — 55 per cent of the total in 1937-38. Public
works, chiefly roads and buildings, accounted for 25 per cent in the same
year.

In Municipal expenditure the chief item is the debt charges,! which in
1937-38 amounted to 44 per cent of the total expenditures. This debt
was incurred mainly for developmental items such as gas and electricity.
This is seen in the following table :

TABLE VI1I

CArrrAL EXPENDITURES oF MUNICIPALITIES IN 1937

(£ thousands)

l Q@ ((’:a )%{?)[IN‘ Natal Transvaal w:é;ugffm Umon
Roads and bridges 586 129 694 42 1451
Public health . . 201 80 476 4 761
Electricity supply . 1260 157 1087 118 2622
Water supply . . 432 116 256 29 833
Properties . . 410 52 2259 33 2754
Other . . . 390 483 539 41 1453

Total . .| 3219 | 1017 | 5311 267 9874

We have seen that 66 per cent of the revenues of all Governments are
collected by the Union itself. In relation to the Provinces — Cape of
Good Hope, Natal, Transvaal and Orange Free State — this is significant.
In the first place, the main sources of income that would cause inequalities
in Provincial revenues, e.g. mining revenues, are not allowed to remain
with the Provinces or the Municipalities. Secondly, the subsidies amount
to 52 per cent of the Provincial income, the subsidies themselves being
based on an objective basis, viz. educational necds. There is, therefore, a
greater uniformity of treatment by all Governments in regard to South
Africans than is perhaps usual in other Federations. Railway policy, too,
subsidises agriculture by freight rates, and therefore inequalities that
would arise among different areas are ironed out.

1 The figures for debt charges in Tables V and VI include redemption and other pay-
ments as well as interest. This should be borne in mind when comparing them with the
corresponding figures in other chapters of this Enquiry, of which only the Australian
ones include all these items.
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1V. Tue Pusric DEBT

The public debt of South Africa has been incurred, as elsewhere, to
meet the cost of public works and also emergencies and temporary deficits.
If productive debt is taken to mean self-supporting debt which pays its
tull interest and amortisation charges directly, then a large part of the
debt, 61 per cent of the debt in 1939, may be regarded as productive —
e.g. the debt on railways and harbours and posts and telegraphs. The debt
incurred by Municipalities for public utilities would be, to a large extent,
also classified as productive. The South African railways and harbours,
for example, in the year ended 31st March 1942, produced a surplus of
over £6 millions which was allocated to the reduction of interest-bearing
capital (£2 millions), a special contribution to the renewals fund (£1
million) and a credit to the rates equalisation fund (£2-4 millions). The
remainder went to reduce the deficiency in the pension and superannuation
fund (£0-5 million) and as a contribution to the railway institute fund (£0-1
million). Part of the public debt which is not directly self-supporting is
represented by tangible and useful assets which increase the productive
power and therefore the taxable capacity of the Union. The unproductive
debts include also the dead-weight debts representing deficits or bad
investments. A large part of the total debt incurred for expenditure on
unproductive works has from time to time been paid off, and is, therefore,
not reflected in the present unproductive debt of the Union. A feature
of the debt is the proportion payable in foreign currencies : 36 per cent
of the Union debt is of this nature. In recent years, as will be seen from
Table 19 in Part ITI, there has been a reduction in this debt. It should
be remembered that with exchange control as a weapon of Central Bank
and national economic policy all commitments should be under the control
of one body. In the Union of South Africa under section 124 of the South
Africa Act, the Union took over the debts of the four Provinces and also
(under sections 121-3) all cash, securities, crown lands, public works,
movable and immovable property and all rights in mines and minerals.
Since that date the Provinces borrow only from the Union Government
and compete with cach other following a procedure similar to that in
Australia.

It will be seen from the table overleaf (VIII) that the greater part
of the public debt of the Union of South Africa in 1939 was productive.
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TABLE VIII
Tre PusrLic DeBT oF THE UNION OF SoUuTH AFRICA, 1910 and 1939

| £ millions Per Cent |
! 1910 1039 1910 1039
| L Productive Debt : i
| Railways and Harbours . . . 74 14 64 52 !
! Telegraphs and Telephones . . 1 12 1 4 |

Posts and Telegraphs and other . 1 16 1 5 |
| Total, Productive Debt . . 76 172 66 61
|
- 11. Unproductive Debt :
| Loans to Provincial administrations and .
| Local authorities 4 18 3 6
" Universities and colleges . 1 2 1 1
i Public works and buildings 1 17 1 6
[ War and defence . 10 40 9 14
‘; Other 22 30 20 12
i Total, Unproductive Debt . .| 38 107 34 39
i
| Granp ToraL . . ) o4 279 100 100 |
* Interest self-producing or productive 3 7 60 63
! Interest to be met out of taxation 2 4 40 37
i .
i Total . . . . . 5 11 100 100 i

The spread of the debt between the Union, Provinces and Municipal-
ities is seen in the following table :

TABLE IX .

DeBTS OF ALL GOVERNMENTS IN 1939
(£ millions)

Umon Provinces Municipalities Total

i

| 279 (14)* 60 339 ‘
Percentages |

82 @* 18 100 |

1 Provincial debt is borrowed from the Union.

The outstanding features of the public debt may be summarised thus :
(1) The public debt is increasing with the development of the Union.
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With the increased costs of Governments — the Union, Provinces and
Municipalities — due mainly to the great extension of governmental
activity, this growth is unavoidable.

(2) The net increase in public debt is not greater than the amount of
interest received by the Governments.

(3) The decrease in the external debt.

(4) The greater part of the public debt of the Union is productive. In
1939 only about 37 per cent of the interest payable in respect of the gross
public debt was the cost of serving unproductive debts, accumulated
deficits and war expenditures, and may be regarded as a burden.

(5) The wisdom of making provinces borrow from the Union, thus
preventing borrowing of a dead-weight character.

The conclusion which we come to is that the public debt of the Union
is on a firm basis.

V. TuE SOUTH AFRICAN TAX STRUCTURE AS AFFECTED BY THE WAR

Compared with the other Federations, there was not much unemploy-
ment in South Africa at the outbreak of war, nor does there appear to
have been much capital equipment standing idle. Not many plants were
closed down or working short time.

Ounly the supply of food was in a different position — great surpluses
of foodstuffs had been dumped abroad for years in consequence of the
great subsidies to farmers, and food consumption consequently could be
increased as a result of increased employment without causing a rise in
the demand for men and materials for food production.

In South Africa, Government interference in production, outside of its
control of the armed forces and of a few munition plants, has been small.
It was only in 1942 that the Union was swinging over to a controlled
economy. The latest development can be seen at a glance in the table
overleaf.

In the year 1940-41 the South African expenditure for war purposes
was £56 millions. For 1941-42 it was £72 millions and for 1942-43 it was
cstimated at £80 millions. In the financial year 1939-40 of the total
Government expenditure of £132 millions (compared with £568 millions* in
1937-38), £56 millions was for defence and £56 millions was on loan
account (compared with £19 millions in 1937-38). In addition, loans
amounting to £8-4 millions were paid off. Since then more of South
Africa’s sterling debt has been repatriated ; e.g. £40 millions of stock were
covered by a British Treasury vesting order made in December 1942.

1 Including gross expenditure on Posts and Telegraphs (£4 millions).
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TABLE X
W4R Bupekr FIGUrEs, 1941-42 ANp 194243
- 1941-42 . T
Revised estimate of revenue . . . . . .| £79,633,000
Revised estimate of expenditure . . . . . . 73,800,000
£5,733,000
1940-41 surplus carried forward . . . . . 494,493
Estimated surplus at 31st March 1942 . . . . £6,227,493
Of which to be transferred to loan account . . . 6,000,000
Leavmg a net balance to be carried forward to 194243 of . £227,493
R 1942—47 R
Estimate of Expendxture . . .. £88 366 170
Estimate of revenue on existing basis of tumtnon £78,643,000
Plus balance carried forward from 1941-42 . 227,493 78,870,493
Leaving a shortfall of . . . . .. £9,495,677
Which was to be met as follows : |
Additional customs and excise duties on i
tobacco and petrol . . . . £1,570,000 |
Additional death duties . 75,000
Increase of gold mines special contnbutmn
from 16 to 20 per cent . . . 1,640,000
Trade Profits Special Levy . . . 4,000,000
Tax on individuals . . . . 640,000
Surcharge on income tax . . . 910,000
Land sales profit tax . . . . 450,000
9,285,000
Teaving an estimated deficit at 31st March
1943 . . . . . . .. £210,677

This means that in return for goods received in the past South Africa
supplies goods now, whether gold or other commodities, and thus far eases
the strain on British finances, as long as Britain wants and can use South
African gold.

Thus, up to 1942 the major part of South Africa’s war effort had so
far been financed by loans. This was in marked contrast to Great
Britain and the other Dominions, where, though large sums were rais
by loans, taxation was in these years very heavy.

South African taxation was very light, and apart from increased
taxation of the gold mines and normal income tax, the other tax increases
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have not made a serious difference to the weight of taxation. For it
should be remembered that income tax rates before the war were very
low in South Africa, and even a substantial percentage increase in the
rates does not, therefore, mean that the absolute burden is great.

There are signs, however, that this state of affairs is going to change.
In the year 1941-42 the buoyancy of the revenue was such that a surplus
of more than £6 millions arose. This was used in reduction of loans. This
means, in effect, that in 1941-42 one-half of the war expenditure of £72
millions had been paid out of revenue funds, whereas it was originally
intended to pay £29 millions, or 40 per cent, from revenue and £43 millions,
or 60 per cent, from loan. In 1942-43 a war expenditure of £80 millions
was budgeted for to be paid half from revenue and half from loan, though
this figure is likely to be exceeded.

The increased burden is being met by a great increase in taxation.

In Part IIT will be found further detailed tables of revenue and expendi-
ture. The data are interesting because they show how, in order to meet
expenditure connected with the war, taxation has been increased, notably
in three directions, viz. in progressive taxation (personal income taxes and
succession duties), in the taxation of companies (especially gold mines)
and in consumption taxes. The requirements of the Union are now so
great that the tax burden has to be widespread, and this has meant a
judicious mixture as in the past of direct and indirect taxes, with the
modern bias towards progressive taxes and the taxation of surplus. The
present financial policy of the Union also attempts to draw off, in Mr.
Hofmeyr’s own words, “as much as we can of the actual surplus of
purchasing power. That can be done by taxation and by certain types
of borrowing. As far as borrowing is concerned, we have taken a definitely
anti-inflationary step by using money borrowed in South Africa to cancel
the repatriated stock held by the Reserve Bank. Moreover, we have,
through the thrift movement, promoted voluntary savings with, as I
have indicated, a considerable measure of success. But we have not done
enough. There are far too many people who have not responded to the
appeal to spend less and save more. There is still far too much money
which is being spent lightly and unthinkingly without regard to the
interests of the community as a whole. The time would seem to have
come to consider the use of compulsory savings as a means of drawing off
the surplus to which I have referred. The third method is taxation.” !

War taxation in the Union has been on the whole well distributed.
The total expenditure has risen steeply since 1939, until in 1942-43 on
Revenue and Loan Accounts it reached £140 millions, of which £88,366,000

1 Budget Statement by Mr. J. H. Hofmeyr, Minister of Finance, House of Assembly,
26th February 1942,
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are on Revenue Account. The method of meeting an estimated deficit
of about £9} millions is of special interest.

. The existing Exoess Profits Buty, which was raised in 194142 from
10s. in the £ to 13s. 4d., continues, but there is an ingenious tax, called the
Trade Profits Special Levy, which is estimated to bring in £4 millions.
Like the excess profits duty it is a deduction in calculating normal and
super income tax. The rate of levy is a progressive one. Payers of excess
profits duty may pay the duty on the difference between their present
income and either their pre-war standard of income or a statutory per-
centage (8 per cent for companies and 12 per cent for individuals) on the
capital employed by them in their business. The levy is charged on the
difference between the statutory percentage and the actual profits earned.
The result is to remove certain inequalities which have existed in the rate
of taxation as between established companies and companies which have
sprung up since the war and have no pre-war standard of profits. A
company with a capital of £20,000 and a pre-war standard profit of £3000
is now required to pay no excess profits duty if its profit does not exceed
£3000 and if it elects to be assessed on the basis of its pre-war standard. If,
however, the test is the statutory percentage and not the pre-war standard,
the company will pay excess profits duty on the difference between its
present income (£3000) and 8 per cent of its capital of £20,000, ¢.e. on
£1400. The Trade Profits Special Levy will amount to not more than half
the rate of the excess profits duty (6s. 8d.). The increase of the gold
mines special contribution from 17 to 20 per cent in 194243 will bring in
£1,640,000 and is further proof of the great extent to which the Union is
dependent upon its revenue from gold mines. The rate was increased
early in 1943 to 22} per cent, yielding an additional £910,000.

Another tax which was new to South Africa was the tax on profits
arising from the sale of land as given in Table X, page 172. Any profit
derived from the sale of fixed property which was purchased since October
1939 was liable to this tax, which was at the rate of 6s. 8d. in the £ if the
property were bought between 1st October 1939 and 25th February 1942,
and at the rate of 13s. %d. after that date. The tax was estimated to bring
in £450,000. Income tax is increased in two ways, though it is still light
as compared with that in other Dominions and Great Britain. In the first
place there is a tax on individuals — a flat-rate tax resembling the familiar
personal tax payable to the Provinces — of £1 (£2 : 10s. on incomes over
£250). All single persons earning £250 and over pay £2:10s., while
married persons earning between £250 and £300 pay £T and married
persons earning over £300 pay £2:10s. Secondly, there is a 10 per cent
surcharge on the amount of income tax and supertax paid during the
year 1942-43. A small addition to succession duties (death duties) was
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estimated to bring in an additional £75,000. Consumption taxes on cut
tobacco and petrol were estimated to bring in £1,570,000.

Despite these new duties and taxes war expenditure is the equivalent
of about l__g_r cent of the national income_as compared with 61 per
cent in Gféat Britain and 90 per cent in Germany.! The percentages of
the national income to revenues and expenditures for the years 1937-38,
194041, 194142 and 1942-43, are given in Table II on page 160 above.

The conclusion is that, expressed in terms of the national income, the
burden of taxation is still light and the public expenditures, even in war-
time, are not strikingly high.

1 For Germany see H. W. Singer, The Germun War Economy, Manchester Statistical
Society, 1943, p. 24.



CHAPTER V11

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF INDIA

I. CoNDITIONS GOVERNING INDIAN FINANCE

IN none of the Federations studied in this book is an analysis of the
national .conomy so important to the understanding of the financial
structure as in the case of India. The sub-continent, inhabited by many
races and tribes speaking over one dozen main languages and over two
hundred minor dialects, is more than twenty-five times the size of Kngland
and Wales. It covers an area of 1-5 million square miles of which 0-8
million square miles is British India and the remaining 0-7 million square
miles are the Indian States. Two-thirds of the population lives on one-
fourth of the area, and at the last Census, taken on 1st March 1941, it
reached a total of 388-8 millions, excluding Burma (which ceased to be part
of the Indian Empire on 1st April 1937). The population of India thus is
70 per cent of the population of the British Commonwealth. The increase
in population was 15 per cent over the previous census and compares
favourably with the increase of more than 10 per cent in the Census of
1931 as compared with its immediate predecessor, the Census of 1921.

If we accept Professor Willcox’s estimate of the population of China,! the
statement of Herodotus is true — “ Of all nations that we know, it is
India that has the largest population ”

The population is anything but homogeneous. The Sikh and the
Bengali, the Madrasi and the Bhil all differ from each other more than do
the inhabitants of different parts of Europe. Nevertheless, after one
hundred and seventy years of British rule, there is a noteworthy feeling of
national unity among educated classes and a pride in India. Two-thirds
of the population profess Hinduism in one form or another and over
one-fifth are followers of Islam. The difference between the two is an
age-long one. It is not only a difference of religion in the stricter sense,

1 Vide ¥. W. Willcox, International Migrations, vol. ii, pp. 33-82 (National Bureau
of Economic Research, New York, 1930). Professor Willcox says that careful estimates
regarding the population of China are much below the figure which had been guessed at.
There has been no census in China and, by an examination of the number of households
and similar statistics, he gives a figure of 342 millions in place of 450 millions in 1929,

Note.—In the Indian system of notation large numbers are expressed in crores and
lakhs and not in millions.
1 crore of rupees = Rs. 10,000,000 £750,000.
1 lakh of rupees = Rs, 100,000 = £7500.
1 rupee =16 annas ; 1 anna= 12pxes 13§ rupees=£1 ; 1 anna=1}d.
178 -
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but also one of law and culture. Indeed, they may be said to represent
two distinct and separate civilisations. Hinduism is distinguished by the
phenomenon of caste which leads to a degree of social disunity to which
no parallel can be found in human history, while at 1t the same time it has
produced great cultural stability. The religion of Islam, on the other
hand, is based on the conception of the equality of man and, unlike
Hinduism, is monotheistic and iconoclastic. In addition to these two
great communities and to Indian Christians (which number over 7 millions 1)
there is an infinite variety of other religions and sects ranging from the
mystical speculations of Buddhism and Jainism to the simple beliefs of
Animism.

The outstanding characteristic of the population, a characteristic
which is of great importance in Indian finance, is its dependence on
agriculture. The structure of public finance is moulded to a large degree
by economic and social conditions, and this is certainly true in the case
of India, which is so predominantly rural in character. 1t has 700,000
villages, a striking contrast with Great Britain where four-fifths of the
people live in towns. Seven-tenths of the population depend on agri-
culture for a living as compared with 7 or 8 per cent in Britain. It
is well known that a country which is so very greatly dependent on
agriculture must needs be poor as compared with the industrialised
countries of the West. Indeed, in European countries the net output per
person engaged in manufacture and measured at the world price of the
product so that the effects of protection are eliminated, is from 60 to 100
per cent greater than the output per male worker in agriculture and
mining similarly measured.

In this connexion a caveat must be entered. Unless the individual
worker is assisted by the two powerful factors of production, capital and
organisation, the value of his output will be relatively low. The great
increase in British industry and in agriculture from the early twenties of
the present century was due in a large degree to the increased amount
of capital per person.

Not only are the Indians dependent on agriculture but on an un-
certain agriculture. Indian agriculture, to an extent scarcely realised
by Western peoples, depends on rainfall. More than four-fifths of the
cultivated areas of the country is dependent upon this precarious rainfall,
and the livelihood of five-sixths of the population depends, it has been
estimated, on the South-West monsoon. As the time comes round each
year in June when the monsoon is due, its arrival is a subject of deep
concern. The proverbs of the people confirm this. The peasant of Marwar,
for example, knows when

1 7,250,000 in the 1941 Census; 6,300,000 in the 1931 Census.
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August’s here, no sound of thunder,
Sky is clear, and weather finc;

Wife ! ’tis time for us to sunder,
You to your folk, I to mine.

The timely rainfall producing a bumper crop gives rise to the proverb in
Bihar :

One shower in Swati — friend, behold !
The Kurmi’s earrings turned to gold !

The danger of widespread famine is ever present, and dates from the very
dawn of Indian history. During recent years, however, famine has not
been eitherso frequent or so widespread because of the extension of railways
and irrigation, the growth of industries (which draw the workpeople
temporarily from the villages to the towns in times of such unemployment),
the greater mobility of labour, and last but not least, the improvements
in preparations for dealing with it and with famine relief generally. An
unfavourable monsoon affects the Budget of the Central Government as
well as that of the Provinces, as it reduces purchasing power, diminishes the
volume of imports, the profits of commerce and the receipts from transport
so that the revenue from customs, income tax and railways are involved.
In the Provinces 1t means expenditure on famine relief, remissions of land
revenue and a fall in returns from excise revenue. It thus affects the
revenues of both the Central and Provincial Governments. Another fact
governing Indian finance is the low national income of the country.
Although the aggregate of goods and services produced in a twelvemonth
is great, it has to be divided among a large population and the resulting
per capita figure is exceedingly small, especially when compared with that
of advanced industrial countries like Great Britain and the United States.

Another caveat may also be mentioned here. We are accustomed to
think, in making comparisons in national income between one country
and another, in terms of the national income of the most advanced
industrial countries. But these countries are exceptional. The world in
this respect is really a very poor place. A standard of living below £2 or
$9 a week per breadwinner would fit 81 per cent of the world’s population.
The standard of living double this amount would be found only in the
United States, Canada, Australia, Great Britain and Argentina, ¢.e. among
10 per cent of the world’s population. The remaining 9 per cent of the
world’s population is in the principal industrial countries of Europe with
an average per breadwinner per week of from £2 or $9 to double that
amount.! The four industrial countries of U.S.A., Great Britain, France

1 Cf, G. Findlay Shirras, * National Income ', Review of the International Institute of

Statistics (Tho Hague, 1936); also Colin Clark, ke Conditions of E ic Progress
(Macmillan & Co.), 1940.
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and Germany contain 13 per cent of the world’s population, but produce
40 to 50 per cent of the world’s output. Poverty, therefore, is very
unequally distributed over areas as it is between social classes.

The average national income per head (man, woman and child) in
India is at the present time only one-twentieth of that of Great Britain.
In 1931, when the value of primary products had fallen, it was one-
fifteenth, but we should not be far out if we say that the income per head
of the United Kingdom is between fifteen and twenty times greater than
that of British India. The national income per head of British India is next
below that of the whole of Soviet Russia and of Bulgaria. Unfortunately
statistics are not available for China where, it is believed, the income per
head is even lower. At the present time, the Indian income amounts to £7
per head per annum.! In making comparisons one has to take into con-
sideration the different standards of value which obtam in regard to the
necessaries of existence and efficiency, and even to comforts and luxuries.
Those in a hot country differ considerably, as, for example, in clothing and
fuel, from those of a colder climate. A well-known writer, Rabindranath
Tagore, has expressed it thus :  We have as far as possible made our food
and clothing unburdensome, and this our very climate has taught us to do.
We require openings in the walls more than the walls themselves. Light
and air have more to do with wearing apparel than the weaver’s loom :
the sun makes for us the heat-producing factors, which elsewhere are
required from foods. All these natural conditions have moulded our life
to a particular shape which I cannot believe it will be profitable to
ignore.”

Not only is the income low per head, but it varies very much more
from year to year than is the case in an industrial country, so that this is
also a factor to be considered in regard to taxable capacity. Nothing is
so striking to the Westerner than the low standard of living on which
the mass of the Indian population exists and the extent of the poverty.
There has, it is true, been considerable economic progress in recent years,
but the smallness of the national income is still very striking. It is only
by a long-term policy of industrialisation and more widespread education
in the villages up and down the countryside that the problem may be
solved. The influx of industrial workers from the villages to the towns even
in a short space of time, as the worker is not yet divorced from his home
in the village, tends to lower the standard of living of workers in industry.
““ Whereas only a few ycars ago it was said to be difficult to obtain labour

1 Yor a detailed study of the national income of India, see G. Findlay Shirras, The
Science of Public Finance, vol. i, chap. xv (Macmillan & Co., 3rd edition, London, 1936) ;
also G. Findlay Shirras, Poverty and Kindred Economic Problems in India (Government

Press, Delhi, 2nd edition) ; G. Findlay Shirras, “ The National Income of British India,
1931-32 ”* — a Review, Economic Journal, June-Sept. 1941, p. 323.
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in industry, that complaint is not heard to-day. On the contrary, during
the recent boom in the cotton trade, Bombay, Cawnpore and Ahmedabad
were able to recruit, with no difficulty whatever, the tens of thousands of
additional workers needed to run a night-shift. At Jamshedpur, remote
though it is from the large centres of population, the steel-works turncd
away hundreds every day. The number of men wanting to go to sea is
so great that the unions have been urging a system of cngagement by
rotation on the shipowners of Bombay and Calcutta. In fact, there is
probably no industry in the country that could not recruit all the unskilled
labour it required within a few days or weeks. This is primarily due to
the low wages, the under-employment and the poor conditions of life in
the villages.”

Another characteristic of the national economy is the great disparity
in the incomes of different classes of people in India. The large number of
small incomes and the comparatively small number of very large incomes
is striking, as was shown in a study of the Parcto law and the distribution
of income.?

The plain fact is that the majority of the population in India is chiefly
concerned with getting a living. Religion and the pursuit of wealth as we
know them in Western countries is not what they are in the East. The
villager is content to produce enough to live. He also wishes to be allowed
to worship his gods as he desires and, in a country of universal marriage,
to marry his daughter as soon as she reaches puberty, and to take part in
local village ceremonies. Marshall puts it thus: * Man’s character has
been moulded by his everyday work, and the material resources which he
thereby procures, more than by any other influence unless it be that of
his religious ideals ; and the two great forming agencies of the world’s
history have been the religious and the economic. Here and there the
ardour of the military or the artistic spirit has been for a while pre-
dominant ; but religious and economic influences have nowhere been
displaced from the front rank even for a time; and they have nearly
always been more important than all others put together. Religious
motives are more intense than economic, but their direct action seldom
extends over so large a part of life. For the business by which a person
earns his livehhood generally fills his thoughts during by far the greater
part of those hours in which his mind is at its best; during them his
character is being formed by the way in which he uses his faculties in his
work, by the thoughts and the feelings which it suggests, and by his

1 Harold Butler, Problems of Industry in the East. International Labour Office,
Geneva, 1938.

% @. Findlay Shirras, © The Pareto Law and the Distribution of Income ”, Economic
Journal, 1935, vol. xlv, p. 663.
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relations to his associates in work, his employers or his employees.” !
How true of India !

It must not be thought that changes are not taking place. To-day,
economics is knocking at the door of ethies in the East, and we are witness-
ing the shifting of the line between the sphere of religion and that of
secular business, especially in the more advanced areas of the countryside.
For centuries the life of the country has been dominated by religion, or as
we may more correctly say, by custom, which if not religious in origin has
in the process of time become largely religious in sanction.

The spread of communication by motor transport among the villages
and the spread of irrigation are breaking through the isolation of centuries
and makng for a higher standard of living. The problem, however, for
the Hindu is getting the sacred cow back from the temple to the field.
Nothing is so sacred to the Hindu as the cow. Nevertheless in some of
the more advanced arcas of the Punjab, when a cow can no longer give
milk, it is sold to the butcher. If this were done in the less advanced
districts, the owner would be outcasted. Simlarly, the Sikh who cannot
grow tobacco because of the religious sanction against smoking, is now
in some parts growing tobacco as crop. In other areas the Sikh practises
family limitation, because as one Sikh said, * Too much rain reduces the
crop ; too many sons bring reproach.” They believe that every son comes
with a share written on his forchead. In the country where holdings
are so small as to become uneconomic and where each son is entitled
to a share in his father’s land, one can understand why a child appears
with a share written on his forehead. Similarly the Mahomedans are
beginning to take interest because of the fact that credit is indispensable
to all undertakings, and there are not a few students of Islam who hold
that Islam has been profoundly at a disadvantage from a wealth point of
view by this prolibition to take interest.

We have noted some of the salient features of the Indian economy
such as the dependence upon agriculture, the low national income and
the inequalities in the distribution of wealth and income. There are other
factors of vulnerability which must be mentioned to complete the picture.
These are the backwardness of industry and, in foreign trade, the depend-
ence on world prices for India’s few specialised exports. Such dependence
leads, unfortunately, to sharp fluctuations in the national income.

First, as regards Indian industry. To meet war demands, India’s
industries are undergoing a rapid expansion and it is necessary to plan
ahead to prevent deterioration after the war. Nothing will increase the
standard of living so much as widespread industrialisation and this is
bound up with increased production in agriculture. Competent authorities

1 Marshall, Principles of Economics, vol. i, chap. 1. 5th edition, Macmillan & Co.
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estimate that, by means of better methods of cultivation, agricultural
output can be improved by 25 per cent without any increase in capital
expenditure, and a further g§ per cent could be added, at very little cost,

by factors such as better seed, fencing and the consolidation of holdings.

During the last fifty years the population has been increasing at the rate
of 0-8 per cent per annum, while agricultural production has been increas-
ing-at the rate of 0-4 per cent per annum. Unless production is increased
considerably, a deterioration in the already low standard of living is likely
to take place. Agriculture alone cannot maintain the rural population.
As the Famine Commission of 1880 pointed out, the numbers who have
no other employment than agriculture are greatly in excess of what is
required for cultivation. Since that date the position has not, owing to
the great increases in population in the last few decades, improved,
notwithstanding the development of industry together with a policy of
discriminating protection introduced in the early twenties. In 1913-14,
for example, India imported 60 per cent of the total consumption of cotton
piece goods, 20 per cent was supplied by Indian mills, and 20 per cent by
hand looms. In 1936-37 only 13 per cent was imported, and 61 per cent
was supplied by Indian mills and 26 per cent by hand looms. The expan-
sion of the Indian cotton-mill industry has been at the expense of foreign
mills and not of the indigenous hand-loom industry, which has maintained
its production. The production of cotton textiles averaged, during the
years 1914 to 1917, 325 million Ib. per annum and in 1937-38 rose to 715
million 1b. Sugar production in the same period had risen from 20,000 tons
to 1,072,000 tons, and India is one of the greatest sugar-producing countries
of the world, being the chief producer of cane sugar. Before 1932-33
India depended on imports for approximately half of her domestic
consumption and by 1936-37 had become self-sufficient in sugar. The
present output of coal is approximately 30 million tons and geological
surveys have shown that there are unlimited supplies of high-quality coal.
One field in the Central Provinces alone is estimated to contain a supply of
17,000 million tons. A single district in the province of Bihar is estimated
to contain over 3000 million tons. The reserves of good coking and high-
grade coal are not high, but this may be more than compensated for by the
immense sources of water-power in the Himalayas and elsewhere. The
Tata Hydro-Electric system, the Mysore Hydro-Electric Works, two
systems in Madras and those in the United Provinces, the Punjab and
Kashmir are examples. With the aid of protection imports of iron and
steel goods have been halved as compared with the 1913-14, and the Tata
Iron and Steel Works at Jamshedpur are the largest steel-works in the
British Empire. The output of finished steel is more than 50 per cent
above the pre-war level and the industry is producing a great variety of
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finished steels. Iron ore has increased from 409,000 tons, the average of
the years 1914-18, to 2,871,000 tons in 1937-38 ; manganese ore from
577,000 tons to 1,052,000 tons and petroleum from 7,325,000 gallons to
75,658,000 gallons. Three-quarters of the world’s supply of sheet and
block mica comes from Indian mines. India is the world’s largest supplicr
of oil seeds and of jute, the second largest supplier of tea and the third
largest producer of tobacco. With the exception of the U.S.8.R. she is
the largest producer of manganese and is also an important producer of
chromite. One-third of the world’s cattle population is in India and vast
quantities of hides and skins are produced every year. Ordnance factories,
railway workshops and hundreds of other factorics are now working to
maximum capacity. All things considered, the development of industry
has great possibilities. At the same time it must be remembered that
only 10 per cent of the population is engaged in industry, and of this the
great majority is still employed in small-scale industries. About 3 or 4
millions, or about 1 or 2 per cent, of all occupied persons are in large-scale
industry. In 1939 less than 2 million persons were employed in factories
under the Factory Acts. Nevetthcless India with her large numbers in
industry is one of the eight countries of chief industrial importance.
Under the Government of India Act, 1935, the main responsibility for
the development of industries rests with the Provinces, the Central
Government being responsible only for “ the development of industries,
where development under Federal control is declared by Federal law
to be expedient in the public interest ”. The Centre is also given the
“ regulation of mines and oilfields and mineral development to the extent
to which such regulation and development under Federal control is
declared by Federal law to be expedient in the public interest ”. While
Government initiative in recent decades has been considerable, it cannot
be compared with, for example, a second-rate industrial power like Japan
in organisation. In Japan the Government built up key industries in the
late nineteenth and early twentieth centuries. To-day it not only operates
arsenals and munition plants, but also shipyards, telephone services, and
monopolies of tobacco, salt and camphor. Even before the war with
China there were what has been called public-private enterprises in
banking, communications and colonial development, and the Government
controls the policies and personnel of many private concerns. The Mitsui,
Mutsubishi and Sumitomo concerns nevertheless possess considerable
initiative, but there has been nothing in India, so far as State organisation
goes, to compare with that in Japan since the invasion of Manchuria in
1931, especially in the heavy industries. By extensive powers during the
last decade, and especially since the outbreak of war with China, the Japan-
ese Government has shown what the East can do in harnessing foreign
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trade to the war machine, in closing the capital market to non-essential
industries, in controlling practically the whole of economic life, in great
concentration of production, especially in ships, tanks, aeroplane produc-
tion, in chemicals, metals and machinery, and in the building-up of large
stocks of commodities, especially those which have to be imported, such
ag iron ore, scrap iron, steel, coal and oil.! Since 1941, however, great
strides have been made in Indian industry, so that the country may
become much more highly organised as an arsenal for the United Nations.?
The implications of this policy on the national income and the raising of
the standard of living and the increasing taxable capacity are obvious.

In foreign trade, India ranks about ninth or tenth among the countries
of the wortd” The per capita value-is exceedingly small, but this does not
mean that India’s forcign trade is unimportant. On the contrary, it
indicates that there are unexploited possibilities. With the development
of communications -— India has the third largest railway mileage in the
world 3 — exports of grains and raw materials grew and manufactured
goods were imported in return. The present century has secen a great
development in foreign trade. India’s chief exports are tea, leather and
hides, raw cotton, oil seeds, jute and jute manufactures. These few
specialised exports make her vulnerable and any fall in world prices
hits the producer of primary products. Her imports, on the other hand,
are mainly manufactured goods — machinery, mineral oils, cotton goods,
iron and steel, chemicals, dyes, woollen goods, motor cars and other
vehicles, electrical instruments and hardware. Grain and pulse, however,
are also imported, e.g. rice from Burma. Again, her position both as to
her trade and financial relations with the outside world is largely that of
her position in relation to Great Britain, which in 1937-38 took 34 per
cent of India’s exports and in 1941-42 31 per cent. India, on the other
hand, took from Great Britain 30 and 21 per cent respectively of her total
imports from abroad in those years.

The changes in the direction of trade in the present century are
striking. Since the Fiscal Autonomy Convention of 1921 India has had
the power to determine her own tariffs and has followed a protective
policy, with the result that British exporters have lost markets now sup-
plied by India’s industries. Imports of Lancashire piece-goods, which
had averaged 2,550 million yards per annum before 1914, had fallen

1 Cf. G. P. Allen, The Industrialization of Japan and Manchukuo, 1930-40, edited by
E. B. Schumpeter (New York, Macmillan & Co., 1940) ; K. Mitchell, Japan's Industrial
Strength (New York Institute of Pacific Relations, 1942) ; and L. K. Rosinger, Japan us
an Economic Power (Foreign Policy Report, Foreign Policy Association, April 1942).

2 Cf. India’s Progress in Industrialisation, Bulletin of International News, 13th June
1942 (London, Royal Institute of International Affairs).

3 India has the third largest railway mileage and ranks after the U.S.A. and Russia
and before Canada.
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to 205 million yards by 1939, or less than one-twelfth of the imports of
a quarter of century earlier. A great steel industry has been built up
behind a tariff wall, the Tata Steel Works being the largest single unit
manufacturing steel in the British Empire. To-day, more than 25 per
cent of the total exports from India are goods manufactured in India.
The vast bulk of the manufactures is consumed within the country.
As will be seen in the table below, India’s imports of British goods has
fallen from 63 per cent to 30 per cent in 1937-38 and to 21 per cent in
1941-42, whereas Great Britain in 1941-42 took 31 per cent of India’s
exports as against 34 per cent in 1937-38 and 25 per cent the pre-war
average. Great Britain just before the war was actually buying more
goods from India than Great Britain sold to her. Great Britain, before
the war, took Rs. 555 millions of India’s exports and India took Rs. 520
millions worth of British goods.

INDIA’S FORELIGN TRADE
(In percentages)
(A) Imports

From—- Average, 1909-11 198738 1941 -42

United Kingdom 63 30 21 &
Rest of British Kmpire . 7 25 40
U.S.A. . . 3 7 20
Japan 2 13 7
Java 6 0-2 1.1
(iermany . . 6 9 ..
Other Countries . 13 15-8 10-9

Total . . 100 100-0 100-0

(B) Exports

To- Average, 1909-11 103738 194112
Umited Kingdom . 25 34 31
Rest of British Empire . 16 18 30
USA. . . . 8 10 21
Japan . . . 8 10 2
France . . . 7 3
Germany . . . 10 6 ..
Other countries . . 26 19 16

Total . . 100 100 100

The general conclusion is that British manufacturers must realise
that most of the world is going to be able to make for itself the old staple
goods of British industry after the war and that Great Britair must
concentrate on (1) special qualities of older types; (2) newer types of
production ; and, above all, (3) on what has been called British “ experi-
ence in the production and installation of capital plant, on good salesman-
ship, and reliability and promptitude of delivery.” British manufacturers
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can provide, therefore, capital goods for industrial expansion and re-
equipment, and consumers’ goods of the more specialised kinds.

I1. Tue INDIAN FINANCIAL SYSTEM

The Federal system of finance came into existence with the introduction
of the Reforms in 1921-22 following the passing of the Government of
India Act, 1919. Before that date, Indian finance was highly centralised,
although by a policy of gradualness it became less so. Between 1870 and
1912 devolution grew slowly. It was for this reason that the authors of
the Report on Indian Constitutional Reforms, usually known as the
Montagu-Chelmsford Report, said : “ Our task is not like that of the
Fathers of the Union in the United States and Canada. We have to
demolish the existing structure at least in part, before we can build the
new. Our business is one of devolution, of drawing lines of demarcation,
of cutting long-standing ties. The Government of India must give and
the provinces must receive ; for only so can the growing organism of
self-government draw air into its lungs and live. It requires no great
effort of imagination to draw a future map of India which shall present
the external semblance of a great new confederation within the Empire.
But we must sedulously beware of the ready application of federal argu-
ments or federal examples to a task which is the very reverse of that
which confronted Alexander Hamilton and Sir John Macdonald.”* The
Reforms brought about a separation of the sources of revenue and assigned
some to the Centre and others to the Provinces. It avoided the incon-
veniences arising from a system of heads of revenues shared between
the Centre and the Provinces and also the system of “ doles ” from the
Centre to the Provinces.

It is not possible, for reasons of space, to show in detail how the trans-
formation from a Centralised to a Federal system took place. A few
outstanding facts, however, may be mentioned. The East India Company
Act, 1773, provided that every President and Council of Madras and
Bombay should “ constantly and diligently ”” transmit to the Governor-
General and Council of Bengal *“ advice and intelligence ” on all trans-
actions and matters “ whatsoever that shall come to their knowledge
relating to the Government, revenues or interest of the said United
Company ”. By the Charter Act of 1833, the Governor-General of Bengal
became the Governor-General of India and was invested with complete
control over the revenues of Bombay, Madras and other subordinate
Governments. The Acts of 1853 and 1858 continued the Central Govern-
ment’s control over all revenues as well as expenditures. In 1870 some

1 Report on Indian Constitutional Reforms (Cd. 9109, 1917), p. 10L
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degree of financial decentralisation took place when the administration of
certain departments, including education, police and medical services,
was transferred to Provincial Governments. These Governments were
given a fixed grant for this purpose together with departmental receipts
and were permitted to allot at their discretion the revenues assigned
to them, subject to certain financial rules. There was no inducement to
the Provinces to develop their own revenues because of the fixed assign-
ments. In 1877 a further step took place and important heads of revenue,
such as stamp duties, excise and income tax collected in the Provinces,
were provincialised. In expenditure the Provinces had their powers
extended to the depths of land revenue, general administration, law and
justice. Nevertheless fixed grants from the Centre continued, although in
two Provinces a definite proportion of the land revenue was assigned in
place of a fixed sum. From 1882 therc was developed a system of what is
known as “ the divided headS of revenue ”. In 1904 the settlements were
made quasi-permanent. In 1912 took place the last of the pre-Reform
settlements. To meet its own expenditure, stated the Government of
India’s Resolution of 1912, * the Government of India retains, in the
first place, the entire profits of the commercial departments and, secondly,
all the revenue whose locale is no guide to its true incidence, such as the
net receipts from Customs, Salt and Opium. The income derived from
these sources is, however, insufficient to cover the cost of the imperial
services, and an arrangement had therefore to be made by which the
other sources of revenue should be distributed between the central and
the various provincial governments.” ' These scttlements led to much
friction between the Central and the Provincial Governments. All the
principal heads of revenue collected within the Provinces were divided
between the Central Government and the Provinces and were supple-
mented by non-recurring subsidies which were part of the financial settle-
ments to the Provinces. No general standards of needs had been worked
out ; the settlements were based on traditions. There were thus very
different standards of administration between Provinces. The Reforms
which took effect from 1921-22 avoided the inconveniences by a Federal
gystem of finance. The Centre had certain heads of revenue and the
Provinces other heads. In expenditure the Provinces had an inexhaustible
field for the development of social services, such as education and public
health, while the demands on the Centre, except in time of war, were far
more constant. The revenues of the Centre comprised those which
proved more capable of expansion, such as income tax and the commercial
departments such as the railways. In a period of ordinary progress this
led to a strong claim by the Provinces for a share in income tax, especially

1 Report of the Indian Statutory Commission (Cmd. 3568, 1930), vol. i, p. 345.
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on the part of the more industrialised Provinces such as Bombay and
Bengal. In accordance with the provisions of section 84a of the Govern-
ment of India Act, 1919, the Indian Statutory Commission conducted a
constitutional enquiry in 1928 and 1929. Sir Walter Layton, its Financial
Assessor, made three criticisms of the system which was introduced in
1921-22. 1In the first place, the Provinces had rapidly expanding needs,
but the sources of revenue assigned to them were insufficient and showed
no signs of increasing growth, whereas the sources of revenue of the Centre,
which ordinarly had but comparatively stationary needs, were expanding
or capable of expansion. Secondly, the system of devolution treated the
Provinces unequally, as it gave some of them a much greater proportionate
increase of revenue than others. Thirdly, it gave practically no power to
the Provinces to tax industrial activities and therefore the industrial, as
contrasted with the agricultural, provinces were handicapped. The
Commission suggested that the Provinces might have a share of income
tax and other taxes such as the export duty on jute. The British Govern-
ment’s proposals were published in a White Paper entitled Proposals for
Indian Constitutional Reform® in which the British Government proposed,
after extensive enquiries by committees, conferences and consultations in
India and in England, a scheme extending over six years, an allocation of
revenues between the Centre and the Provinces and the sharing of income
tax, a scheme which was, with one small exception in regard to a surcharge
by the Provinces, approved by the Joint Committee of both Houses of
Parliament in the following year 2and subsequently incorporated in Part 7
and Schedule 7 of the Government of India Act, 1935. Under this Act
the Centre has the following sources of revenue : customs duties, excise
duties on tobacco and other goods manufactured or produced in India
except alcoholic liquors, opium, Indian hemp and other narcotic drugs
and narcotics and non-narcotic drugs, and medicinal and toilet prepara-
tions containing alcohol ; income tax other than on agricultural incomes ;
the corporation tax : succession duties other than on agricultural land ;
salt ; State lotteries; fees other than fees taken in courts; terminal
taxes on goods or passengers carried by rail or air ; taxes on railway fares
and freights; commercial stamp duties, i.e. stamp duties on bills of
exchange, cheques, promissory notes, bills of lading, letters of credit,
policies of insurance, proxies and receipts ; taxes on the capital value of
the assets, exclusive of agricultural land, of individuals and companies,
and taxes on the capital of companies. As will be seen below in Table
VI, the main sources of revenue are customs, the income tax, and com-

1 Cmd. 4268, 1933.
2 Jomt Committee on Indian Constitutional Reform, H.L. 6 (1, Yart I), H.C. 5
(L, Part 1), 1934,
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mercial departments, mainly railways. Several of the taxes in the above
list, such as those on capital and terminal taxes, have not yet been levied.
It was, however, considered desirable to make the schedules as complete
as possible in the Act so as to avoid uncertainty and litigation in the
Supreme Court in the future.

The most interesting fact on the Centre’s sources of revenue relates to
income tax. In the first place, agricultural incomes are exempt and there
is no Kistorical or other justification for this, in spite of the land tax (land
revenue). Agricultural incomes were not exempt from income tax
between its first introduction, in 1860, and 1873. When the tax was
reintroduced by the Act of 1886 agricultural incomes were exempt from
the scope of the tax, and this has continued ever since. It cannot be said
that land revenue is the counterpart of income tax and that to tax agri-
cultural incomes would be double taxation. By not levying income tax
on agricultural incomes the non-agricultural incomes of those who own
land are made to pay a lower rate of tax than they should. The taxation
of agricultural incomes would check the tendency to put savings into land
to avoid taxation. In the Government of India Act, 1935, the taxation
of agricultural incomes is a Provincial subject. Secondly, the Provinces
share in the total collections of income tax under section 138. This was in
fact suggested by Sir Walter Layton, the Indian Statutory Commission’s
Financial Assessor, when he suggested that “ in order to meet the claim
of the industrial provinces, a substantial portion of the revenue from
income tax should be assigned to the provinces according to certain
principles 7.1 The British Government in its White Paper2and the Joint
Committee of both Houses of Parliament also® accepted the principle.
The Government of India Act provided that the allocation between the
Central and Provincial Governments in India was to be settled by an
Order in Council, and the British Government undertook that a special
enquiry should first be held so that they and Parliament might be furnished
with an independent review and technical advice. Sir Otto Nicmeyer in
his able Report recommended that the Provinces should receive ultimately
50 per cent of the taxes on income which, under the terms of the Act, are
divisible between them and the Central Government, the amount being
distributed on a basis of fixed percentages. The 50 per cent is calculated
on “ the net proceeds in any financial year of any such tax, except in so
far as these proceeds represent proceeds attributable to Chief Commis-
sioners’ Provinces or to taxes payable in respect of Federal emoluments *,

1 Report of the Indian Statutory Commission (Cmd. 3569, 1930), vol. ir (Recommenda.-
tions), para. 293, p. 255.

2 Proposals for Indian Constitutional Reform (Cmd. 4268, 1933), para. 139, p. 74.

3 Joint Committee on Indian Constitutional Reform, H.L. 6 (1, Part 1), 11.C. 5

(1, Part I), 1934, paras, 250-53.
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i.e. incomes derived from Federal sources (Federal areas or emoluments of
Federal Officers) are excluded. The percentage distribution is as follows :
Madras 15; Bombay 20; Bengal 20 ; United Provinces 15; Punjab 8;
Bihar 10 ; Central Provinces 5 ; Assam 2 ; North-West Frontier Province
1; Orissa 2; Sind 2. These percentages were arrived at ““ by fixing the
scale of distribution partly on residence and partly on population, paying
to neither factor a rigidly pedantic dcference, for which the actual data
provide insufficient justification ”.! Sir Otto Niemeyer recommended
that this share should be retained by the Central Government for the
first five years or until the whole, together with any General Budget
receipts from the Railways, would bring the Central Government’s share
in the divisible total up to 13 crores, whichever was less ; and for a second
period of five years, in the first year five-sixths of the sum, if any, retained
in the last year of the first period, decreasing by a further sixth of that
sum in each of the succeeding five years. These recommendations were
promulgated in the Government of India (Distribution of Revenues)
Order in Council, dated 3rd July 1938. The Central Government but not
Provincial Governments may impose a surcharge under section 138, 1 (b),
of the 1935 Act. As pointed out by the Joint Committee, it is implicit
in this proposal that the power should only be exercisable in times of
serious financial stress. The Joint Committee, it may be noted, did not
agree with the proposal that a Provincial Legislature should be empowered
to impose a surcharge not exceeding 12} per cent on the taxes levied on
the personal income of persons resident in the Province for its own
purposes, because it might lead to differential rates of tax on the in-
habitants of different Provinces, and although a limit would be set, this
in itself is undesirable and outweighs the elasticity which it would give to
Provincial revenues. The Joint Committee also stated what has since
proved to be true in more than one Federation since the war — “ The
rates of taxes on income are likely also to be sufficiently high to make it
difficult to increase the rate by way of surcharge, and to give the Provinces
such a power might well nullify the emergency power of imposing a
surcharge which we think it essential that the Federation should possess .
The surcharge now in force at the Centre (1942-43) is on the highest slice
of income, and equivalent to 50 per cent, and that on the supertax is
also equivalent to 50 per cent. Since 1939 the basic scales have been
highly progressive and the rate of progression has been steepened by the
surcharge. The income tax surcharge now runs from 6 pies in the rupee on
all taxable incomes of between Rs. 1500 and Rs. 5000 to 9 pies in the rupee
on the next Rs. 5000, then to 1 anna and 2 pies in the rupee on the next

1 Indian Financial Enquiry, Report by Sir Otto Niemeyer, G.B.E, K.C.B. (Cmd.
5163, 1936), para. 34.
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Rs. 5000 and 1 anna and 3 pics in the rupee on the balance of total income.
The progressive rate of tax now levied expressed as a percentage of total
income ranges from 2 per cent at one end of the scale to 85 per cent at the
other end, 4.e. on 30 lakhs (£225,000) a year. While the rates are very
much higher than before the war, we cannot but refer to the remarks of
Sir Walter Layton and of Sir Otto Niemeyer on this point. Sir Walter
Layton referred to the cxemption of agricultural incomes from income
tax and suggested that this should be abolished by definite stages and the
whole of the proceeds of the taxation of these incomes should be assigned
to the Province of origin.! He also pointed out that there are large accumu-
lations of wealth on which the burden of Government taxation rests very
lightly. “ In spite of the widespread poverty in India, I sce no reason to
doubt that the public revenues of India can be substantially increased
without taxation becoming intolerable, provided that its incidence is
adjusted to the capacity of taxpayers to pay and that heavy additional
burdens are not put upon primary necessities.” 2 Sir Otto Niemeyer
remarked in his Report, dated 6th April 1936, that not merely were the
existing rates of income and supertax in India by no means excessive, but
the general scheme of taxation (Central and Provincial) operates to relieve
the wealthier commercial classes “to an cxtent which 15 unusual in
taxation schemes .2 Even to-day this holds good in spite of the changes
in progressive taxation.

The Provinces, apart from the share of income tax noted above,
depend on their own sources of revenue, which are mainly land revenue,
excise and stamps. Forests and irrigation in some Provinces are important
heads of revenue. The list of taxes set out in the Seventh Schedule of
the 1935 Act, in addition to those just mentioned, includes taxes on “ lands
and buildings, hearths and windows ”, taxes on mineral rights, subject to
any limitations imposed by any Act of the Federal Legislature relating
to mineral development, capitation taxes, taxes on professions, trades,
callings and employments, taxes on animals and boats, taxes on the sale
of goods and on advertisements, cesses on the entry of goods into a local
arca for consumption, use or sale therein, taxes on luxuries, including
taxes on entertainments, amusements, betting and gambling, tolls and
fees, but not fees taken in any court. Taxes on agricultural income and
duties in respect of succession to agricultural land are also listed as
Provincial sources of revenue, if or when levied. There are three sections
of Part VII of the Act, sections 137, 140 and 142 which are of special

1 Report of the Indian Statutory Commission, vol. 1i (Recommendations) (Cmd.
3589, 1930), p. 277.

2 Op. cut. p. 208.

3 Indwan Financial Enquiry, Report (Cmd. 5163, 1936), para. 31, p. 17.
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interest. The first of these sections deals with a category of taxes in
which the power to impose the tax is vested solely in the Centre, although
the proceeds would be distributed to the Provinces, subject to the right of
the Federation to impose a surcharge for Federal purposes. These taxes
include succession duties in respect of succession to property other than
agricultural land, such stamp duties as are mentioned in the Central or
Federal list, terminal taxes on goods and passengers by land and air, and
taxes on railway fares and freights. The second of these sections introduces
new features for the division of resources. Salt duties, Federal duties of
excise and export duties are to be collected by the Federation, “ but, if an
Act of the Federal Legislature so provides, there shall be paid out of the
revenues of the Federation to the Provinces and to the Federated States,
if any, to which the Act imposing the duty extends, sums equivalent to
the whole or any part of the net proceeds of that duty, and these sums
shall be distributed among the Provinces and those States in accordance
with such principles of distribution as may be formulated by the Act ™.
It is also provided that the net proceeds of any export duty on jute or
jute products shall be shared with the producing Provinces or Federated
States in proportion to the amount of jute grown. The percentage of the
net proceeds assigned to certain Provinces recommended by Sir Otto
Niemeyer and fixed by an Order in Council was 62} per cent. The main
object of section 140 is to give elasticity to the financial scheme. The
sharing of the taxes may also be an incentive to their introduction where
they do not at present exist.

The last of the three sections, section 142, deals with subsidies, which
are not high as compared with those in Canada or the Union of South
Africa. These subsidies or grants-in-aid were fixed in 1936 by Order in
Council on Sir Otto Niemeyer’s recommendation as follows : Sind — 105
lakhs of rupees annually for a period of ten years (i.e. till 194647 inclusive)
to be diminished by 25 lakhs a year for the next twenty years, by 40 lakhs
a year for the next five years, by 45 lakhs a year for the next succeeding
five years, and thereafter, until the whole Barrage debt is repaid, by 50
lakhs a year : North-West Frontier Province — 100 lakhs, to be recon-
sidered after five years ; Orissa — 40 lakhs, increased to 47 lakhs in the
first year and to 43 lakhs in the second, third, fourth and fifth years;
Assam — 30 lakhs; the United Provinces — 25 lakhs for five years.
Thus Sir Otto Niemeyer, while of opinion that the extent to which the
Provinces are likely to be dependent upon Central assistance was exagger-
ated, owing to fallacious deductions made from their financial records
during the depression, recommended that eight out of the eleven Provinces
should receive grants of assistance of varying amounts. '

An aspect of Indian finance which has been much neglected by students
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of public finance is the inadequate development of Local taxation, both
municipal and rural. Indeed, Local finance is one of the principal features
of the Indian Fiscal system to-day. In rural areas public revenues and
expenditures are woefully insufficient, and since the Reforms came into
force in 1921 this aspect of Federal finance has been almost overlooked as
attention has been concentrated on the relations between the Centre and
Provincial Governments. Before the Reforms Local self-government in
India was rather of the Continental type. It was deconcentrated rather
than decentralised. The principal Local official was the official of the
Provincial Government. The District Officer or Collector was, like the
French Prefect of a Department, an officer of the Government operating
locally. “ As Chairman of the District Board, and often of one or more
Municipalities, he was carrying out the will of his judicial superiors. He
was just as much the eyes, ears and arms of the provincial Government
as when functioning as revenue officer or district magistrate. Local self-
government was just one of his many activities. He regarded his staff as
available to assist him in all branches of his work. A single will operated
in all spheres of activity in the district.”* It therefore cannot be said that
the British system of Local self-government was the type. Local bodies
with wills of their own did not generally exist. They did not carry out
their own policies, policies subject only to certain powers of control
retained by the Central Government. Local self-government in the
financial sphere since the Reforms, which brought about elected Chairmen
and an extended franchise, showed up the weakness of not having, as in
the British system, a competent and well-paid service of professional
administrators who, while they follow out the policy of the elected
representatives, are their advisers and executive officials. The Ministry of
Health by its system of grants-in-aid given on conditions to ensure
efficiency, by insisting on standards of competence and by numerous
administrative devices, has steadily raised Local administration standards
in this country. In India the only real power of the Provinces is for the
Minister to suspend or to dissolve a Local Authority, and this leaves him
powerless when less drastic treatment is called for. The resources of
Municipalities and the District and Local Boards are frequently inadequate
for the services to be performed, and this is one of the reasons for lack of
trained personnel. There is, too, the great reluctance of elected members
to impose local taxation and to insist on its collection. The giving of
grants to Local Authorities, often without conditions, has divorced control
of policy from financial responsibility. The Indian Statutory Commission
summed up the position thus: * While the rural authorities have the
advantage of the machinery of revenue for the collection of their basic

1 Indian Statutory Commission, Report (Cmd. 3568, 1930), vol. i, p. 301.
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source of income, cess on land, Municipalities adopt a variety of expedients
for raising revenue. The most disturbing feature, however, is the failure
to collect the direct taxes imposed. In Great Britain, a Municipality
expects to collect up to 98 or 99 per cent of the rates imposed by it, and a
drop in collection to 95 per cent would be the subject of a very close
enquiry. But in Municipalities in India since the Reforms, uncollected
arrears have been mounting up to very large sums. This feature is referred
to by almost every provincial Government in reviewing the work of the
Municipalities, and it is clear that there is great laxity in this respect.
Another very general criticism is directed to the prevalence of embezzle-
ment by employees. This is clearly to some extent the result of the
failure to pay salaries sufficiently high to secure trustworthy officials. But
it is also due to carelessness, want of system and inefficient supervision.
Generally speaking, the management of the finances of Local Authorities
has deteriorated since the Reforms, and this laxity is not adequately cor-
rected by such powers of audit as the provincial Governments possess.”

Municipalities have a wide choice of taxes. Some levy a water-rate to
cover more than the actual costs of water supply and supplement this by
the taxation of vehicles or other taxes. Some have special taxes for
education and other services. The taxes include terminal taxes, octroi
duties, property taxes, taxes on professions and taxes on personal
income. Rural authoritics depend mainly on a cess or surcharge on the
land revenue (or land tax) which in many of the Provinces is subject to a
maximum of one anna in the rupee, i.e. one-sixteenth, a rate that has
remained unchanged for over sixty years. This is sometimes supple-
mented by taxes on professions and on companies and by tolls or taxes on
vehicles. A large proportion of the revenue of these authorities is given
as grants-in-aid for particular services and in the form of capital sums for
public works.

TII. GovErNMENT REVENUES AND EXPENDITURES

As in other Federations, the costs of government have increased. This
is shown in Table I below, which indicates the increase since the Reforms.
As Burma ceased to be part of the Indian Empire from 1st April 1937,
figures for it have been omitted from the totals of Provincial and Local
expenditures and revenues previous to that year. The increase in the pre-
rearmament year 1937-38 over that of 1921-22 is 19 per cent in the
expenditure of the Provinces and 38 per cent in that of Local Government
(Municipalities, District and Local Boards). Unfortunately, it has not
been possible to eliminate the effect of the separation of Burma from
Central Government revenues and expenditures. In 1937-38, for example,

1 Cmd. 3568, 1930, vol. i, p. 313.
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the net loss to Central Government revenues on the Budget was estimated
at Rs. 2} crores. If we take the reduction in expenditures to be of similar
magnitude, the decrease in Central Government expenditure of India
wncluding Burma between 1921-22 and 1937-38 was 13 per cent.

TABLE I
EXPENDITURES AND REVENUES OF ALL GOVERNMENTS !

- 1
Percentage
Increase,
1921 -22 | 1924 25 | 1926-27 | 1931-32 | 1937-38 | 1041-42 | 1941-42 over

1921-2211937-38 |

A. Expenditures '

(Rs. millions) i L
Central .| 1428 | 1318 | 1317 1334 | 1226 | 1852%| 30 51
Provincial . 702 681 783 774 832 062 37 16
Local . . 248 296 320 315 341 3503 41 3
Total . | 2378 | 2295 | 2420 | 2423 | 2399 | 3164 33 32

B. Revenues
(Rs. millions)

Central .| 1152 | 1375 | 1317 | 1216 | 1224 | 1680%; 45 37
Provincial . 612 710 759 733 858 960 | 57 12
Local . . 224 265 296 307 343 350%| 56 2

Total . | 1988 | 2350 | 2372 | 2256 | 2425 | 2990 | 50 23

1 Burma has been excluded as 1t 18 no longer part of the Indian Empire. But it has not been
ssible to ehmunate from Central expenditures and revenues the effect of the separation of Burma /
fore 1937-38. For that year the estimated net loss to Indian Central Government revenues arising’

from the separation of Burma was Rs. 2} crores (Rs 23 mullions) on the Budget of 1937-38.

3 Revised estimate. 2 Estimate.

The fall in governmental expenditures in the years following the great
depression is very noticeable, as will be seen from the following table :

TABLE 1L
EXPENDITURES OF THE CENTRAL AND PROVINCIAL GOVERNMENTS, 1929-36 !

Rs millions Index Numbers (1929 =100)
Year beginmng 1st Apnl  |-———————— - —~-- -—

Central Provincial Central Provimeial

1929-30 1324 938 100 100

1930-31 1362 942 103 100

1931-32 1334 867 101 92

1932-33 1239 857 94 91

1933-34 1194 859 90 92

1934-35 1218 854 92 91

' 1935-36 1211 887 91 95

i 1936-37 1196 916 90 98

! These figures include Burma,
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In 1937-38 and in previous years the expenditures of the Central
Government were greater than those of the Provinces and Local Author-
ities combined. Owing almost entirely to the war, the expenditure of the
Centre charged to revenue in 1941-42 increased by 51 per cent, and in
1942-43 was budgeted to show an increase of 85 per cent over the
expenditure of the year 1937-38.

The figures for revenue in 1937-38 show that the percentage increase
in the Central Government’s revenue is less than the increases in Provincial
and Local revenues as compared with the first year of the Reforms, 1921
1922. The percentage increases of Central revenuesin 1941-42and 194243
over those of the year 1937-38 are 37 per cent and 56 per cent respectively.
Provincial Governments have benefited since 1937-38 by the sharing of
personal income taxation and, in the case of the jute-growing Provinces,
by obtaining 62} per cent of the export duty on jute. Table I is also of
interest as showing that Provincial revenues and expenditures have in-
creased more than cither those of Central or Local Governments between
1921-22 and 1941-42.

1t is of interest to compare these expenditures and revenues with the
national income. The general conclusion to be drawn from Tables ITI and
IV is the comparative lightness of the burden of taxation and of expendi-
tures. The burden of taxation, it will be seen, was much heavier in the
depression years 1931-32 and 1932-33 than it was in 1941-42.

The table, in short, brings out the truth of the statement that the
public revenues can be increased without making the burden of taxation
unduly heavy, a fact noted by Sir Walter Layton and Sir Otto Niemeyer
above. The burden in its lightness compares very favourably with the
other Federations studied in the Report, even with the Union of South
Africa where the burden is far from heavy. It must not be forgotten that
in India as in South Africa the burden of expenditure on the social services
such as unemployment relief is small. Both the revenues and the expendi-
tures of all Governments in 1937-38 were the equivalent of only 13 per
cent of the national income. In 1941-42 these percentages had fallen to
10 per cent in the case of revenues, and 10 per cent in that of expenditures.

Tables V and VI give the revenue system of India, all Governments,
both in millions of rupees (Table V) and in percentages (Table VI).

The main conclusions that may be drawn from these tables with regard
to the revenue system are as follows :

(1) The system as a whole is regressive. One may say markedly
regressive. Consumption taxes form an imjportant part of the revenue of
all Governments. Progressive taxation in the form of personal income tax
and supertax is only 4 per cent of the total, while company income
tax and company supertax (corporation tax) are 2 per cent. Taxes on
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real property account for 18 per cent of the whole, and of this by far the
major part 1s land revenue, land revenue being 12 per cent of the total
revenue of all Governments taken together.

(2) As the 1@§axion is largely on consumption the taxes enter in the
main into costs and are not in a large degree on surplus, even if it be
argued that the land tax is on surplus.

(3) The revenue of the Centre is derived mamly from customs (35 per
cent) and railways (27 per cent). Other sources of revenue are income
tax (6 per cent), taxes on business (5 per cent), salt (8 per cent), excise
(6 per cent) and miscellaneous (13 per cent). It will thus be seen that the
Centre depends to a very large degree on consumption_ taxes and to a
comparatively small extent on the taxation of income and of business. It
receives, too, a large source of revenue from railways. Railway finance
was separated from the general finances in 1924. There is a fixed annual
contribution from railways to general revenues of 1 per cent of the capital
outlay, and this is a first charge on the net receipts of railways. In addition
to this, a proportion, generally one-fifth, of the net surplus profits is
credited to general revenues and the remainder transferred to a railway
reserve fund. The large figures of revenue and expenditure which appear
in the tables under railways are the net revenue, ¢.e. gross receipts less
working expenses, and under expenditure the debt charges only.

(4) Provincial revenues are mainly from taxes on real property 36 per
cent (land revenue 31 per cent and forests 4 per cent), from excise 17 per
cent, stamps 12 per cent, irrigation 11 per cent, share of the export duty
on jute 3 per cent, share of income tax 1 per cent, miscellaneous (entertain-
ment, betting, electricity duties, etc.) 16 per cent and subsidies from the
Centre 4 per cent.

(5) Local revenues to the extent of one-third of the total are derived
from taxes on real property, viz. lands and houses. The remainder is
derived mainly, if not entirely, from consumption taxes on goods and.
services. Taxes on real property yield 32 per cent, taxes on consumption
35 per cent, grants-in-aid 4 per cent, taxes on business 1 per cent, and
miscellaneous sources 28 per cent of Local Government revenues ; Group
IV - 35 +28=63.

(6) A comparison with other tax structures shows that there is not as
large a scope for income and business taxation as in an advanced industrial
country. The chief source of revenue must be the relatively simple
consumption._taxes and the taxation of property, of which land taxation
is the chief. Subsidies from the Centre since the Reforms do not play an
important role — 4 per cent of the total revenue of the Provinces as
compared with 8 per cent in Canada. In Local finance India depends on
property taxes — one-third of her total Local revenue as compared with
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TABLE V

Tur REVENUE SYSTEM oF INDIA, ALL GOVERNMENTS, 1937-38

(Rs. millions)

(,unom' I Progressue ’_I axes :
Personal income taxes
Supertax (personal)

Total, Group I

Group I1. Taxes on Real Properly .
Land revenue
Provincial rates .
Taxes on houses and other real prop( rt, y
Forests .
Rents and sale of land .

Total, Gronp 11

| Group LI Taxes on Business .
Company income tax

Company supertax ( corporamon tax) .
Tax on professions and trades .

| Total, Group ITI

| Grour V. Chiefly Consumplion Taxes :
Customs *
Imports :
Laquor
Motor spirit .
Other
Exports
Miscellaneous . .
Sub-total, Customs . .
Excise :
Central :
Sugar
Matches
Motor spinit .
Other

Sub-total, Central Excise

Provincial :

Liquor

Opium

Other . .
| Sub-total, Provincial Excise
i Sub-total, Excise 4

PT. 1
Central | Provineial Lm:ul 1 Total
758 125 883
147 | .. 147
90-5 12:5 103-0
19 264-0 . 2659 |
518 518
. .. 50-22 50-2
1-6 285 .. 301
.. 11-4 762 19:0 i
35 | 3039 | 1096 | 417-0 !
|
36:5 36-5
18-8 . 18-8
P 34| 34
553 34 587
20-8 20-8
456 456
345-4 .. 345-4
177 265 44-2
LS R 1-6 }
4311 | 2656 | 4576 1
333 333
200 20-0 |
12:2 12:2 |
11 | I
BERLL NEEL, B 66
1-4 103-4 104-8
0-4 20-12 20-5
03 | 204 207
Jr1 1489 ) .. ) 1460
w7 | 1430 | .. | 2226
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TABLE V—(continued)

‘ Central | Provincial| Local ! Total
i Other Swvmilar Taxes (m,d chencn
Octroi . . . . . . .. 1452 145
I Salt . . . . .| 839 01 . 84:0
| Tobacco duties . . . .. 24 .. 2:4
| Opium . . . . 51 .. .. 51
i Entertainment and bettmb . . .. 46 .. 4-6
! Automobile licences . . . 0-3 150 .. 153
| Other taxes, licences and fees . .. .. 34.02 340
‘ Stamps :
Non-judicial . . . . 0-6 365 .. 371
| Judicial . . . . 0-8 70-4 .. 71-2
General . . . . 2:3 .. .. 2:3
! Registration . . . . 0-1 11-6 .. 17
i Sub-total, Other 'T'axes and
| Licences . . . 931 140-6 485 282-2
' Revenue from Public Utilities :
j Railways (net). . L3265 0-2 .. 3267
Posts and telegraphs (net) . . 12:9 .. .. 129
! Irrigation (net) . . . 0-2 93-2 .. 93-4
' tivil works (roads and bridges) . 32 23-3 276 54-1
Electricity duties and lighting rates .. 3-2 402 72
' Water rate . . . .. .. 21-92 219
| Conservancy rates and re(,elpts o, .. . 10632 10-6
' Miscellaneous . .. .. 842 84
, L R I
Sub-total, Revenue from Publlc
Utilities . . . 3428 | 1199 72:5 535124
Defence Receipts . . . .| 525 .. T _ 525
. Miscellaneous . . . -] 709 | 791 960 246-0
‘ Total, Group IV . . .| 10691 | 5100 | 2170 | 17961
Contributions from States . . . 64 64
Grants-in-aid, ete. . . . . .- 31 7° 12 52| 442
GraND ToTAL . . . .| 1224-8 858-1 | 3425 | 24254
| Less duphcations . . . .| 3167 15-88 .. 474
' Ner Toraw . . . . .| 1193-2 842-3 342:5 | 23780

1 Municipahties, District and Local Boards

1 Municipal onlv.

? Including dui)lk'u.tmn amounting to Rs 4 64 mullions (~ee note 8).

4 Excluding salt (g1ven separately below)

& (Charges for removal of mght s01l : a quasi-sewerage charge

¢ Consists of Rs. 31 4 nullions of grants-m-aid from the Central Government and R« 0 3 million of
miscellancous adjustments

1 Consists of Rs, 31 4 millions of grants-in-aid to the Provinces and Rs. 0 16 million of miscellaneous
adjustments

& Conssts of Rs. 11 13 nullions of grants-i-aid to Mumicipalities and Rs 4 64 milhions for opium
sold by the Central to the Provineial Governments

Nofe —We have not been able to obtain figures for Distriet and Local Boards as detailed as those
for other Governments, partly beeause of the lack ot uniformity m the presentation of the accounts
in the vanous Provincial Reports on Local Authonities,



TABLE VI

Tur REVENUE SysteM oF INDIA, ALL GOVERNMENTS, 1937-381
(Percentage dlstnbutlon)

l'ercentage Share Percentage Distribution
of each Government of each Government's
! n Total Revenues Revenue
‘ 3 3
— 133 — Q
« ‘E _ « 'ﬂ — —
i k<] 3 B-] 2
! GROUP I Progresswe Tazes :
i Personal income taxes . . .| 8 | 14 | .. [100]| 6 3
; Supertax (personal) . . <100 | ..} 100 1 B 1
: Total, Group I . . .| 8 |12 | .. |100| 7 1 4
GROUP II. Taxes on Real l’loperl y:
. Land revenue . . . 1199 .. 100} .. 31 .. 12
' Provincial rates . . . .. 100 | 100 | .. .. 15 2
Taxes on houses and other real pruperty .. .. 100 {100 | .. | .. |15 2
, Forests . . . | 595 .. [100] .. 4| .. 1
i Rents and sale of land . . .l .. | 60 | 40 | 100 | .. | ,,!ﬁ _ _2__ __l__
' Total, Group IT . . . 1 (7326 [100] .. | 36 | 32 | 18
| Groue ITI. Taxes on Business :
! Company income tax . 100 | .o ..o (100 3| .. .. 1
i Company supertax (corporatlon tax) 100 | .. o100 2} .. . 1
Tax on professions and trades . e oo f - |00 {100} .. | .. N IEE
| Total GroupIT . . . |94 | .. | 6|100| 5| .. [ 1] 2
; Groue IV. Chiefly Consumption Taxes
Customs :
! Imports :
Liquor . . . (100 | Lo Lo {100 2 .. . 1
Motor spirit . . . 100 | .. [ .. j100] 4| .. | .. 2
Other . . . . |100 . .. {100 | 28 | .. .| 4
Exports . . . .| 40 {60 | .. 100 1 3| .. 2
Miscellaneous . . . . 190~ ERRD 1_00_ T T T TR
Sub-total, Customs . .| 94| 6 .. /10|35 | 3|.. |19
. Kacise :
' Central :
' Sugar . . . . 1100 | .. .. | 100 2 1
Matches . . . . {100 | .. .. | 100 2| .. .. 1
Motor spirit . . . (100 | .0 .. 100 1| ..} 1
Other . . 100_ .. .. 10_0 _1_ B .
Sub-total, Central Excise . 1100 | .. .. {100]| 6 3
Provincial :
Liquor 1|99 100 13 4
Opium 2 | 98 100 2 1
Other 1|99 100 ) 7277 1
| Sub-total, Provmcml Lxclse 119 ..1100]../17¢..1 6
Sub-total, Excise 3 | 66 (100} 6 | 17 9
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TABLE VI—(continued)

Other Similar Taxes and Licences :

QOctroi .
Salt .
Tobacco dutles
Opium . .
Entertainment and bettm g .
Automobile licences
Other taxes, licences and fces
Stamps :

Non-judicial .

Judicial

General
Registration

Sub-total, Other Taxes and
Licences

Revenue from Public Utilitues :
Railways (net).
Posts and telegraphs (net)
Irrigation (net)
Civil works (roads and bmdges) .
Electricity duties and highting rates
Water rate
Conservancy rates and recelpts
Miscellaneous . .
Sub-total, Revenue from Public
Utilities
Defence Receipts
Miscellaneous
Total, Group IV
Contributions from States .
Grants-in-aid, etc. .
Graxp ToraL
Less duplications

NET ToOTAL .

203

Percentage Share - i’ercantage Dlst;r;blltlon

of each Goveinment of each Government’s
in Total Revenues Revenue :
3 3 |
el | ol EE] S| <
E 8| 8 Bl |E|E
(&) Y] = 3] [ A~ =] 3] |
.. 100 | 100 | .. 4| 1!
100 | .. 100| 8 3.
.. |100 100 !
100 | .. 100 . i
100 100 1 Lo
2|98 | .. |100 2 .. 1]
100 | 100 10| 2 :

2| 08 100 4 2
1199 100 8 3

100 | .. 100 ..

199 | .. |100] . 1|
3 | 54 | 11 |100| 8 |16 | 14 | 12
100 100 | 27 15
100 | .. 100 1| .. 1
.. 100 | .. | 100 1m|..| 4
6 | 43 | 51 | 100 3| 9| 2
44 | 56 | 100 1] .. !

100 | 100 6| 1
100 | 100 3 i
100 | 100 2.
64122 | 14 1100 28 | 14 ) 21 ) 23
100 | .. 10| 4| .. | .| 2,
39 32 {39 |100| 6| 9|28 10 |
60 | 28 | 12 [100| 87 | 59 | 63 | 75 |
00 | .. | ..|w00) 1| .. 0. ..
220 .| 4| 4| 2]
51 | 36 | 14 | 100 [100 |100 {100 |101 |

67 33| .. 100 3| 21.. 1

50 | 36 | 14 | 100 | 97 | 98 {100 [100

nine-tenths in Canada — and on consumption taxes and services — 63 per
cent as compared with 8 per cent in Canada. Municipalities obtain, as in
the Union of South Africa, a considerable revenue from public utilities.
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Public Expenditures

Tables VII and VIII analyse the various categories of GGovernment
expenditures and the division between the Centre, Provinces and Local
Authorities. As Government activity and the public finance system have
developed, these tables are of considerable interest. The analysis of the
nature of expenditures is also important, as is the variation in the stan-
dards of Provinces in regard to expenditures.! Several interesting con-
clusions may be drawn from the data.

It is unnecessary to refer to the various categories of Government
expenditures as these have been described in Chapter IT of the Enquiry.
The primary functions, regulative and protective, amounted to the high
figure of 58 per cent of the (net) total, 67 per cent of Central expenditures,
54 per cent of Provincial expenditures and 24 per cent of Local expendi-
tures. In the same year in South Africa primary functions were 40 per cent
and in Canada 52, and India, therefore, incurred expenditure on the
primary functions of Government at least as high in proportion to her
wealth and income as advanced countries in the West and elsewhere. On
the other hand, expenditure on the social services, such as education and
public health, was only 15 per cent as compared with 36 per cent in Canada,
33 per cent in the Union of South Africa, 29 per cent in Australia and about
41 per cent in the United States. India has none of the expenditures which
have transformed the expenditure structures of some Federations since the
great depression — expenditures on unemployment relief. Expenditures
on development are relatively high. Transfer expenditures which do not
directly add anything to the national income (e.g. expenditures on relief
and other public welfare, pensions, and interest on unproductive debts)
are small.

It is necessary to refer to certain heads of expenditure in some detail.
Defence is high — 22 per cent of the expenditures of all Governments and
43 per cent of the Central Government’s expenditure. In the same year
(1937-38) defence expenditure (gross) was 2-8 per cent of the national
income. (Net defence expenditure, s.e. defence expenditure net of defence
receipts, as given in Table I1I, was 2-5 per cent of the national income, 20
per cent of total, and 39 per cent of Central Government expenditure.)
The ratio of 22 per cent is high in part because other kinds of expenditure,
e.g. on relief and on unproductive debt, are low. The heaviness of the tax
burden ‘depends very largely on the nature of public expenditures. Wise
expenditure, for example, on the social services, especially on education
and public health, may increase the productive power and, therefore, the
taxable capacity of the country. Defence expenditure is, of course,

1 See also Part III, Tables 5 and 6.



TABLE VII

PuBrLic EXPENDITURES FROM REVENUE, ALL GOVERNMENTS, 1937-38
(Rs. millions)

Central | Provinelal  Local ! Total
" 1. Primary Functions *
Cwil administration, legislation and
justice . . . . . 121-7 369-9
Pensions . . . . . 29-0 62-9 80-9 827-8 2
Debt services . . . . 150-0 13-4 i
Defence . . . . . 526-0 .. 526-0
Total, Primary Functions . . 8267 446-2 80-92 | 13538
2. Secondary Functions :
(1) Social Services :
Education . . . . 92 117-2 87-7 214-1
Public health . . . . 4-4 51-9 839¢ | 140-2
Other . . . . . .. .. 1-6 16
Sub-total, Social Services . 13-6 169-1 173-2 355-9
(2) Developmental :
Railways . . . . 299-0 e 299-0
Aviation . . . . 2-1 T 21
Posts and telegraphs . . . 76 . . 7-6
Broadcasting . . . . 1-4 .. .. 1-4
Cwvil works ¢, . . . 25-0 83-2 60-3 168-5
Agniculture and rrgation . . 67 88-2 .. 94-9
Industries . . . . 0-8 101 . .. 10-9
Co-operation . . . 01 62 . 6-3
Other . . . . . .. o 73 73
Sub-total, Developmental . 342-7 187-7 67-6 598-0
(3) Muscellaneous. . . . 10-2 29-5 19-8 594
Total, Secondary Functions . 366-5 | 386-3 260-6 | 1013-3
t Grants and contributions ®, . . 31:6 . .. 31-6
| p— —_— - — - R DU
| Granp Tomar . . . .| 12248 | 8325 | 3415 | 23087
i Less grants and contributions . . 31-6 11-1¢ . 42-7
| Ner ToTAL . . . . .| 11932 | 82144 | 3415 | 23560
|

1 Municipahties and District and Local Boards.

1 We have not been able to obtain figures for District and Local Boards as detalled as those for
other Governments, partly bocause of the lack of uniformuty in the presentation of the acconnts in the
various Provincial Reports on Local Authonties.

 Includes water supply, dramnage and conscrvancy (removal of night soil).

¢ Roads, bridges and buildings. )

& This sum excludes the shares of income tax and of the export duty on jute which belong to the
Provinces as of right (see Table V). The share of income tax was Rs 12 5 milhona and that of the
export duty Rs.26 5 millions for 1937-38, The figure for “ Grants and Contributions *’ ncludes
Rs. 31-43 millions of grants-in-aid from the Central to Provincial Governments and Rs 0 16 million of
miscellaneous adjustments between the Central and Provincial Governments. Grants from Central
and Provincial to Local Governments are not shown as separate headings in the Finance and Revenue
Accounts. ¢ (irants from Government to Munioipahties (see footnote 2).



TABLE VIII

PusLic ExpeNDITURES FROM REVENUE, ALL GOYERNMENTS, 1937-381!
(Percentage distribution)

Percentage Share Percentage Distribution

of each Government of each Government's
n Total Expenditures Expenditure
El 3
ElE o | Bl E S 2
-1 2 g 8 g 3 8 8
S| &[S (& |8 |& |58
1. Primary Functions :
(il administration, legislation and
justice . . . . . o .o 100 10 44

Pensions . . . . P .. .. | 100 2 8 24 36

Debt services . . . . . .. .. 100 12 2

Defence . . . .1 100 | .. .o 100 43 .. 22

Total, Primary Functions .| 61| 33 61100 67| 54| 24| 58
2, Secondary Functions :

(1) Social Services : ‘
Education . . . . 4| 55 | 41100 1| 14 26 9
Public health . . . . 3| 37 60 | 100 | .. 6] 25 6 .

| Other . . . . .. .. | 100 | 100 X

Sub-total, Social Services . 4| 47 49 | 100 1, 20| 51| 15

! (2) Developmental :
!

Railways . . . . 100 ) . o100 24 .. ) .. 14
Aviation . . . 100 L .o 100 .. !
Posts and telegraphs . . L1100 .. | .. ] 100 1
Broadcasting . . . P I (02 O O e 11 A O
: Cwil works . . . .} 16| 49 | 36| 100 2| 10| 17 7
! Agriculture and irrigation . . 7193 | .. | 100 1] 11 .. 4!
| Industries . . . . 7193 | .. 1100} .. 1 '
i Co-operation . . . . 1199 | .. (100 .. 1] ..
Other . . . . f e oo 1001000 L. L 2
Sub-total, Developmental .| 87132 | 111100) 28| 23| 19| 25
(3) Mascellaneous . . .| 17] 50 | 33| 100 1 3 6 3 ‘
Total, Secondary Functions .| 36| 38 261100 30| 46| 76| 43 ‘
CGrants and contributions . . Sj0 ) | 100 3] .. | .. 1.
Graxp Tora. . . . .| 51|35 | 14| 100 | 100 | 100 | 100 | 102 °
Less duplications . . . | a2 | .. {100| 3| 1]..]| 2
Ner ToraL. . . . | 81135 | 14,100 97| 99 | 100 | 100
|

"VSee notes to Table V.
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necessary for the security required for the development of production.
Unless, as in Germany and Russia, the making of munitions is condueted
on so large a scale that it leads to full employment, such expenditure does
not increase productive power. In India, however, since 1941, 1500
engineering workshops, including 23 railway workshops, have been pro-
ducing on a large scale. Such defence expenditure now shows a stimulated
production, employment and taxable capacity similar to those in the
above mentioned countries. Although the present daily rate of expendi-
ture on defence is Rs. 40 lakhs (£300,000) as given in the Budget speech
for 1942-43, such stimulation will not be comparable with that in Western
countries where the per capita expenditure is at least 200 times as great.
The net expenditure figure for defence in Table IIT (as well as the figure
in Table VII) gives the expenditure from revenue only. In this connexion
it may be of interest to note that “ the gross expenditure on defence
services and supplies expected to be brought to account in India’s books
for the year 194142 amounts in all to Rs. 300 crores, of which, after India’s
share as shown above has been deducted, the balance of nearly Rs. 200
crores is borne by His Majesty’s Government. This latter figure does not
include the value of equipment supplied and other services rendered by
His Majesty’s Government without charge.” 1

TABLE IX

INDIAN DEFENCE EXPENDITURES COMPARED WITH THOSE
or OrHER COUNTRIES, 1937-38

Percentage of Percentage of
Government Expenditures | National Income

India . . 22

! 3

* Great Britain . 26 5
USA. . . 13 1
Canada . . 6 1
1

Australia . . 7

The burden of defence is absolutely and relatively large and a very
important factor in the Indian financial situation.

India’s expenditure on education is 9 per cent of the total Government
expenditures, 14 per cent of Provincial expenditures and 26 per cent of
Local expenditures. This is relatively, as compared with other Federa-
tions, a low figure. The expenditure fell after the depression and some
Provinces have been spending less than others on this grea. nation-
building department. As will be seen from the tables compiled — Tables
6 and 13 of Part IIT — the inequalities between Province and Province

1 Finance Member’s speech on introducing the Budget proposals for 1942-43, Gazelte
of India, 28th February 1942, para. 18, p. 288.
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are obvious. Kven making allowances for the fact that with a scattered
population it costs more to run a Province than one in which there is a
dense population, because more teachers are required per head of popula-
tion and other costs are correspondingly higher, the disparity in
expenditures per head of population is so great that it cannot be due
entirely to these considerations. The raising of the standard of living and
of production by more and better education cannot be done merely by
expenditure on education, as better teachers, etc., are required. The
Report of the Indian Statutory Commission’s Auxiliary Committee on
Education pointed this out clearly. There is a great wastage, as, for
example, only a small proportion of those who are at the primary stage
reach Class IV in which the attainment of literacy may be expected.
Moreover ““ Powers have been devolved on local bodies in such a way
that the Ministers responsible to the legislatures have no effective control
of the expenditure of money voted for mass education ”’.! The develop-
ment of education is thus a policy requiring great discrimination. At the
Census of 1931, it may be recalled, the number of literates per 100
males of 5 and over was 156 and per 100 females 2-9, and literacy means
the ability to read and write a postcard in any language. Literacy in
England in the same Census covered only 3:25 million males and 0-39
million females. As compared with the other Federations studied in this
book, it will be seen that the percentage expenditure by Provinces and
Local Authorities is very small, and in no sphere of expenditure is there
likely to be so great a change after the war as in the sphere of education —
primary, secondary, technical and university. There will be indeed a
revolution of thought in this which will have wider and deeper results than
the Reformation. As Cardinal Richelieu wrote of France in the seven-
teenth century : “ When I have regard to the majority of those who
profess to teach, and the multitude of children who are taught, I seem to
see an infinite crowd of sick who need nothing but a draught of clear,
sweet water for their healing. Yet so uncontrolled is the thirst which
affects them that, accepting indifferently all cups which are presented to
them, the greater part of them drink from tainted, and some even from
poisoned, sources ; thus increasing their thirst and their malady, in place
of assuaging both.” It is the clear sweet water of real education that is
required to-day.

Table 13 (India) in Part III shows at a glance the expenditure on
education by Provinces in 1937-38. The inequalities in revenue and in
expenditure are very striking, and they are further brought out in
Table X opposite, which shows the total expenditures, together with the
percentage increase since the Reforms, on education, medical relief and

1 Education Report (Cmd. 3407, 1929), pp. 345 and 347.
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public health in the three principal agricultural Provinees and in the
two chief industrial Provinces  The smaller Provinees show the same lack
of development as Bengal.

TABLE X

TorAL EXPENDITURES AND THE KXPENDITURES ON Kpucatiox, Mepicarn. RELIEF
AND Pusrie Hreaura 1N ThHE THREE PRINCIPAL AGRICULTURAL PROVINCES
AND THE Two (HiEr INDUSTRIAL PROVINCES

1 - - 1
‘= A. Lakhs of Rupees I
192122 ! 1937 -38 !
Provinee Mcdical Relict ] Medical Relit
Total | Bducation*| and Public | Total | Kducatton*| and Public
Health l Health
Madras . . | 1274 | 143 8¢ | 1583 258 | 139 |
Punjab . . 881 87 41 1147 160 ‘ 66 i
United Provinces. | 1149 151 52 1234 206 57 )
Bengal . .| 1048 119 74 1183 137 83 .
Bombay 1502 171 74 1214 168 l I
% B. Percentages
oo - - e o . |
Percentage of Total Expenditure | Percentage Tnerease \
Provinee " Education Medical, et l i i
0 T T T - ’ Total | Edueation | Medical
1921-22 | 1987 38 | 1921 22 | 1937- 38 ’
Madras . .| 11 | 16 7 | 9 24 } 80 | 65
Punjab . . 10 14 5 | 6 30 84 01
United Provinces. 13 17 5 | b 7 36 10
Bengal . . 11 12 7 [ 7 13 15 12
Bombay 11 14 5 | 6 -19 -2 -8 ‘

1 These figutes exclude expenditure on seientifie departments,

The Indian Statutory Commission pointed out that to say that the
system of public education in India was top-heavy was an old standing
complaint. The fact that Bengal spends more on university than on
Primaty education is significant in this connexion. It is also pointed out
by the Commission that * the system of higher education is not adjusted
to the social and economic structure of the country, and that its educated
or partly educated output is greatly in excess of the country’s capacity to
absorb it, whether in public employment, or the professions, or commerce
and industry, and consequently that it leads to great disappointment and
discontent . The Indian Statutory Commission considered that there

1 Report of the Indian Statutory Commussion, 1930 (Cmd. 3568, 1930), vol. 1, p. 388,
P
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was much evidence of waste and ineffectiveness in mass education and of
defects of direct control and administration to which such waste was
attributable. ¢ In the field of secondary education ”, said the Commission,
“ the problem of guiding the system into the profitable channels of a good
general education is complicated by the peculiar patronage exercised
over the high schools by the universities in respect of their recognition,
resulting in an undesirable dominance over both objective and curriculum.
The narrowness and uniformity of high-school courses is largely attribut-
ableto university influence. But a consideration of the last quinquennial
reviews issued by the provincial education departments indicates that,
even on the narrow and unfruitful lines which are too commonly followed,
the instruction is not effective and that the educational value obtained
for public money and effort is proportionately small. Many pupils are
admitted and retained and promoted from class to class in high schools,
who are incapable of profiting by the instruction provided. The pay and
conditions of service and the qualifications of the teachers are often very
unsatisfactory, and complaints of their attitude towards their work are
numerous. The impression, indeed, is left that the education departments
have had little success in their attempts to improve the curriculum and
teaching in secondary schools and are far from satisfied with the existing
standards.” *

Local Expenditures

Local expenditures are mainly for social services — 51 per cent, of
which education is 26 per cent and public health 25 per cent of the total.
Civil works (roads, bridges and buildings) account for another 17 per cent.
Of the remainder 24 per cent is on administration, pensions and debt
services, 2 per cent on various municipal undertakings and 6 per cent on
miscellaneous items. In Part ITI of the Enquiry — Tables 7 to 10 — will
be found the detailed tables on Municipalities and on District and Local
Boards.

A description of the striking features of Indian Local expenditure
would require a volume in itself. Unfortunately this is a branch of Indian
public finance which, so far, has been neglected. It has been most difficult
to get at the facts of Local finance in each Province and the figures in the
preceding paragraph and in the tables mask the great and interesting
differences in Local finance which space forbids us to set out. We are
driven to the conclusion that a specialised study of Indian Local finance as
it applies to certain Municipalities and to particular Provinces or to a
particular part of a particular Province would not only yield new facts,
but new kinds of facts. There is a considerable difference in the expendi-

1 Op. cit. p. 388.
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tures of Municipalities, District and Local Boards by Provinces, as will be
seen especially in Table 10 of Part ITI. There is also a considerable differ-
ence in the expenditures of such large Municipalities as those of Calcutta,
Bombay, Cawnpore and Ahmedabad as compared with those of smaller
Municipalities. The expenditure from revenue of Municipalities, of which
there were 7568 with a population of about 22 millions, was Rs. 180-1
millions in 1937-38. The corresponding figure for District and Local
Boards was Rs. 161-3 millions. It would be better in studying Tocal
expenditures to consider them in relation to Provincial revenues and
to the amount of services supplied through public, rather than private,
agencies. There arc certain special circumstances which may make
direct comparison between two Provinces misleading. In order to
provide an accurate picture of the finanrial position, Provincial and
Local revenues and expenditures should be combined. This is par-
ticularly necessary if comparisons are to be made between Provinces,
owing to variations in the division of responsibility for such functions
as cducation and road maintenance. Although variations in the division
of responsibility for the social services and roads are not so great as
in Canada, they vary widely both as between Provinces and in a Pro-
vince as between different periods. There is a trend to the assumption
of an increasing share of the cost and increasing responsibility for adminis-
tration by the higher layers of Government. This feature, however, is
noticeable in other Federations studied in this Enquiry. Nevertheless,
Local expenditure is of great importance, and its inadequate development,
particularly in rural areas, is one of the characteristics of the Indian
financial system.

Debt Charges

Debt charges amount to about 8 per cent of Government expenditure
— 12 per cent of the Central eipbiditures, 2 per cent of Provincial
expenditures and roughly 5 per cent of Local expenditures. Of the funded
and unfunded debt of India,! which amounted at the end of 1937-38
to Rs. 12,331 millions (£925 millions), Rs. 4798 millions (£360 millions)
was contracted in England. The greater portion of the debt has been
used for financing the construction and acquisition of railways and the
carrying-out of irrigation works, so that most of India’s public debt is
productive. On 31st March 1938 and 1941 the public debt of India was

as follows :

1 These figures refer to debt and obligations of the Central and Provincial Governmenta
only. Cf. Table XT.



TABLE X1

DEBT AND OTHER OBLIGATIONS OF THE CENTRAL AND PROVINCIAL
GOVERNMENTS OF INDIA

- ) 31st M_ﬂl-'cIl_O_ﬂH 31st l\l:l;r:ll -HHAI.
A. CENTRAL GOVERNMENT (the Government of
India) :
1. Interest-bearing Obligations -
1. In India: (a) Public Debt : Ks. nullions Rs milhons
Permanent debt ! . 4,384 5,746
Floating debt 2 o 380 849
Total Public Debt ? 4,764 6,595
(b) Other Obligations : D
Unfunded debt ¢ . 2,181 1,989
Depreciation  and
reserve funds ® . 233 449
Total Other Obliga-
tions . . . 2,4_1_4_ 2,438
Total in India . 7,178 9,033
£ nullions £ millions
2. In England : (¢) Loans . . . 298 209
(b) Other Items*® . . 62 50
Total in England 360 259
Total 1 Kngland, converted into Rs. at | Rs nulhons Rs nullions
£1—= Rs. 13} (approx.) . . . 4,798 3,448
Total 1nterest-bearing Obligations 11,976 12,481
II. Non-interest-bearing Obligations? . . 4 B 28
A. Toran, CENTRAL GOVERNMENT 11,980 12,509
B. PROVINCIAL (JOVERNMENTS : &
Debt of the Provinces . . . . 1,374 1,444
Unfunded debt ® . . . . . o 224 - 256
Total Obligations of the Provinces 1,598 1,700
Less Loans from the Central Government _l_,247 e 1,206
B. Torar NET OBLIGATIONS OF THE PROVINCES 351 494
" GrAND ToTaL—Debt and Other Obligations of the
' Central and Provincial Govern-
ments . . . . 12,331 13,003

1+ permanent Debt ™ 15 debt ramed by Government 1n the open market which, at the time when
it, 15 ratsed, has a currency of more than twelve months

3« Jloating Debt’ 13 debt with a currency of not more than twelve months, including Ways
and Mecans Advances from the Reserve Bank of India.

3 Excluding non-interest-bearing 1tems

« Includes Post Office savings bank deposits, Post Office certificates, State provident funds, deposite
ot Service funds 1 India and similar accounts,

® fncludes various rallway and lighthouses and ightships reserve funds

¢ Includes lability for British Government 5 per cent War Loan taken over by India, railway
annwitics and depostts of Service tunds in England

7 Includes unclaimed balances of old loans notified for dischaige, and in 1910-41 Rs, 23 + millions
of interest-free defence bonds

s Including the Coorg Admimstration.

®» Mainly provident funds.
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There is more m the philosophy of this table than is dreamt of by the
ordinary reader. In the first place, behind this debt is the earming capacity
of the commercial departments -—the railways, posts and telegraphs,
irrigation (which is a provincial subject), ports, canals, ete. The public
debt in this sense is productive and is only a formal obligation of the
Government of India. The concerns, in short, meet the interest, and often
much more than the interest, on the capital invested. A Memorandum on
the Public Debt of India, prepared in 1942 by the Financial Department
of the India Office, points out that out of the Rs. 1248 crores of interest-
bearing obligations of the Government of India as on 31st March 1941,
Rs. 732 crores represent capital invested in the railways, Rs. 31 crores
that mvested in the other quasi-commercial departments, Rs. 121 crores
interest-bearing loans to the Provincial Governments, and Rs. 19 crores
other interest-bearing loans, meluding advances to Indian States. Thus
the Rs. 1248 crores (£936 nullions) of interest-bearing obligations of the
Government of India are covered by interest-yielding assets to the extent
of Rs. 903 crores (€677 millions), or 72 per cent.  Bub over and above this,
the commereial departments yield a substantial profit to the Government,
which in the case of the rallways alone amounted to about Rs. 19 crores
in 1941-42, and is estimated at Rs. 20 croves for 1942-43. To quote the
Memorandum :

The gross interest on all obligations of the Government of India (rupee
and sterling combined) in 1941-42 was Rs. 40 erores. The amount. of interest
charged to railways and other commercial departments and to Provincial
Governments and other bodies to whom interest-bearing advances have been
made, was Rs. 34 crores. The net interest left to be met from general revenues
was thus only Rs. 6 crores — £4} millions. Against this, however, there
accrued to general revenues a net profit from ralways and other commercial
departments (arrived at after charging them with full interest) amounting to
Rs. 22 crores — £163 millions. Tt will thus be seen that the iterest payable
on the whole of the public debt of India in the widest sense is much more
than covered by the interest plus the additional net revenue derived by the

Yovernment of India from its various interest-earning asscts.

It is true that in the case of the Central Government “ productive ™
is here taken to include interest-bearmg loans to Provinces and Indian
States, which, from the point of view of the latter, may or may not be
productive in the sense of producing their own interes. In point of fact,
however, the position is as follows : On 31st March 1941 the total debt of
the Provinces (other than provident funds and similar unfunded debt)
was Rs. 144-4 crores, of which Rs. 120-6 crores consisted of loans from the
Central Government. Against this, the Provinces had Rs. 124 crores in-
vested in productive irrigation works and electricity schemes which, during
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1940 41, yielded a net revenue (including interest) of Rs. 9} crores. The
Provinces, like the Central Government, make a gain over and above their
debt charges. Table XIIT shows that in 1937-38 Madras, Bengal, the
Punjab, the Central Provinces and Sind made a profit out of interest on
their invested capital even after paying the fixed charges on their own
obligations of all kinds. The following tables give the debt charges for the
Central Government (Table XII), and for the Governments of the eleven
Provinces and the Coorg Administration (Table XIII) :

TABLE XII
CENTRAT, GOVERNMENT OF INDIA, DEBT CHARGES!

(L&khs of Rs.)
P S - o ]937:;8 1940-41
: A. Interest on Ordlnary Debt
‘ 1. Rupee debt . . . . . . 1885 1942
! 2. Sterling debt . ) ) ) . .| 1661 | 1605
E Total, Ordinary Debt . . . . .| 3546 3547
|
' B. Interest on Unfunded Debt 2 . . . . . 1016 656

C. Interest on Other Obligations ? . . . . 98 172

Total, Gross Interest on all Obligations . . | 4660 4375

i D. Transfers (to be deducted) :
1. Amount transferred to commercial departments in
respect of interest on capital :

Railways . . . . . 2807 2767
. Posts and tolcgmplw . . . . 72 69
i Irrigation . . . . . . 8 7
; Salt . . . . . . 4 4
, Other departments . . . . 3 3
|
5 Total Interest transferred to Commercial
‘ Departments . . . . .| 2894 2850
', 2. Interest paid by Provincial Governments . . 494 524
| 3. Commuted value of pensions . . . . 24 23
Total Transfers . . . . . .| 3412 3397

BALANCE, being Net Interest on Debt and other Obhgatxons
of the Central Government . . 1248 978

1 Source.—Combined Finance and Revenue Accounts of the Ccntml nnd Provincial Governmonts
in India for the years 1937-38 and 1940-41,
3 See Table XI, note 4
¥ See Table ‘U note 5
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Repatriation of Sterling Debt

India like some of the self-governing Dominions has been extinguishing
her external debt”at a greatly accelerated rate as a result of the war.
India in this respect takes pride of place. The only other country com-
parable with India is South Africa which has reduced her sterling debt
from £101 millions (1939) to £21 millions (1943). Most of the sterling has
been repatriated by the cancellation of sterling loans and their replacement
by rupee loans. India’s sterling debt was incurred, it may be remembered,
for the creation of productive enterprises such as the Government-owned
railways and the irrigation schemes which have added 32 million acres
to the fertile land of India. Surplus of receipts has exceeded the interest
payable on the debts and India, by loans, has acquired permanent assets
yiclding a return that relicves the taxpayer of interest on debt. No
other country in the world is in so favourable a position. This pro-
cess has been rendered possible as a result of the accumulation of sterling
balances by the Reserve Bank of India owing to payments by the British
Government for war purposes. By means of various vesting orders made
by the British Treasury (by which the Treasury takes over various
Indian sterling loans from holders in Great Britain), and repayments
by the Government of India of loans falling due, the greater part of India’s
sterling stocks were liquidated by 31st March 1943. Before the war the
sterling debt of the Government of India, including railway debentures,
stocks and annuities, was of the order of £370 millions. By the end of the
financial year on the 31st March 1941, this had been reduced to £240
millions. After the repayment of the 3} per cent sterling stock on 5th
January 1943, the total was reduced to £66-2 millions. As a result of the
repayment or redemption of various railway debentures announced in
January 1943, this total is reduced by a further £27-25 millions. The
arrangement with the British Treasury whereby a lump sum has been paid
to it to provide the service of the railway annuities reduces the out-
standing sterling debt by a further £27 millions. The balance outstanding
on the 31st March 1943 was therefore only £12-25 millions, a negligible
sum. The Finance Member, in pointing out this historic fact in his
Budget speech of 27th February 1943, stated that  India has completed
the transition from a debtor to a creditor country and extinguished within
the brief space of about three years accumulations over decades of its
public indebtedness to the United Kingdom ”. The sterling interest
charges, which amounted to £13 millions in 1936-37, to £12} millions in
1937-38 and to £12 millions in 1940-41. have heen reduced to about £23

1 £12 milhions 18 * Total Interest on Sterling Debt ”, as shown in the Finance and
‘evenue Accounts, but only £11 millions is actual interest paid m sterling.
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millions in 1943-44. The total interest paid on the sterling debt in the
year ended 31st March 1939 was, it may be noted, £12-5 millions. The
sterling debt, therefore, was slightly less than the amount of interest
paid on the sterling debt in 1938-39. The sterling balances are mounting
so high and at so rapid a rate that it is now possible to consider the
capitalising of the liability for pensions payable in sterling. This would be
to the advantage of India which would not have to meet a recurring future
liability and would thus avoid remittances from India to Great Britain.

The Effects of War on the Finincial System

The Budget of the Government of India for 1942-43 reflects the effects
of the war on the Indian national economy and on the system of public
finance. There were, as Tables I and I1I show, increases in both public
expenditures and public revenues, notably at the Centre. There were,
however, no spectacular changes as in Great Britain and m the United
States. There were, for example, no taxation of agricultural incomes
and no system ‘of death duties or, as in Canada and Australia, sales
taxes at the Centre. The war brought great increases in taxation but
it did not lead to great changes in the tax structure or in the financial
relations between Federal and Provincial authorities or between Provincial
Governments and Local Authorties. It did lead, however, to changes
in the public debt structure as has been shown in the immediately
preceding paragraphs. TLike Britain, India is relying on its peace-time
tax structure, supplemented by such emergency taxes as the excess
profits tax and increased rates in regular taxes and duties, notably
in the field of income tax and surcharges on customs Owing to the
large, very large, expenditures in India in connexion with the war (in
1937-38, the pre-rearmament year, such expenditures would have been
considered as beyond the bounds of possibility), and to the resulting
increase in national income and purchasing power, it has been practi-
cable to increase the burden of taxation even on comparatively low
incomes. Precautionary measures were taken to minimise or prevent
inflation owing to the probable cffects of the pressure of enhanced
purchasing power on an insufficient supply of goods and services for
private consumption. The existing surcharge on income was increased
on a graduated scale and compulsory saving was introduced, especially
in the taxation of lower incomes. Although incomes from Rs. 1000
to Rs. 2000 were made liable to taxation, the liability 18 regarded as
discharged if the person assessed deposits one and a quarter times the
amount of tax in defence savings, which will be repayable with interest

L Cf. Memorandum on the Public Debt of India, 1942, Financial Department of the
India Office.
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one year after the war. The burden of taxation is being apportioned, as it
should be, with the least possible offence to the general sense of equity.
The ideal tax to-day is one which, without creating a feeling of injustice or
privation beyond a minimum, brings excess purchasing power in no small
degree into Government coffers and which curtails the material resources
and labour spent on non-essentials of war in such a way that morale does
not suffer. Such taxes are difficult to devise and recourse must be had to
taxes other than the ideal tax. An excess profits tax on the British model
has been introduced. It contains the familiar characteristic of blocking
business profits, although in a slightly modified form meant as an incentive
to economy in business administration. A contribution is made by the
Government of an amount up to one-tenth of the tax paid to reserve for
the re-equipment of industry after the war, provided the assessed person
doubles the amount. His contribution is repayable one year after the war,
with 2 per cent simple interest. Excess profits taxation has a tendency to
operate very unfairly, penalising some businesses very heavily and letting
others off too lightly. It tends to put up the cost of production by encourag-
ing extravagance, and it does not make sufficient allowance for the future
needs of firms which are now engaged on munitions of war. Such firms
will require reserves for the reconditioning after the war, and it is Govern-
ment policy to encourage them to build up such reserves. An emergency
surcharge of one-fifth has been levied on all customs import duties with
the exceptions of petrol, the tax on which has been increased from 12 to 15
annas a gallon, and of raw cotton, the tax on which has been doubled ;
the excise duty on kerosene has been raised to the level of the enhanced
import duty. There have been increases in postal and telegraph rates but
no increase on that productive tax—salt. Railways, an important source
of revenue, has brought grist to the mill. In the year 1942-43 the total
additional revenue was estimated at Rs. 120 millions, and this must be
added to the estimated revenue at the previous levels of taxation — Rs.
1794-8 millions. The total estimated expenditure is Rs. 2265-5 millions,
leaving a deficit of Rs. 350-7 millions to be included in the Government’s
borrowing programme. For the next year, 194344, the estimated revenue
on the existing level of taxation was placed at Rs. 199 crores 30 lakhs and
expenditure at Rs. 259 crores 59 lakhs, leaving a deficit of Rs. 60 crores
29 lakhs. Of this prospective deficit it is estimated to cover one-third
by new taxation and the remainder by borrowing. India’s own defence
expenditure (i.e. excluding that incurred and paid for by the United
Kingdom and other Allies) now touches over Rs. 40 lakhs, or £300,000
daily. Defence estimates are three times their normal size. The scale of
expenditure of the British Government in India is more than three times
that of India’s own expenditure and is increasing. The two outstanding
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features of Indian public finance at the present time are the increase in
national income resulting from the intensive development in India’s
resources with the resultant large expenditures on the war and the
tremendous accession of strength brought about by the conversion of
external to internal debt, and also by its being paid off. A third feature,
already referred to, is the beneficial effects of the increased revenue from
income tax on the Provinces. For 194243 the share of income tax which
goes to the Provinces is estimated at Rs. 8 crores 37 lakhs as against
Rs. 7 crores 39 lakhs for 1941-42. “ This is considerably more than the
total sum which, at the time of the Niemeyer Award, the Provinces were
expected to receive at the end of the ten-year devolution period or than
ever appeared to be possible before the outbreak of war.”!

In the Budget of 1943-44 increases in income tax and also in new
direct taxes were announced. Of the Rs. 20 crores to be raised by taxation
direct taxation accounts for Rs. 7 crores.”” Income tax increases affecting
incomes over Rs. 5000 per annum, and a uniform surcharge amounting to
662 per cent over the basic rates of income tax, are imposed. The supertax
surcharge on incomes exceeding Rs. 25,000 per annum is raised by one-
half an anna in the rupee, so that the surcharge on supertax runs from two
annas in the rupee on the smallest incomes to ten and a half on the largest.
The corporation tax is raised by half an anna to two annas in the rupee,
and the excess profits tax is extended to cover the profits of a further
period of one year, but the rate of 663 per cent remains unchanged. The
two new indirect taxes were an all-India excise duty upon tobacco and
on the vegetable product known as vanaspati, used for adulterating ghee
(or clarified butter). The scale of tobacco duties will mean an average
increase of 20 per cent in retail prices and will bring in an additional Rs.
10 crores in the first year, and the yield of the vanaspati tax is estimated
at Rs. 1 crore 40 lakhs. There has also been an increase in postal and
telephone rates, estimated to yield approximately Rs. 1 crore 20 lakhs.
It is interesting to see how in this Budget taxation has been increased
mainly by indirect taxes and to a less extent by direct taxes. Nevertheless
by May 1943 inflationary tendencies of a serious nature (judged by an
alarming upward turn of the price level, reckless speculation, profiteering
and widespread hoarding) were evident. War taxation was not sufficiently
drastic to draw off even a substantial portion of the increase in spending
power brought about by the needs of a gigantic war machine. War
savings were not sufficiently high. In a primitive and loosely integrated
economy, such as obtains in India, the controls used by more highly
developed Western countries could not be imposed without great difficulty.

1 Finance Member’s speech on introducing the Budget proposals for 1942-43 (Gazette
of India Extraordinary, 28th Fobruary 1942), para. 24, p. 290.
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Drastic action was called for in both the monetary and commodity fields.
Surplus purchasing power was mopped up by an intensive effort of
taxation, especially on war profits,! and by borrowing on the part of
both the Central and Provincial authorities. Various forms of com-
modity control were adopted, such as the Cloth and Yarn Control Scheme,
the prohibition of advances of money against security of food grains
except to licensees under the Food Grains Control Order (t.e. legitimate
traders) and to producers of food grains. Forward contracts in cotton
were stopped on current crops in May; no new company was to be
formed without Government permission so that the formation of mush-
room companies was no longer possible. The prohibition of bank advances
against commodities, including bullion, resulted in a shake-out of many
speculative positions.

Owing to the impossibility of applying the methods of rationing and
price control, as in other belligerent countries, the rise of prices and
inflation have been greater than in the United States and in the great
countries of the British Commonwealth. As mentioned above, the British
Government has, since the beginning of the war, spent more in India
than has the Government of India. Between September 1939 and April
1943 the British Exchequer paid £438 millions and India herself spent
£320 millions (a large sum for Indi%?n India’s defence. This cash pay-
ment from outside led to the absorption of goods and services within
India and increased the amount of purchasing power competing for a
reduced volume of goods and services available for civilian consumption.
The expenditure by the Indian and British Governments leads to inflation
and it might have been wiser, all things considered, for the British
Government to have skimmed oft excess purchasing power by raising
rupee loans. By the end of July 1943 the campaign against inflation
was beginning to bear fruit in several quarters. The inflationary trend
in prices was checked and in some cases actually reversed. But it is not
yet enough to solve the problem.

Another characteristic of Indian public finance is the great growth
in sterling balances. The sterling balances are an asset of considerable
potential value, and a Reconstruction Fund is being considered to pro-
vide for the financing of post-war reconstruction, including the rehabili-
tation and re-equipment of industry. Although the war has given much
impetus to long-term industrial development, it will make it possible
for the country to go ahead quickly with industrial development after
the war when considerable re-equipment will be essential, and it will
enable exporters in Great Britain to complete post-war programmes

1 Twenty per cent of the profits liable for E.P.T. has to be deposited with the
Government under the new regulations.



CH. VII FINANCE AND ECONOMY OF INDIA 221

without worrying about remittance. It also makes it possible for the
Government, as already noted, to arrange for future remittances of
pension, which are between £5 and 6 millions a year. The scheme under
consideration is on the lines of the arrangement made for sterling rar'way
annuities, and may be described as the purchase of a tapering annuity.
The capital sum involved if those charges were capitalised would be
considerable.!

In conclusion, the war has led not only to the extinction of India’s
external Public Debt, but also to a change which, in the future, will affect
the character and direction of her foreign trade. She has turned from
the status of a debtor to that of a creditor country. -

1 Fmance member’s Budget Speech (1943 -44), paragraphs 45-49: © The arrangoment
. . . would amount to the invostment of a capital sum m return for which the Government
of India would at stated mtervals recene sums of sterling with which they would be
in a position, as far as can be estimated, to moot these storling obligations.”



PART 11

CHAPTER VIII
THE GENERAL PROBLEM OF INTERGOVERNMENTAL FINANCIAL RELATIONS

CERTAIN conclusions emerge from the analysis in Part I of the Public
Finance and National Economy of the United States and the Federal
Self-Governing Dominions and India. These Governments, Federal,
State and Local, are taking a larger portion than ever before of the national
income and the character of the taxation system has assumed great
economic importance. It was for this reason that the taxes were classified
as they were, to show those which were on surplus and those which were
on costs. This classification has been useful in judging the degree of regres-
sion of the structure as a whole. Expenditures have increased not only
because of new services, especially those dealing with social security,
which have markedly increased since the permanent ravages of the great
depression of 1929-32 and subsequent years. War has also had its effects,
especially on Federal Governments which have had to finance the most
expensive of expensive wars. Assuming present trends to continue, the
impact of Federal policy in the future on the units, especially Local
Authorities, is likely to be greater than in the past. The tightening of
the Federal grip on economic life is bound to lead to conflicts with State
Governments and Local Authorities, and the need of realistic, exhaustive
and precise enquiry is greater than before. The cost of government is
rising over long periods in all layers of Federal Governments. More and
more demands are made on Governments. Higher standards are demanded
for old services and at the same time new services are insisted upon. There
1s no possibility of the return of Government expenditures to the level,
say, of a decade ago. Social security, high expenditure on education,
sanitation and roads and growing armaments have come to stay. Even
the last of these cannot be excepted from the rule. Intergovernmental
financial (or to use the American term, fiscal) relations must be analysed.

The Rising Cost of Government and the Competition for Revenues
All this has increased the competition for revenues among Federal,
State or Provincial, and Local authorities. Conflicts have been between
Federal and State authorities, between Federal and Local authorities,
between State or Provincial and Local authorities, between State and
State and also between nations. There has been a noticeable tendency
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for the overlying Government, by its larger tax powers, to curtail or control
the underlying Government. In the control of large-scale business, for
example, as well in the sphere of stabilisation of employment and produc-
tion and the maximisation of national income, the Federal Government
is, as compared with other layers of Government, in the strongest
position. This, however, does not and should not mean the weaning of
State and Local Governments. ‘ Fiscal independence is a large sector
of general independence, and the latter a large part of local self-
government which, in turn, has important democratic values. It has
been suggested that another major war might put an end to federal
systems everywhere. Whether or not this be true, it appears that a large
degree of State and local fiscal independence does carry values of a very
high order, and that they should not be sacrificed until the necessity is
clearly demonstrated. It is not believed that such is yet the case.” !
Decentralised government has a real value, and in large countries such
as Canada, the United States, and Australia, government through the
various (overnments, whether Federal, State or Local, allows for
diversity of local conditions, the development of citizenship and
leadership and for the curtailment of bureaucratic methods connected
with red tape and inefficiency. States or Provinces are responsible for
many governmental services affecting the welfare of its citizens, as are
Local Authorities. It is natural that, however carefully a constitution
is drawn up, there will be at some point or points overlapping and
conflict as each authority is resentful of encroachment by the other.
A logical or clear-cut solution of financial relations is impossible in a
Federal Government which is itself, of course, a compromise. No single
panacea in financial relations is possible and no single method for co-
ordination is possible.? Little progress has been made in the past by
thinkers on the problem because they have tended to be too drastic or too
grandiose and have not taken into consideration sufficiently the historical
or practical aspects and the co-operative aspect of the problem. With
the development of income taxes in Federations the overlapping of tax
powers has greatly increased in recent years, and to-day in the United
States, for example, about nine-tenths of combined Federal and State
taxes come from common tax bases: only customs duties under the
Constitution are denied to the States, and the property tax and perhaps
the motor vehicle licence to the Federal Government. This common base
applies in a less degree to State and Local taxes, as the States in recent
years have been giving up the property tax to Local Governments as an

1 Senate Document No. 69, 78th Congress — Report of the Committee on Inter-
governmental Fiscal Relations — Major Conclusions and Recommendations., Treasury,
Washington, D.C., 1943, vol. i, chap. i.

2 In this connexion see Harold M. Groves, Financing Qovernment, New York, 1939.
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exclusive source owing to the introduction of gasoline and similar taxes.
Local tax powers heing delegated powers in the United States handicap
Local Authoritics in two ways—by limiting tax rates rigidly and also by
extending tax exemptions. The greatest limitation, however, to Local
Authorities arises from economic limitations owing to smallness of area.
An income tax or a tax on companies could be easily evaded if imposed
by a small Local Authority especially in these days of easy communication.
As has been shown recently in Canada and Australia, a heavy overlapping
tax, such as a State tax on income, may deter the Federal Government
from developing fully a Federal source of revenue, and it is for this reason
that Provinces and States were, for the duration of the war, precluded
from this means of revenue. In any integration of Federal, State and Local
taxation we must realise squarely the difficulties and the fact that no single
system will be the best for all layers of Government. Miss Newcomer
has emphasised that the larger jurisdiction would be in the long run the
most efficient, and this would concentrate the revenues with the Federal
Government. This would mean, unless we were willing to entrust the
Federal Government with the administration of practically all functions,
that new problems of redistribution of revenues would have to be faced, a
fact overlooked by some enthusiasts for efficient tax administration. In
aiming at co-ordination we must remember the increasing national
economic integration and interdependence, arising especially from inter-
State trade, increased communications, and the growth of large corpora-
tions. These have increased problems of inter-State competition and
multiple taxation.

The Co-ordination of Public Revenues and the Reallocation of Functions

What, then, are the methods of solving this problem of increased
conflicts due to overlapping and competitive tax systems ¢ In the first
place there is separation of revenues. This has been tried at various times

“in the history of Federal Governments. It has, for example, been tried in
India, but even in the field of income tax which was at first almost entirely
Federal, Provincial Governments were given, as we have seen, a share
under the Niemeyer award and the 1935 Government of India Act. The
great merits of separation are that it avoids the difficulties of double
taxation and the collecting authority spends the proceeds of the tax. [ts
disadvantage is that it produces rigidity in the tax structure and therefore
makes it less adaptable to changing circumstances. Apart from this fact,
there is the practical difficulty. It is too revolutionary a change. Would,
for example, in the United States either the Federal or State Governments
give up personal income taxation, corporation taxes, death taxes, liquor
or tobacco taxes ! Would the Federal Government give up, too, the
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gasoline tax ? It might, if State Governments would forgo the taxation
of tobacco. The problem has only to be stated in this form to emphasise
its inherent difficulties. The fact that Federal Governments are not static
but dynamic is often overlooked. The first Constitution of the United
States, for example, gave the Federal Government no independent sources
of revenue and was supported by grants or requisitions from the various
States, requisitions because the Federal Government made periodical
requisitions upon the States. This failed, and the new Constitution gave
the Federal Government independent revenues. Similarly the German
Government were given certain independent sources, but these, being
inadequate, had to be supplemented by grants from States known as
Matricular-Beitrige. As the Central Government acquired greater
authority, greater independence and vitality, such arrangements became
out of date. To-day the importance of income taxation in the Federal
field of taxation has only to be mentioned to be realised. It would be
unwise at the same time to ask States or Provinces to withdraw from the
income tax field as this would discourage access to progressive and per-
sonal taxation. No tax, moreover, is so fair as the progressive personal
income tax, as it comes nearest to the best standard of ability. It increases
progressively with income, and the nature of income and the size of the
family are taken into consideration in the determination of the amount
of tax. In short, tax-paying ability is more closely followed than in any
other tax. These facts must be considered in the problem of the integra-
tion of Federal and State revenues. Mutual adjustment has to be con-
sidered. To abolish every form of competition in intergovernmental
financial relations is impossible.

A second solution is the sharing of the same revenues between
layers of Government, due attention being paid to the interests of the
‘taxpayers. This reduces conflicts between jurisdictions, although it
may be argued with some force that it sacrifices independence. In
practice, however, there are more similarities in taxation practice than
is generally recognised. It is more common to emphasise dissimilarities
than similarities. The common form of sharing is a single collecting
agency and for a division of the yield among the layers of Government.
The great advantages are econemy coupled with simplicity. On the
other hand, there is loss of independence and a sense of inferiority on
the part of the smaller authorities. There is also the uncertainty of
what the yield will be from year to year. Lastly, there is always the
difficulty of the basis of the distribution whether it should be population
or taxable capacity or what. It is sometimes suggested in this respect
that supplements or additions agreed on after consultation should be
adopted, the Federal Government being the primary collecting agent and

Q
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the State having the power to add supplements or additions of its own.
There are, combined with the advantages of supplements such as economical
administration, absence of compulsion and of duplication of taxes and the
feasibility of increasing or decreasing the supplements to suit particular
needs, disadvantages arising from diversity of conditions in the separate
States making for diversity in the pattern of the tax. The most that can
be hoped for is the combination of the greatest number of advantages
with the least number of disadvantages. The late Professor K. R. A.
Seligman was a believer in supplements and additions as a plan of
co-ordination because the State could lighten the burden of the particular
tax on localities to the extent thought desirable, and with a spread in the
burden over a wider arca a due balance between direct taxation such as
that on real property and indirect taxation would be possible. “A
survey,” he said, “ of the entire situation cannot fail, with moderation
and goodwill on both sides, to bring about mutual adjustment, as workable
as it is equitable.” ! Central administration of taxes side by side with
decentralisation of Government is rapidly gaining ground. Federal aid to
States and Provinces and State and Provincial aid to Local Authorities
has in recent vears been noticeable in the United States and Australia.
A modified form of sharing, sometimes regarded as a separate device, is to
have a single administration for the tax and to leave such jurisdiction to
fix its own rate on a uniform base. Thus economical administration and
a uniform base are combined with independence on the part of each layer
of Government for the amount of the tax. Its drawback is again rigidity.
The base may be inadequate. This device is sometimes, and perhaps
rightly, regarded as a separate method for reducing conflicts.

Another device is the system of grants which have been developed in
some Federations, as for example in Australia, more than in others.
Provided the grants-in-aid do not curtail local self-government, they are
an advantage. On the other hand, cases are known in which these grants-
in-aid have led to extravagant and unwise expenditure and control. The
system of grants from the centre is in origin British and is over a century
old. Tt is to be found in the North America Act and at the end of last
century it began in the United States, for example New York where the
State attempted to lighten the burden of the local property tax. Federal
grants came later and have developed with the demand for better services,
especially roads. As these Federal grants do involve a certain degree of
subordination, certain States have looked at this system with some mis-
giving. It is, however, a system which has proved, especially in the self-

1 Seligman, “ The Co-ordination of Public Revenues*, p. 579, Economic Essays in
Honour of Gustay Cassel : London, George Allen & Unwin, 1933. Cf. G. Findlay Shirras,
The Science of Public Finance, vol. ii, p. 736 : London, Macmillan & Co., 1936.
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governing Dominions, worthy of extension and the Committee on Inter-
governmental Fiscal Relations in the United States has suggested that
Federal grants-in-aid, to effect a national minimum in various services by
which a minimum standard should be provided throughout the States of the
Union without over-straining Local resources and differential aids, should
start with elementary education. It is true that education in Federal
Constitutions is usually by the Constitution a matter for State and Local
Governments, but with the movement for more and better education
Federal assistance becomes more insistent, and in some Federations,
especially Australia and India, is overdue. “ With few exceptions”, says
the Committee of Intergovernmental Fiscal Relations, “ the States lowest
in financial ability are making the greatest relative effort to support
public education. The poorer areas usually show the highest birth rates
and the under-privileged individuals frequently migrate in later life to
areas of greater cconomic opportunity. The importance of public cduca-
tion in raising the level of consumption and production in sub-average
areas and its possible effect in reducing future outlays for relief, health,
welfare and rehabilitation are also stressed. Citizenship interests in mini-
mum standards for education are obvious. Consideration of local tax
relief also enters the argument. . . . It is not an acceptable feature of
our way of life to keep large sections of the population in ignorance. Of
all the functions of government which might be candidates for national
minimum status general education has the strongest claim. . . . Wise
Federal leadership with regard to educational development in the United
States can make an impressive contribution to the economic, political and
cultural life of the country.” ! The Federation, in secondary and higher
education, especially the latter, might assist individuals rather than
institutions through scholarships, but no hard-and-fast rules can be laid
down as to assistance from Federal funds for either secondary or higher
education. In South Africa and in the United States the average expendi-
ture per pupil in average daily attendance varies very widely betwecen
whites and negroes, and such wide differences raises the problem of the
effectiveness of Federal assistance alone making educational opportunity
more equal. On this matter consultation by the Federal Government
with the units should produce beneficial results.?

1 Senate Document No 69— Report of the Committee on Infergovernmental Fiscal
Relations, vol. i. Treasury Department, Washington, D.C., June 1943.

2 Nothing has been brought out so clearly in this Study as the wide variations in the
standards of education provided by the units of the federations studied. These variations
are also to be observed between Federations. It 1s the duty of the Federal Government
to see that no unit falls below a certain mimmum since education enables citizens or
potential citizens to be and to do something. It 18 indeed a preparation for hiving by the
citizen and is dynamic, .e. it requires to be brought up to date from time to time. The
advantages of more and better education 1n relation to a higher national income are
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Another system of co-ordination is to be found in the system of credits
which has been most developed in the United States. It is a comparatively
recent device and was introduced to meet the problem of death duties.
It has worked smoothly and merits wider extension. It has, however,
been criticised as it involves some compulsion, because to obtain the credit
the State should have an identical system of tax. Some States had no
death duties or had duties collected on a different system, as, for example,
an inheritance tax or a tax on each share inherited. To-day, except
Nevada, all States in the United States have fallen in with the Federal
system of estate taxation. When anyone pays the Federal tax he is
credited with 80 per cent which may be payable to the State. The State tax,
therefore, costs the State and the taxpayer nothing. Similarly with the
pay-roll tax credit. Pay-roll taxes, as shown elsewhere, were introduced
under the Social Security Act and are for old-age pensions and unemploy-
ment benefits. If the system of credits were extended it might lead to
bad spending since the States are not responsible for the tax.

It will thus be scen that in all the Federations studied there is com-
petition among taxing authorities. None of these Federations is of the
Soviet or German type. In the Soviet Republic finance is centralised to a
high, a very high degree, the Central Government in Moscow controlling
the finance of the States. In the Reich there is almost complete centralisa-
tion of finance. In the old Federation of Switzerland, on the other hand,
there have been at work methods of smoothing over competition among
taxing authorities. The Federal Government gained more power in direct
taxation which previously had rested with the Cantons, and the Cantons,
by assignments of revenue or subsidies, were won over to this centralisa-
tion. Indeed the Cantons may be said to rely far too much on the Federal
Government. From the viewpoint of competition among taxing authorities
the Federal Governments of Mexico and of the South American Republics
and China repay study but are somewhat outside the scope of the present
chapter. What is crystal-clear is that Federations being in their origin a
compromise, the democratic Federations of the United States and the

obvious. In the Umited States, to quote but one example, the educational advance of
California, New York, Wisconsin and New Jersey is much greater than in many of the
States of the west and south, ‘‘ The number of individuals enrolled in elementary schools
includes 96 per cent of all persons in the State (of New York) between the ages of six
and thirteen yoars; the number enrolled 1n secondary schools includes 78 per cent of
all persons between fourteen and seventeen years of age; and the number enrolled in
advanced and professional schools includes 17 per cent of all persons between the ages
of eighteen and twenty-one years >’ (cf. Luther H. Gulick’s Report, Education for Amercan
Life, The Regents of the University of the State of New York: New York, M‘Graw
Hill Book Company, 1938, p. 7). The necessity of improving school dstrict organisa-
tion is dealt with in the same Report, chap. iv. The duties of Federal and State or
Provincial Governments in educational finance after the war are obvious, especially in
Australia and India.
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self-governing Dominions have to meet this competition for revenues not
by any single method but by a combination of methods promising the
greatest benefits, and the future rests in a system of co-ordination of
public revenues. Separation of sources, sharing of revenues, grants-in-aid,
credits, supplements, joint administration and reallocation of functions
will not individually achieve the desired results under all conditions and
each method will have to be tried out. Each country has its own problems
and no clear-cut solution, as already noted, is possible. Each problem
has to be considered on its own merits, and this demands intergovern-
mental co-operation in no ordinary degree. A fulland genuine co-operation
free from suspicion of every sort is called for. This is no easy matter where,
as in the United States, the number of taxing authorities is at least 175,000,
and where overlapping is prevalent especially among hopelessly small
authorities.

The methods of reducing conflicts among competing jurisdictions as
described above are not in themselves able to solve all difficulties. There
are problems unconnected with overlapping Governments but among
co-ordinate governmental units, for example those in which the Federal
Government competes with State or Provincial Governments in the taxa-
tion of income and of business. City often competes with city or Province
or State with Province or State in attracting industries with the bait of
limited tax exemption for a number of years. With therisein taxable values
as a result of this policy there is often a rise in the cost of Government, as,
for example, in the social services. The competition of States, too, is well
known especially in the United States, where the attraction of a taxless
paradise may result in the drift to the State of wealthy tax-dodgers
attracted by such advertisements as “ Friendly Florida, where escape
from the rigors of northern winters may be combined with freedom from
double taxation ” cannot pace credits for death duties, etc., always be
given effect to. There are, too, the taxation of inter-State income of
companies, State income taxation of non-residents, favourable taxation
of stock transfers, State tariffs designed not so much for tax revenue
protection as for the protection of industries in the State itself such as
taxes on liquor, tobacco and gasoline. These and similar conflicts do not
admit of any clear-cut solution but rather to beautiful compromises and
to solutions by the Federal Court interpreting the Constitution to suit
changed times.. Tempora mutantur, nos et mutamur in llis. Since the
great depression of 1929-32 in the United States, Canada and Australia
there have been revolutionary changes in Federal functions and powers
and, as one Committee has phrased it, * The legal boundaries of ¢ interstate
commerce * have been and are still being broadened ; a new element of
flexibility in the interpretation of the Federal Constitution has appeared ;
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and precedents for the use of the Government as an instrument for dealing
with depressions and unemployment have been established.” Neverthe-
less each problem must be scttled on its merits — its advantages and dis-
advantages. In Australia and India the Federal Government almost
certainly should provide a larger portion of the cost of education by a
generous grant-in-aid system, and in the United States and Canada the
Federal Government, apart from a limited number of relief works, should
participate in outlays for direct relief to a larger degree. Unemployment
and social security generally are national problems and much is to be
said in favour of the Federal Government taking a leading position in
this respect. But in the large Federations what may suit one State may
not suit another and so local experimentation to suit local diversities may
be advantageous. Were social security to be inaugurated now it is
probable that it would be best done by the Federal authority. But
historical and constitutional reasons in some Constitutions make this
at present out of the question and little is to be gained by threats to
federalise. Hastening slowly is the best policy. Similarly, as a solution
of inter-State competition for the incorporation of companies a Federal
Charter would be advisable and is a change long overdue, especially
in the United States where States with the weakest regulations for the
incorporation of businesses have got most of the business. Similarly, too,
re-allocation of functions may be advocated in regard to the States (or
Provinces) and Local Authorities in the control of education, roads and
welfare. There is still much work to be done here, since in the Federations
studied therc is a dearth of statistical and other information on the
relative efficiency of the various units in regard to such services. With
the revolutionary changes noticeable in all the Federations in the powers
of the Federal Government — in many cases by a flexible interpretation
of the Federal Constitution to meet the change of circumstances — the
reallocation of functions and powers has assumed new importance.

Three further points remain to be discussed — problems of inter-State
relations, financial policy in relation to full employment, and the general
solution to the general problem of intergovernmental financial relations,
effective machinery for a close and continuous co-operation.

Problems of Inter-State Relations

Multiple taxation on personal and corporate income, on death duties,
on railways and on capital stock by which two or more States impose
a similar tax on the same base, could be reduced by agreement among
States or Provinces: the main directing force should be the Federal
authority in the Federation. Multiple taxation is as it were a trade
barrier and should be prevented by the Federal Government. The
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American Committee on Intergovernmental Fiscal Relations summed up
the position thus:  While the States can and should do something
through reciprocal legislation to reduce the amount of multiple taxation,
the main impetus for improvement will have to come from the Federal
Government. This means some interference with State and local fiscal
independence, but in the long run it will support such independence. It
is a case of amputating a finger to preserve the arm. The Federal Govern-
ment should seek to acquire the right of determining State jurisdiction to
tax by means of favours and subsidies extended to the States. It may be
questioned that Congress and administrators are wise enough to perform
successfully a role which is now gradually being abandoned by the Supreme
Court. But there is fair agreement concerning many matters of jurisdic-
tion — a proper allocation formula for corporation income, for instance —
and the States, with one or two exceptions, have no very high stake in
jurisdictional vested interest. Some jurisdictional problems will have to
be settled by compromise. Increasing multiple taxation acts as an
unfortunate penalty upon cosmopolitan ownership and business, a sort
of trade barrier, which it is the natural role of the Federal Government to
prevent. It should not shirk its proper task in this matter.” 1 This view
applies to other Federations, such as Canada and Australia. Some, such
as India, have a comparatively clean slate to write on and should take
early action to prevent the difficulties that have arisen in the older
Federation multiple taxation. In other directions, too, the Federal Govern-
ment should take the initiative, for example in equalising by grants-in-
aid and other ways the great differences that occur in Federations. Thus
in Australia the Commonwealth Grants Commission set up in 1933
reviews annually applications made by the States of South Australia,
Western Australia and Tasmania for financial assistance from the Common-
wealth. The relative taxable capacity varies with the industrial develop-
ment of the units. Wealth and income tend to gravitate to the centres
of population. Itis a duty of the Centre and of the States or Provinces
also to mitigate the maldistribution of wealth and income of the various
groups, including the smaller Local Authorities. There is much difference,
for example, between the Western States of the Dominion of Canada and,
say, the State of Ontario and in the Commonwealth of Australia between
Western Australia and Victoria. In the United States the per capita
income, as we have shown, is so high that the rate for old-age pensions
in California would be out of all proportion to that in, for example,
Wyoming or the poorer States or portions of the States in the South.
The average old-age pension in 1939 in California was $345, and this

1 Senate Document No 69, 78th (‘ongress — Report of (ommattee on Intergovernmental
Fiscal Relations, June 1943, vol. 1.
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exceeded the per capita income of the poorest State by no less than 70 per
cent. It was also actually above the per capita income of ten States in
1943. The Federal Government in Federations has, as already noted,
more than a watching brief for the general good when States or Provinces
by indirect means raise what are in effect barriers to trade by the taxation
of margarine and liquor manufactured outside the taxing State or by the
special inducements offered to industry to settle within the State, such as
exemption from State taxation for a limited period and in other ways.!
Here again there is scope for closer co-operation and continued discussion
and in some cases for reciprocal legislation. There must be not only co-
operation among the units, which are in reality semi-independent demo-
cracies bound together in a common tradition, but also between the Federal
Government and the units. In most Federations efficient co-operation
in Federal-State or Federal-Provincial relations is far from satisfactory.

National Investment Policy and Full Employment intergovernmental
financial relations in recent years have been profoundly affected by the
problem of full employment, and this has involved Federal, State or
Provincial, and Local Governments. These revolutionary changes may
be traced to the great depression of the early thirties and to a realisation
of the fact that it is technically possible to secure full employment at a
price that democracy can pay in peace as well as in war. Deficit financing
and a national investment policy have been studied as never before,
especially in the United States and in a unitary Government like Great
Britain. The conception of the interests of the electorate not merely as
taxpayers but as producers and consumers has led to a new emphasis on
the importance of maximum public expenditures and to a study of the
economic activity of a country and not only to that part of it, about
one-fifth or one-quarter, covered in the Budget itself. It has also been
appreciated that at least in the short run it is better to increase Invest-
ment than to reduce saving or subsidise consumption. An Investment
policy is easier to control and its ultimate effect is greater, 4.e. in Keynesian
language the multiplier is larger. It is now realised that when the com-
munity spends less than is required to purchase its output, when it saves
relatively more than it is investing in durable goods, cyclical depression
occurs. The community is saving in money but not in real terms, or in
other words is attempting to enrich itself by piling up claims on itself in
preference to accumulating goods of durable value. To cure this state

1 ¢ Florida started her land boom of the nineteen-twenties with constitutional amend-
ments prohibiting state inheritance and personal income taxes, and followed this up by
advertising for wealthy residents. These efforts were partially nullified a short time
afterward by the Federal estate tax credit ”’ (M. Newcomer, Taxation and Fiscal Policy,
New York, Columbia University Press, 1940, p. 58). Cp. Facing the Tax Problem, The
Twentieth Century Fund, New York, 1937, in which the same author collaborated.
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of affairs the Government can reduce unemployment by giving consumers
more money to spend. The encouragement of consumption at the expepse
of saving is sound policy in the long run, but if the depression or unemploy-
ment results from a deficiency in Investment the solution is to inciease
Investment, i.e. to control capital creation to make it large enough and
regular enough to absorb the savings of the fully-employed community.
In modern industrial States such as the United States, Great Britain and
Canada there is always a tendency to save too much, to save, that is,
more than is invested in durable goods. By full employment we do not
exclude normal minimum unemployment when men and women change
their jobs and draw bencfit for a week or two. There must always be
some unemployment of this sort. Full employment is compatible with
this. There must be a certain amount of mobility of labour. Full employ-
ment is also compatible with seasonal employment, which is different
from mass unemployment. What is known as “ structural unemploy-
ment ” arising in particular areas or industries is also excluded, although
under full or mass employment it should be possible to drain away such
pockets of unemployment. “ Structural unemployment ™ does not arise
from the same cause as mass unemployment, which is caused by cyclical
depressions, from the lack of balance between the voluntary savings of
the community and investment in durable goods, expenditures on the
maintenance and increase of the community’s machinery and other
physical assets. The cure must be the community’s investment in capital
goods to an extent that will use the savings of that community regularly
from year to year. The policy should be for the Government to stimulate
capital enterprise by productive enterprise (both privately and publicly
owned) and then to follow this up by its own schemes called for for reasons
other than the maintenance of full employment. Unproductive public
works should be undertaken only when the other expedients are exhausted.
In the category of ‘‘ private ” productive enterprise are included all
concerns including public corporations financed independently of the
Government. As much as possible should be financed through private
individuals and corporations, including publicly-owned concerns which
do not depend on Government for their finance. There will be then no
danger of too rapid State control. As has been well said, *“ The reasons
for keeping the réle of the state as small as possible are twofold. Large-
scale state financing of investment involves the stability of the monetary
system ; and a gradual spreading of state control, by way of capital
investment, into every corner of the economic system at the mercy of
any political adventurer who can capture the political machine. Let
there by all means be public ownership and collective control, but exercised
by agencies other than the State itself. . . . If self-supporting business
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(private or public) can be assured of low interest rates and of freedom
from the risk of cyclical depression, there is no reason to believe that, in
most years at least, it will not freely engage in as much investment as is
required. The control of that investment by the state will be necessary —
but that is a different and much less dangerous matter. The second risk
is the monetary one. . . . State investment, especially if it is large, almost
inevitably leads to the expansion of bank credit — that is, to the creation
of money.”* As Dr. Schacht proved in Germany, there is no danger
when there is no full employment, and as modern theory shows, the
price level does not depend rigidly on the quantity of money in circulation.
We may have to accept as the price of full employment some changes in
the value of money, but there is reason to believe that a policy of full
employment could be followed out without a severe change in monetary
values. The greatest danger to be faced in any policy of full employment
is underestimating the extent to which funds will have to be spent. In
the past the problem has been only toyed with and is much greater than
is ordinarily imagined. Mr. Roosevelt’s pre-war deficits of $5 billions
should have been something of the order of from four to five times as
great, and a figure of £1200 millions would have been required in Great
Britain in 1938 to have secured full employment. In that year £500
millions were spent from savings and £400 millions from depreciation
funds, and another £300 millions would have been required to be spent on
capital goods to have attained full employment. To get remunerative
investment both direct methods, such as guarantees against risk and
adjustments of taxation (e.g. varying the rates allowed for depreciation in
the taxation of income), and indirect methods, such as the control of the
rate of interest to keep it low, would be required in the attempt to
equate the total of investment exactly with savings at the highest
level of the employment of resources. If the policy were cxecuted on a
sufficiently large scale it could not fail to succeed. It would mean a con-
siderable control over international trade by the stimulation of exports
and by a system of priorities for imports. Capital movements also would
have to be controlled to prevent flights of capital such as wrought
havoc to national schemes a decade ago. The effects of severe crises
abroad would also have to be guarded against. But full employment is
not against an expanding international trade although it is against what
may be called the automatic technique of an uncontrolled market, and
when a nation keeps its purchasing power at a maximum this in itself
stimulates foreign trade.

1 Jeonomist, London. 17th Oct. 1042,
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Budgeting for Employment

The policy of full employment raises two other issues : (1) the creation
of the “ two-Budget system > and (2) the use of taxation as a means of
stimulating investment. We have already referred to the comparatively
new concept of the interests of the electorate not merely as taxpayers
but as producers and consumers. which is a far cry from mmeteenth-
century Budgets which were regarded as full and true national balance-
sheets. It was considered wise and sound finance to curtail expenditures,
especially in times of stress and strain, just when unemployment was
bad and an expansion of public expenditures most essential, and with
this there was the fetish of the ‘ balanced Budget” which meant a
curtailment of expenditures to meet the fall i revenues. Obviously any
such policy put the stabilisation of economic life quite out of court. The
present war showed as clearly as the noonday sun that deficits are not
only unavoidable but desirable in certain circumstances. Kxpenditure
could not be confined within the Limits of taxable capacity if the maxi-
mum war effort were to be attained, and this optimum expenditure or
optimum deficit, after optimum taxation had been reached, could not be
arrived at by the traditional methods of public finance. What was
absolutely necessary was an estimate of the whole national income of the
country split up under well-defined heads and not merely the activities of
the Government which formed part of it. In short, financial equilibrium
was not to be arrived at by ordinary budgeting between revenue and
expenditure but by an equilibrium between spendable income and avail-
able resources, by seeing how far expenditure could be extended and how
far it should be covered by taxation. The gap between the two is the
inflationary gap and then steps were taken to close it. Budgeting on the
basis of national income and national expenditure has been successful in
war and in peace it will be equally necessary if full employment is to
prevail, as it must. It must be possible to measure the deflationary or
inflationary gap. 1f it is deflationary it will mean the missing capital
outlay required to have full employment, the deficiency of actual loan
expenditure over the potential savings of the community if the resources
of the community had been fully used in production. This means up-to-
date and reliable statistical information on the national income similar to
that in the British White Paper ! together with other data such as that on
private construction works. It is then possible with yearly and quarterly
data to have fairly reliable information on private investment, and from

1 An Analysis of the Sources of War Finance and an Estimate of the National Income
and Ezpenditure in 1938, 194 0, 1941 and 1942. ( fommand Paper 6438, 1943. London,

H.M. Stationery Office.
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this a policy of continuous full employment is possible. It will mean, as
in Sweden, two separate Budgets annually : a revenue Budget including
all current expenditures on defence, administration, interest on the
National Debt, and expenditure including that on the maintenance of
State-owned capital assets. This ““revenue ” Budget will be balanced.
The capital Budget will not be * balanced ”’ except in the sense that it
will have led to the creation of additional capital assets, both productive
and unproductive, and it will be met from loans. The test of expenditure
in the capital Budget will be whether it will be profitable from the social
point of view, 7.e. whether the national income is raised by as much as the
interest on its cost. Housing, roads, education and public health all
require huge outlays and yield a return in greater productive power of
the people and in greater health and happiness. Social profit in the
planning of public expenditures must be the criterion for the annual
capital Budget. The two-Budget system is not in any sense a device to
clothe a deficit with respectability and it must be scrutinised constantly
by the Government in its everyday working just as the revenue Budget
must be scrutinised constantly by the Treasury or Finance Department
at the Centre so that the ordinary expenditure from revenue is covered
by ordinary revenue. Indeed both must be examined with care, although
on different principles and by different officials. Capital expenditures
after the war will have to be allotted according to a list of priorities
allocated to meet national needs. Large-scale public investment will
have to dovetail into private investment and this presupposes much
careful planning and Government direction.

Taxation may also be used as a means of stimulating investment, or
if need be the reverse. As indicated in Part I, this is an aspect of taxation
policy that is a corollary to a policy of national investment for full employ-
ment. In war, taxation policy is used to skim oft the greatest possible
amount of purchasing power from consumers above the minimum necessary
for health and morale to Government for the winning of the war and to
prevent the inflation that is always likely to occur when increased purchas-
ing power consequent on high earnings competes for a diminished stock of
goods and services. In peace-time every Government worthy of the name
aims at increasing the standard of comfort of its citizens; in war-time
the reverse policy has to be developed ruthlessly in order that the Govern-
ment may have the maximum of goods and services at its disposal. To
achieve this the highest amount of taxation possible must be levied on
personal incomes and on corporate profits (see chart opposite). Sales
taxation must also be so high as to prevent the purchase of goods that
can be done without. Taxation must be used with rationing, prohibition
of manufacture or of imports, ete., as part of a policy to divert everything
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to thewinning of the war.! Each tax in the tax structure must be examined
and fitted into the whole. This is not an easy matter any more than

TAX RECEIPTS BY SOURGES
CENTRAL AND LOCAL GOVERNMENTS
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is the fitting-in of parts of a jig-saw puzzle.

The central principle of

policy should be to see that the total of investment exactly equals the

figure carefully arrived at, neither more nor less.

Taxation is one of the

equalising methods and is direct and positive although its efficacy should

1 NartioNAL INcome, TAXES AND GOVERNMENT EXPENDITURES

(Percentages)
_ Fiscal Year
1938-30 | 1939-40 | 1940-41 | 1941-42 | 1942-43 | 1043-44
Central Government taxes as per-
centago of expenditures :
United States . . .. 61 55 39 28 42
United Kingdom . . 86 60 42 47 49
Canada . . . . 82 69 61 52% 49 .
Total taxes as percentage of national !
income :
United States . .. 19 20 22 24 32
United Kingdom . . 26 27 32 39 42 .
Canada . . . 21 21 25 32 36 .
* Includes 700 million dollar loan to the United Kingdom not mcluded in the Budget. If this item

is excluded, the tax to expenditure ratio becomes 71.
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not be exaggerated. The allowances to companies or corporations for
maintenance and depreciation should be capable of change from year to
year. A National Investment Board would facilitate investment when the
national economy required it, and it could also do the reverse. It would,
therefore, not only discourage unsound investment but would facilitate
investment, and it could release large sums for investment when it con-
sidered the time opportune. The Board could also work closely with the
Treasury, whose taxation policy, especially in the short period, should
harmonise with its own. Here again the co-operation of the Federal
Government, States or Provinces and Local Authorities, including the
cities in the Federation, would not be easy to achieve but is never-
theless essential. Beautiful things, as Pindar reminds us, are hard. The
hardships of any heavy tax plan are infinitely less in the long run than
serious inflation. The timing of the taxation as well as its amount and
nature are important factors to be considered.

Conclusions on the General Problem of Financial Relations

What, then, are the conclusions ? After a detailed examination of the
financial structure of the Federations studied, together with a detailed
examination of the trend of events in each Federation in recent years and
of recent reports on the subject, certain broad facts emerge which, in the
words of the English Prayer Book, must be read, marked, learned and
inwardly digested. The Report of the Special Committee on Inter-
governmental Fiscal Relations® in the United States (June 1943),
the Report of the Royal Commission on Dominion-Provincial Relations
in Canada in three volumes with several appendices,? the Reports of the
Commonwealth Grants Commission issued annually since the passing of
the Australian Commonwealth Grants Commission Act, 1933, not to men-
tion the decisions of the Loan Council, referred to in Chapter V, together
with official and non-official Reports on South Africa and India, lead to
the irresistible conclusion that no sipgle plan to_solve intergovernmental
financial relations is posmble There are some who favour complete
centralisation on the ground that recent history proves that State or
Provincial and Local independence has outlived its usefulness. There are
others who emphasise that Federalism means State and Local freedom,
and the price paid for this is the friction between taxing authorities which
at present obtains. There is a third school which thinks it possible to
have a completely perfect system but without any change in the functions
of the various layers of Government. Examples of all three schools of
thought may be illustrated from the Reports already quoted and, in the
British Commonwealth, also from Budget speeches and from the proceed-
ings of Premiers of the States or Provinces with the Federal Government.

1 See Appendix 11, 2 See Appendix I.
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The devices of co-ordination referred to in this chapter cannot be applied
under all conditions and the special historical accidents in each country
cannot be overlooked. Another conclusion is that constant readjustment
of financial relations will be essential and no one solution suitable for all
time is possible. Thirdly, the Federal systems studied recognise the value
of decentralised government although in very varying degrees, and they
have a tradition behind them based on a Constitution and interpreted by
a Federal Court or the Privy Council to suit changed conditions. These
Federations cover a wide territory with divergent conditions and view-
points. It is, therefore, reasonable that a decentralised form of government
should be recognised, and this is, all things considered, preferable to any
centralised administration. Each layer of Government has its important
function. Thus with the increased development of social security, large-
scale business and national activities generally the Federal Government
has a most important part to play, but this should not be at the expense
of the States or Provinces, citics or other Local Authorities. Financial
independence, it is rightly said, is part of general independence and the
latter is important in local self-government. Inrecent years, and especially
in war, Federal administration has made tremendous strides in the field
of public expenditures and in taxation, and this has meant a severe strain
on the other layers of Government. The United States, Canada and
Australia in the ’thirties are examples and the German Federation is an
extreme example. The Nazis have been believers in extreme centralisa-
tion and the foundations of Federalism have been most seriously weakened.
In the emergency of war the Provinces and the States in Canada and
Australia have vacated a large part of the tax field in giving up income
taxation during the war, but these Federations are more centralised than
is that of the older Federation of the United States. In Australia
especially there has been a highly developed system of grants from the
Centre to the States, and State income taxes have been high. Moreover
the autonomy of the States and Local Authorities is less developed than in
the United States, so that we come back to the fact that no single solu-
tion of financial co-ordination is possible. The alternative, under present
trends to central administration, is close and continuous co-operation and
the Federal Government, being in a strong strategic position, must be
the leader in most instances. It has many relations with each of the
States or Provinces and in a variety of ways, especially with its wide
taxing powers, achieves leadership.! This, as is often forgotten, need
never be at the cost of the States and Local Authorities. Nationalism need

1 Cf. G. Findlay-Shirras, Science of Public Finance, ** The Distribution of Central, Pro-
vincial and Local Revenues ” : London, Macmillan & Co., Book III, chap. xvi. Hubbard,
Soviet Money and Finance : London, Macmillan & Co.
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not be the enemy of Federalism. In Part I the relative increase of Federal,
State, and Local Authorities’ expenditures and revenues has been set out
and there can be only one conclusion. The States are responsible for
many services closely affecting the citizens’ welfare. So are the Local
Authorities, especially in the nation-building sphere of education. HKach
layer of Government, jealous of its powers under the Constitution, has a
job to do and some overlapping is unavoidable. In short, no complete
and no logical solution of financial authority is possible.

The main lesson of this study can be briefly summed up as follows.
There is, as we have seen, already in operation official and non-official
bodies in existence studying at close quarters financial relations in the
various Federations. These should be developed after a complete revolu-
tion has taken place in financial thought in regard to this all-important
problem. The Committee on American Intergovernmental Fiscal Rela-
tions has summed up this view in regard to the United States thus:
“The Federal Government has a vital interest in maintaining and
strengthening both State and local governments. Much valuable energy
has been wasted unnecessarily in quarrelling over the proper spheres of
the Federal Government and the States, when the seeds of solid achieve-
ment lie in the scantily tilled field of intergovernmental co-operation and
co-ordination. Progress in this field requires some willingness to compro-
mise, to surrender vested interests, and to forget jealousies on the part of
both the Federal Government and the States. A change in attitude of
revolutionary proportions seems to be needed. The American govern-
mental system has not been viewed as a unit by most public officials, with
loyalties evoked and encouraged for the entire system.” The Committee
recommends the creation of a Federal-State authority.! Before this
Report was received a permanent official commission was the chief solution
which had been in view as a result of the detailed study of intergovern-
mental financial relations in Federations. Co-ordination is a continuous
study and in the near future there will be more and greater demands on
the Federal Governments for assistance in what has hitherto been State
or Provincial and Local authority matters. The necessity, for example,
of more and better education in Australia and in India will mean that the
Federal Government will be asked for grants for this purpose. Social
services and developmental services will necessitate greater co-operation
between Federal, State and Local authorities. The main work of this
official financial authority (the recommended Federal-State Authority)
will be the continuous promotion of collaboration and study of the
day-to-day co-ordination of revenues and expenditures with the many
difficulties that crop up in the practical work of Government. The

1 See Appendix II.
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taxatiqn of income by Federal and State authorities and even by Local
authqnties bristles with knotty points. The taxation of busmess, death
taxation a1§d sales. t.axati.on are similarly requiring study and co-opra-
!non in their administration. The proposed authority would be worth
its cost many times over if it succeeded in settling between the kederal
and State authorities many outstanding and recurring difliculties.
Ultimately the authority might be able to administer some of the taxes
through delegated powers and to introduce the beginnings of joint returns
and joint audit. It would also increase inter-State co-operation, which is
easier in some Federations where there are fewer States than in the United
States where there are forty-cight. It would also strengthen the weakest
link in the chain of Governments in Federations — Local Authorities
which are often small and financially most weak. Such an authority
would undertake (1) research on the collection, incidence and effects of
taxes; (2) the education of public opinion by deft publicity. The
authority would have to be official and staffed and paid for on an agreed
basis by the Federal, State, and if possible also by T.ocal Authorities. At
the outset its cost may be defrayed by Federal and State authorities only.
Its personnel need not be large. The recent American Conmittee suggested
three members — one to be appointed by the President of the United
States, one to be selected by a conference of delegates named by State
governors, and one named by these two. All three members were to be
suitably qualified in the field of intergovernmental financial relations.
This body of experts was to be assisted by a Council affording “ direct
representation of Congressional committees and recognised organisations
of State and Local and Federal officials. Further representation for
municipalities might also be secured by a provision requiring that one of
the three experts be especially informed on municipal affairs.”

The substance of the whole matter shows the necessity of a complete
change of outlook, a revolutionary change, in intergovernmental financial
relations. In thirty years’ service under the Crown in India, where the
writer served under the Central Government - - the Government of India
— and under Provincial Governments — the Government of Bengal and
the Government of Bombay — the urgent reform of a change of attitude
was evident, especially since the granting of provincial self-government in
192], consequent upon the Government of India Act, 1919. A colleague
from the Home Civil Service who founded the Labour Office of the Govern-
ment of Bombay with the writer in 1921 went to discuss matters with
the Central Government and on his return to Bombay was asked by His
Excellency the Governor why he had been so long away. “ We know the
Government of India.” * Yes,” said my colleague, *“ when I arrived in

New Delhi I was told ¢ We know the Government of Bombay *.” It is
R
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true that the Government of India, as already pointed out in Chapter VII,
had the elastic revenues including income tax, whercas the Provinces had
with comparatively inelastic revenues to finance the expanding nation-
building services. As a result of the Niemeyer award they had access
to income tax. Similarly in Canada and Australia the proceedings of
Premiers’ Conferences show the same rivalry. The same lack of seeing
the other man’s point of view is seen in the United States. ‘ The American
governmental system has not been viewed as a unit by most public officials,
with loyaltics evoked and encouraged for the entire system. If the mayor
of a municipality belicves that a change in the Federal income tax would
embarrass his own Government, he is likely to feel no great concern as
to whether the change is needed to strengthen and equalise the Federal
system of personal taxation. Federal administrators show equally un-
fortunate blind spots. Very often they lose, in addition, a proper sense
of proportion, and conclude that all wisdom and authority are concen-
trated in Washington. State officials who object to this frequently show
the same attitude in dealing with municipalities. Some of this is but the
inherent limitation of human beings. But much of it could be eliminated
by more conscious effort.”

The great point in favour of a Federal-State Financial Authority is
that it will meet the need of to-day — continuous and constant co-opera-
tion at a time when Federal and State relations demand a new outlook
and when inter-State relations must be so close that inter-State rivalries
and inter-State trade barriers require an antidote. Co-operation must
not end with this institutional change. Non-official bodies of all kinds
such as the Council of State Governments in the United States, and
official bodies such as the mecetings of State Premiers in Canada and
Australia with the Federal Government, together with every possible
step to create public interest and disseminate information, must continue
in all directions.2 The old Federalism in which the Federal Government
and the States or Provinces each went their separate ways without much
regard as to what the others were doing is giving place to the new
Federalism, a co-operative Federalism. With the development of social
security and of business of all kinds in the Federations in the last decade
there must be this co-operation to carry out functions which neither the
Centre nor the States can do alone. Uniform or at least integrated action
on common problems is vital.

1 Senate Document, No. 69, 78th Congress — Report of Committee on Infer-
governmenial Fiscal Relations, Washington, 1943, vol. i, chap. i.

2 Cf. Tax Yields, Annual Tax Collection Statistics for the various Units of Government
in the U.S.A.: Philadelphia, Tax Institute of the University of Pennyslvania. Taz
Systems of the World, the annual publication of the Tax Research Foundation, prepared
under the direction of the New York State Tax Commission. Chicago (Commerce Clearing
House, Inc., of the Corporation Trust Co.).



CHAPTER I1X

SPECIFIC PROBLEMS OF INTERGOVERNMENTAL FINANCIAL RELATIONS

I. THE DIFFICULTY OF GENERALISING ON SPECTFIC PROBLEMS

Praro in the Republic reminds us that the philosopher is one who takes
general views and Adam Smith in his Essay on the History of Astronomy
always looks for “ connecting principles ”. These are difficult indeed
when we deal with specific expenditures and specific taxes in inter-
governmental relations. The reason is not far to seck. In the first place
the Federations differ in a large degree historically, cconomically and
financially. Their economies, too, are made up of a number of diverse
and highly specialised areas. A very large proportion of thc surplus
income of the country is concentrated in a few areas and planning i
terms of an integrated Federalism is most difficult. What applies to ono
country may be unsuitable for another. As a result of national policies
and of the specialised nature of the resources or industries of the regions,
the States or Provinces while dependent on cach other are, at the same
time, notably in the United States, Canada and Australia, widely different
in economic strength and taxable capacity. It is, therefore, difficult for
the Federal Government to insist on equal standards everywhere. The
more prosperous States or Provinces in a Federation have to bear burdens
heavier than those of the poorer, which sometimes are inclined to think
that they are completely disregarded by their wealthier neighbours and
that they must be content with inferior social and developmental services.
To-day more than ever before there is in Federations a demand for the
better distribution of governmental burdens in all layers of Government,
for a fairer distribution of social benefits, for a more equitable tax system,
and for a financial policy which will stimulate and not depress the national
income. The war has quickened this demand. As Adam Smith reminds
us in his Wealth of Nations (which “ declined into the world” on 9th
March 1776, a few weeks after Gibbon’s first volume of his masterpiece
was published), ““ The expense of government to the individuals of a great
nation is like the expense of management to the joint tenants of a great
cstate, who are all obliged to contribute in proportion to their respective
interests in the estate. In the observation or neglect of this maxim
consists what is called the equality or inequality of taxation.” !

These facts have to be remembered when the problem of inter-
governmental financial relations as applied to specific expenditures and
1 Book V, chap. 1, Part ii.
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specific taxes is discussed. The student of Federal Finance requires in a
high degree in this part of his subject what Cavour called *“ tact des choses
possibles . What is flawless in logic is not always practicable and we
must know the illogicality of facts. We should have the instinct for what
is possible. “ Very pretty,” as the late Lord Milner used to say, ““ but it
won’t work.” It is not an easy matter to do what the lumberman does
in a log-jam and pick out the key log which, once moved, sets the rest
going. We have, for example, the highly centralised type of Federation
in the U.S.8.R., the German Reich and the Union of South Africa. The
U.S.S.R. has onc Budget which consists of the Federal Budget and
the budgets of the sixteen federated republics and their Provinces. The
Government of the Union fixes the taxes of the whole Union and agrees
to the levying of supplementary taxes to satisfy the requirements of the
federated republics. The Budget is approved by the Central Executive
Committee (ZIK-USSR). In addition to prescribed shares, the republics
may retain surpluses of their own and levy special taxes.! In the United
States of Venezuela State and municipal taxation is of little importance
because the States and municipalities follow with very few exceptions
the Federal jurisdiction under the Constitution “in all that is related to
the legislation of the principal taxes ”. The taxes are almost entirely
indirect. In the United States of Mexico and in Switzerland, on the
other hand, the States and municipalities have their own tax systems in
addition to the Federal which relies on the taxation of land, corporations,
incomes, stamps, films, and a tax on the exportation of capital or income,
known as the absentee tax. The United States of Brazil, under its Con-
stitution of 16th July 1934, has exclusive power to levy certain taxes, such
as consumption taxes except on gasoline, and taxes on income and rents
except on income from real property, but it has concurrent power to levy
taxes except those reserved exclusively for the States. Some Federal
Governments have far greater taxing powers in relation to functions
requiring expenditure than the States, as in the Commonwealth of
Australia, and devices referred to in Chapter V have been used to dis-
tribute Commonwealth or Federal revenue to the States. For the duration
of war in Canada and Australia the Federal Governments have federalised
part of the Provincial or State tax systems, but these, unlike the United
States, have a highly developed system of grants from the Centre, and
Provincial or State income tax rates were substantially higher than in the
States of the American Union. State and Local autonomy in Canada and
Australia is also less developed than in the United States.

1 For a detailed analysis of the tax system in the U.S.S.R. see the tax chart in
Tax Systems of the World, published by the Tax Research Foundation, Chicago (Corporation
Trust Co., 205 W. Munroe Street).
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1I. Poricy anp PusLic EXPENDITURES

Conflicts in intergovernmental financial relations arise from public
expenditures as well as from taxes. In recent years expenditures on
social and developmental services have increased at an extraordinary rate
in several of the Federations studied, e.g. in the United States, Canada
and Australia. “In the particular circumstances of a given age or
nation,” wrote John Stuart Mill in the last chapter of his Principles,
“ there is scarcely anything really important to the general interest which
it may not be desirable or even necessary that the Government should
take upon itself, not because private individuals cannot effectually per-
form it, but because they will not. . . . In many parts of the world the
people can do nothing for themselves which requires large means and
combined action. Al such things are left undone, unless done by the
State.” This appeared in 1848, and about a century later, remembermg
the tremendous changes in educational and other expenditure on the
social services, especially unemployment relief, we have seen increased
expenditures on social and developmental services which would have Leen
regarded even a decade or so ago as impossible. Kducation and welfare
services on a national basis cannot be left to State or Provincial or to
Local Authorities. New factors have been introduced into a more highly
geared and vulnerable mechanism as a result of industrial and agricultural
specialisation. Mass unemployment is a national business and not a
local one and is concerned with more than providing subsistence for its
vietims. It is concerned with national financial policy—monetary and
exchange policy, national taxation, deficit financing taritt policy and other
weapons in the national armoury. States and Local Authorities are
interested in the highest possible standards of living and national sccurity,
and many of the social services are best administered by co-operation
between the layers of Government so that due heed 1s paid to local circum-
stances. The following two tables bring out the importance of social and
developmental services and the differences existing between the Federal
systems studied. They refer to the pre-war years. The table relating to
the war years is given in Part III. The changes in the war years are strilf-
ing, especially in the United States. In the year ending 30th June 1944 it
is estimated that the aggregate expenditure of the Federal Government will
be $106,000 millions, and taxation $38,000 millions, leaving a deficit of
$68,000 millions. Thus 36 per cent of the total Government expenditure
was met by taxation, as against 47 per cent in Canada and almost 52 per
cent in Great Britain. The national income is estimated to reach a new
high record of $150,000 millions. The Public Debt on 1st July 1944 is
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likely to be $206,000 millions. The classification of the expenditures has
been explained in Chapter II.

TABLE I

CoMPARATIVE TABLE OF EXPENDITURES FROM REVENUE IN RELATION TO THE
NATIONAL INCOME, ToTAL FOR ALL GOVERNMENTS, 1937-38

! Per cent of the Natimml Income
l' gg;::’g Canada | Austraha %’:{l‘: India
i1 anary Functwns
! Legislation, administration,
! justice, pensions, cte. . 4 51 3 3 3
i Defence 1 1 1 * 3
% Debt services . . . 2 6 7 3 1
|
| Total, Primary Functions 7 12 11 6 7
2. Secondary Functions :
I (1) Social Services
! Education . . 3 3 2 3 1
| Unemployment rellef . 3 3 1 *
! Other . . . 2 3 4 2 1
% Sub-total, Social Services 8 9 7 5 2
i (2) Developmental :

Transportation 2 2 2 2 2
| Other 4 1 2 1 1
I
i Sub-total, Developmental 6 3 4 3 3
!
L (3) Miscellaneous . * .. 1 * *
| Total, Secondary Func-
! tions . . . 14 12 12 9 5
é Less Duplications .
i
i NEeT ToTAL EXPENDITURE . 21 24 23 15 12

' National Income (in millions) . | $69,400 | $4300 | £796 £370 [Rs. 19,000,

* Less than 0 5 per cent.

The characteristics of each Federation’s public expenditures have been
dealt with in the chapters in Part I. The following points in recent years
are of special importance. In the first place there has been an element
of flexibility in the interpretation of the Constitution, especially in the
United States in regard to the New Deal. Direct Federal assistance has
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been extended, and since the great depression grants-in-aid have been
more common than was formerly the case. In Australia the system of
grants-in-aid has been specially noticeable. Much still remains to be done
to provide national minima without burdening Local Authorities. This is
especially desirable in the sphere of education, above all of elementary
education. The economic and cultural value of such a policy on the part
of Federal Governments cannot be over-estimated. The Intergovern-
mental Fiscal Relations Committee of the American Treasury made a
recommendation which has reference to Federations generally on the
subject of Federal assistance : ‘‘ Unemployment is a national problem,
and important advantages would result from changes which would put
the Federal Government in a position to develop its social sccurity system
as a whole. On the other side, the interests in experimentation, participa-
tion and adjustment of programmes to local diversities may be cited. A
law suited for New York may be badly adapted to Nebraska. Were the
programme to be inaugurated now, it is probable that a national system
would have the preponderance of advantages. Since the States have been
granted the leading role in the system, they should be given time and
Federal assistance to demonstrate whether they can handle it successfully.
Constant threats to federalise the function will only interfere with cordial
Federal-State relations.” ' The Committee also holds that a very strong
case for a functional transfer can be made to make 1t incumbent on
Corporations doing an inter-State business to secure a Federal charter.
This, however, is a point to which reference has heen made in the previous
chapter when dealing with the general problem. The Royal Commission
on Dominion-Provincial Relations in Canada 2 would centralise to a degree
which might interfere with the real democratic working of the lower
layers of Government by its proposition to relieve the provinces and
municipalities entirely of the burden of relief for the employable unem-
ployed and their dependants and at the same time assume the whole of
the provincial but not the municipal debts, except in Quebec where the
provincial debt bears an unusually low proportion of combined provincial
and municipal debt. The Dominion in the case of Quebec would assume
40 per cent of the net cost of the combined provincial and municipal debt
service. The Dominion, as we have scen, was to ask the Provinces to
withdraw from certain important tax fields and to surrender existing
subsidies and give to certain Provinces a National Adjustment Grant.
The Dominion Government accepted the Report, but owing to opposition
from some Provinces decided to take over for the duration of the war

! Senate Document No. 69, 78th Congress — Report of Committee on Inter-
governmental Fiscal Relations, vol. i, Major Contlusions and Recommendations, chap. vi
(Washington Treasury Department, 1943).

2 See Appendix I.
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income taxation on payment of an agreed annual sum to the Provinces.
It is questionable whether so great a change as the Royal Commission
envisaged is in the long run in the interests of Federal expendituces,
especially where State and Local autonomy is developed. Are not. other
co-ordination devices preferable ? In war-time we are apt to believe that
Federal Governments are so predominant that the day for Provincial or
State autonomy and for Local self-government has entirely gone. As
stated in the previous chapter this is a fallacy, since these other layers
of Government can spend, all things considered, wisely. There cannot
be a completely clear-cut solution of Federal expenditure.

III. Poricy AxD Specivic TAxes

KEmphasis has been laid in the previous section on the importance of
public expenditures in intergovernmental financial relations because
these functional expenditures play a great part in the relations between
layers of Government in Federations. They are important for another
reason. These expenditures must be examined before we come to definite
conclusions on the burden of taxation. Those who arc at the bottom of
the income scale pay mostly in indirect taxation, in the form of taxes on
consumption goods, but, on the other hand, they receive free educational
benefits and other social services of value. It will be noticed in Table IT
above that the distribution varies not only between the different layers of
Government but also between the different Federations. Some have, for
example, high expenditures on the social services or on developmental
services, while others have scarcely any or comparatively little. Some
spend much on education, others on defence and so on. We are here
dealing with specific taxes and intergovernmental relations in regard to
those taxes which overlap and, because of their overlapping, bring about
conflicts. Of these the most important are the progressive taxes — income
and death or inheritance taxes ; taxes on property ; corporation or busi-
ness taxes; and mainly consumption taxes such as those on liquor,
tobacco, gasoline and sales. Pay-roll taxes in the United States are also
combined Federal and State taxes.

The following table shows at a glance the tax structures of the Federa-
tions studied with the distribution of the taxes among the various layers
of Government—Federal, State and Local Authorities. When placed side
by side, the differences between the structures arc striking a.Tld the over-
lapping jurisdictions are cvident. The basis of the classification has b('aen
described in Chapter IT. The main idea is to show the degree of progression
or regression of the taxes, as well as the spread of the taxes among the
various layers. It is with this latter point we are now mainly concerned,
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but we cannot be blind to the camulative effect of the taxes in each layer
of Government and in cach group. As one’s eye runs down the table, one
is struck by the lack of progression in some Federations, as for example in
Canada and India, and how much of the taxation is on costs rather than,
as in the case of income taxation, on surplus or net incomes. Taxes on
business based not on net income but on arbitrary capitalisation of mcome
and taxes which increase the cost of living at the subsistence level and
increase wage costs are taxes on costs. Ifficiency in taxation is not merely
efficiency in collection but efficiency m the sense of collecting it with the
least burden on the national income. Lacl of co-ordination and a high
number of taxes affect the efficiency of a tax system positively through
restriction on production, and therefore on employment and also on invest-
ment. It may also be said to affect it negatively by the fact that financial
policy is not used to increase the national income. These facts have to be
remembered in dealing with the problem of conflicts in regard to specific
taxes in the four groups of taxes in the table — progressive taxes, taxes
on property, taxes on business and consumption taxes.

The co-ordination of progressive taxes — personal income taxes and
succession duties or death taxes — is the most important problem awaiting
solution in Federal finance. It has to be considered from a pragmatic or
realistic point of view, and this means that an analysis of each Federation
must be undertaken separately. The science of Public Finance and especi-
ally the taxation part of it is not in the strict sense of the term an exact
science.

I'ncome Taxes

Take, for example, the taxation of income. Tn a Federal cconomy the
difficultics of this, the most fair and most highiy developed instrument of
taxation, are serious tax injustice and friction among competing taxing
authorities in an integrated and complementary economy. In the United
States about two-thirds of the State Governments levy income taxes. In
Canada all Provincial Governments except Quebee, Nova Scotia and New
Brunswick have recourse to this form of taxation. All the six States of
the Australian Commonwealth have income taxes which, especially in
Queensland and New South Wales, were important. During the present
war the Federal Governments in Canada and in Australia have taken
this head of taxation to themsclves and compensated the Provinces
and States in order to get the greatest possible revenue collected with
the maximum of cfficiency. The variation in rates between the Federal
tax and those of the States or Provinces and in some cases between
Local Authorities and the division of jurisdiction have led, especially
in the higher ranges of income, to great inequalities. Even before the
war the Canadian Dominion tax was one of the highest in the world,
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for the largest incomes and the combined Dominion-Provincial tax in
Manitoba, Saskatchewan, Alberta and British Columbia was, as shown
in Chapter IV, the most burdensome in any Federation, varying from
33 per cent in Nova Scotia to 58 per cent in Saskatchewan. There
were also great differences in exemptions. In Alberta and British
Columbia no exemption of Dominion income tax paid was allowed, while
exemption was permitted in Ontario. When the definition of income varies,
tax-collecting offices, increased costs of audits, unnecessary costs and
annoyance of tax-compliance to taxpayers result. Income taxation to-day
is regarded as the equaliser of the whole tax system, but it cannot be so
in the above circumstances nor when there are heavy tax burdens on
business costs, marginal industry and on the lowest income groups in
which the burden of consumption taxes is heavy. Those in favour of
having this instrument of taxation under one authority emphasise the
importance of the rate of progression which results.

No single method of co-ordination applicable to all Federations is
possible. One method, however, is for the whole of income taxation to be
collected by the Federal authority and for the States or Provinces, as in
India, to get a share. Asyearsgo on, Federal Governments will have to assist
the social services to a greater degree than obtains to-day and States them-
selves may wish to have more access to progressive taxes. It is, therefore,
suggested that these units be permitted to add a percentage to the Federal
tax, due care being taken to avoid differences among the units as regards
rates and jurisdiction. A generally applied standard avoids jurisdictional
conflicts. Where this is not the case, as in pre-war Canada and Australia,
tax injustice is bound to arise. A second proposal to avoid conflicts is for
the Federal Government alone to levy the tax. This is the recommenda-
tion of the Canadian Royal Commission on Dominion-Provincial Relations.
The Provinces are, it is proposed, to cease to use this form of taxation. An
exception is made permitting them to levy a proportionate tax on wages
and salaries to meet premiums for social insurance within provincial
jurisdiction. The Commission bases this recommendation and indeed
those regarding the withdrawal of the Provinces from the field of corpora-
tion taxes and inheritance taxes, on two grounds : (1) the withdrawal is
part of its Financial Plan under which the Dominion will assume all dead-
weight provincial debt, responsibility for unemployed employables, and
new National Adjustment Grants to certain Provinces; all Provinces,
therefore, receive a quid pro quo for withdrawal from these fields: and
(2) equity between different Provinces and the exploitation of the tax with
the least harm to the national income will be achieved by a single jurisdic-
tion administering the tax. It must be remembered that in Canada as in

1 See Appendix 1.



CH. IX INTERGOVERNMENTAL FINANCIAL RELATIONS 203

Australia there is a well-developed system of grants-in-aid from the
Central Government to the Provinces or States, and the tradition of
Provincial or State and indeed Local autonomy is not so deep-rootea as
in the United States. There is another point to be considered with care.
Should, from the point of view of self-government in the units, access to
progressive taxation be withdrawn ? The value of State or Provincial
independence in financial affairs cannot lightly be set aside. The advan-
tages of the Federal Government’s assuming the role of sole authority in
income taxation have to be set againgt the disadvantages of such a policy.

A third method is a method to continu: but to improve greatly the
collection of income tax by both Federal and State or Provincial authorities.
In the United States, for example, the withdrawal of State authorities
from the field of income taxation would be outside the realm of practical
politics because of the importance of income taxation in State taxation,
and also because of the large measure of financial independence on the
part of the States, a growth of over a century and a half. In the United
States, too, there has developed a system of co-ordination (e g. in regard
to income tax deductibility), although co-ordination in administration
and in other directions is still far from what it might be. There is much
room for the development of co-operation between the Federal Government
and the States and between the States themselves. TFor example, the
principle of deductibility could be extended. It should be the rule that in
calculating taxable income not only should the Federal tax paid during
the year be deducted from the income before arriving at the State taxable
income, but the reverse process should be universally applied in all the
thirty-five States where net income taxes prevail. The States themselves
should see that this principle is enforced between one State and another.
Here the Federal-State authority would be useful in avoiding problems
such as conflicting jurisdictions, high compliance costs, and inter-State
competition. An alternative would be to use the Federal tax as the basic
one for all States and by a great improvement, much overdue, to make
the State tax a supplement. The principle of deductibility has the addi-
tional advantage that it prevents the combined Federal and State rates
becoming confiscatory. It is a curb to tax avoidance by migration and
also reduces the amounts which the Federal Government collects from the
taxpayers of income tax levying States than from those in non-levying
income tax States with equal incomes before taxes are paid.?  The most

1 Cf. Senate Document No. 69, 78th Congress — Report on_ [ntergovernme ual .chal
Relations, vol. i, chap. iv: “If each Government allows the deduction of taxes paid the
other, the combined load of an 80 per cent Federal and a 15 per cent State rate is only 80-7
per cent (77-3 per cent Fedoral and 3-4 per cent State). . . . At the $5000 level, the differ-
ential in total ncome taxes between a New York and non-mncome tax State taxpayer (194:?;
rates) is 1-1 per cent of net income and 147 per cent of the total tax of the latter taxpayer.
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desirable form of co-ordination, as will be clear from what has been said,
is in administration. State supplements would hardly be possible without
uniformity and a considerable improvement in administration. In this
connexion the Committee on Intergovernmental Fiscal Relations stated,
“ A sound precedent for delegated administration has evolved in both
Canada and Australia, and the development of joint administration has
been suggested as an improvement upon these successful experiments.
Utilisation by the States of Federal income tax information is already
developed to some extent and some informal co-operation between
administrative staffs now occurs. But the field hasscarcely been scratched.
Joint returns, joint audits, joint use of personnel and more uniform laws
are a few of the possibilities,” and on the subject of multiple taxation
added, * Jurisdictional conflicts constitute a problem in which the
Federal Government is most strategically situated to make decisions.
The rules that should be applied and the means of promoting them must
remain somewhat vague for the present. But the outlines of a desirable
procedure are fairly clear. They call for (1) conference and consultation
between Federal and State officials as to acceptable uniform jurisdictional
rules ; (2) joint promotion of the adoption of these rules; (3) acceptance
of Federal arbitration in cases of dispute ; and (4) Federal development
of incentives for State compliance. The Federal Government should
gradually develop techniques to purchase compliance with such rules
regarding jurisdiction as it may establish, ¢n consultation with the
States.” 1

The position, in short, is that the income tax in some Federations is
so important to the States that it cannot be a purely Federal head of
revenue. Take, for example, the United States. The following table
shows that income tax was the second most important tax in 1940 in the
tax structure as a whole, and the fourth most important State tax.

It is being increasingly realised that too much time has been wasted
in the past in conflicts on income tax by attempting a comprehensive
single plan for immediate adoption so that one layer has the whole field
of income taxation. In Federations a single uniform Federal tax is not
always possible. Where it is, the States may be permitted to add a supple-
ment under definite conditions. In the majority of Federations, however,
the goal should be a uniform Federal and State income tax, and to achieve
this continuous and exhaustive consultation with the States is desirable
and a Federal-State authority would greatly advance this. The revolu-
tionary change in attitude has been emphasised in the previous chapter.

1 Report of Committee on Intergovernmental Fiscal Relations — Major Conclusions and
Recommendations, vol. i, chap. iv.
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TABLE 1V
UNITED STATES TAXES IN ORDER OF IMPORTANCE IN 1940

($ millions)

Tax . - I:ocul‘ o \ .
- Tederal State (E}(I::\:tll'lxlnl:;‘vl(\lt; T'otal l Percentage
A t -
Property . .. 240 445 | 4685 | 36
Income . . . ] 2130 369 20 2,619 20
Gasoline . . 257 8563 5 1,115 9
Alcoholic beverages . 624 244 4 872 7
Tobacco . . . 608 98 .. 706 5
Sales taxes . . 28 491 70 589 4
Motor vehicle . . 119 412 2 533 4
Inheritance, Estate and
Gift . . . 360 116 .. 476 4
Customs . . 350 .. . 350 3
Other . . . 384 444 200 1,028 8
ToraL . . . | 4860 3267 4746 12,873 100 i
Percentage of total, ex- : |
cluding pay-roll taxes 38 25 37 100 }
Percentage of total, in- !
cluding pay-roll taxes 39 J 28 33 100 ’
Source -—Tax Yields 1940
Note —Income tax mcludes personal and corporate mcome tases based upon net meome  Pay-roll
taves in 1940 were Federal $838 millions, State %851 mllions, a total ot $1689 mthons (Old Age
Benetits $605 milhions, Unenployment $108¢ nulhions).
Death Tazes

In the United States death taxes are levied by the Federal as well as
by State authorities. The Federal Government levies an estate tax, a
progressive tax, on thc entire estate regardless of the division of the
estate among successors, and it grants a credit for State death taxes to
those States which levy a similar estate tax vither as a substitute for an
inheritance tax or as asupplement toit. The result has been that all States
except one (Nevada) levy death taxes either in the form of estate or
inheritance taxes, both being paid after death. The estate tax is levied
on the whole estate, while the inheritance tax is graded according to the
individual bequest and the relationship of the successor to the deceased.
Death taxes are supplemented by gift taxes, as in the case of the Federal
gift tax and some of the State taxes. In Canada inheritance taxes are a
provincial head of revenue, although the Royal Commission on Dominion-
Provincial Relations recommended, as we have seen, that it should be
solely a Federal tax. The Constitutional limitation that the Provinces are
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restricted to “ direct taxation within the Province ” has been a fruitful
subject of legal decisions as to the validity of provincial statutes in this
regard. In the competition for revenues difficulties of double taxation,
impediments to the free movement of capital and excessive costs of tax
compliance and administration have arisen. Two estates of the same
amount even in the same Province are differently taxed. If the deceased
was domiciled in one Province and the beneficiaries are in that Province,
the estate is taxed once. Ifin several Provinces the estate is taxed by each
Province on the assets situated within it, and it will be taxed on the
transmission of the property to the beneficiaries in the Province in which
they reside. The application of rules ascribing an artificial situs to
intangible personal property such as company shares and moneys payable
under insurance policies, as well as the taxing of real property and tangible
personal property, have given rise to conflicts. The absence of reciprocal
agreements among Provinces and delays owing to administrative regula-
tions have added to the difficulties already noted. In Australia there are
Federal and State duties which were in the period 1926 to 1935 from 1-8
to 3-8 times as large per capita as in Canada. In South Africa the duties
are Federal. In India this form of taxation is provincial, as in Switzerland,
but it is as yet undeveloped, although the making of all successions liable
to taxation as well as the imposition of an estate duty even on the joint
Hindu family are feasible ! and await the sickle of the tax-gatherer.

No clear-cut principle can be laid down as to the federalisation or the
reverse of the tax. Much can be said for making the tax a Federal one
whether it is levied on the corpus of the estate (an estate tax) or on the
shares passing to beneficiaries (an inheritance tax, succession or legacy
duty). It will do much to avoid conflict among State or Provincial
Governments and unfairness and inequality. In addition to the criticisms
already made in regard to the systems in Canada and Australia, there are
those concerning (1) the inequality of the yield as between provinces ;
(2) the Federal Government in most Federations being responsible for a
large part of the cost of social security ; and (3) the detrimental effect of
the present system on the national income. In regard to (1) nearly nine-
tenths of succession duty collections between 1926 and 1939 were collected
in Ontario and Quebec, while in the same period these Provinces produced
65 per cent of the national income. If the tax were made entirely Federal
the variability would not unbalance Federal revenues as it does Provincial
revenues, for Dominion revenues are so much larger and the base would be
much larger, covering a wider population. In regard to (2), the nine
Provincial Governments of Canada cannot meet the cost of the responsi-

1 See G. Findlay Shirras, Science of Public Finance, vol. ii, chap. xxiii, p. 567 (1936,
London, Macmillan & Co.).
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bility of unemployed employables, and already before the war the major
share was being borne by the Dominion Government. Ixcessive rates ot
death taxation, as in the case of income taxation which makes the taypayer
refrain from earning additional income, may lead him to avoid accumu-
lating wealth and instead to buy annuities. An alternative schcme would
be for the Provinces or States in consultation with the Federal Government
to come to an agreed policy of death taxation for all Provinces or States
and for the Federal Government to collect the tax on its own behalf and
on behalf of the Provinces or States. The American Committee in its
Report realised the truth of this when it said, *“ on strictly logical grounds
a very strong case could be made for separation of sources as a co-ordina-
tion device in the death tax ficld. If this were recommended, the Federal
Government would be the choice as the taxing unit. The State tax is
plagued by interstate competition and multiple taxation, and especially
by the fact that estates are highly concentrated in a relatively few States,
though the wealth represented may have been accumulated over a much
wider area. On the other hand, the States, with one exception, have a
proprietary interest in this field and any proposal for surrender would
rouse intense antagonism. Moreover, any method of getting the States
out of the field, short of a constitutional amendment, would involve a
distribution of 1evenues not very different from the present.” 1

Death taxes are co-ordinated in some Federations by a system of credits.
The deceased’s estate tax is given a credit against the Federal tax to the
extent of death duties paid to the States. This applies to the Federal
Estate tax but not to the gift tax, although there is no reason why it
should not be extended to the latter. A credit computed under the
Federal cstate tax is allowed up to 80 per cent. When a credit is in force,
a Federal Government should, in consultation with the States or units,
arrive at an agreed method of exemptions, common to both the Federal
Government and the States, and the Federal Government should broaden
it (1) to secure single administration and (2) to avoid multiple taxation.
There is no reason why the Federal Government should be responsible
for administration, but it should determine the taxpayer’s liability to the
States. Alternatively the Federal-State financial authority may be
entrusted with the administration of the tax. A thorough overhauling
of the system is overdue in most Federations. Its introduction in
countries which are of industrial importance and in which death taxes
have not yet taken their due share in the tax system should be seriously
considered. India is a case in point.

1 Senate Document No. 69, 78th Congress—Report of Committee on Intergovern-
mental Fiscal Relations, Major Conclusions and Recommendations, vol. i, chap. iv.
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Business Taxes

The present position of business taxes from the viewpoint of inter-
governmental financial relations is, to parody Pope, a mighty maze without
a plan. In addition to Federal and State corporation income taxes there
are taxes levied on capital, the number of branches, gross revenue,
physical volume of output, mileage of track or wire, mileage worked, note
circulation, volume of deposits, and insurance premiums. These taxes
are levied on a plethora of concerns such as banks, insurance companies,
transport, tclegraph and telephone companies, gas and electric power
companies, chain stores and miscellaneous companies. The basis of
taxation varics and may be said to run counter to the canons of taxation.
The Federal tax was in origin a part of personal income tax, but the
two taxes are now independent, dividends being taxed under the personal
income tax and the corporation tax being levied on corporations qua
corporations, 4.e. business is taxed as such. Provinces and States look on
business as a goose which lays the golden eggs and do not care how much
cackling takes place in plucking it. The result is not only complexity
but black chaos in the competition for revenue. Federal-State co-ordina-
tion, in the absence of any strong policy from the Federal Government,
is most difficult. It goes without saying that business is accepted as a
subject suitable for taxation, and this is, without the present disadvan-
tages, possible by direct taxation. Not only are investments in different
Provinces taxed at different rates even in the same class of business, but
different forms of business in the same Province are subject to different
rates and businesses operating throughout the Federation are taxed twice
and three times without relation to net income. In these circumstances
tax compliance is high. _

How is this inequity, divided jurisdiction, increased business costs and
the eradication of the marginal firm to be overcome ? One solution is a
uniform centralised system based on net income. Corporations, therefore,
operating at a loss would not be taxed. A general business tax levied by
the Federal Government and shared with States and Local Authorities is
the ideal. The States and Local Authorities would vacate gross and net
income taxes, capital stock taxes and other taxes on business. This does
not mean that bona-fide Provincial or State and Local licence fees, real
estate taxes and consumption taxes collected through corporations would
beexcluded. State or Provincial taxes on business are, as a rule, vexatious,
detrimental to the expansion of the national income and are, as we have
seen, a source of inter-State or inter-Provincial jealousy. They are often
taxes on costs rather than on profits. Two recent authorities have
emphasised the necessity for correlation of taxes on business. The
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Canadian Royal Commission, as we have seen, recommended that the
Provinces should withdraw completely from the taxation of corporations.
Similarly the Intergovernmental Fiscal Relations Committee of the
American Treasury reported that a Federally collected tax with distribu-
tion to lower layers of Government may be the solution but added that
public opinion is not yet ready for such drastic action. Research would be
needed, as the change “ would involve heavy complications, including the
separation of business taxes from property taxes, Federal apportionment,
and the adaptation of the programme to the necds of the States. Against
these must be balanced compliance costs resulting from diversities,
injustices and losses of revenue owing to jurisdictional confusion, and the
repressivencss of State forms of taxation. A quantitative appraisal of
what these causes for action add up to 1s not possible without research
that cannot be attempted in an emergency hke the present.  The results
might support a recommendation for complete federalisation of business
taxes by application of a Federal sharing programme.” ' Until thns iy
done, the Committee suggests (1) better integration of the personal and
corporate income tax at the Federal level ; (2) State use of a system similar
to the Federal, with resulting possibilitics of joint administration, mitiga-
tion of multiple taxation and State supplementation; (3) research and
education in this whole field ; and (4) Federal incorporation of corpora-
tions engaged in inter-State business.

Nothing has been said about the excess profits tax which may or may
not be used beyond times of emergency. It has proved to be of great im-
portance in war fiuance and has values other than as a revenue-producer,
being an anti-inflation instrument. But it has been in recent years, where
industry is of great importance, a first-rate revenue-producer. The tax
captures, as its name implies, excess war profits as well as monopoly
profits that have slipped through the net of other controls and *“ windfall ”
income. In war-timc the principle is that no one should be allowed to
make cxcessive profits out of war conditions. A normal or standard profit
may be measured by reference to the profifs over an average of years, on
the supposition, of course, that the business was making normal profits
in those years. In fixing normal profits a percentage on the capital
employed may also be taken, but here discrimination between different
classes of businesses has to be considered. Other problems, such as the
rate of tax, the checking of wasteful expenditure, the items to be included
in computing capital, allowances in respect of wasting assets, the treatment
of new subsidiaries, are of great importance and have to by mentioned
only to show how essential Federal direction is. Here again the Federal-
State Authority, proposed in the previous chapter, will be invaluable.

1 Op. cit. vol. i, chap. iv.
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Taxes on Property

The high percentage which taxes on property play in Federal financial
structures is well seen in Table I1I, e.g. under the United States. Changes
have been developing in the present century in the oldest of the Federa-
tions studied so that the tax has become less and less a State tax and
more and more a Local Government tax, the States depending on such
taxes as the gasoline tax, the general sales tax, the income tax, the
motor vehicle tax and the pay-roll tax, each of which, as Table IV
shows, is more important than the property tax. In fact, the property
tax since the beginning of the century has fallen from 50 to 5 per cent
of the total of State revenues. It was in 1940 the largest single tax
of any layer of Government. The general tax is levied on all forms
of property —recal and personal, tangible and intangible, but, as the
experience of the great depression has shown, it is not a tax to depend
on and it makes one agree with Seligman who held that it was “ one
of the worst taxes known in the civilised world ’.t The method of
levying the tax, the numerous cxemptions, statutory limitations and so
on,2 coupled with the memories of New York City’s great difficulties when
the tax failed it just over a decade ago, are not peculiar to one of the
Federations but in some degree are common to all. The problem of Local
Government finance bristles with difficultics connected with this form of
taxation, and in the enquiries made, especially in regard to Australia and
India, statistical information has been sadly wanting. One of the first
reforms in Federal finance after the war should be research on local finance
with aview to improving the taxation available to Local Authorities, espeei-
ally cities. This, too, raises the question of better representation of the
Local Authorities in the State or Provincial legislatures which in the past
have curbed the powers of Local Authorities in regard to expanding the pos-
sibilities of property taxation and to the greater diversification of revenues.
Local Authorities should devise new sources of revenue which should cover
the vast body of its population without conflicting with Federal and State
taxes. They should also improve old sources, especially the property tax
and its administration. With great advantage they might consider a
retail sales tax, a tax on rentals of occupied premises, a development of
special assessments, unearned increment taxation, and, as in South Africa,
the taxation through public utilities by charging prices higher than are

1 Hssays in Taxation (9th ed., New York, 1921), p. 62.

2 See the comprehensive charts on property taxes, especially those of Professor Mabel
A, Magee, of Wells College, on Constitutional hmitations on municipal taxes, Statutory
limitations on property taxes of cities, towns, villages and townships of certain States and
on local property tax exemptions. Tax Systems of the World (The Tax Research Founda-
tion, 7th ed., Chicago, 205 W. Monroe Street), pp. 90-133.



cu.ix  INTERGOVERNMENTAL FINANCIAL RELATIONS 261

required to cover costs including depreciation of all kinds  Federal and
State Governments might also assist with grants-in-aid for unemployment
relief and more and better education. The entire question of excu ptions
also requires careful examination. This does not rvefer to exemptions
merely of individuals but also of Governments holding property other than
commercial or industrial enterprises (which should be taxed as private
property). Governments may make er gratia payments based on the
benefits from municipal services as well as on the nature of the property.
It should not be difficult to lay down general principles on exemptions
and on the methods governing the payments. A strict mterpretation of
property tax exemptions and a detailed examination of possible new
sources of independent revenue are much overdue. Greater co-operation
between Federal and State Governments with a view to grants in-aid
should also be worked out.

Consumption Taxes

One of the most arresting facts in the table of comparative tax
structures (Table IIT above) is the overlapping jurisdiction n regard to
consumption taxes (Group IV of the table). These consumption taxes in
some of the Federations studied are an important part of the whole, and
this is especially the case in India and Austraha, although in the latter
the States’ share is small. These taxes are in general regressive, v.c. they
take a larger percentage from low incomes than from high, although
as we have seen if sales taxes are omitted from necessities such as food
and if luxuries bear a high rate of tax, there is a degree of progression
even 1n regard to taxes on commodities. The importance of this group
of taxes in the present consideration is not whether they are regressive,
as indeed they are, or whether they are on costs rather than on surplus,
but is in regard to the conflicts caused by various layers of (fjovernment
levying the same tax. The solution of conflicts in the taxation of
selective sales taxes such as those on liquor, tobacco and gasoline, or
of general sales taxes or turnover taxes, depends greatly on histori-
cal and geographical factors in each Federation. Federations often
cover large arcas which differ considerably. In the co-ordination of
revenues this must never be lost sight of. As a general rule the wider
the jurisdiction the more effective the administration of the tax. This
does not mean that all taxes should be federalised as far as practlcable,
since what is aimed at in federal finance is an integrated system. It is
worth repeating that in every Federation there are fundamental conflicts,
and when conflicts are of this nature they do not admit of any single
solution.

These general principles may be illustrated by several of the taxes in
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Group IV, mainly consumption taxes, that are levied by Federal, State
and Local Authorities. Where the Federal Government and State Govern-
ments tax liquor there are almost certainly differences of outlook in
regard to the liquor question and this naturally causes differential
taxes in the units. Not infrequently there are inter-State barriers to the
trade. The history of the taxation of alcoholic liquor in the United States
may be cited as an example. Under prohibition the attitude of the States
was certainly not uniform, and in 1934 Federal collection and State
sharing was definitely negatived. The best method is to have reciprocal
legislation among the States and by conference and otherwise to under-
stand the other State’s point of view. One thing is very clear. There
can be no question of one layer of Government, say the Federal or the
State, taking to itself the ficld of liquor taxation. It is a suitable source
of revenue for all three layers — Federal, State (or Province) and Local
Authority.  Similarly, tobacco has, in some Federations in recent
years, been a popular source of revenue for both State and Local Authori-
ties. Here, however, there is room for Federal collection and State
sharing as (1) there is danger of evasion and (2) some units do not get
what they should from the tax. Even in the United States to-day State
tobacco administration is only between 70 and 80 per cent effective.’
Each Federation should weigh up the disadvantage, the curtailment of
State independence, with the advantages such as productivity and
efficient administration, and see whether this would not result in far more
grist being brought to the State mill and the mill of Local Authorities.
Another tax which overlaps is the stock transfer tax or stamp duty,
levied by the Federal Government and State Governments. On balance,
it might be said that the taxation of stock transfers may be left to both
Federal and State authorities. In the United States, however, where the
Federal Government and seven States occupy this ficld, it is held that the
combined Federal and State taxes are levied without regard to each
other and the combined tax is excessive. It has been suggested that a
credit should be given for State taxes against the Federal tax. The
Intergovernmental Fiscal Relations Committee think such a credit might
give rise to the States cxploiting this tax. It doubts if the burden of the
combined taxes is excessive, and even if it were this could be solved by
climinating the crudities in the present laws.  The Stock transfer tax,”
it concludes, *‘ because of its incidence, is best suited for national exploita-
tion, and on this ground separation of sources, with the tax to be levied
by the Federal Government, might be recommended. But New York
has a strong proprietary interest in its stock transfer tax and is not likely
to surrender it except under considerable pressure.” The tax is of far

! (f. Intergovernmental Fiscal Relations Committee’s Report, vol. i, chap. iv.
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greater importance to New York than to the Federal Government, and the
Committee concludes that in the circumstances forbearance, with most of
the restraint to be exercised by New York State, is recommended.

In recent years a tax suitable for States or Provinces has luen the
taxation of gasoline and motor vehicles. For the upkeep of roads and
other purposes it could be further developed in some Federations. The
growth of the gasoline tax in the Umted States has made 1t possible for
the States to relinquish the field of property taxation in favour of Local
Authorities, but it could be further developed. Some States have a tax
of only 2 or 3 cents a gallon while others have 6 or 7 cents, the average
being 3-85 cents a gallon.! The Federal Government as in other Federa-
tions is interested in the taxation of gasoline. It levies a motor vehicle
use tax ostensibly to finance Federal highway aid. The State motor
vehicle taxes are paid by users of the roads. The Federal Government
should vacate the field of motor vehicle taxation and it might be possible
for the States to be left with the entire taxation of gasoline, except perhaps
with the exception of gasoline used in aviation as has been suggested.?
The solution of the conflict will vary with cach Federation, but gaso-
line is a specially suitable head of revenue for State or Provincial Govern-
ments, and indeed for Local Governments, such as cities, in search of
funds. -

The revenue possibilities of goner\a’l sales or turnover taxes have proved
to be very great and all Governments, Federal, State or Provinces and
Local Authoritics, have competed in this field. The Federal Governments
in the Dominion of Canada and the Commonwcalth Government of
Australia have found the sales tax to be a good revenue-producer and
casy to admimster, although evasion has to be carefully guarded against.
The Federal Government of the United States has not so far levied this
tax notwithstanding the fact that twenty-three State Governments have
adopted it, and it is not improbable that some of the twenty-five remaining
States may find it a useful and much-needed source of revenue after the
war. Similarly in Canada many Governments may be compelled to use
it. The Province of Saskatchewan and the city of Montreal have alrcady
found that its virtues greatly outweigh its defects. The city of New York
introduced a retail sales tax in 1934 and found its revenue possibilities
very great. The experience of Federations in regard to sales taxatior
has been the same as Germany, the U.S.8.R. and other European countries
which introduced a turnover tax since the war of 1914-18 when the tax
was rediscovered. Sales taxation is one of the oldest of taxes and can be

1 For State gasoline tax rates vide pp. 168 and 224, Tax Sysiems of the World (Tth ed.,
Chicago, 205 W. Monroe Street).
2 Cf, Report of Intergovernmental Fiscal Relations Commuttee, vol. i, chap. iv.
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traced back to Athens, Egypt and Rome. It was introduced into Spain
in 1342 and was called the Alcavala. Adam Smith, it will be remembered,
criticised its costliness of collection and the inconvenience which it gave
to the taxpayer, but had he been living to-day he would have been struck
by the low rate of tax as compared with the rates that obtained at the
time when he wrote. The 8 per cent sales tax in Canada in the lower
ranges of incomes took in 1940 from 3} to 5} per cent of income, a higher
percentage than in other countries, before the war, and a percentage not
very different from the percentage taken by the pay-roll or similar tax to
finance social expenditures elsewhcre, and Canada has so far introduced
no such tax to finance expenditures of this nature.! The turnover tax
of the US.S.R., in the Soviet Union Budget of 1939 amounted to
no less than R.92,500 millions out of a total tax revenue of R.98,500
millions or, including health and insurance contributions (R.7000 millions)
and State industries (R.17,500 millions), R.123,000 millions. The tax,
which was established by a law of 26th July 1921, is divided between the
National and Local Governments and is collected under two main heads
subdivided into three and four sub-groups respectively. The main heads
arc “ Private business and industrial occupations >’ and “ Enterprises of
the socialised sector ”. Under the former small artisans, small traders
“ with push-carts, stands, mats on the ground or floor, not using other
help but members of their own families, or using not over 2-3 workers ”,
innkeepers in villages, petty brokers and agents, etc., are included, and
under the latter State monopolies, State enterprises not members of the
monopolies, mixed corporations (i.e. in which part of the capital belongs
to the State and part to private interests) and co-operative members of
the General Co-operative system are taxed. In the case of small artisans,
etc., the tax is arbitrarily fixed for each group and each locality within
limits prescribed by law, and in other cases on gross receipts. The rates
vary according to groups and industries or commodities. Invalids are
exempted, as are sales from one enterprise of the socialised sector to the
others if for the purpose of sale. The assessment is made by the People’s
Commissariat of Finance of the U.S.S.R. or of separate republics respec-
tively or Regional or District Officers of the corresponding Commissariats
of Finance. The State Bank and local offices of the Commissariat of
Finance are responsible for the collection of the tax, which is shared on

1 Before the war Canada was the only self-governing Dominion without a compulsory
contributory social insurance scheme of any sort, although there were provincial workmen’s
compensation schemes and non-contributory pensions for the aged at 70 and the blind
at 40. In July 1941 a national unemployment surance scheme, now covering over
three million workers, came into operation. In March 1943 the Canadian House of
Commons set up an all-party Special Committee to report on a national plan of social
security.
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a percentage basis. In 1937, the respective Budgets of the Federated
Republics were given shares varying from 154 to 882 per cent, the
balance going to the All-Union Budget.!

Federations in years to come are hikely to extend the use ci sales
taxation such as a retail sales tax because they are productive of revenue
and convenient. No objection as a rule is taken by the taxpayer, who
regards them as part of the price of the product. As we have seen, they
are regressive, those on the lowest incomes spending a greater proportion
of their income on food, clothing and other necessaries than those on the
higher incomes. For this reason, however, in times of depression, since
the poor are not exempted, the taxes are productive. They are good from
the administrative and from the tax compliance point of view. On the
other hand, it is sometimes argued that the tax is not a good tax since the
tax is pyramided. If it is collected from the manufacturer, each sub-
sequent dealer in it calculates his profit on the price which he pays, and
this price includes the tax, so that, if the tax takes a percentage of the
manufacturer’s price, the ultimate taxpayer pays approximately the same
percentage of the retail price. With a general retail sales tax this is not
a very serious criticism when revenue is requred. The main point to
emphasise is the necessity of getting a complete list of vendors, State and
municipal, and of keeping this severely up to date as old businesses dis-
appear and new businesses take their place. The co-ordination most
suitable for sales taxes in a Federation is without doubt joint administra-
tion. This not only minimises evasion but makes it possible to have a
single system of returns and of control. The Federal-State Authority
would be an ideal body to carry this out.?

With the development of social security after the war and the provision
of funds to implement this policy it is necessary to examine briefly the
pay-roll taxes of the United States. Whether we agree or not with the
explanation of the high sales tax in Canada, as suggested by the Royal
Commission on Dominion-Provincial Relations, that it renders unnecessary
a special levy on the part of the Dominion Government to meet the cost
of social security services, it is advisable from the viewpoint of conflicts to
examine the very productive pay-roll tax. The tax in 1910 was the most
productive after the income tax of individuals and corporations in Federal
revenues and in State taxes came second, being outstripped only by gaso-
linc taxes. In 1940 the Federal Social Security (1935) Old-Age Benefits
receipts amounted to $605 millions and Unemployment Compensation,
etc., $233 millions. The State pay-roll (unemployment insurance) receipts

1 Seo also Paul Haensel, “Recent Changes m the Sowiet Tax System,” Tares,
(Commerce Clearmg House, Inc., Chicago), Nov. 1941,

2 For further discussion, seo chap. xxv (Sales or Turnover Taxes), vol. ii, Science of
Public Finance, G. Findlay Shurras (London. Macmillan & Co.).
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were $851 millions. Old-age benefits thercfore brought in $605 millions
and unemployment insurance $1084 millions — a total of $1689 millions.!
In the same year the Federal old-age benefit was 2 per cent of the pay-roll,
half paid by the employer and therefore added to his costs, and half
deducted from the worker’s wage. The unemployment benefit tax was
3 per cent of pay-rolls and is a combined Federal and State levy. In
some States the tax is somewhat higher than 3 per cent. As in the estate
tax the Federal Government grants a credit and all States take advantage
of this pay-roll tax credit; even Nevada (which forgoes the Estate tax
credit) has agreed to this scheme of achieving uniformity. The Govern-
ment does not contribute to social security in order to lighten the burden
on the pay-roll and therefore on the employer. If the Government were
to do so, differential payments according to wages would have to end
as such payments could hardly be paid from tax revenues.

The main lesson of pay-roll taxes apart from the crediting device is
the great productivity of the tax. If this system of taxing for social
security Wg'mmm in other Federations the following points
should be considered : (1) Should the tax be completely centralised so that
administrative costs as well as the costs of compliance may be kept at a
minimum ? (2) If the tax is not centralised, how can the credit system
be best introduced with a view to the co-ordination of unemployment
compensation ? Could not the Federal Government lay down minimum
standards in regard to tax rates, benefits or reserves ? In some States in
the United States the threat of inter-State competition (to counteract
which the crediting system was introduced) has reappeared in the form of
merit rating schemes by which firms with good employment records obtain
a pay-roll advantage. Unfair competition of this sort leads to the under-
mining of standards, as the Committee on Intergovernmental Fiscal
Relations has emphasised. It has sometimes been suggested that the
rates fixed should be increased beyond the cost for social security. This
is indeed possible but it would change the whole object of the tax.

IV. ConcLusions

1. The main conclusion of this Enquiry is that by an analysis
tax structures of the Federal Governments of the United StatcsyCanada,
Australia, South Africa and India it has been possible to judg? the extent
to which taxes are progressive and which are OE—EBM rather than on
costs. In many ways this has necessitated much careful investigation
and analysis. The results, it must be admitted, have been worth while.
The division of tax reveniies among the main layers of government —

! For details see pp. 37 and 114, Tuz Yields (Tax Institute, University of Pennsylvania,
Philadelphia. 1941).
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Federal, State or Provincial and Local Authorities —— in the federations
studied has shown (a) the wide diflerences that exist and (n) the need
for reform of some taxes that are at present levied by the various Guvern-
ments. Table III in Chapter 1X on p. 250 shows at a glance the
revenue systems of the United States, (anada, Australia, South Africa
and India classified under the following heads -~ progressive taxes, taxes
on property, taxes on business and other taxes, mainly consumption
taxes. There are striking differences between Federations, some Kedera-
tions having a greater degree of progression than others, whereas others
such as India and, to a lesser degree, Australia favour taxes on consump-
tion which are, therefore, in the main regressive and on costs.

2. The tax structures, however, must be studied in relation to expendi-
tures and here again the diflerences between Federations are noteworthy.
Since the great depression which set in after 1929 and continued well
into the thirties there has been increased expenditures on the social
services. Table 11 in Chapter IX on p. 247 summarises the direction
of public expenditures classified under the primary functions of govern-
ment, and the secondary functions which are subdivided again under
(a) Social Services, (b) Developmental and (¢) Miscellaneous Secondary
Functions. Grants are also shown. It is therefore possible to form a
judgment of the public expenditures as a whole for cach Federation and
at the same time of their distribution among the layers of Government.
Data for war years are given as they are for revenues in Parts 1 and III.

3. The third most important set of conclusions is that dealing with
the 1ndebtedn.ess of Governments. The burden of public debts has been
examined in each Federation and it is clear that the burden in some
Federations differs considerably. Thus, in the case of India, the debt
is not only almost entirely internal — India since the war has turned
from debtor to creditor status — but it is productive to a degree higher
than that in any other country of the world. It is important, too, to
note the distribution of the debt among the layers of Government. Many
valuable lessons may be learnt from a comparison of the public debts
and from their relative burden as expressed as a percentage of the national
income. The effcct of war on public debts is also of capital importance.

4. A major conclusion of this Enquiry is that no one plan of complete
co-ordination for a Federal financial system is possible because of differ-
ences of economic conditions, historical” ulevelopment and so on, and
because of the varying degree of opposition arising from a conflict of in-
terests between the Centre and other units of Government. It i of interest
to note that the Intergovernmental Fiscal Relations Committee of the
American Treasury has made this a major recommendation in its Report.!

1 See Appendix II.
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5. Since Federal finance is in essence dynamic and not static, constant
readjustment of Federal-State-Local financial relations is called.for.

6. A Federal-State Authority should be set up in cach Federation.
This official body will be of vital assistance in furthering the revolutionary
change of outlook so much overdue, a change of attitude in all layers
of Government and among all officials and non-officials in Federal, State
(or Provincial) and Local Authorities. The main functions of the Federal-
State Authority include (z) the co-ordinating of financial relations between
the layers of Government ; (b) advice of a continuous nature and control
of the practical application of this new co-ordination and co-operation
by (i) administering overlapping taxes, and (ii) encouraging inter-State (or
inter-Provincial) co-operation and thereby eliminating competition among
Federal, State (or Provincial) and Local Authorities ; conflicts from over-
lapping taxes and the multiplicity of taxing authorities competing for
revenues are the greatest weaknesses of Federations to-day ; (c) research
in regard to specific taxes and financial policy generally since more and
better research is necessary to get at the factors, peculiar to each Federa-
tion, upon which co-ordination and co-operation are possible ; and (d) the
possible ultimate administration by the Authority of some of the taxes
through delegated powers and the introduction of joint returns and
joint andits to reduce costs of collection and of tax compliance.

7. Federal finance is far too serious a matter to be left to the experts.
A sound and modernised Federal finance requires a revolutionary change
of attitude which must be shared not merely by all layers of Government
and by officials but by non-officials and non-experts. Non-statutory
bodies, such as the meetings of Provincial Premiers in Canada and of
State Premiers in Australia with their respective Federal Governments,
the Council of State Governments in the United States and the Tax
Rescarch bodies must continue their activities in every possible direction.
Universities must also take a greater part in the teaching of and in
research into the science of Public Finance.

8. The importance of studying taxes, public expenditures and public
debt in relation to the national income, the trade or business cycles
and the question of full employment has been and still needs to be stressed.

9. The necessity of more comprehensive and accurate statistics has
showed itself in many ways from the beginning of this Enquiry. In
some Federations more up-to-date statistics in regard to Local Authori-
ties, especially in the Commonwealth of Australia and in India, and in
regard to the separation of capital and revenue accounts on a scientific
basis are much overdue.

The most important lesson perhaps of this long and difficult Enquiry
is perhaps just this. No one plan of co-ordination is possible for all
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Federations. On the contrary, in the struggle to get at hidden uni-
formities, to understand men’s actions in Federal finance rather than
to bewail or to denounce them, it is necessary to follow the patieny and
tedious method of research, an unspectacular mecthod it is true but the
most profitable. This shows how impossible 1t is to offer any one solution
of the Federal financial problem. The vitality of the great and friendly
republic the United States, of Canada and of Australia, not {0 mention
the Union of South Africa and to a less degree India. makes one optimistic
of the future of these Federations in the sphere of their internal inter-
governmental financial relations.
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Table 1 U.S.A.,, NATIONAT. GOVERNMENT, ORDINARY RECEIPT>,

1937-38
| $ l-l_\llll:mi Ver cc;lt ‘
1. Taxes on Income (other than [

Social Security taxes) : i l
Income tax . . . . 2634:6 [ 422 |
Unjust enrichment tax* . . 517 0-1

Total . . . .| 2640-3 42-3
\ Internal Revenue
2. Taxes under the Social Securily 56744 90-9
Act and upon Carriers and their
Employees * . . . 754:6 12-1
3. Other Taxes :* |
Miscellaneous internal revenue . | 22795 36+5
| Customs . . . . 359-2 58 |
i Panama Canal tolls, ete. . . 25-1 -4
Seigniorage . . . . 35-6 0-5
Total . . . .| 2699-4 43-2
4. Interest and Other Receipts from
, Securities . . . . 656 11
5. Miscellaneous Receipts . . 819 1-3
TorAL RECEIPTS, GENERAL AND
SPECIAL ACCOUNTS ¢ . .| 62418 100-0

! See Chapter 111, Table VIT, note 4.

2 Social msurance contributions ot employers and employed

s Eacludes a tew small items meluded under Miscellancous Receipts,

4 In order 10 obtatn a figure more compatable to the total given in Chapter ITT, Table VII, p 42
($5277 mlhons), add Internal Revenue other than Social Security taxes ($4920 millions) and Customs
($359 millions) The resulting total is 55279 mlhons, o1 83 6 per cent of total receipts  If Social
Security tazes are meluded, the figmres hecome $6034 mullions, or 96 7 per cent of total receipts.

Source — -Statistical Abstiact ot the United States, 1940
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Table 2 U.S.A., NATIONAL GOVERNMENT ORDINARY EXPENDITURES

1937-38
$ milhons Per cent |
1. Primary Functions : !
Legislation, admmmstration and justice * * 500 1 66 .
Pensions % ¢ . . . . 656 0 86
Debt services . . . . 926 3 121
Defence 2 . . . . . 974 2 128
Total, Primary Functions . : 3055 6 401
2. Secondary Functions .
(1) Social services ©
Recovery and rehef . . : 2237 6 29 3
Social Security Act® . . . 3320 44
Old-age Reserve Account ¢ . . 3870 51
Rualroad Retirement ¢ 7 . . 145 0 19
Sub-total, Social Services . 31016 407
(2) Developmentul :
Post Office ® . . . . 47 2 06
Public buildings * . . . 60 8 08
Public highways * . . . 1520 20
Shipping Board . . . . 30 .
River and harbour work and flood
control ? . . . . 165 0 22
Punama Canal . . . . 114 01
Tennessee Valley Authority . . 420 0-5
Rural clectrfication admimstration 106 01
Reclamation projects . . . 399 05
(avihan Congervation Corps ? . . 3250 43
Agniculture % 4, ° | . . . 4730 62
Public works, ete. . ¢ 10 . . 1337 18
Sub-total, developmental . 1463 6 191
(3) Muscellaneous . District of Columbia
(U.S. share) . . . . 50 01
Total, Secondary Functions . 4570 2 599
GRAND Torarn . . . . 7625 8 100 0

! Departmental expenditure (excluding eapenditure of the Post Oflice Department, the Department
of Agriculture and the Shapping Board, but imcludig non-nulitary expenditue of the War Department)
$441 nulhions, and refunds ot 1eceipts (other than to States ot taxes collected under the Social Security
Act) $39 1 milhlons  Departmental expenditure mcludes several small items which would have been
classified under Secondary Functions, especially education, had comparable details been available.

1 Additional expendifure included under Recoverv and Rehef

ill' Veterans Administration ($582 mullions) and Government employees retirement fund ($73
millions).

4 Includes revolving funds and transfers to trust accounts.

5 A tew small items (e g education) are mcluded under Legislation, Admimstration and Justice.
(See tootnote 1)

¢ Admmstrative expenses and grants to States ($291 nullions) and refunds to States of taxes
collected under the Act ($41 milhons)

7 Part of the Social Security system, not pensions to (fovernment employees

'“" Departmental expenditure (Post Ofhce Department) $3 2 mulions and postal deficiency $44
millions.

v

Department of Agriculture . . . 1127 $ mllions
Agnicultural Adjustment Programme . . 36L6 »
Farm Tenant Act . . . . . 31 ”
Farm Credit Adminstration . . . . 82 v
Total . . . 4856 "
Less excess of eredits on revolving funds :
¥arm Credit Admimstration . . . . . 84 »
Other . . . . . . . . 42 ”»
Total . . . 126 ”

Net Total, Agriculture . . 4730 '

10 Loans and grants to States, municipalities, railways, etc., and U.S. Housing Authority ($165,000).
1 Total, General and Speclaf Amounts, less debt retirements.
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Table 3 U.S.A,, STATE REVENUES, 19371
o ]’ s nulhions i Per cent |
A. Taxss: ; S
Grour I. Progiessive Taxes |
Individual income . . 11642 40
Inheritance and estate . . 114-9 2:8
Total . . . .| 2191 w8 |
Grovue 1I. Taxes on Property
General . . . . 206-4 50
Selective . . . . 479 1-2
Special . . . . . 119-1 2:9
Total . . . . 3734 9-1
Group 111, 7'uxes on Business :
Corporation income . . . 81-0 2-0
Other business . . . 3049 74
Total . . . . 3859 91
Grour 1V. Mainly Conswmnption Taxes . |
Motor fuel . . . . 649-3 159 |
General sales and use . . 431V 10-5
All other sales . . . . 208 1 51
Severance . . . . 44-1 1-1
Motor vehicles . 309-5 76
All other non-business lnumlc( S .m«l
permits . . . . 17-4 0-4
Poll . . . . . 47 0-1
Miscellancous . . . - 559 1-4
Total . . . . E2()~3 42:1
Unemployment compensation . .| 3467 85
Total, Tax Revenues . 3105-4 759
B. NoN-TAXES :
Special assessments and special charges 2-8 01
Charges for current services . . 179-1 4-4
Contributions from public service enter-
prises . . . . . 50-8 1-2
Grants 2 . . . . . 585-4 14-3
All other . . . . . 1697 4-1
Total, Non-Tax Revenues . 987-8 24-1
Granp ToraL . . . . | 4093-2 100-0
~ —
N ]u\('lmhng public service um rp]wos
2 Made up as follows . From munor civil divisions . . $20,613,000
Krom Federal Government . ———
Highways . . $317,409,000
Education . . 24,844, 1000
Public health 12, “‘3.3 *000
Relhet 155, '061 (K)l)
U nemploymunt (.omp« nsation udmuustmhun 9,236, 1000
All other . . 45, J"K 1000
Total . . . . $504,806,000
Total . . . . . $5685,419,000

2

3
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Table 4 U.S.A.,, STATE EXPENDITURES FROM REVENUE, 19371
( $ millions)

1 anar y Functions :
CGeneral administration, legislation
and justice
Protection to person and property
Correction
Debt services

Total

2. Secondary Functions -
(1) Social Services :
Education
Public health 2
Relief (“ charities )

Sub-total
(2) Developmental :
Highways
Development and conservatlon of
natural resources .
Contributions to pubhc service
enterprises
Sub-total
(3) Outlays® .
(4) Maiscellaneous
Total

GranD ToTaAL

! Excluding public service enterprises,
* Includes recreation.

PT. I
Grants to
Direct 0 )
lcxpemmm Ml')'.‘é).:&,':.‘s" Total
I
|
151-0 . 151-0
655 655
122-0 1220
|
4407 39 444.6 :
|
|
193-7 636-3 830-0 ;
391-2 220-4 6116 |
|
809-0 858-9 16679 |
-l
248-3 209-3 458-1
771 08 779
2:6 26
328:0 210-6 538-6
7119 7119
—
653 350 100-3 i
1914-2 11046 30187
23549 11084 34633

3 Expenditure of a capital nature out of revenue, e g, for purchase and improvement of land,
erection of new buildings, or purchases to increase the collection of hibraries

Source - Ntatistical Abstract of the United States, 1940,
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Table 5 US.A,, STATE EXPENDITURES FROM REVENUE, 1937t

(Percentage distribution)

! Division into Direet ! Percontage istribution of
i Expenditure and Giants | All Expenditurey
I ! |
© Direet | Grants to | Hrm_m to
| apendi- Imer Dot hapendi- Minar | Fotal
. o ' Divistons ture Divisions
1. Prunary Functions . | |
Ceneral administration, Ioglslutum ) i
and justice . . I 100 .. 100 6-4 .. 43
Protection to person and pmp( rty 96 t 100 43 0-3 31
('orrection . . . . 100 100 28 .. 1-9
Debt service§ . . . 100 .. 100 52 .. 35 1
Total . . . . 99 1 100 187 03 | 128
"9, Secondary Functions -
| (1) Social Services : !
| Kducation . . . . 23 7 00 ! 83 574 | 240
| Publichealth . . 19 1100 | 956 02 | 65
| Relief (““ charities”) . . 64 36 100 166 199 | 177 |
Sub-total . . . 49 51 100 34-4 775 | 482
(2) Developmental :
! Highways . 54 46 | 100 | 105 | 189 | 132
: Development und conserv. mon of
natural resources . 99 1 100 33 01 2:3
('ontributions to public service !
enterprises . . . 100 .. i 100 01 .. 01
Subtotal . . .| 6l 39 100 | 139 | 190 | 156
(3) Outlays . . . . 100 .. 100 30-2 .. 20-6
(4) Miscelluneous . . . 65 35 100 2-8 3-2 28
| ]
Total . . . . 63 37 l00 |, 813 997 | 872
Granp Toraw . . . . 68 32 100 | 100-0 | 100-0 |100-0

1 Excluding public service enterprises, See also footnotes to Table 4.
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Table 6 U.S.A., LOCAL GOVERNMENT REVENUES AND
EXPENDITURES, 1932*
($ millions)

ics, Other
Counties vl]ﬂnv:‘f;‘ Local Total
Boroughs
A, REVENUES.
1. Taxation *
({eneral and sclective property . . 8771 2057 5 1426 7 4361 3
Inheritance . . . . 15 37 03 55
Income . . . . 16 496 27 539
All other speetal . . . . 32 193 26 251
Poll . . . . . . 5: 46 32 131
Licences and permits . . . 1321 116 6 83 2570
Total revenue from taxation . . 1020 8 22513 1143 8 47159 2
2. Other Sources of Revenue :
Speclal assessments 2 . . N 22 226 4 365 295 1
Fines, forfeits and escheats . . 103 194 08 305
Grants . . . . . 139 1 1378 3417 618 6
Donations, gifts and pension assessments 25 333 29 387
Highway privileges, 1ents and interest . 191 1310 180 168 1
Charges for current services . . 890 874 809 257 3
Jarnings of publio service enterpuses . 08 4870 320 5198
Total Revenue from Other Sources . 293 0 11223 5128 1928 1
ToTAL, LOCAL GOVERNMENT REVENUES . 13138 33736 1956 6 6644 0
B. EXPENDITURES :
1. Operation and Muaintenance of General
Gorernmnent
(icneral admunstrative, legislative and
Judicial . . . . . 2512 .. .. ..
Protection to person and property . 442 . ..
Health and samitation . . . 328 . ..
Highways . . . . . 236 4 . .. .
Chatities, Hospitals and corrections . 1821 . . ..
Schools . . . . . 178 4 .. . ..
Libraries . . . . 38 . .. ..
Recreation . . . . . 76 .. . ..
Miscellaneous . . . . 447 . ..
Total Operation and Mamtenance of
General Government . . 981 2 20702 ¢ 1496 3 ¢ 45477 ¢
2, Operaton and Maintenance of Publc
Scrvice Enterprises . . . . 05 2829 182 301 6
3. Interest . . . . . 1189 4241 188 6 731 6
4. Oullays® . . . . . 3112 8174 347 2 1475 8
TorAL, LocAL GOVERNMENT EXPENDITURKS 14118 3594 6 2050 3 7056 7

1 Fiscal year ending on a date between 1st July 1931 and 30th June 1932,

1 Of this total, cities of 100,000 or more mhabitants account for $1841 7 millions, other local
authorities for $2874 2 millions.

3 Receipts from property owners to mect costs of cleaning streets, sidewalks, etc, and receipts
‘firioliniassossment certificates when issued against mdividual owners and not i the name of the cRul

vision.

4 Detalls not available.

s Expenditure of a capital nature out of revenue, eg. for purchase and mmprovement of land,
e;clcgon iof new buildings, extension of water-supply systems, or purchases to mcrease the colleetion
of hbraries.

Source.~-Financial Statistics of State and Local Governments, 1932,
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Table 7 US.A,, LOCAL GOVERNMENT REVENUES 1932

(Percentage distribution)

2

Countres | Citws ote ? (1):"(‘::‘; iotal !
* (a) As given in Table 6 : : |
1. Taxation : X |
General and selective property . ! 66-8 610 20 1 656 |
Inheritance . . 0-1 o1 ! .. ‘ 0l
Income . 0-1 5 1 0 08 |
All other special 0-2 0-6 01 04
Poll . . . 04 0-1 02 0-2
Ticences and permits 10- 34 05 39
Total Revenue from Taxation 777 66-7 73-8 l 71-0
2. Other Sources of Revenue :
Special assessments 2-1 67 1-9 1
Fines, forfeits and escheats 05 06 .. 0-5H
Grants . . . 10-6 41 17:6 9-3
Donations, gifts and pension
assessments . . 0-2 1-0 0-1 0-6
Highway privileges, rents and
mterest . . 1-4 39 09 2:5
Charges tor current services 6-8 2-6 42 39
Barnwngs of public service enter-
prises . . . . 0-1 144 16 8
Total Revenue from Other
Sources . . 22-3 333 262 | 290
ToTAL, LocAr. GOVERNMENT REVENUES| 100:0 100-0 100-0 100-0
(b) By groups :
1. Progressive Taxes :
Income 01 1-5 0-1 0-8
Inheritance 01 0-1 .. 01
Total 02 | 16 01 0-9
IT Taxes on Properly :
General and selective 66-8 61-0 72:9 65-6
All other special 02 V6 01 0-4
Total . . . 67-0 61-6 . 730 66-0
TIT. and 1V. Taxes on Business,
Consumption and Miscelluneous :*
Licences and permits 10-1 34 05 39
Poll . . 04 01 02 02
Total . 10-5 35 07 4-1
ToraL, Tax REVENUE 777 667 738 71-0
Non-Tax Kevenue :*
Grants . . 10:6 4-1 17:5 9-3
Public service enterprises . 0-1 14-4 1-6 78
All other . . . S 116 148 | 71 11-9
ToranL, No~N-Tax REVENUE . 22-3 33-3 26-2 29-0
100-0 100-0 100-0 100:0

Granp Toran .

1 Jiscal year ending on a date between 1st July 1931 and 30th June 1932

t (ities, towns, villages, boroughs
3 For comparison with other chapters, add P
Revenue to Groups 111 and 1V.

ublic Service Enterprises and All Other Non-tax
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Table 8 U.S.A., LOCAL GOVERNMENT EXPENDITURES, 19321
(Percentage distribution)

l Counties | (taey, ete ? ‘j)‘ hl(]:;ll. Total
1. Operation and Mawntenance of
General Glovernment :
General admmistrative, legislative
and judicial . 17-8
Protection to person and property 31
Health and sanitation . . 2-3
Highways . 16-7
Charities, hospitals amd oorrectlons 12:9
Schools . . . . 127
Libraries . . . . 0-3
Recreation . . . . 0-5
Miscellaneous . . . 32
Total, Operation and Mainten-
ance of General Government 69-5 57-63 73-03 64-43
2. Operation and Maintenance of
Public Service Enterprises . .. 7-9 09 4-3
3. Interest . . . . 84 11-8 9-2 10-4
4. Outlays . . . . 22-1 22-7 16:9 20-9
ToraL, LocAL GOVERNMENT KXPENDI-
TURES . . . . 100-0 100-0 100-0 100-0
Percentage share in total expenditures
of the various classes of local
government . . . 20-0 50-9 29-1 100-0

! Fiscal vear ending on a date between 18t July 1931 and 30th June 1932
B (ties, towns, villages, boroughs,
* Detarls not available,
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Table 9 REVENUES AND (COST PAYMENTS OF CITIES OF 100,000 OR
MORE INHABITANTS, 19371

Per cent

& millions

A. REVENUES :

|
|
|
1. General Government : i
i
|
i
I

General property taxes 1767-0 568
Other local taxes and heences 172-6 55
Shared taxes . . . 975 31
Grants . . . . L4050 | 130
Service charges for current wervices. 840 27
Miscellancous . . . . 182-2 59
Total . . . .| 27083 870 |
2. Public Service Entcrprises . . 403-6 130
Granp Toran . . . .| 31119 1000 |
B. CosT PAYMENTS :
1. Prumary Functons *
General admimstration, legislation
and justice . . . . 1596 52
Police . . . . . 192-7 6-3
Fire . . . . . 122-1 40
Interest (General Government) . 222-4 7-2

Total . . . . 697-0 22-7

2. Secondary Functions .
(i) Social Services :

iducation . . . 596-1 19-4
Public health 2. . . 256-1 83
Charities * . . . 3321 10-8
Sub-total . . . 11843 385
(u) Developmental :

Ihghways . . . 106:3 34

Public service enterprises (in-
cludinginterestandoutlays) \  459-4 149
Sub-total . . . H565:7 18-3
(m) Outlays * (General Government) | 3729 121
(iv) Miscellaneous . . . 260-1 84

Total . ) .| 23830 | 773
({rAND ToTAL . . . . | 3080-0 100-0

t The figures cover the govermnent of the city corporation proper and also independent school
districts, sanitary districts and other idependent, districts practically co-extensive with the eities, and
also mclude a percentage of the financial statistics of the county (tovernments in which there are cities
having over 300,000 population

* Tncludes recreation.

3 Mainly poor relief

¢ Expenditure of a capital nature and of revenue, eg for purchase and improvement of land,
erection of new buildings, extension of water-supply s\stems, or purchases to increase the collection
of librates.

Source.— Statistical Abstract of the Umted States, 1940,
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Table 10 U.S.A.,, GRANTS AND SHARED TAXES, 1936-37
$ mnllions Per cent i
A. S’tate Revenues 3
Taxes (including social insurance contributions) 3105-4 759 ,
Grants ! . . . . . 5854 14-3 '
Other non-tax revenue . . . . 402-3 98 J
Total, Statc Revenues 40931 100-0 }
'
B. State Expenditures : :
Other than grants . 2354-8 68:0 ‘
rants to minor civil divisions 1108-5 32:0 i
— - !
Total, State Expenditures 3463-3 100-0 !
T 8 nnll;(ms !
Shared .
C. State Aid to Minor (wil Divisions, by Purpose :l;',(\:i‘
and Type of Aid : Grants shares) Total |
General purposes 350 145-0 180:0 |
Protection to person and propcrty 3-9 .. 39 !
Highways 209-8 92-2 302:0 :
Development and conscrva,tlon of naturul w
resources . . 0-9 09 .
Health and sanitation 2-2 .. 22
Charities 2204 | 01 | 2205 |
Schools 636-3 63 6426
Miscellancous 2-6 26
Undistributed 13-8 138
I
Total . . . . 1108-5 260-0 1368-5
I
Per cent
Feneral purposes 32 55-8 131
Protection to person and proport,y 0-3 .. 0-3
Highways . 189 355 22:0
Development und conservatlon of natuml
resources . . 0-1 01
Health and sanitation 0-2 0-2
Charities 199 . 16-1
Schools 574 24 470 |
Miscellaneous 10 02 |
Undistributed 53 1-0
Total 1000 | 100-0 100-0
Percentage distribution of total aid between
grants and shared taxes 81-0 19-0 100-0 |
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Table 10—(continued)

!_D. Revenues of Chates of 100,000 or more

'

Inhabitants :
L.ocal taxes . . . . . .
Shared taxcs . . . . .
Grants . . . . . .
Qther sources of revenue . . . .

Total revenues

E. Social Security and Public Assistance -
Federal expenditure under this head, apart from such heads as N.R.A., A.AA,
" or (1.C.C., 18 mainly administered by grants to States.

During the fiscal year 1939 -40 the following advances were certified by tho
. Social Security Board to the Secretary of the Treasury for Publie Assistance
i and for Administration of the Unemployment Compensation Laws and Stato
" Kmployment Services :

i

(% mllions)

Public Assistance

-
& g _ =

5 | 28 | -E

as | e& | 28 -
] 23 hot =

-7 = o +

= o = =& 1)

o [=)S) hokeed 5]

States and District
of Columbia . |230-8 | 459 | 62 |[282-9

LIST OF UNITED STATES TABLES

Territories . . 0-3 0-2 .. 0-5
Total . . |231'1 | 461 ‘ 62 | 2834
1 Made up as follows . From mmor civil divisions . .
From Federal Government .
Highwavs . . .
KEducation
Public health .
Rehef

281
S nulhons Per cent
1939-6 718
97-5 36
405-0 15-0
266 2 9-8
2708-3 100-0

Unemploy ment. Come- l
peosati v and State
Employ ment Serviees

v 1

i

B &

5 oo Total
v

R

z | &

o g 8 3

5+ = el

29 o =3

n = 2]

581 33 | 614 |344:3

o2l . | 02| o7
583 | 33 \ 616 3450 |
$20,613,000
. 4317,400,000
24,844,000
. 12,933,000
1 55,0(“ ,000

Uncmployment compensation admimistration 9,236,000

All other

Total from Federal Government

Total State revenue from granty .

Source  Statistical Abstract of the United States, 1910,

45,323,000

. $664 806,000
. $585,419,000
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Table 11 U.S.A., REVENUES OF ALL GOVERNMENTS, BY REGIONS,!
1932 axp 1937

$ millions Per- '

B T -| centage
10932 1937 Increase |
1

National Government . . . . 2,005-7 5,293-8 164

|
|
|
f State Governments : *
I
[
|
|
|

1. North-eastern States . . . 759-8 1,424-5 87
2. South-eastern States . . . 358-5 607-0 69
3. Middle States . . . . 558-1 1,110°9 99 |
4. Mountain and Great Plain States . 1555 224-6 44 |
5. South-western States . . . 174-7 303-7 74 |
i 6. California . . . . . 1189 2875 141
7. Pacific North-western States . . 82:4 1350 64
: Total, State Governments . . 2,207-9 4,093-2 85
2 Local Governments : 3 ‘
i 1. North-eastern States . . . 2,611:3 .. e
! 2. South-eastern States . . . 6416 .. oo
i 3. Middle States . . . . 2,022-2
! 4. Mountain and Great Plain States . 360-3 .. .. l
* B. South-western States . . . 310:0 .. T
6. California . . . . . 5122 .. e
7. Pacific North-western States . . 186-5 .. e

Total, Local Governments . . 6,644-1 6,700-02 .

iRAND ToTaL? . . . . . | 10,857-7 16,087-0 48

l
| Less duplication due to intergovernmental
{ grants . . . . . . 8679 1,693-8 95

5 Ner Torant . . . . .| 9,989-8 14,393-2 44

1 The regions are as follows : (1) North-eastern States : Maine, New Hampshire, Vermont, Massa-
chusetts, Rhode Island, Connecticut, New York, New Jersey, Pennsylvania, Declaware, Maryland,
District of Columbia (under Local Governments), West Virginia. (2) South-eastern States * Virgina,
North Carolina, South Carolina, Georgia, Florida, Kentucky, Tennessce, Alabama, Mississippr, Arkansas,
Lowsiana. (3) Muddle States  Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, Mis-
sourl  (4) Mountaan and Great Plawn Statee North Dakota, South Dakota, Nebraska, Kansas,
Montana, Wyoming, Colorado, Utah, Nevada (5) South-western States: Oklahoma, Texas, New
Mendco, Arizona  (6) Californwe. (7) Pacific North-western States . Washington, Oregon, Idaho

% 1937 figures exclude public service enterprises, as do the corresponding expenditure figures in
1‘:1?]110 }2 t?s}ll)ils should be borne in mind when comparing the figures, and especially the percentages
m the two es.

% No data are available for 1937. The figure of $6700 millions is a rough estimate The change
lﬂmtwcen 1932 and 1937 is likely to have been very much less than in the case of National and State

gures.

¢ The definition of revenue is not quite the same for the National and for the other figures. The
totals for all governments combined should therefore be used only with caution.

Source.—Statistical Abstract of the United States.
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Table 12 U.S.A., PUBLIC EXPENDITURES FROM REVENUES, ALL
GOVERNMENTS, BY REGIONS,! 1932 anv 1937

] S l;ll-ll;lllls_ ) : Pet-
| I Cocentage
A o | 19382 | 1937 | Increase
National Government ® . . ' 4,5352 | 3:44.2:4“ \ 8(;
State Governments : 3 3 ! l I
1. North-eastern States S0t T LIS 25
2. South-eastern States ) CLABI3 L 5305 |18
3. Middle States . . . . 5991 | os4 | 5w
4. Mountain and Great Plain States | 159-0 i PRy S &
5. South-western States . L1600 2675 52
6. California . . . TS S W B
7. Pacific North-western States | 807 f 124-6 o
Total, State (lovernments ‘ 2,605-8 I 3,463-3 3
|
Local Governments : * | | '
1. North-eastern States . . . ) 29581
2. South-eastern States . 6449 {
3. Middle States . . . ’ 2,032:6
4. Mountain and Great Plain States 3552 |
5. South-western States . . . l 3344 ‘
6. Cahtornia . . . . . 537-7
7. Pacific North-western States . . 193-9
Total, Local Glovernments . . 7,056-8 5,900-0°
|
I GrAND ToTAL® . . . . .| 14,097-8 | 17,805-7 26
Less duplication due to intergovernmental |
grants . . . . . C 867-9 1,693-8 95
Ner ToraL® . . . . .| 13,229-9 16,111-9 22

! Sce Table 11, footnote 1

1 Txpenditure chargeable against ordmary receipts, other than dobt retirements

3 (lost puyments  Figures for 1932 mclude 1931 figures m the case of 18 States 1937 theuies are
exclusive of public service entes prises

4 ('ost payments 1937 data are not available,

8 Hstimated.

¢ The defimtion of expenditure 15 not quite the same for the National and for the other figures
The totals for all Governments combined should theretore he used only with cantion

Source.——Statistical Abstract of the Umted Stat
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Table 13 NET DEBT OF STATE AND LOCAL GOVERNMENTS,
BY REGIONS, 1932 anp 1937!

i $ mullions Per-

} -| centage
1932 1937 Change
State Governments : !
1. North-eastern States . . . 662-0 965-9 +46 1
2. South-eastern States . . . 693-1 7447 +7
3. Middle States . . 411-0 439-0 +7
" 4, Mountain and Great Plams ‘%ates . 59-3 72:2 122
5. South-western States . . . 19-3 554 4188
. 6. California . . . 1424 106-3 -25
7. Pacific North-western States . . 425 41-1 -3

| Total . . . . .l 20206 2,424-6 +19

Local Governments :

1. North-eastern States . . . 6,271-3 6,5648-1 +4

2. South-castern States . . . 2,190-6 1,948-7 -11 |
© 3. Middle States . . 3,758-0 3,255-2 -13
4. Mountain and Great Plam States . 581-8 514-6 -11
. 5. South-western States . . . 1,014-4 8750 -14
" 6. California . . . . 953-7 1,250-3 +31
7. Pacific North-western @tatcs . . 446-1 4322 -3
Total . . . . . 15,215-9 14,824-1 -3

1 Net debt Is gross debt less sinking fund assets, ineluding debt ot public service enterpiises, except
1 the case of State debtin 1937, State figures for this yvear represent funded or fixed debt less sinking
fund assets, and exclude debt of public service enterprises,  State figures for 1932 contain 1931 figures
for 7 States  For regions see Table 11, footnote 1.

Nource.—Statistical Abstiact of the United States, 1940,
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Table 16 U.S.A., EXPENDITURES AND INTEREST CHARGES
OF STATES, 1937?

' lntcrest.
Costi Interest
Region and State Payments Payments, I{::,yrml't‘:;gsn?
$ thousands $ thousands Cost Payments
1. North-eastern States : )
Maine . . . . . 28,017 1,175 4-2
New Hampshire . . 16,909 513 3-0
yermont . . . . . 11,127 297 2-7
Massachusetts . . . . 98,617 737 07
Rhode Island . . . . 22,802 1,008 4-4 |
Connecticut . . . . 45,918 291 06
New York . . . . . 429,734 23,126 54
New Jersey . . . 107,496 7,655 71
Pennsylvania . . . . 273,682 5,427 20
Delaware . . . . 12,038 88 07
Maryland . . . . . 37,565 1,912 a1
West Virgima . . . 49,661 3,681 74
Total, North-eastern States . 11,133,566 45,910 4-1
|
2. Nouth-eastern Stutes :
Virgipla . . . . . 55,990 955 1-7
North Carolma . . . . 74,709 | 7,044 9-4
South ("arolina . . . . 32,857 | 1,722 52
Georgia . . . . . 40,396 24 01
Flonda . . . . . 49,290 ..
Kentucky . . . . . 47,593 ! 1,384 2:9
Tennessee . . . . . 46,205 4,730 10-2
Alabama . . . 49,391 3,223 65
Mississippr . . . . . 40,159 2.317 5-8
Arkansas . . . . . 26,633 5,017 18-8
Lowsiana . . . . . 67,248 6,032 90
Total, South-eastern States . 530,471 32,448 61
3. Mddle States :
Ohio . . . . . 192,501 483 0-3
Indiana . . . . . 76,909 170 0-2
1llinoss . . . . . 175,820 8,654 4-9
Michigan . . . . . 162,431 4,388 217
Wisconsin . . . . . 79,484 83 01
Minnesota . . . . . 102,711 4,311 4-2
Towa . . . . . 75,960 337 04
Missouri . . . . . 81,605 4,856 6-0
Total, Middle States * . . 947,421 23,282 2:5
4. Mountain and Great Plain States :
North Dakota . . . 20,520 1,305 64
South Dakota . . . . 20,419 2,165 10-6
Nebraska . . . . . 32,105 17 01
Kansas . . . . . 42,175 982 2-3
Montana . . . . 20,895 470 2:2
Wyoming . . . . . 13,161 141 11
Colorado . . . . . 49,155 347 0-7
Utah . . . . . 21,216 469 22
Nevada . . . . . 7,876 43 0-6
Total, Mountain and Great Plain
States . . . . 227,322 5,929 2-6
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Table 15—(continued)

oL - T _

Interest

Cost Interest
Region and State Payments, Payments, | Taymentsasa
$ thousands | $ thousands | Fercentage of !

Lost Paym( nts

5. South-western States : |
Oklahoma . . . . . 71,381 561 08 |

Texas . . . . . 153,784 1,111 07
New Mexico . . . . 23,281 569 2:4
Arizona . . . . . 19,101 111 06
Total, Sou*h-western States . 267,547 2,002 09 ¥
6. Celifornia . . . . . 232,402 9,088 39 '
7. Pacific North-western States :
Washington . . . 71,033 679 1-0
Oregon . . . . . 35,352 2,233 6-3
Idaho . . . . . 18,210 107 06
! Total, Pacific North-western States | 124,595 3,019 24
% Granp TotaAL . . . . | 3,463,324 122,028 35 !

1 Exclusive of public service enterprises.
Source.—Statistical Abstiact of the Umted States, 1940,
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Table 16 PUBLIC EXPENDITURES FROM REVENUES, ALL
GOVERNMENTS, 1932*

($ millions)
—_N ational State Local Total

1. Primary Functions :

G 1 administration, legislation and
atice e 8 . 701-22 1233 511-610| 1,336:1

justice . . . .
Protection to person and property . .. 86-8 568-2 10 6550
Pensions 3 . . . . .| 10234 .. .. 1,023-4
Debt services . . . . 599-3 | 112-2 731-6 1,4431
Defence . . . . . 8260 | .. | .- 826-0
Total, Primary Kunctions . .| 31499 322-3 1811-41°| 5,283-6
2. Secondary Functions :
(1) Social Services . *
Education . . . . . 604-5 1964-810 | 2,569-2
Public health @ . . . . .. 453 354-510 3999
Charities,® hospitals and corrections. .. 274 9 373-4 10 648-3
Government Lafe Insurance Fund . 514 T DT 51-4
Sub-total . . . 514 9247 | 26027 | 8,668

(2) Developmental :

Post Oftice ? . . . 2030 203 0
Panama Canal . . . . 107 10-7
Shipping Board . . 515 .. .. 51-5
Highways . . . . .. 235-7 597-9 10 833-6
Development and conservation of
natural 1esources . . . .. 730 12-110 851
Agriculture 8 . . . 580 2 .. .. 580-2
Reconstruction Financ~ Corporation 767-7 .. .. 76717
Public service enferprises . e |63 (301 | 3079
Sub-totai . . . .| 16131 | 3160 | 9116 2,839-7
(3) Outlays® . . . S| .. | _R859 | 14758 2,361-7
(4) Mascellaneous . . . .| 473 | 579 | _‘1_§5_ 3104 2705
Total, Secondary Functions . | 1711-8 2183-5 5245-410 | 9,140-7
Graxp ToraL . . . . | 48617 2505-8 7056-8 |14,424 3
Less grants and subventions made by the
Federal Government to tho States, by
the latter to Local Governments, and
by Local Governments to States . 2381 | 6186 112 | 8679
Ner ToraL . . . . . | 4623-6 1887-2 7045-6 13,556-4

) National Government : fiscal vear ended 30th June 1932  State and Local Goveinments fiscal
years ending on a date between Ist July 1931 and 30th June 1932. National Government figures
include trust and related accounts totalling $326 5 mullions.

* Departmental expenditure and refunds of receipts  The former contans a few small items
which, if details were readily available ou a compatable basis, would have been classified under Pro-
tection to person and property and under Secondary Functions such as Education.  All War and
Navy Department expenditure 15 given under Defence, and that of the Department ot Agrniculture
under Agriculture.

* Yeparate figures for pensions are not available 1n the case of State and Local Governments.

+ National Government figures not readily available on a comparable basis. The amounts would
he small.  See also footnote 2

5 Excludes hospitals but includes recreation.

¢ Mainly poor rehef.

? Mainly postal deficiency.

s $319-0 mullions Department of Agriculture, $136 2 millions Agricultural Marketing ¥Fund and
$125 0 subscription to stock of Federal land banks.

* Expenditures of a capital nature out of revenue, e.g. for purchase and improvement of land,
elt-eﬁt{)iol:i of new bulldings, extension of water-supply systems, or purchases to increase the collection
ot libraries.

1 é‘n Estimate, subject to revision. Details are not available for all types of Local Government in
al tes.,

Stcgurlcgg.z——smtistlcal Abstract of the United States ; Financial Statistics of $tate and Local Govern-
ments, 1932,
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T_able 17

(Percentage distribution)

PUBLIC EXPENDITURES FROM REVENUES,
ALL GOVERNMENTS, 1932

289

1. Prtmary Functions :
General administration, legislation
and justice
Protection to person and property
Pensions ? .
Debt services
Defence

Total, Primary Functions .

2. Secondary Functions :
(1) Social Services :
Education
Public health .
Charities, hospitals and correctlons
(Government Life Insurance Fund .

Sub-total . .
(2) Developmental :
Post Office
Panama Canal .
Shipping Board
Highways
Development and conservatlon of
natural resources
Agriculture . . .
i Reconstruction Finance Corporation
Public service enterprises
Sub-total .
(3) Outlays . . .
(4) Miscelluneous
Total, Secondary Functions
GraND ToTAL . . . .
Less grants and subventions

NeT TorAL .

Percentage Share of each Percentage Distnibution of
Government in Total each Government’s
Expenditures Exmndltun
3 K k= g E
‘B - - N S
53 9 | 38 | 100 15 5 7 9

.. 13 | 87 | 100 | .. 3 8 5
100 | .. .. | 100 | 21 .. . 7
41 8 | 51 | 100 | 12 5111 | 10
100 100 | 17 6
60 6 | 34 100 65 | 13 | 26 | 37
24 | 76 | 100 24 | 28 | 18
11 | 89 | 100 2 5 3
.. 42 | 58 | 100 | .. 11 5 4
100 100 1
! 1 ’ 25 | 74 |100] 1 37|38 |2
100 100 4 1
100 100 | ..
100 .. .. | 100 1 .. .. ..
28 | 72 | 100 9 8 6
.. 86 14 | 100 | .. 3 1
100 100 | 12 4
100 .. .. | 100} 16 .. 5
2 | 98 | 100 5 3
57 | 11 | 32 [ 100 33 | 12 | 13 | 20
38 | 62 | 100 36 | 21 | 16
18 | 21 | 61 | 100 1 2 2 2
19 | 24 | 57 | 100 | 35 | 87 | 74 | 63
34 | 17 | 49 | 100 {100 (100 {100 |100
28 | 71 1100 5|25 6
34 | 14 | 62 | 100

1 Separate figuies for penslons are not available in the cases of State and Local Governments.

U
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Table 18 U.S.A.,, NATIONAL OUTPUT BY INDUSTRIES?
($ billions)
1920 | 1932 | 1935 | 1937 | 1939 | 1941
Agriculture 73| 26| 53 64| 58| 74
Mming . 19| 05 1-0 1-6 13| 20
Manufacturing . 20-4 61| 125 | 175 | 164 | 27°6
Contract construction 35 0-8 0-9 1-8 21 37
Transportation 7-1 37| 41 52| 50| 64
Power and gas . 1-4 111 1-2 1-4 14 1-6
Communications 1-0 07 0-7 09 09 1-1
Trade 11-1 51 75| 96| 96| 132
Finance 11-7 6-2 63 77 7-6 90
Government 56 59 7-1 81 89 | 10-7
Service . . 99 57 6-8 8:6 8:8 80
Miscellancous . . . . 40 2-4 2-7 32 34 44
Corporation income and excess profits
taxes . . . . . 1-4 0-5 1-0 1-6 15 69
Capital outlays charged to current
expense . . 0-8 04 0-6 0-8 0-8 1-8
Inventory revaluations 0-5 1.2 |-06|-07|-03|~-32
Less—
Social security contributions of em-
ployers . . . .. .. |-10|~-13|-16
Revision and rounding-off errors -01|-01]|-01 01 01
Net NatioNan OuTeuT AT FacToR
Cosr . 876 | 428 | 570 | 726 | 72:0 | 991

1 The defimtion ot national income and output used heic differs slightly from that ot the U.S.
Department of Commerce (see Table 19), 1n that Mr Stone excludes from the total social secunty
contributions of employers and Federal debt mterest, but includes imputed rents on owner-occupied

houses, corporation mcome and excess profits taxes,

inventorv revaluations,

capital outlays charged to current expense and

Source —Richard Stone,  The National Income, Output, and Expenditure of the Umted States ”,

Economic Journal, JTune-Sept 1942, Table I
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Table 19 U.S.A.,, NATIONAL INCOME, BY INDUSTRIES !
($ millions)

B B 1929 1032 1<; ;‘) 1 roar 1930 |
Agriculture 7,258 2,551 .).27() 6,378 5,635
Mining . 1,883 524 1,028 1,530 1,232
Electric light and powor and gas | 1,425 1,096 1,152 1,380 1,384
Manufacturing . . 20,308 6,009 | 12,402 | 16,994 | 15,425
Contract construction 3,670 906 964 1,902 2,148
Transportation . . . 7,108 3,622 | 4,133 5,088 4,800

; Communication . . S| L0417 722 123 83 863

i Trade . . 11,314 5,290 7,608 9,131 9,135

) Finance . . 8,915 4,805 5,131 6,189 5,983

' Government, excluding work-

,  brogramme wages 6,330 6,355 6,084 7,370 8,015

i Work-programme wages . 132 1,339 1,783 1,869

! Government, including work-

| programme wages . . 6,330 6,487 7,923 ,153 9,884

: Service . . . . 9,615 5,679 6,828 8,477 8,374

i Miscellaneous 4,012 2,393 2,695 3,161 3,319
, Social sccurity Lontnbutmns of

employers . . . 7 950 L196
NaTtioNAL INCOME . . | 82,885 | 40,074 | 55,870 | 71,172 | 69,378

! These figures, taken from the Statistical Abstract of the United States, 1940, are based on a
definition of national meome differing shightly from that used by Mr Richard Stone (see Tables 18—
especially footnote —and 20 (*, also Chapter 111, Chart 1V (p 33) and Table VI (p. 38), and Richard Stone,
op cit) Data on dividends, "mterest, and corporate savings by mdustral divistons from 1934 onwards
are hased on a different industnal classification than those tor earher vears, though the changes are
small for total income ay distinet from specific items i particular idustries
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Table 21 U.S.A,, THE CHANGE IN PUBLIC FINANCE
RESULTING FROM THE NEW DEAL
($ millions)

- Al;‘i:;ml Year m«lz-n;é(-)th June o
| 1929 ! 1930 1932 1933 1938 1939
i National (fovernment

A. REVENUES AND KXPENDITURES:
1. Ordinary receipts . .| 4,033y 4,178: 2,0062 3,800 | 6,242 | 5,668

IT. Ordinary  expenditures
other than those listed
under I1I. . . .. .. . 2,775 | 3,746 | 3,920

IIT. Recovery and relief and
other ecxpenditure on
agricultural aid, Civilian
Conservation Corps,
Tennessee Valley
Authority, and
similur projects, as well

ag social security pay-
ments . . . .. .. .. 4,235 3,880 5,290

IV. Total ordinary
expenditures ® . . 103,2091 3,440Y 4,535 | 7,010 | 7,626 | 9,210

V. Surplus(+)or Deficit(-)3 | -1 734 | +738 | - 2,529 | - 3,210 | - 1,384 | - 3,542
VI. Surplus (4) or Defiext ( -)
apart from HT . . .. .. .. 41,025 | -+ 2,496 | +1,748

B. Pusric DEpr:
Bonds* . . . . 112,125 12,111 | 14,250 | 14,936 | 23,602 | 27,572

Floating debt * . . . 3,907 | 3,047 4,603 | 12,076 | 10,301 8,550
Special issues to Government
agencies and trust funds . 607 764 308 633 | 2,676 3,770

Total interest-bearing debt | 16,639 | 15,922 | 19,161 | 27,645 | 36,5679 | 39,892

Non-interest-bearing debt . 292 263 326 | 1,056 588 663

ToraL Gross DEBT . . (16,931 [16,185 | 19,487 | 28,701 | 37,167 | 40,445

11929 and 1930 . these figures include trust and related accounts, which are excluded fiom the oficial figures
for later years. The figures for these accounts are liable to vary considerably from year to year., In 1935 the
receipts under this head were ot the order ot $100 millions,

2 The dwcrepancy between this figure and that for 1930, although largely due to the depression, partly repre-
sents the exclusion of trust and related accounts, (See tootnote 1)

* Excluding public debt retirements,

4 Other than special 1ssues to Government agencies and trust funds

Source.—U 8 Statistieal Abstract, 1940,
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Table1 CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940
($ mllions)

T T);mmmn Provincial Muni-ci-p:l_ - To—tnl
Group 1. Progressive Taxes :
Personal income taxes . . . 76 14 3 93
National defence tax . . . 28 .. .. 28
Succession duties . . . .. 25 .. 25
Total, Group I . . . 104 39 3 146
Grovur II. Taxes on Property :
Property taxes on land . . . .. 4 136 140
Property taxes on buildings . . .. 2 108 110
Business property taxes . . .. .. 14 14
Public domain . . . . 2 2L | .. 23
Total, Group IT . . . 2 27 258 287
Grour 111. Mainly Taxes on Business :
Corporation taxes . . . 145 57 .. 202
Excess profits tax . . . 24 .. .. 24
Company fees, licences, ete. . . 3__ 8 _1_(_)___ ] 2_1
Total, Group 11T . . . 172 65 10 247
Grovp IV. Mamly Consumption Taxes *
Customs (including hquor) . . . 131 .. . 131
War exchange tax . . . 6L | .. . 61
Sub-total, Import Taxes . . 192 . .. 192
Excise (including liquor) . . . 88 | .. .. | 88
Other, Sumilar Taxes and Licences
Manufacturer’s taxes . . . 42 .. .. 42
Sales taxes . . . . 179 13 5 197
Gasoline tax . . . . .. 53 .. 53 |
Liquor control (other than customs |
and excise) . . . . .. 32 .. 32
Automobile licences . . . .. 27 .. 27
Amusement taxes . . e 3 .. 3 :
Sub-total, Other Taxes and Licences _2‘2___ _]28 5 354
Surplus Utility Earnings . . 7 2 7 16
Miscellaneous (taxes and receipts) . 38 5 29 72
Total, Group IV . . . 546 135 41 722

Dominion subsidies to Provinces . .. .
GraND ToraL . . . . 824 285 312 1421
Less duphlications . . . . 19 .. .. 19

NEeT ToTAL . . . . . ! ~80-5“— - 285_ 312 1402

! The figures are based on (‘fomparatire Statustucs of Public Finance, 1936--1940 (Dominion-Provineial
fanel:mvg, Jatnuary 1941), but have been corrected for changes in actnal results as compared with
hudget estimates,



Table 2

|
i
|

PT. IIT LIST OF CANADIAN TABLES

(Percentage distribution)

Grour 1. Progressive Taxes :
Personal income taxes
National defence tax . . .
Succession duties

Total, Group I

Grour 11. Taxes on Properiy .
Property taxes on land .
Property taxes on buldings
Business property taxey
Public domain

Total, Group 11

Grour I1I. Mainly Taxes on Business
Corporation taxes
Excess profits tax
Company fees, licences, etc.

Total, Group 111
Grour IV. Mainly Consumption Tuxes .
C'ustoms (including liquor)
War exchange tax
Sub-total, Tmport Taxes

Excise (including liquor)

Other, Sumilar Taxes und Licences *
Manufacturer’s taxes . . .
Sales taxes
Gasoline tax . . .
Liquor control (other than customs

and excise)
Automobile licences
Amusement taxes
Sub-total, Other Taxes and Licences
Surplus Utlity Earnings
Miscellaneous (taxes and receipts)
Total, Group 1V

Dominion subsidies to Provinces .

Granp Toran

Less duplications

Ner ToraL .

297

CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940

Percentage Share of each Pereentage Distribution
Government 1n Total ot each Government’s
Revenues Revenues
] 3 = | | & A“g_——_“__
g z g G g z g 3
R1E|E & |8 |43 &

R U P -7 -
|
8L | 15 4 | 100 9 b 1 6
100 | .. 100 3| .. 2
.. 199_ .- 100 . _8 . _2
69 | 29 2 {100 12 | 13 1|10
3 97 ' 100 1 44 10
2 98 | 100 1 35 8
.. .. 1100 | 100 .. 4 1
9 91 . 100 l_ ) 2
1 9 | 90 | 100 9 | 83 | 21
72 | 28 100 | 16 | 20 14
100 .. .. | 100 3 .. .. 2
14 |38 | 48 1100 .. | 3| 3| 2
70 | 26 4 1100 | 19 | 23 3|18
|
100 100 | 16 9 |
IOOA e 100 7 ___5__
100 7 100* 23 e e l4_t
100; e 100_ 10 R 3 _6_|
100 | .. o100 8| L. .. 3
91 7 2 | 100 | 21 4 2| 14
100 100 19 4
100 100 11 2
100 100 10 2
- 100 . IOQ_ . ...
63_ 36 1 100_ 26 ) 4_!1 o 2~ 2-_’3_
444 _1_2 4 IO(L 1 N 1 ) 2 __1‘_
54 | 7 (3 |100] 9| 2| 9| 5
75 |19 6 |100| 69 | 48 | 13 | b1
. }OO . 10'0 . _.‘7_ .. 1
58 | 20 2 | 100 {100 {100 {100 |101
100 | .. | .. j100) 2] ... |1
58 | 20 | 22 | 100 | 98 |100 |100 |100
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Table 3 CANADA, PUBLIC EXPENDITURES FROM REVENUE,
ALL GOVERNMENTS, 1940

($ millions)

Dominion ProvinﬂaT Ti-umcipai_ N T-c_)tul
1. Primary Functions :

Legislation, administration and justice 57 41 73 171

National defence . . . . 852 .. .. 852

Military pensions and after-care . 56 .. .. 56

Debt charges . . . . 150 66 52 268

Total, Primary Functions . .| 1116 107 125 1347
2. Secondary Functions -

(1) Social Servires : |
Education . . . . .. 36 81 117 |
Relief . . . . . 31 23 6 60
Other public welfare . . . 36 55 37 128

Sub-total, Social Services . | 67 | 114 | 124 | 305 |

(2) Developmental :

Agriculture and public domain . 20 24 .. 4
Transportation . . . 17 31 32 80
Sub-total, Developmental . 37 55 32 124
Total, Secondary Functions . 104 169 156 429
Subsidies to Provinces . . . 19 . .. 19
Graxp ToraL . . . .| 1240 276 279 1795
Less duplications . . . . 19 . . 19
Ner ToraL . . . . .| 1221 276 279 1776




Table 4

LIST OF CANADIAN TABLES

ALL GOVERNMENTS, 1940

1. Primary Functions :

Legislation, admunistration and justice

National defence . .
Military pensions and after-care
Debt charges
Total, Primary Functions .
2. Secondary Functions :
(1) Social Services :
Kducation . .
Relief (unemployment)
Other public welfare .
Sub-total, Social Services
(2) Developmental :
Agriculture and public domain
Transportation
Sub-total, Developmental
Total, Secondary Functions
Subsidies to Provinces
Granp ToraL

Less duplications

Ner TotAL .

(Percentage cistribution)

CANADA, PUBLIC EXPENDITURES FROM REVENUE,

299

Percentage -Share of each Percentage D-Iﬂt_rlbllt‘l-oll !
Government, in Total of each Government’s
Expenditures Expenditure
- L o = - -
g 3 g G g % g :
B & |ElelalE|2]8
33 | 24 | 43 | 100 5115 | 26 | 10
100 100 | 69 48
100 | .. .. | 100 4 | .. .. 3
56 | 24 | 20 (100 12 | 24 | 19 15
83 8 9 {100 | 90 | 39 | 45 | 76
|

.. | 31|69 {100 .. 13129 1
50 | 40 | 10 | 100 2 8 2 3
29 | 43 | 28 | 100 312 |13 7
22 | 38 | 40 | 100 5| 41 | 4 | 17
46 | 54 | .. 100 2 9 | .. 2
21 | 39 | 40 | 100 1|11 11 b
28 | 48 | 24 | 100 312 |11 7
24 | 39 | 37 |100] 8 | 61 | 55 | 24

100 100 2 1.
69 | 15 | 16 | 100 {100 |100 |100 |101
100 100 2 1
69 | 15 | 16 | 100 | 98 {100 |100 |100
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Table 5 CANADA, PERCENTAGE DISTRIBUTION OF
PROVINCIAL AND MUNICIPAL REVENUES, 1937-38

iV - - g |

% %! 2 é @ § i

z » Bl ¢ o ] ] £l g

SEIEAP IR AR AR A S IS

0 e Cl (3 = =] Gl @ =1 =N} =0

ARE| % (wA | O | S| R | @ | % |[FAo| = !

e o ST I S i
Grour I: !
Income taxes on persons . 2 .. 1 1| 3| 8| 1, 2| 4| 2
Succession duties . 2 3 3 8| 10 1 1 3, 3 6.

sroup II:

Real property taxes 20 | 37| 31| 43| 51| 48| 43| 45| 38| 45
Public domain 4| 8| 5] 2| 2 2] 4| 8| 4
Group I1I: !
Corporation taxes . 8 6| 4, 7 56| 5| 3, 5] 13| 6,
Grovup IV : ‘
Sales taxes . . 3 3| 2 1
QGasoline taxes and motor :
vehicle licences . 20| 18| 18| 10| 12| 10| 10| 11| 12} 12|
Liquor control 20 7, 8| 5| 5| 5| 3| 7| 8, &
Miscellaneous taxes, f
licences, fees, ete. 14| 15| 16| 16| 11| 14| 19| 16| 11| 15,
Total revenue from Pro- !
vincial sources 68 | 90| 89| 98| 99| 93| 8| 95| 97| 96
Federal subsidies 32| 10| 11 2 1 71 18] & 3| 4
ToraL . 100 {100 {100 {100 {100 {100 | 100 | 100 | 100 | 100
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Table 6

1. Primary Functions *
General Government and
miscellancous
Net debt charges .

2. Secondary Functions *

(1) Socral Services :
Education
Public welfare
Unemployment relief
Other . .

(2) Developmental :
Agriculture and public

domain . .
Transportation . .
TorAn

301
CANADA, PERCENTAGE DISTRIBUTION OF
PROVINCIAL AND MUNICIPAL EXPENDITURES, 1937-38

] o , ST 'é_i
g 4 s | B <| £
2 @ | 9 g S S 4 | =81 &
858 e | L8| 8| 5| 5| 3| % |Z8] &

EE3| s |EE| 2| E| 59|28 |E5| =

alEl n (mal o | © H @ < | RO | -

15| 17| 14| 22| 21| 20| 17| 17] 24! 20
17 | 21| 30| 20" 18| 21| 19| 17| 21| 20"
i
|
28| 23| 21| 15| 23| 20| 18| 27| 18| 20,
4| 3| T2l 14| 8| 14| 23] 8| 9o 11!
14| 19| 15| 12| 17| 15| 14| 16| 15| 15
2| 3| 5| 7| 20 2| 3| 3| 4| 4
20| 14| 13| 10| 11| 8| 6| 12| 9 10%
100 100|100 | 100 | 100 | 100 | 100 { 100 | 100 | 100/




302 FEDERAL FINANCE IN PEACE AND WAR PT. III
Table 7 CANADA, DEBTS OUTSTANDING,
ALL GOVERNMENTS, 1913-40
($ millions)
o o |-9|3 1921 1926 _;(;3;) 1936 1937 1940 i
| Dominion 521 | 3520 | 3570 | 3779 | 4800 | 4855 | 5879
Provinces 285 | 633 | 951 | 1246 | 1836 | 1960 | 2190 !
Municipalities . 505 | 804 | 1038 | 1238 | 1279 | 1271 | 1143 i
Sub-total . 1311 | 4957 | 5559 | 6263 | 7915 | 8086 | 9212 |
Less Intergovernmental !
debts :
Dominion-Provincial 12 50 61 58 | 178 | 193 | 241
i Provincial-Municipal 1 24 33 31 29 30 48
! Net outstanding debt 1298 ' 4883 | 5465 | 6174 | 7708 | 7863 | 8923 |
Table 8

CANADA, TOTAL RELIEF EXPENDITURES (INCLUDING RELIEF
WORKS CHARGED TO CAPITAL ACCOUNT), 1930-37

($ millions)

Through Provincial-Municipal
agencies :
1. Dominion share
2. Provincial share .
3. Municipal share

Sub-total

Dominion expenditure through
own agencies . .

GrAND ToTAL . .

1930 | 1031 | 1032 | 1933 | 1934 | 1935 | 1936 | 1937 I
3 34 | 34 | 28 | 43| 41| 52| 55.
9 | 42 137 |39 | T4 70| 59 79
516 [ 21 | 23 ; 24 23| 23 18

17 | 92 | 92 | 90 | 141 | 134 | 134 | 152
1 5 3 8| 17] 39| 26| 13
18 | 97 | 95 | 98 | 158 | 173 | 160 | 1656
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CANADA, RELIEF EXPENDITURES,
ALL GOVERNMENTS, 1937-38

Table 9

ToraL RELIEF EXPENDITURES
(Dominion, Provincial and Municipal Shares combined) :

Prince Edward Island
Nova Scotia
New Brunswick .
Quebec
Ontario
Manitoba .
Saskatchewan . .
Alberta . . . .
British Columbia .

Torar, CoMBINED EXPENDITURE . .

Share of Each Government

EXPENDITURE THROUGH PROVINCIAL-MUNICIPAL AGENCIES :
Total Dominion share
Total Provincial share
Total Municipal share

ToraL EXPENDITURE, through Provincial-Municipal Agencies

Add Dominion Expenditure, through own agencies

ToraL, COMBINED EXPENDITURE

303

$ thousands '
!

577
2,560
1,470

30,823
28,161
9,789
62,312
7,649
9,013

.| 152,364 |

54,547 |
79,466 |
18,341 |

.| 152,354 |

12,802

165,156

Table 10 CANADA, COMPOSITION OF TOTAL DEBT, ALL GOVERNMENTS,

30t NOVEMBER 1940

($ thousands)
- o F‘““d“fl "re ; (uaranteed Other
ol | Rining” | VR | B | fank ) Gononent
Funds g .
All Governments 8,922,744 | 7,948,979 | 349,090 | 657,411 | 64,758 2506
Less Intergovernmental
Debts :

Dominion-Provincial . 240,637 46,691 | 157,296 2,989 | 33,761 ..

Provincial-Municipal . 48,398 6,322 . 12,047 1 25,012 5017
Dominion and Canadian

National Railways 5,878,667 | 5,199,931 | 230,325 | 363,245 | 85,066 .
Provinces . . 2,189,769 | 1,765,418 | 276,061 | 112,302 | 38,465 7523
Municipalities . 1,143,443 | 1,046,543 . 96,900 .
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Table 11

FEDERAL FINANCE IN PEACE AND WAR

PT. II1

RELATION OF CANADIAN WAR EXPENDITURE TO NATIONAL

INCOME AND PUBLIC FINANCE IN 1937-38, 1940-41 AND 1941-42

( o S T desrss | tosoar | 10412 ]
' Net National Income ($ thousands) :
: Tentative results entered for calendar
1 years 1937, 1940, 1941 4,348,001 | 5,386,582 | 6,514,000
|
| Government Revenue ($ thousands) :
| National . . 516,693 872,170 | 1,488,536
| Provincial . 287,940 304,564 305,000
i Municipal . 309,067 314,500 312,700
|
! Total . . . . .| 1,113,700 | 1,491,23¢ | 2,106,236
|
I As percentage of national income . 256 277 32-3
|
, Government Expenditure ($ thousands) :
! National . . . 534,408 | 1,249,601 | 1,885,066
- Provincial . 274,100 273,503 274,0001
7 Municipal . . . . . 311,297 314,000 309,300
: Total (including defence or war
i expenditure) . . .| 1,119,805 | 1,837,104 | 2,468,366
|
| Defence or war expenditure . . 82,7602| 1778,424%| 1,382,491%
i Total Government expenditure as per-

centage of national income . . 257 341 379
 Defence or war expenditure as percentag
‘, of national income 0-7 14-5 21-2
' Population (thousands) 11,120 11,385 11,507
{ Per Head ($):
‘ Income . . 391 473 566
I Government revenue . 100 131 183
‘ Government expenditure . . 101 161 215
| Government defence or war expenditure 3 68 120

1 Estimated.

* Ordinary Expenditures of the National Defence Department.
* Including amounts charged to active assets.

Note —Tentative approximate estimate of Net National Income in 1942 is $7500 mllions

Ex-

penditure for war 1n the fiscal year ended 31st March 1943 was tentatively given in the Budget speech of
2nd March 1943 as $3,802,765,000 ; this figure includes the $1000 millions gift to the United Kingdom
Total Dominion revenue for this flscal year was $2,308,400,000 ; total expenditure $4,469,958,000
(prehiminary figures).

Source.—Dominion Statistician, Ottawa. (Sce also Table IT, Chapter IV.)
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Table 1 AUSTRALIA, COMMONWEALTH REVENUES,
1940-41 AND 1941421
I £ thousands Percontage Distribution
i 1910-41 194142 | 194041 1941-42
GrouP I. Progressive Taxes : N
Income tax (individuals) ? . 18,872 24,265 14-1 160
i Pay-roll tax . . . .. 8,000 .. 53 |
| Estate duty . . . .| 2364 | 2800 | 18 | 18
! Total, Group 1 .| 21,236 35,065 15-9 23-1
i Groue 1L. Taxes on Real Property :
¢ Land tax . . . 3,191 3,150 24 2-1
' Group 1II. Taxes on Business .
' Income tax (companies) * .| 20,443 26,285 15-3 17-3
. War-time (company) tax and super-
; tax . . . . 3,990 4,000 3-0 2-6
Gold tax . . . . 1,452 1,300 11 0-9
i Non-tax revenue under Group IIT. 311 | 299 02 | 02
Total, Group 111 . . | 26,196 31,884 19-6 21-0
Grour 1IV. Mainly Consumption
Taxes :
| Customs . . |_29,410 20,440 | 220 | 134
. Bxcise :
Liquor . . .| 13,697 14,960 10-2 9-8
Tobacco (including cigars and
cigarettes) . 7,805 9,130 58 6-0
Other . . 2967 | 3020 | 22 | 20
| Sub-total, Excise . 24,369 | 27,110 | 182 | 178
i Other Stmilar Taxes :
[ Sales tax . . . .| 19,793 24,000 14-8 15-8
Flour tax . . . .| 1499 | 1580 | 11 | 10
Sub-total, Other Taxes . 21,2{)2__ £§1§80 159 | 168
Net Revenue from Business Under-
‘ takings :
’ Post Office . . . .| 3199 | 3733 | 24 25
i Miscellaneous :
| Territories 4 . . . 507 497 0-4 0-3
[ Interest® . . . . 1,172 1,100°¢ 0-9 07
| Other . : : | 3184 | 8472 | 23 23
! Sub-total, Miscellaneous . | 4,813 5,069 3-6 33
' Total, Group IV . .| 83,083 | 81,982 | 621 53-8
I GraND ToTaAL . . . . |133,706 | 152,031 100-0 100-0

1 1910-41 figures are actual receipts ; those for 191142 Budget estimates The figures represent
roce_ipt]s t}f é:he Consolidated Revenue Fund, except that net revenues only of business undeirtakings
are included.

2 In the absence of separate data of individual and company income tax, the total income tax
receipts have been split up in the ratio of assessments in 1939-40. In view of the repeated changes in
the income tax law as more and more rehance has heen placed on this source of revenue, theie s a
considerable margin of error in the flgure given above )

3 Net revenues of Post Office only. These were net expenditures on railways.

4 Excluding business undertakings.

s Excluding balance of interest on States’ debts payable by States.

¢ No details avallable. The figure of £1,100,000 1s a rough estimate obtained by taking approxz-
mately the proportion of  Miscellaneous Receipts * (the head 1n the Budget accounts) represented by
interest in 1940-41, In this way the Budget estimate of Miscellancous Receipts for 1941-42 has been
split up. The total of Miscellaneous Revenue in this table 13 not afected.

Source.—Commonwealth Budget Papers.
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Table 2 AUSTRALIA, COMMONWEALTH EXPENDITURES
FROM CONSOLIDATED REVENUE, 194041 AND 1941-421

£ thousands Pmu lltlﬁ(} Distiibution '
| - 1910-41 | 1941-42 | 194041 1941-42 :
1. Primary Functwna o o
Legislation, administration and
justice . . . 4,072 4,176 3-0 2-8
Defence ? . . - | 67,481 66,597 494 43-8
Pensions . . . . 8,252 8,223 60 54
Debt services 3 . . - | 13,603 | 14914 | 100 98
Total, Primary Functions . 9.} 408 93,910 68-4 61-8
2. Secondary Functions :
(1) Social Servces :
Education 4 . . . 111 125 01 01
Public health . . 271 291 0-2 02
Invalid and old-age penmons .| 17,366 18.750 127 12-3
Repatriation and War Service
Homes Commission . . 791 945 0-6 0-6
Child endowment . . . .. 13,000 .. 86
Maternity allowances 408 425 03 | 03
Miscellaneous . . +|__ 168 | 368 | o1 | 02
Sub-total, Social Services . | 19,115 33904 | 140 | 223
(2) Developmental :
Railways (net) . . 608 628 0-4 0-4
Shippmg and mail services . 62 67 . .
Federal Aid roads ® . . 3.485 1,600 26 11
Civil aviation . . . 382 474 0-3 0-3
Bounties . . 61 163 . 01
Rescarch and pubhcnty . 546 694 0-4 05
Relief to primary producers . 3,023 3,776 2:2 2-5
New works . . 3,212 3,831 24 2:5
Miscellaneous . . 53 26 | .. .
' Sub-total, Dovelopmental . 11,432 | 11,259 83 | T4 |
(3) Mascellaneous -
Territories . . . . 1,238 1,348 | 09 09
Total, Secondary Functions | 31,785 | 46,511 23-2 30-6
Payments to or for States . .| 11,441 | 11,610 | 84 76 |
Granp ToraL . . . . 136,634 152,031 100-0 1000

1 194041 actual figures, 1941-42 Budget estunates, The grand totals differ from those 1n the
ofheial accounts 1 that net expenditure onlv on business undertakings 1 included, and i that ex-
penditure from excess receipts (£2,928,375 on defence mn 1940-41) has been added to ordinaty ex-

ure
p(‘n:h;mpcndlture of defence departments from revenue (other than on pensions and debt services),
and nuscellaneous expenditure on account of the war of 1914-18,

3 TInterest, sinking tund, exchange, and loan redemption and conversion expenses.

4 boldu,rs children education scheme (expenditure on account of 1914-18 wur) and National
L b‘ Paid to States, but does not appear 1n State Consolidated Revenue accounts

¢ Includes ex nditure on scientific research and similar items which have been included under
cducation in the gﬁam figures (Tables 5 and 6 and Chapter V Tables X1 and XID  well as in other
chapters, but cannot be separated out in this case.

Source.~ Commonwealth Budget Papers.
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Table 3 AUSTRALIA, STATE REVENUES, BY STATES, 1937-38

(£ thousands)
N |
o g2 ' |
58 5 | § gg sz g 3
CJ 153
L B F | 5 |23 |2 & &
Group I. Progressive Taxes :
Taxes on income ! . . . [ 11,649 | 4,980 | 3,251 | 1994 | 1656 | 743 | 24,272
Probate and succession duties .| 1,961 | 1,206 366 | 240 80 [ 108 | 3,951
|
Total, Group I? . . . (13,600 | 6,186 | 3,617 | 2234 | 1735 | 851 |28,223 °
Grour II. Taxes on Real Property : :
Land tax . . . . 2 420 233 | 319 98 84 | 1,156 |
Non-tax revenue from lands . .| 1,872 434 | 1,643 | 217 | 37 66 | 4,607 |
Total, GrowpII . . .| 1,874 | 854 | 1,776 | 636 | 473 | 150 | 5,663 '

Group III. Taxes on Business : *

Stamp duties . 1,196 802 364 | 273 | 223 79 | 2,937
Licences and other taxes 63 100 76 37 34 22 332 |
Total, Group 1IT . . .| 1,259 902 440 | 310 | 257 | 101 | 3,269 |
Grour IV. Mainly Consumption T'axes :
Taxes :
Liquor. . . . . 341 197 46 34 60 23 701
Motor vehicles . . .| 2,260 | 1,538 471 | 660 | 341 | 148 | 5,418
Entertsinments . . .| 106 220 .. 89| 69| 30| 514!
Racing . . . . 350 349 56 | 277 63 37 | 1,131 |
Lotterios . . .- . 50 | .. .. 4233 473
Sub-total, Taxes . .| 3,057 | 2,304 622 | 1060 | 533 | 661 | 8,237 ,
Revenue from Business Undertakings : 4 '
Railways, tramways and omnibuses | 7,105 | 2,507 | 1,512 | 6725 1048 .o 112,844
Harbours, rivers and lights . 841 8 .. 560 | 249 .. 1,648
Water supply, sewerage, irrigation
and drainage . . . 246 304 . 697 | 511 | .. 1,758
Other . . . . . .. 785 - 11| 128 13 937
Sub - total, Business Under-
takings . . .| 8192 | 3,604 | 1,612 | 1930 | 1936 13 |17,187
Miscellaneous :
Interest . . . . 653 | 2,255 | 1,209 | 914 | 449 | 351 | 5,921
Other . . . . .| 4,182 972 | 1,259 | 518 | 697 | 190 | 7,818
Sub-total, Miscellaneous .| 4,835 | 3,227 | 2,558 | 1432 | 1146 | 641 |13,739
Total, Group IV . . . 16,084 | 9,135 | 4,692 | 4422 | 3615 | 1215 | 39,163
Grants and other Commonwealth pay-

3,008 | 2,127 | 1,097 | 1783¢ 1051 | 841 | 9,907
GraxD Torar . . . . 136,826 | 19,204 {11,622 | 9285 | 7131 | 3160 |86,2256

ments . . .

} Includes taxes on company income, which could not be separated out from those on individual income,

* Taxes on company income are included under Group I,

* Includes income tax on lotteries, £277,313 (8 8 per cent of Tasmanian revenues)

¢ Net revenue only. In calculating the total for all States, the losses of some have not heen offset against
the profits of others, but given separately in the expenditure tables (Nos. b and 6).

¢ Includes £120,000 (13 per cent of SBouth Australian revenues), portion of Commonwealth Special Grant
paid direct to railways.

¢ Excludes £120,000 (13 per cent of South Australian revenues), portion of Commonwealth Special Grant
paid direct to railways,

Source.—Finance, 1927-28 to 1937-38, Commonwealth Bureau of Census and Statistics, Bulletin No. 20,
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Table 4 AUSTRALIA, STATE REVENUES,
(Percentage dlsmbutlon)

Grour 1. Progresawe Taxes :
Taxes on income !
Probate and succession dutles

Total, Group I?

Grour II. T'axes on Real Property *
Land Tax .
Non-tax revenue from ]amLs

Total, Group II

Group 111, Taxes on Business . 2
Stamp duties .
Licences and other taxes

Total, Group ITT

Group 1V. Mainly Consumption Tazxes :
Taxes *
Liquor
Motor vehicles
Entertamments
Racing
Lotterics

Sub-total, Taxes
Revenue from Business Undertakings + 4
Railways, tramways and ommibuses
Harbours, rivers and lights
Water supply, sewerage, 1rrigation and
dramage . . . .
Other
Sub-total, Business Undertakimgs .
Miscelluneous *
Intorest
Other
Sub-total, Miscellaneous
Total, Group IV
Grants and other Commonwealth payments

GrAND ToTAL .

!
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BY STATKS, 1937-38
3 . |
s | 3 : E5 | g
CINEREE AL AN
G 3] G
RiE| 2 | 5|32 )53 A | &
325 259 | 280 | 215 | 232 235 | 281
55 63 31 2:6 11 34 46
380 | 322 | 317 | 241 | 243 | 269 | 327
.. 2:1 2:0 34 1-3 2.7 14
52 23| 133 23 53 2-1 52
52 44 | 153 57 66 4-8 66
33 42 31 29 31 25 34
02| 05| 07 04| 05| 07| 04
35| 47| 38| 33| 36| 32| 38
10 1:0 0-4 04 08 07 09
63 80 41 71 4-8 4-7 63
03 1-2 .. 1-0 1:0 09 06
1-0 1-8 05 30 09 12 1-3
.. . 0-4 .. .. 1343 05
86 | 12:0 54 | 115 751 209 96
198 | 131 | 130 7-3% 147 149
2:3 .. .. 59 35 19
0-7 16 7-6 72 .. 2:0
.. 41 01 18 06 11
22:8 | 188 | 130 . 208 | 272 05| 199
1.8 117 | 11-2 99 63 | 11-1 68
117 51| 108 50 98 60 91
1356 | 168 | 220 | 154 | 161 | 17:1 | 1569
449 | 476 | 404 | 476 | 508 | 385 | 454
84 | 111 94 | 19-29 147 | 266 | 11:5
100-0 | 100-0 {100-0 | 100-0 {100-0 | 100-0 | 100-0

For footnotes see Table 3.
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316 FEDERAL FINANCE IN PEACE AND WAR PT. 111

Table 11 AUSTRALIA, COMMONWEALTH AND STATE DEBT,
30ra JUNE 1941
Matwing in—
’ Australia, London, New York, Total,
£()00 (Austr) £000 (Stg.) | £000 ( 84 86(;.:) £000?

F or Commtmwealih Purpoaes
(1) War Debt (1939-41) :

Stock and bonds 2 . . . 84,178 5,775 .. 89,953
Advance loan subscriptions # . 872 .. .. 872
Citizens’  National imergency
Loans ? . 5,390 100 .. 5,490
War savings certlﬁcates and stamps 2 17,460 .. .. 17,460
Public Treasury bills (short-term
debt) . 1,750 .. .. 1,750
Indebtedness to Umtcd ngdom :
Government . . . .. 12,000 .. 12,000
Sub-total, War Debt (1939-41) . | 109,650 17,875 .. 127,525 |
(2) War Debt (1914-19) :
Stock and bonds® . . .| 171,073 11,020 .. 182,093
Miscellancous 2 167 .. .. 167
Indebtedness to Umted Klngdom
Government . . . .. 79,724 . 79,724
Sub-total, War Debt (1914-19) . 171,240 90,744 .. 261,984
(3) Works and other Purposes *
Stock and bonds ® . . 28,766 61,664 15,877 106,307
I Treasury bills and debentures (short-
I term debt) . . . . .. 3,720 .. 3,720
| Internal Treasury bills ¢+ . . 10,692 . .. 10,692

Sub-total, Works and other Purposes 39,458 05,384 15,877 120,719

} Total, Commonwealth Purposes . 320,348 174,003 15,877 510,228
On Account of States
| Stock and bonds . 459,072 | 206,381 15,584 681,037
| Treasury bills and debentures (short-
term debt) . 45,423 23,155 .. 68,678

Balance of debts of Stutes ta,ken over
by Commonwealth and still repre-
sented by State securities . . .. 154,505 11,902 166,407

! Total, on Account of States . .| 504,495 384,041 217,486 916,022

|
!
|
|
i
i
i
|
|

GRAND Toran, COMMONWEALTH AND
StaTE PusLic DesT . .| 824,843 | 558,044 43,363 1,426,250

! Total * face ** or *‘ book ** value of the debt without adjustment on account of relatlve currency chang«-s

since the loans were floater
* Funded with the publlc * Funded debt.

Source.~- Finance, 1940-41, Commonwealth Bureau of Census and Statistics, Bulletin No, 32.
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318 FEDERAL FINANCE IN PEACE AND WAR PT. 11

Table 13 AUSTRALIA, LOCAL GOVERNMENT DEBT, BY STATES,

1937-38
Maturing in— T
Debt of Lecal Authorities in— Australia London New York .,g“l’;"'l d Total
£000 (Austr ) | £000 (Stg) [£000 (34 8665)| “Salan £000
‘New South Wales: | | T
Due to Central Government 3,987 .. .. .. 3,987
Due to banks (net overdraft) 250 .. .. .. 250
Due to public creditor . 27,159 5,477 1913 .. 34,549
Total . . . 31,396 5,477 1913 . 38,786
Victoria :
Due to Central Government 664 .. .. .. 664
Due to banks (net overdraft) 324 .. .. .. 324
Due to public creditor . 12,076 .. .. 31 12,106
Total . . . 13,063 .. .. 31 13,094
Quecnsland :
Due to Central Government 10,152 .. .. .. 10,152
Due to banks (net overdraft) 708 .. .. .. 708
Due to public creditor . 9,200 5,600 3588 .. 18,288
Total . . . 20,060 5,500 3588 .. 29,148
South Australia :
Due to Central Government 394 .. .. .. 394
Due to banks (net overdraft) 45 .. .. .. 45
Due to public creditor . 846 .. .. .. 846
Total . . . 1,285 .. .. .. 1,285
Western Australia :
Due to Central Government 43 .. .. .. 43
Due to banks (net overdraft) 32 . .. .. 32
Due to public creditor . 2,589 552 .. .. 3,141
Total . . . 2,664 552 .. .. 3,216
Tasmania :
Due to Central Government 362 .. .. .. 362
Due to banks (net overdraft) 43 .. .. .. 43
Due to public creditor . 1,658 1,194 .. .. 2,852
Total . . . 2,063 1,194 .. .. 3,267
All States :
Due to Central Government 15,602 .. . .. 15,602
Due to banks (net overdraft) 1,402 .. .. .. 1,402
Due to public creditor . 53,627 12,723 5501 31 71,782
Granp Toran . . . 70,531 12,723 5501 31 88,786

Note.—The “ Total ”’ column shows the total ““ face '’ or * book ** value of the debt without adjustment on
account of relative currency changes since the loans were floated. Net overdrafts represent aggregate net over-
drafts of all funds. The credit balances of other authorities which do not carry overdrafts have not been deducted.

Source.—Finance, 1938-39, Commonwealth Bureau of Census and Statistics, Bulletin No. 30.
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Table 14 AUSTRALIA, DEBT OF SEMI-GOVERNMENTAL
AND OTHER PUBLIC AUTHORITIES, 1937-38

Maturing 1n—
, Debt of Authorities in— T

. o |
‘ Austraha London New York Total ,
£000 (Austr) | £000 (Stg) |£000 ($4 8665) £000 |
N i g Ittt el ettt B |
New South Wales : |
Due to Central Government 22,387 .. .. 22,387 |
Due to banks (nct overdraft) 234 .. .. 234 |
Due to public creditor . 42,886 3,989 1442 48,317 i
Total . . .| 65507 3,080 | 1442 70,938 |
Victoria : .
Due to Central Government 2,703 .. . 2,703 |
Due to banks (net overdraft) 166 .. .. 166
Due to public creditor . 32,475 6,669 .. 39,144
| Total . . .| 35344 6,669 .. 42,013 |
| Queensland : i
Due to Central Government 8,301 .. .. 8,301
i Due to banks (net overdraft) 1,271 .. .. 1,271
. Due to public creditor . 2,605 .. .. 2,605 '[
| Total . . < 12,177 - - 12,177 !
| |
South Austraha : '
! Due to Central Government 7,079 .. .. 7,079 !
* Due to banks (net overdraft) 26 .. .. 26
i Due to public creditor . 810 .. .. 810
Total . . . 7,915 .. .. 7,915
1
, Western Australia :
| Due to Central Government 299 .. .. 299
i Due to banks (net overdraft) 4 .. .. 4
Due to public creditor . 104 .. o 104
| Total . . . 407 .. .. 407
E Tasmania :
| Due to Central Government 371 .. .. 371
i Due to public creditor . 487 .. .. 487
: Total . . . 858 . .. 858
" All States :
Due to Central Government 41,140 .. .. 41,140
' Due to banks (net overdraft) 1,701 .. .. 1,701
Due to public creditor . 79,367 10,658 1442 91,467
i GraND ToraL . . . | 122,208 10,658 1442 134,308

i

Note —The “ Total ** column shows the total *“ face *’ or * book ** value of the debt without adjust-
ment on account ot relative currency changes since the loans were floated. Net overdrafts represent
aggregate net overdrafts of all funds. The credit balances of other authorities which do not carry
overdrafts have not been deducted.

Source.—Fwance, 1938-39, Commonwealth Bureau of Census and Statistics, Bulletin No. 30.
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Table 16 AUSTRALIA, LOCAL GOVERNMENT AUTHORITIES,
INTEREST PAYABLE, 1937-38

- |
Pavable in- - I
Tnterest on Debt of B —jm = —
Tocal Authouties m— Austraha T.ondon New York 7%'1“;‘;] d I Total |
£000 (Austt ) | £000 (Stg) | £000 (54 8663)] “HHS l £000
i New South Wales: _ o
To Central Government . 134 .. .. .. 134
To banks (net overdraft) . 11 .. .. . 11
' To public creditor . . 1175 284 105 .. 1564
5‘ Total . . . 1320 284 105 .. 1709
1 Victoria :
To Central Government, . 27 . . .. 27
' To banks (net overdraft) . 15 . . .. 15
. To public creditor . . 538 . .. 2 540
! Total . . . 580 .. .. 2 582
. Queensland :
| To Central Government . 451 .. .. .. 451
To banks (net overdraft) . 32 .. .. .. 32
I To pubhe creditor . . 394 291 l 189 .. 874
| Total . . .| 87 291 | 189 | e |
| |
! South Australia :
To Central Government . 20 .. .. .. 20
' To banks (net overdraft) . 2 .. .. .. 2
To public creditor . . 37 .. .. .. 37
Total . . . 59 . .. .. 59
! Western Australia :
' o Central Government . 2 .. .. . 2
' To banks (net overdraft) . 2 . .. . 2
I To public creditor . . 114 24 . .. 138
: Total . . .| 118 2 .. . 142
i Tasmania :
| To Central Government . 15 .. .. . 15
i To banks (net overdraft) . 2 . .. . 2
* To public creditor . . 70 57 . .. 127
|
! Total . . . 87 51 .. g 144
| All States :
| To Central Government . 649 .. . . 649
| To banks (net overdraft) . 64 .. . . 64
To public creditor . .| 2328 656 294 2 3280
| GraNDp ToTaL . . . 3041 656 294 2 3993

Nole.—-The “ T;)t.al ' col shows the inal s.mm;n;. l-)f Interest pavable, taking no account of exchang?.
Net overdrafts represent aggregate net overdrafts of all funds. The interest on the credit balances of other
authorities which do not carry overdrafts has not been deducted.

Source - Finance, 1938-39, Commonwealth Bureau of Census and Statistics, Bulletm No. 30
Y
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Table 17 AUSTRALIA, SEMI-GOVERNMENTAL AND OTHER
PUBLIC AUTHORITIES, INTEREST PAYABLE, 1937-38

Payable in—
Interest on Debt of Authonties m— |~ Australia L—o ndon New York Total
£000 (Austr.) | £000 (Stg.) |£000 ($4 8665)|  £000
New South Wales :
To Central Government . 783 .. .. 783
To banks (net overdraft) . 11 .. .. 11
To public creditor . . 1524 160 79 1763
Total . . . 2318 160 79 2557
Victoria :
To Central Government . 107 .. .. 107
To banks (net overdraft) . 7 .. .. 7
To public creditor . . 1448 311 .. 1759
Total . . . 1562 311 .. 1873
Queensland :
To Central Government . 341 .. .. 341
To banks (net overdraft) . 23 .. . 23
To public creditor . . 103 .. .. 103
Total . . . 467 .. .. 467
South Australia :
To Central Government . 280 .. .. 280
To banks (net overdraft) . 1 . .. 1
To public creditor . . 35 .. .. 35
Total . . . 316 .. .. 316
Western Australia :
To Central Government 13 13
To banks (net overdraft) 2 2
To public creditor 4 4
Total . . . 17 .. .. 17
Tasmania :
To Central Government . 16 .. .. 16
To public creditor . . 20 e .. 20
Total . . . 36 .. .. 36
All States :
To Central Government . 1540 .. .. 1540
To banks (net overdraft) . 42 .. .. 42
To public creditor . . 3134 471 79 3684
. GRAND ToTAL . . . 4716 471 79 5266
|
! Nominal interest Pnyable, taking no account of exchange. * Less than £500.
Note.—Net overdrafts represent aggregate net overdrafts of all funds. The interest on the credit

balances of other authorities which do not carry overdratts has not been deducted.
Source.—Finance, 1938-39, Commonwealth Bureau of Census and Statistics, Bulletin No, 30.
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Table 18 PAYMENTS BY THE COMMONWEALTH TO OR FOR
THE STATES, SUMMARY, 1930-31 To 1941421
(£ thousands)
Yoar and Item s}mﬁ. Victoria | Queens- | South | Western . pania| ol
oar an Walos land | Australia | Australia a| lota
1930-31 :
From Revenue . 4290 3080 1826 2460 1330 695 13,681
From Loan Fund . .. . .o . ve . ..
Total . . 4200 3080 1826 2460 1330 695 13,681
1931-32 -
From Revenue . 3968 2757 1679 2262 1314 646 12,626
¥rom Loan Fund . 1075 785 65 833 690 2 3,150
Total . . 5043 3542 1744 3095 2004 648 16,076
1932-33 :
From Revenue . 4615 3254 1768 2805 2048 751 15,241
From Loan Fund . 366 238 275 216 172 22 1,289
Total . . 4981 3402 2043 3021 2220 773 16,530
1933-34 :
KFrom Revenue . 5025 3470 1866 3245 2288 911 16,805
From Loan Fund . 23 230 29 9 3 9 300
Total 5048 3700 1895 3254 2288 920 17,105
1931-35 *
From Revenue . 6252 4413 2295 3910 2763 1029 20,862
From Loan Fund . 20 221 70 31 85 46 473
Total 6272 14634 2305 3941 2848 1075 21,135
1935-36 -
From Revenue . 3207 3776 2087 3506 2529 1018 18,123
¥rom Loan Fund 230 230 140 81 346 70 K
Total . 5437 1006 2227 3587 2875 1088 19,220
1936-37 :
From Revenue . 4808 3440 2112 2947 1032 1192 16,431
¥rom Loan Fund . 626 572 95 279 320 46 1,038
Total . 5434 4012 2207 3226 2252 1238 18,369
193738 *
From Revenue . 4956 3463 2314 2857 2132 1169 16,891
From Loan Fund 840 840 170 280 300 70 2,500
Total . 5796 4303 2484 3137 2432 1239 19,391
1938-39 *
From Revenue . 5531 3709 2396 3080 2529 1021 18,266
From Loan Fund 465 550 300 300 300 85 2.000
Total . . 5996 4259 2696 3380 2829 1106 20,266
193940 *
¥rom Revenue . 5842 3724 2390 3016 2621 1097 18,690
From Loan Fund . 210 210 100 100 100 30 750
Total . 6052 3934 2490 3116 2721 1127 19,440
191041 -
From Revenue . 5181 3728 2143 3023 2647 1237 18,261
From Loan Fund . 723 395 115 215 315 5 1,77
Total . . 6206 4123 2260 3238 2062 1242 20,031
1941-42 - *
From Revenue 4816 3638 1921 2018 2372 1745 17,410
F¥rom Loan Fund . 185 308 140 190 297 .. 1,1
Total . 5001 3946 20061 3108 2649 1745 18,510

! The figures include all payments by the Commonwealth to or for the States, such as those under
the Financial Agreement, the Federal Aid Roads Agreement, special grants, bounties and assistance

to primary industries.

* Less than £100.

3 Budget estimates,

Sources,—~Commonwealth Grants Commission Reports and Commonwealth Budget Papers,
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Table 20 AUSTRALIA, SPECIAL GRANTS PAID BY THE
COMMONWEALTH TO THE STATES, 1910-11 To 194243

(£ thousands)

Year South Austialia x;‘t‘:’.‘:ﬂ; Tasmania ‘Total !
o A
1910-11 . ) . .. 250 .. 250
1911-12 . . . .. 240 .. 240
1912-13 . . . .. 230 95 325
1913-14 . . . . 220 90 310
1914-15 . . . .. 210 90 300
1915-16 . . ) .. 200 90 290 |
1916-17 . . . .. 190 90 280 |
1917-18 . . . .. 180 , 90 270
1918-19 . . . . 170 | 90 260 ,
1919-20 . . . .. 160 90 250 |
192021 . L. . 150 90 240 |
' 1921-22 . . . . 140 85 225 |
' 1922-23 . . . .. 130 85 2156 |
1923-24 . ) . .. 120 85 205 |
1924-25 . . . .. 110 146 256 |
1925-26 . ) . . 450 68 518 |
| 1926-27 . . . . 300 378 678
' 1927-28 . . ) .. 300 378 678
£ 1928-29 . . . .. 300 220 520
' 1929-30 . . . 360 300 250 910
© 1930-31 . . .| o 300 250 1720
. 1931-32 . . . 1000 300 250 1550
1932-33 . . . 1000 500 330 1830
L 1933-34 . . . 1150 600 380 2130
| 1934-351 . . 1400 600 400 2400
1935-36 1 . . 1500 800 450 2750
, 1936-371 . . 1330 500 600 2430
' 1937-38 1 . . 1200 575 575 2350
1938-39 1 . . 1040 570 410 2020
. 1939401 . . 995 595 430 2020
1940411 . . 1000 650 400 2050
1941-421 . . 1150 630 520 2300 |
194243 2 . . 550 800 575 1925

1 Pawd m accordance with the recornmendations of the Commonwealth Grants Commission.
* Recommendations of the Commonwealth Grants Commussion,

Source, -Commonwealth Grants Commission, Ninth Report (1942).
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Table 5

LIST OF SOUTH AFRICAN TABLES

SOUTH AFRICA, DETALILS OF
UNION GOVERNMENT,

Customs.

Excise .

State mining revenue .
Licences .

Stamp duties and f(*cs
Income tax

Surtax on interest, .
Estate and succession duties .
Native taxes

Pass fees

Quintrent and farm tamxcs
Forest revenue

Rents of (xovernn-cnt; propert\,
Interest .

Departmental rwupts

Tines and forfeitures
Miscellancous

Postal

Telegraph and t( lcphou(,

Total

1937-381

REVENUES OF THE

£
10,677,913
2,011,558
582,407
191,114
1,305,011
16,286,332
42
1,087,547
567,409
62,123
15,393
141,936
177,469
2,458,844
788,074
328,078
530,237
2,406,781
3,133,473

43,610,741 |

! Including gross 1evenues from publie utilities,

329
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Table 6 SOUTH AFRICA, MINING REVENUE, 1937-38
£ thousands
Gold mines . . . . . . 13,692
Diamond . . . . . . 441
Coal . . . . . . . 106
Other . . . . . . . 441
Total . . . . . . 14,580
{
! From taxation . . . . . . 9,845
Other . . . . . . . 4,735
; Credited to Revenue Account . . . 10,190
! To Loan Account 4,390
Table 7 SOUTH AFRICA, RAILWAYS, REVENUE AND
EXPENDITURE, 1937-38
- o - £_t,-l;ou_snnds ’
Revenue :
Gross traffic receipts . . . . 33,389
Miscellaneous . . . . . 1,656
Total . . . . . . 35,045
Expenditure :
Gross working expenditure . . . 23,219
Interest . . . . . . 4,924
Miscellaneous expenditure . . . . 1,320
Total . . . . . . 29,463
Surplus . . . . . . . 5,582
Table 8 SOUTH AFRICA, HARBOURS, REVENUE AND
EXPENDITURE, 1937-38
B T >-£ thousands
Revenue . . . . . . . 2111
Expenditure : . .
Gross working expenditure . . . 826
Interest . . . . . . 566
Total . . . . . . 1392
Surplus . . . . . . . 719
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Table 9 SOUTH AFRICA, UNION EXPENDITURES,
1937-38 ANDp 1940411
1937-38 1940-41
o P £

General Government 1,371,680 1,536,840
Law, order and protection . 6,284,430 17,140,810
Higher education, science, etc. 1,165,049 1,355,198
Labour and social welfare . 1,273,234 2,096,300
Public health . 1,312,844 1,804,300
Commerce and industries 280,206 330,380
Mining. 618,180 766,800
Native affairs. 528,251 764,866
Land and a;,rlculture 2,294,456 2,741,509
Assistance to farmers 1,609,619 2,222,900
Public works . 1,313,337 1,696,933
Posts and tolegmphs 3,985,214 4,398,830
Pensions 4,742,968 5,314,975
Public debt 5,348,434 5,889,976
Government printing works 351,144 410,413
Miscellaneous . 149,898 75,100

Total . 32,628,944 48,546,129
Provincial Subsidies, ete.2 . 6,654,761 7,193,263
GranD ToraL 39,283,705 55,739,382

! Including gross expenditure on publie utiities.
N t.i In%ludtz% a grant of £310,000 per annum 1w respect of native education, to the South African
ative Tius

Table 10 SOUTH AFRICA, TOTAL REVENUES OF PROVINCES

(l) Subsidies of Union Government to Provinces

Year G é;’;&"h‘g}w Natal Transvaal Fg?gg:tc Total
1911-12 1085 431 1367 419 3302
1926-27 2054 480 1901 736 5171
1931-32 2220 520 1947 738 5425
1937-38 2634 670 2081 934 6319
1938-39 2699 691 2157 942 6489

(2) Revenue Collections of each Province

Year G(()}(i H(:)fpe Natal Transvaal Fg?gg:w —‘ Total
1911-12 .. .. .. .. ..
1926-27 1580 616 1843 419 4458
1931-32 1850 769 1956 441 5016
1937-38 2702 1002 3906 623 8233
1938-39 . 3037 1049 3770 601 8457
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Table 12 SOUTH AFRICA, DETAILS OF ORDINARY PROVINCIAL
REVENUES, 1937-38
Classification Gq'();(%"iluotpo Natal Transvaal Fg::"g&,';w l’rlf\\r}htws
L t £ £ L
Auction sales tax . .. 43,095 15,710 58,805
Companies tax 153,726 61,613 515,165 18,502 749,006
Departmental receipts 146,766 105,086 151,864 48,590 452,306
Education receipts b 321,064 72,839 13,066 22,568 429,537
intertainments tax 145,611 60,999 117,507 16,272 340,289
Fies and forfeibures . 10,224 3,607 10,312 2,293 26,486
Licences :
Dog, fish and game - 4,662 25,580 18,907 16,890 66,039
Importers . 98,950 .. .. 98,950
Liquor 86,869 21,313 61,275 9,352 178,809
Motor vehicles 848,471 255,598 | 829,314 203,447 | 2,136,830
Trades and professions 190,078 73,978 219,012 32,282 516,350
Native pass ices . .. 604,007 . 604,007
Personal and income tax 307,720 131,062 625,764 115,545 | 1,180,091
Provincial property tax 13,947 .. . .. 13,947
. Racing taxation 65,171 87,299 245,338 2,451 400,259
Transfer duty . 301,568 98,024 | 451,103 71,573 922,268
! Trankskeian roads tax 7,025 .. .. .. 7,025
| Wheel tax .. 5,206 46,408 51,614
Total Collections 2,701,752 | 1,002,254 | 3,905,729 | 622,883 | 8,232,618
, Union (Government subsidies | 2,634,463 669,926 | 2,081,149 933,619 | 6,319,157
Grant :
" S.A. Native Trust . 427,000 157,740 170,467 61,300 816,507
National Road Kund 814,763 | 241,557 508,669 | 243,827 | 1,808,806
| Other . 4,585 5,844 .. 10,429
i ToraL REVENUE . : 6,577,978 | 2,076,062 | 6,671,848 | 1.861,629 | 17,187,517 |

- -l
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Table 13 SOUTH AFRICA, ORDINARY EXPENDITURES
OF THE PROVINCES

(£ thousands)
Period Gg&ﬁﬂfw Natal Transvaal Fr%?gt?:oe Total i
1911-12 931 376 1200 377 2,884 |
' 1926-27 3910 1090 3641 1207 9,948
' 1931-32 4751 1409 3974 1423 11,557 |
; 1938-39 7887 2474 6673 2005 19,039
Table 14 SOUTH AFRICA, AVERAGE EXPENDITURE
OF THE PROVINCES PER HEAD OF MEAN POPULATION
olh H‘(’)‘m Natal Transvaal pomamge Total
Period g ] g g g -] g g g ]
e} s 2 3 ] 3 <) s = &
2| £ |zi| B =k fo|z| F ¥ ¢
&8 a | &8 A &8 a 51 a E& A
s.yti.‘ £ d. | s. d.< £ s d. | s ;|> £.s.' Iﬁ 8, d._ _f,_ s, d, | 8, d._ _£ 8.
1911-12 7 311111 6 3 316 2|14 2216 9|14 2|12 3 0 9 712 56
1926-27 26 61510 81311 617 232 4|6 210 |3+ 8|51811 |26 5|5 18
1931-32 28106 6 9| 1510 718 0127 51514 1138 9/618 6|26 6|6 6
1938-39 43 51914 8|24 61211 8|37 90712 950 9/9018 8 (38 2|90 2

-
=Y R




PT. II LIST OF SOUTH AFRICAN TABLES 335
Table 15 SOUTH AFRICA, ORDINARY EXPENDITURES,
PROVINCES, 1937-38 axp 1939-40
N 1937-38
£
Administration 458,275
Education . . . . 9,610,821
Hospitals and chantable institutions 1,515,576
Roads, bridges and local works 4,384,857
Miscellaneous services . . 929,733
Interest and redemption charges 672,642
Total 17,671,804
1939-40
— e — - ———
coodHope | Natal | Trawsvaal | pOSSER |yt
T Ty £ e | &
General administration 193,874 77,230 210,700 53,116 534,920
Education . . | 4,322,374 | 1,068,943 | 3,972,748 | 1,031,234 | 10,395,299
Hospitals and  charitable
institutions . . . 525,698 | 401,858 | 728,505 | 165,765 | 1,821,726
Roads, bridges and local
works . 2,509,319 | 767,922 | 2,035,070 | 686,694 | 5,999,005
Miscellaneous . . 55,136 21,979 7,230 19,724 110,069
Interest and redemption 325,624 136,907 | 303,572 90,840 856,943
i Total . . . 117,931,925 | 2,480,839 | 7,257,825 | 2,047,373 | 19,717,962
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Table 16 SOUTH AFRICA, DETAILS OF REVENUES OF

[._.,,_V —— e . —

. Rates .

| Sanitary fees .

j Water .

, Licences . . .
Abattorrs . . .

| Building plans, fees

. Cemecteries .
Estate (incl. Town Hall)
Fines

* Fire brigades zmd ambulanceq

. Locations

+ Markets.

' Pounds .

! Forestry . .

| Parks, gardens, recreation

grounds, swimming baths,
bathing and wash-houses .

Interest on investments

Electricity supply

Gas supply .

| Tramways and bus services .
Native beer

| Other revenue .

i
i
|
1
|
i
|

Total

! Inolmling l’ub]u- Health,

PT. TIL
MUNICIPALITIES, 1937-38
Cupe (’f Natal Trangvaal Orange Union !
Good Hope e I"ee State
£ £ £ £ £
2,170,567 619,605 | 1,705,210 232,401 | 4,727,783
192,300 68,506 1,037,383 73,681 | 1,371,770
867,849 336,392 955,309 171,516 | 2,331,066
55,489 109,626 403,205 16,853 585,173
88,572 41,499 171,969 15,584 317,624
7,230 6,996 46,846 1,781 62,853
8,577 7,686 36,241 2,279 54,783
204,318 140,019 100,343 62,870 597,550
18,915 20,199 70,127 904 110,145
13,210 6,778 16,8056 2,734 39,627
138,354 136,540 281,711 77,360 633,965
71,212 73,765 77,548 16,968 239,493
3,384 342 5,468 2,788 11,982
3,517 | 12,601 8,934 1,000 26,052 |
|
56,375 37,195 48,307 10,039 147,416 !
80,115 7,007 62,851 22,066 172,129 |
1,967,459 831,370 | 1,941,566 254,150 | 4,994,545 i
2,684 .. 163,747 .. 156,331 i
317,185 300,178 | 1,087,889 20,357 1,445,609 |
2,119 70,939 25,915 .. 98,973 |
610,984 175,293 141,937 53,547 981,761
6,690,315 3 002 626 8,374,811 1,038,778 | 19,106,530
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Table 17 SOUTH AFRICA, DETAILS OF EXPENDITURES OF
MUNICIPALITIES, 1937-38
i Gf«: H?)tpe Natal Transvaal ]s‘r%?gﬁte Union
\ £ £ £ £
| Administration 277,384 85,675 | 256,664 | 62,100 681,823
» Sanitary . 387,657 | 191,007 | 713,648 | 65,457 1,357,669
! Public health . 286,805 .. 205,761 | 23,376 515,042
Streets and bridges 311,663 | 154,204 | 481,701 | 59,673 1,007,141
Street lighting . 98,392 13,697 170,742 14,313 297,144
| Water supply . 304,391 97,697 | 525,213 | 81,568 1,008,869
I Electricity supply 1,437,937 | 586,060 | 1,080,975 | 121,908 3,236,880
Glas supply 4,600 .. 101,452 .. 106,952
Tramways and bus service 31,419 | 279,663 | 1,056,711 | 21,069 1,388,762
Abattoirs 60,147 27,415 130,555 13,915 232,032
Cemeteries 16,275 9,878 51,129 2,319 79,601
Estate . . 93,677 23,203 42,324 | 24,822 184,026
Fire brigades and ambulances 70,103 32,034 | 100,235 6,058 208,430
Locations 111,124 75,1456 225,259 66,285 477,813
Markets 50,835 56,814 67,027 | 14,982 189,658
Pounds . 5,427 219 7,969 2,016 15,631
Forestry . 11,318 14,719 10,629 1,797 38,463
Town halls, parks, gurdens,
recreation grounds, swim-
ming baths, bathing and
wash-houses . . 173,756 | 140,676 | 272,177 | 37,650 624,268
Mayoral allowances 8,301 3,350 17,457 4,525 33,633
Public entertainments 10,566 5,400 8,871 3,013 27,850
frants to hospitals and other
institutions . . 136,709 40,218 | 195471 | 15,055 387,453
Elections 1,476 129 15,337 572 17,514
Valuation 5,981 8,760 14,911 1,5% 31,176
Legal and audit 19,059 7,075 28,9656 6,167 61,266
Insurance 17,763 4,429 52,939 3,884 79,015
Pensions and gratwities 107,674 34,383 79,163 4,985 226,205
Traffic control . 38 463 25,669 | 102,160 1,417 167,699
Licensing 16,219 65,816 82,035
Police . .
Loan charges :
Interest 1,240,271 | 592,661 | 956,622 | 147,376 | 2,936,930
Redemption . 603,636 | 134,191 | 408,086 | 98,072 1,243,985
Other . 300 4,015 256 2,463 7,033
Maintenance and deprecmtlon 53,259 35,108 | 142,794 | 10,147 241,308
Native beer . 2,602 21,321 18,073 .. 41,896
Other expenditure 421,648 119,175 171,456 | 29,034 741,312
Total 6,416,636 | 2,823,780 | 7, 788 446 947 442 17,976,304
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340 FEDERAL FINANCE IN PEACE AND WAR
Table 20 SOUTH AFKRICA, EXTERNAL AND INTERNAL
DEBT, 1912-40
(£ millions)

I B - “Ext/ernal Debt N quunal 1)(?){ o

Date - S v B :
Amount }’;‘%uloﬁt-l()’: Amount I}ﬁ%tgﬁ&f
1912 103 88-10 14 11-90
1927 148 63-85 84 36-15
1932 160 60-50 104 39-50
1939 101 36-26 178 63-74
1940 106 36:41 185 63-59
Table 21

PT, III

Total Debt

117
232
264
279

291

SOUTH AFRICA, CAPITAL EXPENDITURES OF PROVINCES,
1913-14 To 1938-39, AND PROVINCIAL LOAN INDEBTEDNESS
(£ thousands)

Capital expenditure
Total loan indebtedness

G&lﬁ{?fm Natal Transvaal b‘;:zaélgto Total
7261 4910 9146 4146 25,463
5595 2413 ‘ 4844 1468 14 320

Table 22

SOUTH AFRICA, LOAN INDEBTEDNESS, SINKING FUNDS AND

RATEABLE VALUATION OF PROPERTY OF MUNICIPALITIES,

Cape of Good Hope
Natal

Transvaal .
Orange Free Statc .

Total

1937
(£ thousands)

Indebtedness | Sinking Funds t’f«?‘f"‘?",’lf’rxgi‘:%; :
31,621 6,640 125,940 |
15,787 3,467 52,228 |

. 23,227 3,993 185,434
.| 3216 765 17,602
73,011 14,865 381,204
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Table 1 INDIA, THE REVENUE SYSTEM, CENTRAL GOVERNMENT !
(Rs. mllllons)
b

1 039—40 1940-41 1 041 -l.. 194243

Grours I anp IIL Tazes on Persomal | | | |
Income and on Business : *
Taxes on income other than Corporation
Tax . . . . . 142 176 247 336
Corporation Tax . . . . 24 41 113 220
Total, Groups I and IIT . . . 166 217 360 566
Group II. Taxes on Real Property
Land revenue . . 2 2 2 2
Forests 1 2 2 2
Total, Group IT . . . . 3 4 4 4
Grour 1IV. Chiefly C’tmsumphtm Taxes :
Customs . . 459 373 360 54
Ezxcise : Central . . . . 65 95 123 126
Provincial . . . 3 3 3 3
Sub-total, Excise . . . 68 98 126 129
Other, Similar Taxes and Licences :
Salt . . . . 109 76 91 90
Opium . . . . . 4 5 7 8
Stamps . . . . . 4 4 4 4
Miscellaneous . . . . 1 1 1 1
Sub - total, Other Taxes and
Licences . . . . 118 86 103 103
Revenue from Public Utilities :
Railways (net) . . . 341 478 556 570
Post and telegraphs (net) . . 16 19 39 49
Civil works (roads and bridges) . 3 4 3 4
Sub-total, Revenue from Public
Utilities . . . . 360 501 597 623
Defence Receipts - . . . 7 12 13 20
Miscellaneous . . . . 71 154 110 120
Total, Group IV . . . . 1083 1224 1309 1349
Contributions from States . . 6 6 6 6
GraND ToTAL . . . . 1258 1451 1679 19156

1 1989-40 and 1940-41, actual figures ; 1941-42, revised estlmnw H 1942-43, Budgct estimate

3 Excess profits tax is "counted &my under co“wrutlo , partly under income tax. E.P.T.
receipts were Rs. 20 millions in 1940~41, Rs. 80 millions in 1941—42. (both figures reviscd estimates),
and are estimated at Rs. 200 millions in "the Budget for 104243,
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Table 2 INDIA, PUBLIC EXPENDITURES FROM REVENUES,
CENTRAL GOVERNMENT !
(Rs. millions)

19390-40 | 194041 | 1041 —4?2——[ 1042-43

1. Primary Functions :
Civil administration, legislation and

justice . . . . . 129 140 157 163
Pensions . . . . . 28 21 21 21
Debt services . . . . 120 128 90 107
Defence . . . . 503 748 1038 1350

Total, Primary Functions . . 780 | 1037 1306 1641

2. Secondary Functions :
(1) Social Services :

Education . . . . 9 10 10 10
Public health . . . . 3 5 4 4
Sub-total, Social Services . 12 15 14 14
(2) Developmental :

Railways . . . . 297 356 363 369
Aviation . . 4 8 10 12
Posts and telegraphs . 7 7 7 7
Broadcasting . . . . 3 3 5 6
Civil works . . . . 27 30 39 33
Agriculture and irrigation . 6 6 10 28
Industries 1 1 2 2
Sub-total, Developmental . 345 411 436 457
(3) Mascellaneous . . . . 90 23 66 125
Total, Secondary Functions . 447 449 516 596

Contributions to Provinces and mis-
cellaneous adjustments . . 31 31 30 28
GraND ToTAL . . . . 1258 1517 1852 2265

1 1939-40 and 1910—41, actual figures ; 1941-42, revised estimate ; 1942-43, Budget estimate.
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Table 7 INDIA, DETAILS OF MUNICIPAL REVENUES 1937—38

Group 1. Progressive Taxes . . .
T0g!

Group 11, Taxes on Real Properly :
Tax on houses and lands . . .
Rents of lands, houses, ete. .
Sale proceeds of land and produce of Iand etc.

Total, Group 1I . . . .

Grovup III. Taxes on Business :
Tax on professions and trades . .

iRoupr 1V, Chiefly Consumption Taxes :
Various Taaes and Licences *
Octio1 . . . . .
Tax on animals and vehicles .

drugs, etc. . . .
Other taxes . . .
Other fees, etc. . .

Total, Various Taxes and Licences

Revenue from Publhic Utiltres :

Tolls on roads and ferries . .
. Laghting rate . . . .
: Water rate .

Receipts from markets and slaughter-houses
Fees from educational mstitutions .

Total, Revenue from Public Utilities

Mascelluneous
Fines . . . .
Mlscellaneous . . .
| Total, Miscellaneous . . .
1
: Total, Group 1V. . . .

Group V. Grants and Contributions
Girants fiom (fovelnment .
t Cirants trom local funds
| Other grants and contributions . .

Total, Grants and Contributions .
ToraL, ORDINARY REVENUE . . .

Group VI. Extraordinary and Debt :

, Sale proceeds of securities, etc. . .
Loans from Government . .
Loans raised from private mdnvndnals .

Realisations of smkmg fund . .
Advances . .
Deposits . . . . .

Total, Extraordinary and Debt .

GRranp Toran, (GrRoSs RECEIPTS . .

' Per cent of Ordinary Revenue,

From pounds, hackney carriages, hcences for tho salc of spmts nnd

Conservancy rates aml recelpts (clmrges for the removal of nlght s(ul)

PT. IIT
Rs nulhous Per cent!
501 28
50 3
27 1
578 32
34 2
146 8
48 3
156 1
196 11
80 4
485 27
29 1
40 2
218 12
106 6
66 4
18 1
. 417 26
11 1
91 5
102 6
106 4 59
111 6
08
05
124 7
1800 100
567 ..
2.5 ..
110 ..
86 .
16 4 .
115-4 ..
208 6
388-6 ..
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Table 8 INDIA, DETAILS OF MUNICIPAL EXPENDITURES,

1937-38
. - - o - R;. n;ll;o-ns __“Pc:r (_'(_‘l_lt‘
1. Primary Functions :
(1) Civil Administration :
General administration . . : . 16-9 9
Public safety . . . . . . 156 9
Total, Civil Adminstration . . 32:5 18
(2) Debt Sertices . . . . . . 14-4 8
Total, Primary Functions . . 46+9 26
2. Secondary Functions : '
(1) Social Services :
Education . . . . . . 23-5 13
Public health (including water supply, drainage
and conservancy) . . . . . 62-4 35
Other (e.g. public gardens) . . . . 1-6 1
Total, Social Services . . . . 87:5 49
(2) Developmental :
Civil works (roads and buildings) . . . 186 10
Other . . . . . . . 7-3 4
Total, Developmental . . . 25:9 14
(3) Miscelluneous . . . . . 19-8 11
Total, Secondary Functions . . . 133-2 74
TorAL, EXPENDITURE FROM REVENUE . . . 180-1 100
3. Extraordinary and Debt :
Investments . . . . . . 56-1
Payments to sinking funds . . . . 6-0
Repayment of loans . . . . . 11-7
Advances . . . . . . . 21-2
Deposits . . . . . . 111-8
Total, Extraordinary and Debt . . 206-8
GraND ToraL, GROSS EXPENDITURE . . . 3869

3 Per cent of Expenditure from Revenue.
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Table 9 INDIA, INCOME OF DISTRICT AND LOCAL BOARDS,
BY PROVINCES, 1937-38
(Rs. thousa,nds)
I I e o |
prvne ot | i [0 | o | e
- R " Re A, P. |
Madras 11,053 |11,133 |25,110 | 47,296 | 0 14 10 |
Bombay . 3,608 | 2,357 14,470 | 20,335 | 1 3 2 |
Bengal . 9,305 | 2,615 | 5,748 | 17,668 | 0 5 7 ,
United Provinces 7,987 | 1,446 {10,422 | 19,8565 | 0 6 11 |
Punjab 6,622 1,421 | 12,843 | 20,886 1 0 6 |
Bihar 7,029 | 3,986 | 5,121 | 16,036 | 0 8 0 |
Central Provinces and Berar 2,692 | 267 | 4,417 | 7,276 | 0 8 0 |
Assam . 1,283 798 | 1,685 3,666 | 0 7 4 |
North-West Frontler Provmce 273 80 | 1,164 1,617 | 010 6 '
Orissa . . . 782 | 232 | 1,730 | 2,744 | 0 5 9 |
Sind 1,274 342 | 2,931 4,547 1 4 4
Coorg . 62 40 54 156 015 4
Ajmer-Merwara . 29 50 53 132| 0 3 9
Delhi 45 12| 204 261 1 6 9
!
ToTaL 51,844 24,779 (85,852 (162,475 | 0 9 11 '
Percentago distribution 32 15 53 100 .
B __b_o_u_rce_——gtz:ti_s-mcal Abstra.ct tor British lndm 1920—30—;&;32;—_3; h T
Table 10 INDIA, EXPENDITURE OF DISTRICT AND
LOCAL BOARDS, BY PROVINCES, 1937-38
(Rs thousands)
Province Edueation| Vil Sﬁlcl):;t[?lttl;ln' an]({clbligs- Total
Works ete. | cellancous
Madras 13,743 | 14,584 4,051 | 15,099 47,477
Bombay . 11,276 3,609 997 4,655 20,437
Bengal . 3,039 7,241 4,379 3,335 17,994
United Provinces 11,310 3,469 4,724 322 19,825
Punjab 11,233 3,234 2,916 3,561 20,944
Bihar 4,603 5,801 2,272 2,237 14,913
Central Provmces and Ber'u' 3,010 813 381 3,131 7,335
Assam . . 1,479 1,092 600 544 3,715
North-West F ontler Provmco 996 157 120 285 1,558
Orissa . . . 1,187 595 509 464 2,756
Sind 2,050 937 469 392 3,848
Coorg 79 12 36 28 156
Ajmer-Merwara . 17 60 8 32 117
Delhi 160 31 54 24 269
ToTAL 64,182 | 41,635 | 21,516 | 34,009 | 161,342
Percentage distribution 40 26 13 21 100

Source.—8tatistical Abstract for British India, 1929-30—1938-39.
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Table 11 INDIA, RATLWAY FINANCES
(Rs. millions)
S B C03rse | 1939—40 1940-11
Capital outlay to end of year . . . | 75380 7586 2 7609-3
Net revenue receipts . . 319-56 327-2 462-3
Percentage of net revenue receipts on capntal
outlay . . 424 4-31 6-08
Payments on account of share of snrplus
profits and of net revenue receipts . . 53 35 50
Interest on capital outlay . . . 292-6 291-1 286-8
Total expenditure . . . . 297-9 294-6 291-7
l_Gain . . . . . . 21 6 32:6 170 6

Source -bulnbmod Fmance and Revenue Accountﬂ of the (,entml and Provincial Governments in
India tot the years 1937-38, 1939—40 and 1940-41



PT. 11T

FEDERAL FINANCE IN PEACE AND WAR

352

(2Tg 98ed ‘IX 9Iqe], ‘IIA I93dey) 99g) °1Q3( AUQNJ JO JUAWANEIS AU} YIn 20188 A[aI1}UD ‘9I0J3IAY] ‘J0U Op pUE 039 ‘seouv[eq USE) sniding ‘(¥ Wyt
238 J1) 2NULASY JO MO IO SUBO[ JUIWLIBA0H JO JNO POULTY IAYFIYM "$DINOS JUIWUIILCY woz} papiaoid Aepno [ejided [[8 9PNOUL PIIAUS SHUNOUIE YL — 0N
‘gg—/€6T 1894 9y} I0] BIPU Ul SJUSTIUIIACY [BIAUIA0I PUE [BI}UI) 3] JO SHUNOIDY dMUIAY PuUE 2QULULY PIUIQUO)—'20410F

i ! . | | | | '
Tessal _ 0-86% | Em_ €881 6| G218, 699, 60T’ LLFE §FC| 1168 €795 0| 980T | ° : : . 881861 40 QNI 0L INAODIV |
i \ i FANXTATY THLI IAISIA0 FUALIANAIXY YFHIQ ANV TVLIAYV, D LAN
ycoge 031 i€l " co|TF .G0 |e¥e [ €6 861 6FL |92 |8 |’ . : . . . * 82,861 Jo pu?
i | | — % sunppusdzd (Rdp) 40f MUY WOL UOYNQLINOD—IMPeT "V
IS 8eT/eT | 00TE 00%| GBS 26| 916 10| aLcv| 999€ LFL: 03IF; 1363 S0 €1C0TT | . : : . - : * 88-L861
N \ | [} i d0 axd Ol HYALIONEIXH HIHIQ ANV IVIIAV) ‘IVIOL,
oIt %C L0 |85 11| EOL.6Cl|E8 ! ¥ic | ¥8 | LLCTIFCF ;GO| GO . : . * S30UBADY puUS SULOT ‘1830, i
194 T0 |00 .10 €0/ G0 |80 |S0 [60 (€0 (80 130 S : : * SHUBAIOS JUSWIUIAAOY OF |
| 059 €6 |20 2% 90| 10T|9CT|8L S8 (I8 {89ST|GSF ¢0| 198 ) ) *030 ‘spuny [600T O
! 8 861 : o : : o oo * i 8831 : * $9J¥)g UIPU] O
1) . ‘ j .o . ! . . _ . ¢ . . . . . <> '81003 0L
g9tz 1 .. : . . " . .. < gert . . . . seomaoxg O
| | | : 890UDAPY PUD 8UVOT °§
20051 _ o S NG R I W e o Q00T | : SI-PIET Jo 4v A1 94 03 uownqUOD WINDULT 8.DPUL G
"8 186%6 | 0F0% 618| LS6| 98 €I8| oLF | 68FF ! Goge 49| 6¥CG| LOFG! " | TO80R amypusdxy [e3de) ‘[8I0L !
i_6 86¢ L0L | ‘- |30 |98 9¢c1! 89 [¢cee ¥e6v | L€I| IS 98 ' 9 008 : : * sjusuniredaQ I9U30 ‘TSIOL |
T 6Te 10T . © 50 98| 9¢r 89 Icge F6F | 28T| L4 ' 98 S 9FL : : : . SJUNCOOE 13Y}0 ,
| €66 et . e oo . clege . . . ouwxayos Juamdo[aAdp Avquiog
Q @Anuﬂ . _ . .o . _ ‘ e . .o e O wﬂH . . . - mEOAH GG E—Qs B@Z
. o N L ) o > spuoupsnda@ 4910 “
68860 6861 618 ¢ 8, 190 778 | FoIt 8683, 0aC ' L€OL 1885 CEBL - sjuounjaeda( [BIOIOUIWIOY ‘TEI0L i
3 T = = 60 - LY | | 06¢ ! : . sjuswipIedop [BIOISWIWIOD 1930
| €901 * K3 SR ol8F9 . ’ S B2 T I I i : .  89UIAYDS OLIYIAF |
l1zort mmmm_az“m.sm © | lcoiFEEl L6V 1383, 0c¢ LSOL| T66T ° | 8T i . X : uonesLLIL '
SLoLt . Lo o c [ _ | Lot sydexda[a) pue sysog :
| TReC L L R 1o | ' ogger ! . * shem[reqg :
. | i ! : spuowsnda LU0 |
_ : . | _ i : | . sinppusdzy 1Rdn) 1
| | L - - i - [ i
b= z < »ler =03 o = = | 2 =
-S| uu.nwa = 5% % m_w_mm._d
> [ m ” .u. m CE .m & g 2 W m. v m. m "2 _ m.nm.o _ 9V onMaAdY 9y} IPISINO ANJIPUAXY 19Y3}0 pue reypde) _
o 2 T < | -

(suorqm “sy)
86-2661 40 AN THL OL SINIWNETA0D TVIONIAOYI ANV TVELNIO
FHI d0 (INA0DOV EANTATY KOWd IdVAV) STYALIGNIIXE TIHLIO ANV TVIIAVO ‘VIANT @I °9°L

.



% *SNOAUTYAOSI ¢ snjereddy pue aunjwuing ‘s3urpping © uoljoadsuy | uonoan( ‘ wonjonijsuy [eAdg ¢ ‘pajeminysy
A 7 T ; T ; f
(6l | 887 616 vﬂ_ 708, m.:_ zae| 191 | s | 198 | 091 LT LeLl _ a.mm_ * (seodux ur) uvjoyog sad aunprpuadzy |
! _ _a ; _ : : _ i
GE8ET! 06T | 103 ” L88 | 30T u ¥6¥ ; ¥I¢  9LOT | GOEL | 69T | I8EE | €OV | 181 | &I , ° (spuesnoyy) sivjoyog fo saquiny
: | | i . |
, L698 €9 | ¥9 H v 1€ _ 6¢ | ¥11| €91 | 8¢ * 80 | &% | 98 | 3-9¢ | €0 v ) ) : ) [e30], _
| " | i : | :
589 el 0T | LT | L0 | Ll . L3 8% | g9 | 00T 8IT . 99 ! 6FI 7 oo eme |
~ ¢e8 &l (gt |9l |90 <1 68 6% ¢ L6 98 381 ) %% |10 ’ ) : Arewig _
L low L3, Ll T, ¢l &3 lrg L+ |9l LT 108 (98 |OII 10 |- ) ) © Arepuoseg |
3 &IF 6090 %0 €0 !¢0 |1 6I le¢ OO |68 |g¢ |19 , " * [euomssojord pue Lyrseatay)
> T . | _ ! _ ¢ (suoriw ‘s) spung fo uoyvoopy |
& S | M — |
2 (UL 1% |91 80 €1 L0 L0 /90 |F1 |80 60 13 |&I CLr o (sooduxan) amppuadzg opd) 4od
< W _ | u , m
A | %088 103 | 66 €¢  FF 98  oCl. LG | 963 | F8F 10 O8I | L0F | 30 | : * (suonm) woyvmdod |
Z _ _ | 1 _ “ | | I | _ '
L] | i | - !
fz | 1690 €9 | ¥9 (¥ T€6¢ TII £90 | 8E | 80F EL¥ 98 | $:9¢ €0 ) : : [e30L,
S | : _ — :
& _o.mw “P1 | 80 _m.o €0 '80 01 93 |¢S¢€ l9¢ gL Fe |83 00 _ : ) : " $301008 1930 ,
=80l 8T P L0 %0 %l €% &F (€8 ;98 ¢Ig 101 |20l 00 ,° ’ : : TSRy
8% L0 ,&1 60 F0|L0 08 . 6% !S¥ .¥¢ 8 gL |66 10" : : © senedo
W , | “ i i ' -lunur pue SpIeoq [800] pue JOLIISI(T
"IFIT $% 62 02 0% ‘&€ T¢ €% 991 &I18 LFL ' 6Cl | €3  T0 | - ) ’ * JUSWILIdAOY
! | | | _ m . _ ! : spunyg fo 204mog |
: 33 ¢ 5 ! z'¥ 's2 ® |5 3% F | F . Z |
SECRNE - RELI B NN SRR SN S BEEN T A _
: | u ! o . &, 7 R s _
- . - - : -
H (suorypru *sy)
£ 8€-L861 ‘SANNIAOYL X9 ‘NOILVOAAH NO TYNILIANIAIXT ‘VIANI €1 219eL

2A



APPENDIX I

Abstract of the Leading Recommendations of the Royal
Commassion on Dominion-Provincial Relations*

Tur Report which the Commission has prepared is the outcome of two
and a half years of carefully planned study. In the present summary the
aim is to set out the principal recommendations embodied in the Report
and to indicate briefly the reasons for them. At the heart of the problem
lie the needs of Canadian citizens. The basic problem before the Com-
mission lies, therefore, in finding a way in which the financial position of
the Provinces could be improved and assured, without disastrous financial
consequences to the Federal Government on whose efficient functioning all
Provinces are dependent. National unity must be based on Provincial
autonomy, and Provincial autonomy cannot be assured unless a strong
fecling of national unity exists throughout Canada.

The Commission did find one ounerous function of government which
cannot, under modern conditions, be equitably or efficiently performed on
a regional or Provincial basis. This function is the maintenance of those
unemployed who are employable and of their dependants. In reaching this
conclusion (which is amply supported by the Evidence and the research
studies) the Commission merely confirmed conclusions which had been
reached by earlier Commissions. So firmly is the Commission convinced of
the validity of this conclusion that, even when it comes to consider the
situation which will arise if its main recommendations are not implemented,
it proceeds on the assumption that the relief of the unemployed who are
able and willing to work will become a Federal function.

Another function closely analogous to that of relief for employables is
that of assistance to a primary industry (e.g. agriculture) in the form of
operating cost advances. When relief is on a small scale the responsibility
can be borne without difficulty by the Province. But in the event of wide-
spread disaster with which a Province is unable to cope without assistance
from the Dominion, or in the event that the Dominion by such means as an
exclusive marketing organisation has already established effective control
of the industry concerned, the Commission recommends that the Dominion
should assume direct administrative and financial responsibility rather than
render indirect assistance by way of advances to the Provinces affected.

The Commission’s treatment of these expensive functions of government
may be contrasted with its treatment of another expensive function, namely
the payment of non-contributory old-age pensions. As the Federal Govern-
ment is already paying as high a proportion of their cost as it can reasonably
pay without assuming control of the administration of the pensions, and as
the Commission was convinced that it is more satisfactory that the Provinces

1 Vide Report of the Royal Commission on Dominion-Provincial Relations, Book II,
Section G. The Appendix above is a summary of the abstract in the Report.
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should continue to administer non-contributory old-age peusions, it could
not recommend any further financial help to the Provinces in this connexion.
But the Commission is of the opinion that if non-contributory old-age pensions
were to be superseded or supplemented by a contributory system the latter
should, for various reasons, be under the control of the Dominion.

There is, however, an important financial burden of which Provincial
Governments can be relieved without any sacrifice of autonomy. This is
the deadweight cost of their debt service. The burden taken up by the
Dominion, if it were to assume this deadweight cost, would be less than
the burden of which the Provinces were relieved because, as maturities
occurred, the debts could be refunded more advantageously by the Dominion
than by the Provinces. To this extent a saving would accrue to Canadian
taxpayers. The Commission has, therefore, recommended that the Dominion
should assume all Provincial debts (both direct debts and debts guaranteed
by the Provinces) and that each Province should pay over to the Dominion
an annual sum equal to the interest which it now receives from 1ts invest-
ments. The reason for this proviso is that it would not be expedient that
the Dominion should take over liability for a debt which represented a
self-liquidating investment retained by a Province. Conditions governing
future Provincial borrowing are outhined in detail in the Report.

In the case of one Province this recommendation as to debt requires an
important modification. The Provincial debt of the Province of Quebec is
low in comparison with the per capita debt of other provinces, and is an
unusually low fraction of the combined municipal and Provincial debt of
the Province. To meet this situation, which has arisen through the policy
of this Province in imposing on municipalities onerous functions which are
performed elsewhere by Provincial Governments, the Commission has recom-
mended that the Dominion should take over 40 per cent of the combined
Provincial and municipal net debt service in Quebec.

1f the Provinces are relieved, in accordance with this recommendation,
of the deadweight burden of their debt, it is not unreasonable that they
should surrender to the Dominion the subsidies, whatever their character,
which they now receive. Prince Edward Island alone would give up subsidies
more than equivalent to the deadweight cost of its debt, and, as will be secn,
this apparent loss will be more than made up in other ways. The abolition
of the Provincial subsidies will be in itself no inconsiderable reform, for their
history is long and tortuous. The subsidies have been based on no clear
principles and it has been impossible to say whether or not different Provinces
have received equal treatment.

The Commission had also to consider how to provide the Dominion with
sources of revenue which would enable it to carry its new burdens. This
enquiry (as will be seen) was combined with the consideration of efficiency
and equity in taxation specifically entrusted to the Commission. There
could be no question of increasing the legal taxing powers of the Dominion
since these are already unlimited. But the Provinces, in return for the
benefits which they would receive, and for further payments which the
Commission finds it necessary to recommend, should be prepared to renounce
some of the taxes which they employ (or are entitled to employ) at present.
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The Dominion, for its part, should be able and willing to refrain from com-
peting with the Provinces in respect of sources of revenue left to them and
should leave the Provinces free to collect these revenues in whatever way
appears to them most efficient even if the method of indirect taxation should
be involved.

Just as the assumption of Provincial debts by the Dominion will lead to
savings in interest from which taxpayers will benefit, so there are several
taxes from which, if they are under unified control, as great a revenue can
be obtained as at present with less hardship to the taxpayer. What is more
important, a reorganisation of these taxes, of a character which is possible
only if they are under unified control, can remove many hindrances which
in the recent past have been detrimental to the expansion of the national
income (7.e. to the sum-total of the incomes of all citizens of Canada). As
this income expands, as the result of what may be fairly termed greater
efficiency in taxation, the same revenue as at present can be obtained by
taxes imposed at lower rates than those of to-day.

The first of the taxes which the Commission recommends that the Pro-
vinces should renounce is the tax on personal incomes. Not all Provinces
impose this tax. Those which get most revenue from it are often taxing
incomes which other Provinces think that they should have a share in
taxing, because they are in part at least earned in them although they are
received in those Provinces in which investors live, or in which large cor-
porations have their head offices. Nor is this all. The general cquity of
the whole Canadian tax system — and the Commission has been instructed
to concern itself with equity as well as with efficiency in taxation — requires
that the tax on personal incomes, which is one of the very few taxes capable
of any desired graduation, should be used to supplement other taxes and
should be uniform throughout Canada.

The second form of taxation which the Commission recommends that
the Provinces should forgo includes those taxes imposed on corporations
which individuals or partnerships, carrying on the same business as the
corporation, would not be required to pay, and taxes on those businesses
which only corporations engage in. They include, therefore, the tax on the
net income of corporations and a multitude of taxes devised to raise revenue
from particular classes of corporations which a Province cannot conveniently
subject to a tax on net income. They do not include bona fide licence fees,
the power to impose which would remain with the Province. These Pro-
vincial corporation taxes are peculiarly vexatious to those who pay them
and particularly detrimental to the expansion of the national income. The
cost of tax compliance is high. The tax is often payable by a corporation
which has no net income. The tax is very likely to be a tax on costs rather
than on profits. These taxes are also a frequent source of interprovincial
jealousy. Great benefits may be expected if they are swept away and the
equivalent revenue raised by Federal taxes chiefly on corporate net income.

To ask the Provinces to give up the entire revenue which they now
derive from taxing corporations would, however, intensify a grievance of
which the Commission received complaint in more than one Province ; for
the Dominion would receive a tax on income which was in part derived
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from the depletion of irreplaceable natural wealth. It is clearly desirable
that revenue of this character should be used for developmental work which
will compensate for the damage which has been done to the resources of a
Province. The Commission has, therefore, recommended that the Dominion
should pay over to the Province concerned 10 per cent of the corporate
income derived from the exploitation of the mineral wealth of the Provinre.
When what 1s required is the conservation of natural resources by main-
taming their productivity, rather than compensation for depletion by unew
investment, the Provinces are in a position to use their own taxing power.

The third tax which the Commission 1ecommends that the Provinces
should forgo consists of various forms of succession duty. These differ from
the income taxes in that they have not Intherto been used by the Dominmon :
but they are taxes to which the Donimion might at any time be compelled
to resort. The use made of them by the Provinces has given rise to bitter
complaint because the Provinces have not made equitable arrangements
with one another so as to tax each item i an estate 1 one Province only.
The differences 1 rates between Provinces, and the dangers of double taxa-
tion, seriously distort investment i ('anada.

At this point there must be a refinement in the calculations. What is
significant for the purposes of the Commission is the size of the surplus or
deficit which would exist in a Province if 1t were to provide the normal
Canadian standard of services and impose taxation of normal «everity. It is
not the services which cach Province 1s at present providing, but the average
Canadian standard of services, that a Province must be put in a position to
finance. It is not the revenue which its taxes yield at their present level which
matters, but the revenue which it would derive from them if its people were
as heavily taxed as Canadians mn general Just as in the case of debt it 13
necessary to take account of the fact that some Provinces are more accus-
tomed than others to provide services for their people through municipahties
or other agencies instead of directly. The Commission has, therefore, at-
tempted to compute, Province by Province, what the cost would be if the
Province and 1ts municipalities taken together were to provide services on
the Canadian standard. Adjustments have been made for the cost of the
developmental services appropriate to the Province, and for the weight of
taxation in the Province. The result has been that the Commission has
been able to make a recommendation as to the amount, 1f any, which each
individual Province should receive from the Dominion annually to eunable
it to provide normal Canadian services with no more than normal Canadian
taxation. The Commission recommends that each Province found to be in
need of such a payment should receive 1t by way of an annual National
Adjustment Grant from the Dominion. This grant as originally fixed would
be irreducible. The Commission recommends, however, that National Adjust-
ment Grants should be re-appraised every five years. For special emergencies,
which might arise in respect of any Province (and which exist in one Province
to-day), special provision should be made, as it would be undesirable either
to fix an annual grant in perpetuity on the basis of conditions that are
transitory, or to fail to provide for serious emergencies.

The Commission also recommends the establishment of a small permanent
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commission (which may be called the Finance Commission), assisted by an
adequate technical staff, to advise upon all requests for new or increased
grants, and to re-appraise the system of grants every five years.

The recommendations which have been described would, if implemented,
safeguard the autonomy of every Province by ensuring to it the revenue
necessary to provide services in accordance with the Canadian standard.
Every Provincial Government (including those whose position will be so
good as to make adjustment grants unnecessary) would be placed in a better
financial position than it is in to-day. And the financial position of every
Province would be immeasurably more secure than it is to-day. The Com-
mission looks on this as its primary achievement. It is convinced that this
fundamental problem must be faced and it has not been able to discover
any alternative way in which it could be solved.

The recommendations which the Commission has made must be judged
as a whole. They cannot with fairness either to the Provinces or to the
Dominion be considered in isolation for any one of them taken alone might
produce grotesque results.

At what cost, it may be asked, will the Provinces have secured these
advantages ¢ There will be a certain cost to the Dominion and, therefore,
to the Dominion’s taxpayers. The taxes forgone by the Provinces, if replaced
by Dominion taxes of equal yield, would not provide all the money which the
Dominion will probably be called on to pay under the Plan. It is necessary
to say “ probably "’ because the Dominion, unlike the Provinces, will be left
with highly variable expenditures (e.g. those on unemployment relief) and
variable revenues. The long-run effects of the proposed arrangements should,
as has been explained, be to increase employment and to increase the national
income and, therefore, the national revenue. But the expectation of the
Commission is that the Dominion, in the first instance, will have to increase
taxes somewhat. Kven without increasing tax rates it will obviously increase
the taxes payable by citizens of those Provinces which have no personal
income tax to-day. It is hardly necessary to add that, in view of the end to
be attained, the price seems low.

There will, of course, be adjustments. At every stage of the Commission’s
enquiry it has endeavoured to frame recommendations which, if implemented,
will avoid the minor hardships or inequities that might result if the measures
which have, perforce, been somewhat crudely described in this summary,
were crudely applied. One or two examples will be given here. Others will
be found in the Report itself. But the whole spirit of the Report would
suggest that analogous adjustments should be made, even if the Commission
has not thought of them and, therefore, has not mentioned them.

If the administration of a service or the collection of a tax is transferred
from one Government to another it is desirable that those who have adminis-
tered the service or collected the tax in the past should continue to do so in
the future and that their skill and experience should not be lost.to the nation
nor their personal expectation of continuous employment disappointed. The
Commission has, therefore, recommended that the Dominion, if it takes over
a Provincial function, should continue the employment of those previously
employed by the Provincial Government concerned. This recommendation
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is particularly important when questions of language are involved.

If a tax now levied by one Government is to be replaced by a tax levied
by another the new tax should be adjusted to the circumstances of the people
on whom it is to be imposed, and advantage should be taken of the oppor-
tunity to design the new tax as equitably as possible. Thus, if the Dominion
collects succession duties, it is important that the administration for their
collection should be decentralised and that small estates should be rapidly
cleared without correspondence having to go through Ottawa. And the
taxation scales should be arranged so as to tax an estate more lightly when
it is divided among many children.

If legislative powers (e.g. in relation to unemployment insurance) are to
be conferred on the Dominion in addition to those which it now enjoys, it is
important that they should be strictly defined so as to avoid the danger of
their being extended by interpretation in unexpected ways which might
interfere with the civil code in Quebec, or with the corresponding interests
of other Provinces.

This brief summary would lose its way among details were it to attempt
to enumerate the recommendations — some of them important recommenda-
tions — which the Commission has felt bound to make in its Report. What
has been said should indicate the structure of the Dominion-Provincial
financial relations which would, in the opinion of the Commission, charac-
terise a healthy Federal system in Canada. Before passing oun to mention
a few of the subsidiary recommendations, 1t may be worth while to point
out that the Commission’s financial proposals are, in terms of the economic
Iife of 1939, very similar to what the provisions of the British North America
Act were in terms of the economic life of 1867.

As far as the municipalities were concerned, they are the creatures of the
Provinces m which they are situated and their financial powers and duties
are such as the Province chooses to confer on them. The financial plan which
has been described has taken account of municipal expenditures and taxa-
tion as pait of the Provincial picture and it will, if it is implemented, have
very important indirect effects on municipal finance. It will relieve the
municipalities of their share in providing relief for employables and their
dependants. It will put every Provincial Government in a better position
than it is in to-day for extending such aid as it may think fit to its munici-
palities, whether by relieving them of the cost of services which they now
perform, or by contributing financially to the cost of these services.

In respect to marketing legislation great difficulty has been experienced
in framing Dominion and Provincial legislation which will cover the whole
field, even when the wishes of Dominion and Provinces are identical. The
('ommission has sought to remedy this situation by recommending that the
Dominion and the Provinces should have concurrent legislative powers to
deal with the marketing of a named list of natural products to which additions
may be made,from time to time by common consent.

Nor is this the only instance in which it has seemed appropriate that a
power of delegation should form part of Canadian Federal relations. The
(ommission has recommended that this power should be quite general and
that the Dominion should be able to delegate any of its legislative powers to
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a Province, and that a Province should be able to delegate any of its legislative
powers to the Dominion. Delegation should provide a convenient means
of dealing with specific questions as they may arnse from time to time without
limiting in advance the power of either the Dominion or the Provinces. In
some instances one or more of the Provinces might be prepared to delegate
powers to the Dominion while other Provinces were unwilling, and in such
cases the advantages of a power of delegation over constitutional amendment
would lie i flexibility.

The Commission has come to consider the transportation problem of
Canada one of the problems which cannot be solved without close collabora-
tion between the Dominion and the Provinces. It realises, however, that its
own technical competence is slight in this field and has, therefore, confined
1tself to discussing the issues which will have to be faced, in the hope of doing
something to clarify the problem of jurisdiction. It points out, however,
the great advantage which might be derived from a Transport Planning
Commission which would be concerned both with planning transportation
developments 1n a broad way, and with facilitating the co-operation between
the Dominion and the Provinces 1n transportation matters which is necessary
for the taxpayer.

Co-operation between the autonomous Governments of the Fedecral
system has to-day become imperative. The Commission recommends as the
principal means to this end that Dominion-Provincial Conferences, which
have hitherto met at infrequent intervals, should now be regularised, and
provision made for frequent meetings, say every year. It urges further that
the Conference should be provided with an adequate and permanent secretariat
for the purpose of serving the Conference directly, and of facilitating co-opera-
tion between the Dominion and the Provinces in general.

In conclusion of this summary it remains to add that the decisions
underlying the recommendations contained in the Report were reached before
the outbreak of war. The Commission decided, after deliberation, to com-
plete the Report exactly as it would have been completed had war not been
declared. The basic recommendations of the Commission concerning the
re-allocation of the functions of Government and the financial relations of
the Dominion and the Provinces were framed with the possibility of emer-
gencies in mind and are, it is hoped, sufficiently flexible to be adjusted to
any situation which the war may produce.

Of the subsidiary recommendations many are concerned with matters
not in the least likely to be affected by the strains and stresses of war, while
some may require modification in the light of events. The need for some
action designed to enable the people of Canada to throw their whole weight
into any great national effort, such as the struggle to which they have com-
mitted themselves, and at the same time to ensure the smooth working of
the social and educational services on which the welfare of the mass of the
people depends, is far greater and far more urgent in time of war and of
post-war reorganisation than it is in time of peace. And it is precisely to
these two main objectives that the chief recommendations of the Commission
have been directed.

The financial proposals have been designed to cnable every Province of
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Canada to rely on having sufficient revenue at its command in war-time as in
peace-time, 1 years of adversity as 1n years of prosperity, to carry out the
important functions entrusted to it. They are also designed to produce this
result while leaving the fiscal powers of the Dominion as wide in fact as they
have always been m law, so that it may direct the wealth of the nation as
the national interest may require. If some such adjustment of Canadian
economic life appeared sufficiently urgent to lead to the appointment of the
Commission in time of peace, how much more urgent 18 it in time of war ?
How much more urgent will it be 1n the critical transition from war to peace
agamm ? The Commission does not consider that its proposals are either
centralising or decentralising in their combined effect but believes that they
will conduce to the sanc balance between these two tendencies which is the
essence of a genuine Federal system and, thercfore, the basis on which
Canadian national unity can most securely rest.

JOS. SIROIS, Chawman
JOHN W. DAFORE

R. A. MACKAY

H. F. ANGUS

ALEX. SKELTON, Secrelary
ADJUTOR SAVARD, French Secrelury
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Summary of Recommendations, made wn the Report by the

10.

11.

12.

13.

14.

American Commiattee on Intergovernmental Fuiscal Relalions
(Dr. Luther Gulick, Dr. Harold M. Groves and Dr. Mabel
Newcomer), in Terms of an Action Programme for each
Level of Government

I. FEDERAL GOVERNMENT

A. For Immediate Action

. Negotiate with State rcpresentatives and pass legislation to create a

Federal-State Fiscal Authority.

. Amend the income tax law to make State income taxes deductible on

an accrual basis even though other expenses are reported on a cash basis.

. Revise, modernise and broaden the death tax credit.

Give the Federal estate tax a thorough overhauling, integrating dcath
and gift taxes, substantially reducing exemptions and co-ordinating the
Federal and State taxes.

. Eliminate tax-exempt securities in a manner to secure States and munici-

palities against loss arising from the taxability of their securities.

. Defeat diserimination resulting from State community-property laws

by providing that they shall not apply in the operation of Federal
tax laws.

. Provide a clearing-house and * board of appeals ”” (Federal-State Fiscal

Authority) for more careful and consistent treatment of payments in lieu
of property taxes on Federally owned property. Such payments should
be generous, especially during the war.

. Provide a special joint committee of Congress to consider legislative

proposals for payments in lieu of taxes ; provide facilities for maintaining
a permanent inventory of Government property.

. Allow State sales tax application to contractors working on Government

orders.

Modify and improve the co-ordination and efficiency in unemployment

compensation by increasing the Federal credit from 90 to 100 per cent

and requiring the States to furnish part of the cost of administration.

Disallow sales taxes as a deduction in Federal income tax practice; if

the deduction is retained, make it general and not conditioned upon

certain technicalities in the tax law.

Pay more heed to cost of compliance in framing tax laws..

Extend the Civil Service coverage to include all personnel engaged in

Federal tax administration.

Consider the provision of a suitable bond instrumentality for the invest-

ment of State and Local surplus funds during the war. This might take
362
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16.
17,

18.
19.

20.

21.

22.

23.
24.

28.

29.

30.
31.
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the form of a non-negotiable bond redeemable after the emergency or
upon a showing of war-created nced, and to be matched by the Federal
Government if used for approved public works.!

Continue and enhance co-operative efforts to improve State and Local
accounting and reporting ; provide annual compilation of cost of govern-
ment and total taxes.

Expend more effort on Federal-State collaboration in the administration
of overlapping taxes.

Repeal the automobile use tax, or, if it is retained, require receipt as a
condition for obtaining a State licence.

Further promote better umiform governmental accounting and reporting.
Assume the responsibility of annual calculation and publication of the
over-all cost of government and other fundamental fiscal data.

Cultivate an attitude which regards States and Localities as partners in a
joint enterprise.

B. For Immedate or Future Action

Develop in consultation with the States, standard rules for income and
death tax jurisdiction; develop suitable rewards for State compliance
with these rules and other suitable procedures so that the Federal Govern-
ment may serve as an umpire in multiple taxation disputes.

Develop 1 consultation with the States rules of uniform income tax
procedure ; promote the adoption of such rules looking toward single
administration of a relatively uniform Statc and Federal income tax.
Adopt a Federal-Collection-State-Sharing programme for the tobacco tax.
Enact legislation providing for Federal incorporation of corporations
doing an inter-State business.

. Provide distribution of welfare grants to the States through a graduated

bracket system as suggested 1n the Connally amendment.

C. For Future Action

. Abandon motor vehicle taxes to the States reserving the right to tax

motor fuel used in aviation.

. Inaugurate a thorough study of the cost of tax compliance and the

burden of multiple taxation on inter-State companies ; reserve action on
centralisation of business taxes until this evidence is available.

Use a public investment technque (if necessary) to cope with post-war
deflation and unemployment; dual Budget; creative public works
(health, housing, nutrition and regional development); full liquidation
of outlays.

Reduce repressiveness of the tax system by de-emphasising business
taxes and by equalising burden upon equity-financed companies compared
with those financed by means of indebtedness (through a partial credit
to the corporation for dividends paid out).

Broaden Federal aid to include relief and elementary education.
Broaden the Social Security programme to include uncovered groups under

1 Wiitlen before recent developments which cover, to some extent, the needs of

the States,
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32.

33.

34.

35.

36.
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old-age insurance and unemployment compensation. This would not
only provide more equitable coverage but would also make possible some
simplification of pay-roll taxes.

Recognise a national minimum status for elementary education by
provision of a differential (equalisation) grant.

Provide controls which will ensure improvement in the division of
educational revenues, local districting, and the quality of the educational
product, at the same time ensuring against coercive interference with
Local autonomy and minority views concerning education.

Provide for Federal scholarships to ensure the adequate development of
talent through higher education.

In the interest of simplification, repeal Federal liquor hicence fees retaining
licences where needed for administration.

D. Contingent Action

If a Federal retail sales tax 1s enacted, provide legislative implementation
and administrative action to ensure the fullest co-operative use of State
personnel and machinery.

II. STATE GOVERNMENTS

. Negotiate with Federal representatives and collaborate in the develop-

ment of a Federal-State Fiscal Authority.

. Negotiate with Federal officials and Congress to inaugurate a programme

for the elimination of tax-exempt securities in such manner as not to
embarrass States and municipalities fiscally.

. Tighten property exemption provisions; relax ceiling and uniformity

requirements as to Local property tax levies; develop more adequate
supervision of property tax administration.

. In collaboration with municipalities, refrain from demanding unreason-

able war-time aid from the Federal Government, thus recognising the
importance of Local independence.

. Apply surplus revenues, where possible, to the elimination of debt and

the development of a reserve against war-time loss of revenue and post-
war need for public works.

. When revenues will permit, allow Federal income taxes as a deduction

in calculating State income taxes.

Redouble attack on trade barriers, multiple taxation, and special induce-
ments for the location of industry; use of education, reciprocal agree-
ments and inter-State compacts toward these ends; pass legislation
allowing credit to new residents for automobile licence taxes paid in the
same year to other States.

. Collaborate with the Federal Government looking toward Federal arbitra-

tion of jurisdictional disputes and joint determination and promotion of
uniform practices in income and business taxation especially with regard
to questions of jurisdiction.

. Further collaborate with the Federal Government in the joint administra-

tion of overlapping taxes.
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Adopt legislation on their own initiative that would make payment
of Federal automobile use tax a condition for the reccipt of a State
licence.

Mitigate the rotten borough system by providing more adequate repre-
sentation for cities in State legislatures.

Give more consideration to cities in the distribution of shared taxes,
particularly motor vehicle taxes.

Adopt enabling legislation that would permit cities to supplement the
general property tax with a rental tax on occupiers.

Adopt enabling legislation that would facilitate surplus financing during
war-time.

Adopt legislation requiring more adequate and more uniform govern-
mental accounting and reporting.

Cultivate an attitude that regards all Governments as partners in a joint
enterprise.

Collaborate with the Federal Government on a broader and more generous
programme of Federal aids, accepting controls, but insisting that they be
co-operatively applied rather than dictated.

III. MUNICIPAL GOVERNMENTS

. Negotiate with Federal representatives and collaborate m the develop-

ment of a Federal-State Fiscal Authornty.

. Negotiate with Federal officials and Congress to maugurate a programme

for the elimmation of tax-exempt securities that will not fiscally embarrass
States and municipalities.

. In collaboration with States, refrain from demanding unreasonable war-

time aid from the Federal Government, thus recognising the importance
of Local independence.

- Apply surplus revenues, where possible, to the elimination of debt and

the development of a reserve against war-time loss of revenue and post-
war need for public works.

. Broaden the property tax programme by supplementing the property tax

with a rental tax on occupiers.

. Strictly interpret property tax exemptions.
- Inaugurate a thoroughgoing study of possible new sources of independent

Local revenue.

. Study successful procedures for safeguarding reserve funds, and enact

legislation needed for this purpose.

- Develop more metropolitan co-operation and the use of large metro-

politan districts for financimg functions of common interest.

Emphasise raw-material-producing districts’ claim upon aids and shared
taxes because their tax base docs not represent their contribution to the
national product.

Demand more equitable representation in State legislatures.

motor vehicle taxes.
Provide for more adequate governmental accounting and reporting.
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14. Cultivate an attitude which regards all Governments as pariners in a
joint enterprise.

15. Prepare for collaboration with the Federal Government in a post-war
public investment programme.

16. Collaborate with the Federal Government on a broader and more generous
programme of Federal aids, accepting controls, but insisting that they
be co-operatively applied rather than dictated.
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Indian, 184-85; importance of, to South
Africa, 151-52

Frankel, Professor, (‘aprlal Invesiment wn
Africa, 151, 152, 153; and national
meome figures, 160

Free trade, and Federal Constitution of
Umted States, 23-24

Gasolme Tax, 43, 46, 101, 115, 263. See
also Petrol Tax

General Property Tax. See Property Tax

Goorgia, high revenue from gasoline m, 46

Germany, centiahisation of finance n, 228 ;
full employment and expansion of bank
creditin, 234; Matricular-Beitrago grants
m, 225; war eapenditure and national
meome of, 175

Gaft of $1000 milhons from Canada to
Britain, 96

Gift taxes, 43, 45,255. See also Estate Tax

Gladstone, Mr., on direct ». indirect taxa-
tion, 11 ; on United States Constatution,
17

Gold, influence of, on South African eco-
nomy, 151-52

Government, borrowing policies, 15-16, 61-
64, 142, 149-50, 159, 169, 213-14 ; Centre
taking over mcreased sector of economy,
1-2, 95, 161, 211; competition among
co-ordinate umnits, 229-30; financial
policies and busmess fluctuations, 258-
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259 ; financial powers of each layer of,
in South Africa, 155-59 ; revolutionary
changes in Canada in role of all layers of,
75-76, 86-87; rising cost of, and com-
petition for revenues, 1, 76, 222-24 ; role
of each layer of, 237-42; sharing of
1ovenues between layers of, 225-26;
taxation policy in peace and in war, 236

Government expenditures, aftected by
monsoons, 178; causes of increase in,
245-46; high on secondary functions,
143; m two-budget system, 236; of
Australia, 138-44 ; of Canada, 87-91, 96 ;
of India, 204-11; of South Africa, 164-
168 ; of United States, 52-60

Government of India Act, 1935, 6, 183,
188, 189

Grading. See Marketing

Grants, conditional, defects where lack of
objective standards, 74-75; erergency,
to wheat industry, 71

Grants-mn-aid, advantages and disadvan-
tages of, 226-27; Domion subsidies
replaced by national adjustment, 93;
for educational purposes, 51, 59, 167,
227 ; for highways, 51, 59, 111, 143 ; for
old-age pensions, 52, 111 ; for unemploy-
ment rehef, 51, 59 ; from Commonwealth
to States, 111, 115, 119, 140, 143 ; funda-
mental principle of Commonwealth, 105 ;
growth of social services leads to growth
of, 55-57, 227, intergovernmcntal, 1n
Umited States, 50-52, 55-37, reviewed
periodically, 93, 231; to Indian Pro-
vinces, 192 ; to States, based on income
tax collections, 117. See also Subsidies

Graves, W. B., “ Futuro of the American
States ”, Amer. Polil. Sct. Rev., 34 n.

Great Dritan, curtailed consumption in,
for war expansion, 69 ; expenditures as
percentage of national mcome of, 175;
expendituies in India by, leadng to
mflation, 220, gift of $1000 mllions to,
96, Indian trade with, 184-85; muni-
tions output, 1943, m, 20; national
meome  of, 20-21, 25-26; post-war
industnal possibilities for, 185-86; re-
patriation of Indian sterling debt, and,
216-17; suspension of Austrahan war
debt by, 115; trade with Canada, 71;
wage rates i, 20 ; war expenditure of, 27

Groves, Harold M., Financing Government,
223 n.

Gulick, Professor Luther H., and Enqury
into tax system of Unijted States, 5;
Education for Amerwcan Iafe, 228 n.

Hansen, Fiscal Policy and Business Cycles,
32 n.
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Hargreaves, H. Walter, * The Guaranteed

Security in Federal Fmnance”, Jour. .

Polit. Econ., 65 n.

Harris, J. P., The Future of Federal (1ants-
n-Aud, 31 n.

Health, Public, 143, 164, 236

Health Insurance, 264

Hidden taxes, 11-12, 82, 258, 263, 265

Highways, expenditures on, 51, 58, 60, 87 ;

financing of, 263 ; o. railways, problems
of, in (anada, 72. See also Roads
Ihiteh, C. J , Amerca’s Economc Strength,
20 n., 22 n., 24 n., 32 n.
Hofmeyr, J. H., Minster of Finance, on
gold production, 152; on South African

financial pohey, 173; on taxation
burden, 160
Housmng, South African mumecipalities’

schemes for, 156 ; United States Federal
Housing Admimstration, 3 ; yiclds social
profit, 236

Hubbard, Soviet Money and Finance, 239 n.

Hughes, the Rt. Hon. Wilham, K.C., on
the States’ pretensions to sovereign
powers, 120

Hyde Park Agreement, 1941, 95

Illmois, cost of government in, 48

Nsley, the Hon. J. L., on inflation, 102 ».

Incidence and shifting of taration, 11, 191,
251, 258, 261, 263, 265

Income, as factor m ability to pay, 117;
average, for the world, 1038, distribution,
and depression 1n Canada, 72 ; great dis-

parity 1n Indian, 180-81; national, see |

National Income; unequal distribution
of, in Unmited States, 32

Income Tax, as alternative to compulsory
savings, 217; as best torm of taxation,
13, 225, 251-52; Canadian, progressive
and 1egressive, 79, 101; federal contiol
of, 4.3, 82, 117, 224 ; highest, in the world,
79; methods recommended for co-
orcdinating, 224, 252-54, Provincal (or
State), 42, 46, 119, 158, 189-91, 253,
rates of, 79, 81, 99, 173, 174, 217,
219 ; umform, 1in Australa, -6, 116-118.
See also Corporations ; Personal Income
Tax

Income Tax Exemptions, anomalies in
Canada, 252; for married persons, 99 ;
on agricultural incomes, 1562, 189, 191; to
attract industries to States, 229, 232

India, conditions governing Indian finance,
176-86 ; debt ¢harges of, 211-15; effects
of war on the financial system of, 217-21 ;
tinancial system of, 186-94 ; governmental
rovenues and expenditures, 194-221; local
expenditures of, 210-11; natural re-
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| sources of, 182.83; public expenditures,
. 204-10; repatriation of sterling debt of,
1 216-17; self-government offer, 1942, 6

l Indian Statutory (‘ommission, Reports,
i 187Tn, 189a, 1912, 193 n., 209 n.,
! 210 n.

Industries, claims of primary and socondary,
m  Australia, 103-7; development of
Japanese, 183-84 ; financial repercussions
due to war-time rcorganisation of, 150 ;
growth of Indian, 179-80, 183, 220,
large foreign capital mvestments 1n
South African, 152-53 ; manufacturing,
basis of United States economie strength,
17-18 ; methods of attracting, 229, 232

post-war changes necessary for British,
' 185-86; unsheltered, 105-6
Inflation, commodity control to prevent,

219-20; heavy taxation to provent, 69 ;

prevented by cancellation of repatriated

stock, 173 ; surcharge on incomes to pre-
vent, 217; war-time production without,
94-95, 102
Inflationary gap, 102, 235
Inheritance Taxes, 4-5, 228, 255. See also
' Death Taxes, Estate Tax; Succession
Duties

Insurance, Health, 264 ; Social, contribu-
tions. 49; Unemployment, 4, 37, 74, 264 n.

Intangible personal property, 256, 260

Intergovernmental financial relations, busi-
ness tax problems m, 258-59 ; conclusions
on the general problem of, 237-42; con-
clusions, mam, of whole Enquury, 266-
269; consumption tax problems 1n,
261-66 ; death tax problems m, 255-57 ,
meome tax problems mn, 251-54 ; need for
revolutionary change of outlook, 240-41 ;

policy and public expenditures 1n, 245-

249 ; policy and specific taxes in, 249-

266, property tax problems in, 260-61 ;

specific problems of, 16, 243-69
International trade, Australia’s economy

dependent upon, 109-10, 1mportance of

in Canadian ecconomy, 70-71; of Unted

States, 24-25
Interstato competition, ‘* sectionalism ”’

and, 19
Interstate relations, problems of, 224, 229,

230-34, 256
Interstate trade, 22-24, 74, 105-7, 229
¢ Invasion ” of States’ field of taxation,

111-12
Investment policy, national, 232-34
Investments, affected by taxation on costs,

83 ; foreign, in South Africa, 153
Irngation, financially productive to Pro-

vinces, 213 ; Indian debt charges due to

financing, 211. See also Barrage
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Jamshedpur, labour supply plentiful 1n,
180 ; steel production at, 182
Japan, industrial development i, 183

Key, V. 0., State Legisiation Facihtative of
Federal Action, 3 n.

Kock, M. H. de, The Economic Development
of South Africa, 154 n.

La Commssion des Assurances Sociales de
Qudébec, 92

Labour, subsidised by tanffs, 106; supply
n India, 180, 183

Land Taxes, 118, 119, 191, 197 ; cess or
surcharge on, 194, on profits from sale
of land, 174

Layton, Sir Walter, on assigning a propor-
tion of income tax revenue to Provinces,
189 ; on Indian revenue system, 188

Lend-Lease and Hyde Park Agreement, 93

Liquor Tax, as trade barrier, 232, for all
layers of government, 262 ; non-existent
during Prohibition, 47; revenue of Centre
from, 45, 157; States’ revenue from, 46,49

Loan Council, 5, 113-14, 116, 150, 237

Loan IFund, Commonwealth, 119, 127 n.

Loans, (Government, as major part of war
expenditure, 149-50, 172, 173; C('entre
assumes provincial, 159, 169 ; interest-
bearing, 213, ratio to taxes for war
expenditures, 69; unproductive, 142.
See also Debt, Public

Local Governments, and the great depres-
sion, 34-36; comparative ummportance
of, in Australia, 133 ; debt, 64; expendr-
tures, 37, 40, 59, grants to, 50-52, 53,
193 ; multiphaty of, 47, 60, nced of
reorganisation of, 193-94, 210-11, 230,
260-61 ; property tax and, 40, 47, 66-
67, 223-24, 260-61 ; Provinces or States
entrusted with customary powers of, 137,
155-56 ; reduction of debts and expendi-
tures, 60; regressive taxation of, 48;
taxation, 37, 40, 47, 66, 193, 224, 260.
See also Municipalities

Local Governments Acts, 1888 and 1889, 60

Lowsiana, severance taxes in, 46

Luxury Taxes, 261

MacDonald, A. F., * Federal Al to the
States: 1940 Model ”’, Amer. Polit. Scr.
Rev., 31 n

Manitoba, evolving Ontaro-type economy,
71; revenue system of, soundest in
Canada, 85 ; suggested postponement of
Royal Commission Recommendations, 92

Margarine Tax, as trade barrier, 232

Marginal industry, 83

Marginal theory of value, and taxation, 10
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Maritime Provinces. See under separate
heads

Marketing, boards, 74 ; concurrent powers,
22-23 ; Natural Products Markcting Act,
74, regulation of prices, 74-75, 94, 152,
184

Marshall, Professor, Princeples of Eeo-
nomecs, 181 n.

Matricular-Beitrage, 225

Maud, City Government, the Johannesburg
scperiment, 155 n

Menzies, the Rt. Hon. R. G., K.C,, on
Austraha as a more umtary form of
government, 120

Mill, J. S, on Government expenditures,
245 ; on progressive taxation, 9

Mills, Professor R. (., on (‘'ommttee to con-
sider umform income taxation, 6, 117

Milner, Lord, and advantages of customs
unon, 154

Mining, importance of, in South African
national income, 161

Mississippi. default on debts hy, 64

Mitehell, K., Japan's Industrial Strength,
184 n.

Monetary policy and full employment, 234.
See also Foderal Government, policies

Montagu-Chelmsford Report, 186

Motor Vehicles Taxes, 43, 46, 101, 158, 263

Mumcipalities, debt charges of, 168;
expenditures of, 88, 156, 167, 168, 210-
211, Provineal responsiality for tax
arrears, 194 ; revenues of, 47, 83-85, 136,
164, 194 ; stability in finance of, 95

Natiwonal adjustment grants, 82, 93, 252

National Defence. See Defence, War

National Defence Advisory Commuission, 28

National Employment Commission, 92

National Income, dechine m, 21, 32, 34, 83,
defimtion of, 19-20; distribution of, 23,
27, 161 ; effects of taxation on, 2, 68, 83,
251, 252, 256; explanation of high
American, 22; national disparties m,
2, 20-21, 107-8, 178-79; regional dis-
parities m, 21-22; taxation based on
costs mstead of surpluses aftecting, 13,
83, 251 ; war cxpenditure increases and.
25-27, 37-39, 150, 161, 171, 175, 207

National Investment Board, suggestion tor
a, 237

National mmvestment policy, 232-34

National Recovery Act, 33

National Roads Act, 1935, 159

Native pass fees collected by Union only,
157

Natural Products Marketing Act, 74

Nevada, forgoes estate tax, 46, 228, 255 ;
representation mn Senate, 19



INDEX

Nevins, Allan,
Steele, .lmerica
People, 33 n.

New Brunswick and real property taxation,
85

New Deal, 2, 29, 31, 39, 56 ; Bennett’s, 74

New Jersey, debt charges in, 64

New York, Caty, farlure of property tax m,
260, 1etail sales tax n, 263

New York, State, debt charges i, 64;
highways responsibility, 48, layers of
local government n, 48 ; most progress-
e taxation of all TS, States m, 46 ;
number of taxes, 7, 66 ; overlappmng tax-
ing junsdictions i, 47; representation
mn Senate, 19, taxes m, 46, 66, 262-63

Newcomer, Di. Mabel, on pay-10ll tax, 43 ;
Taration and Fiscal Polwcy, 3 n., W n,
45 1. 47 n., 66 n, 232 n.

Niemeyer, Sir Otto. and Round Table Con-
ferences, 1936, 6, [Indwn Financal
Enqury, a Report, 190 2, 191 n., on
subsidies to Provinces, 192

Non-tax revenues, 9, 49-52, 133, 134, 156-
157, 197

Nova Scotia, and the depression, 72;
mceome tax i, 79, low taxable capacity
of, 85

and Commager, Henry
The Story of a Free

Oklahoma, severance taxes mn, 46

Old-Age  Pensions, contnbutory system.
93 ; expenditures on, 57, 111, 112, 138,
143, 165, 204; phenomenally high m
Califormia, 231; surplus revenue used
for, 112, 127 n.  See also Social Services

Ontano, tax policy m, 81, 83; {ype of eco-
nomy, 71

Gverlapping, Federal-State Authority to
remedy, 268; tax junsdictions, 3, 16,
47, 66-67, 81 ; taxes, 3, 66-67, 224, 229,
251-34, 256, 258, 262, 263 ; uncmploy-
ment rehef, 248

Pay-as-you-carn, 99

Pay-roll Tax, 9, 45, 49, 67, 150, 265-66

Pennsylvama, low debt chatges in, 64, Tax
Institute, and definition of a tax, 50

Pensions, capitahising Liabibty for, 217.
See also Old-Age Pensions

Per capita payments to States from Com-
monwealth, 112-13

Personal Income Tax, avoidance and
evasion of, 229, 232 n.; best form of
taxation, 13, 225, 251 ; exemptions, 99,
189, 252 ; Federal and State, 4, 5-6, 41-
42, 81-82, 93, 116-18, 188, 251, 253-534,
municipalities levying, 81, 194 ; rates of,
174 ; role of, durmg prosperity and
ensming emsis, 10, 236;  shafting and
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mnciudence relative to, 11, 251-52; short-
comings of, 10, 231, 233 n.; States
levymg, 46, 133, 158, 251, 254; sui-
charge on, 174, 190-91, 217, 219;
surtax on, 190-91

Petrol Tax, 175, 218. See also Gasoline Tax

Protermaritzburg, compensation to, 159

Plumptre, Central Banking in the British
Dominions, 100 n ;: Mobihzaing Canada’s
Resources for War, 94 n., 102 n.

Police, responsibility for expenditures on,
167, 187

Poll Tax. dwindling of, 45 ; small, levied by
municipalities, 85

Poor Relief, Dommion responsibhiitv for
unemployment  and, 248, arregular,
156, sales tax a levy for, 265, State
responsibihty for, 143, 155. See also
Nocial Seryices

Post-War Reconstruction.
tion, Post-War

Pramrie Proviuces, depression and the, 71-
72, Nee also under Alberta , Manitoba ;
Naskatchewan

Premicis’ Conferences, 6, 111, 118, 268

Prince Edward Island, Ingh Federal subsidy
to, 85

Private enterprise ». Statc control and n-
vestment, 233-34

Puvilege Taxes. 258

Profits from <ale of land, tax on, 174;
normal or standard, 259, taxes on, 99,
258-59;  Trade Profits Special Levy,
174, undistuibuted, tax on, 43. See
also Excess Profits Tax

Progressive taxes, compared, 249-57; de-
fined, 9-10, 12, cftect on U.S.A. revenue
system, 43-45, 19 ; cffects on Austrahan
States’ revenues, 133, 134, mncome tax
rates steepened, 190-91 . war expenditure
leads to levying of more, 150, 173

Property, Church, and taxation i Quebee,
85 ; transter duty on fixed, 157

* Propertv and (ivil Rights mn the Pro-
vinces 7, clause of British North America
:\('f. 74

Property Tax, analysis of, and recommenda-
tions for improvement of, 260-61 ; assess-
ment, 136, 260; exemptions, 85, 261 ;
mants to hghten burden of local, 226,
261 ; largest single source of revenue,
43, 47, 260, local revenues from, 3, 40,
13. 45-48, 6667, 133, 156, 197; Pro-
vincial or State revenues from, 46, 49,
66, 85-86, 133, 197 ; regressive nature of,
48, 133 ; relinquished by U.S.A \states
to Local Authorities, 66-67, 223-24

Proposals for Indian Constitutional Reform
(Whate Paper, 4268, 1933). 189 n.

See Reconstruc-
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Protection policy, Australian, 106-7, 109 ;
to manufacturing industry in South
Africa, 152

Provincial autonomy, financial proposals,
226-32; recommended in preference to
centralisation, 237-40, 249 ; social service
development through, 227

Provincial Finance Commission, 1933, 6

Provincial Premiers’ Conference, in (anada,
92, 241, 268

Provincial Subsidies and Taxation Powers
Amendment Act, 1925, 158

Provincial trade barriers, 106-7

Provinces. See Government; States (or
Provinces)

Public Debt. See Debt, Public

Public Health. See Health, Public

Public Revenues, co-ordmation of, and re-
allocation of functions, 224-30

Public Utilities, as part of revenue system,
9; as potential sourco of revenue for
Local Authorties, 260; as source of
municipal 1evenue, 194, 203; mixed
State and Local Government control of,
134-37 ; receipts lessen preponderance of
property taxation, 47

Public Works, 34, 39, 58, 87, 168

Public Works Aaministration, 34

** Pump-priming " theory, 33, 36, 39, 63

Pyramided taxes, 82, 265

Quebec, economically allied to Sas-
katchcwan, 71 ; income tax mn, 79; low
per capita debt 1, 93 ; unique position of
Church and taxation, 85

Railway and Harbour Fund, 156-57, 169

Railways, and agricultural policy in South
Africa, 152; aonuities. 216 ; Canadian
Natwonal, 71, 72, 96 ; Incian, source of
revenue for Central Government, 184,
197, 211, 213. See also Transportation

Real estate, assessment problems of, 156,
256 ; exemptions from tax on, 85, 261 ;
protests agamnst burden of taxes on, 256 ;
provinces allocated tax on, 158 ; tax on,
46, 85, 132, 133, 191, 197 ; taxes offered
for relief of, 86; taxes on transfer of,
157.  See also Land Taxes; Property
Tax

Reconstruction, Post-War, fund for post-
war Indian industry, 220; increased
importance of Commorwealth 1n plans
for, 121.22

Reconstruction Finance Corporation, 56, 64

Recovery, business, 232-34, 258

Regional income. See National income

R.egresswe taxes, consumption taxes are,
261; defined, 9; effect on Australian
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revenue system, 132-33; eftect on
Canadian revenue system, 79, 82 ; effect
on Indian revenue system, 196-97;
feature of Local Government revenue
systems, 48 ; percentages of, 79, 82, 132-
133, 164; slight predominance of, 1n
South African revenue system, 164

Relief, lack of schemes for, in India, 204 ;
1esponsibility for, 51-52, 56-59, 73, 74,
91, 92-93, 143, 156 ; social sccurity and,
57, 68, 74, 87, 143. See also Poor Relef ;
Unemployment Relef

Report of Royal Commussion on Dominion-
Provincial Relations, 3 n., 10 n., 14 n.,
75 n., 19 n., 83 n., 87 n., 237, Appendix 1

Reports of Commonwealth Grants Commis-
swon, 5, 105 n., 106 n., 107 n., 112 n,
115 n., 142 n.

Research, 235, 240, 259, 268, 269

Retail Sales Tax, General, 263-65

Rigidity m tax structure, 224, 226

Roads, and railways, competition between.
72; control of Centre with regard to.
159 ; 1nefficiency of New York responsi-
bility for rural, 48; outlays on, yiell
social profits, 236 ; vanation 1n responsi-
hility for, 87-88, 98, 134, 143, 211

Roos, Mr. J. de V., Chairman of Provincial
Finance Commission, 1933, 6

Roosevelt, F. D., and Acts to make worker
more secure, 33-34 ; and the Constitution,
31-32; and deficit financing, 63-64; use of
presidential position to secure legislation,
34

Rosinger, L. K., Japan as an Economc
Power, 184 n.

Royal Commission on Dominion-Provincial
Relations, mmportant recommendations
of the, 92-93; on centralised responsi-
bihity for unemployed, 248 ; on personal
ncome taxes, 82, 252 ; reason for appomt-
ment of, 3-4; recommendation that
provinces withdraw from corporation
taxation, 259; Report of, see Report of
Royal Commission on Domanion-Pro-
vincial Relations

Sales Tax, as revenue producer, 46, 79, 86,
96, 113, 196, 197, 263-64, 265 ; efficiency
and equity of, 261, 263-65; estimated
cost to rich and poor, 82, 265; form of
oxcise tax levied by Commonwealth, 111,
115, 118 ; municipal revenues from, 96 ;

regressive In effect, 82, 261, 265. See also
under specific name of tax

Salt Tax, 192, 197, 218

Saskatchewan, economically allied to

Quebec, 71; income and the depression
in. 72, 86 ; mcowme tax in, 79
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Savings, compulsory, as alternative to
mcome tax, 217; inadequacy of volune
tary, 173; low war savings aiding
inflation, 219 ; part of mcome tax treated
as compulsory, 99; progressive tax
system bearing heavily upon, 9

Schools, expenditures on, 59, 88, 167-68,
207-8. See also Education

Scullin, Right Hon. J. H., on Committee
to consider uniform income taxation for
Commonwealth, 6, 117

Sectionalism, 19

Securities guarantoed by Government, 64-65

Seligman. Professor E. R. A., on changing
function of layers of Government, 16 ;
on dnft towards centralisation, 16; on
property tax, 260 ; on supplements, 226 ;
The Co-ordination of Public Revenues,
Economic Essays i honour of Gustav
Cassel, 226 n.

Senate Document No. 69, 78th Congress;
Report of Special Committee on Inter-
governmental Iiscal Relations 1in the
United States, 223 n., 227 n., 231 n, 237,
241 n., 248 n., 253 n., 254 n., 257 n.,
259 n, 2620, 263 n.

Shifting and mcidence of taxation, 11, 191,
251, 256, 258, 261, 263, 265

Shipping and the effect of war on Australian
economy, 109

Shirras, G. Findlay, Natwnal Income, Rev.
Internat. Inst. Statistics, 178 n. ; Poverty
and Kindred Economac Problems in India,
179 n. ; Science of Public Finance, 37 n.,
179 n., 239n, 256n., 265n., The
Burden of British Taxation, xni n., 50 n.

“ Silver ' States, effect on financial policy
of, 19 n

Smger, H. W., The (feximan War Economy,
175 n.

Siateenth Amendment, 30

Smith, Adam, and progressive taxation,
10; on mequality of taxation, 243; on
tax justice, 12; Wealth of Nations, 3 n.

Social Security, evolution of, shatters old
division of powers i Canadian Federa-
tion, 91; family endowment for, 143,
143 n.; measures, Iederal expenditure
on, 56-57 ; a national problem, 230, 245,
248 ; responsibility of States or Pro-
vinces for, 51, 83, 86

Social Security Act, 1935, 2, 9, 33, 67, 228

Social Services, and relation to borrowing,
15; ecxpenditare on, 51, 56, 87, 91 n.,
143, 204, 245-49 ; expenditure regarded
as developmental, 15, 57. See also
Education; Health, Public; Old- Age
Pensions ; Poor Relief; Relief ; Unem-
ployment Rehef
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South Africa, Government revenues and
expenditures, 159-68; high foreign in-
vestments 1, 153, national economy,
161-53; public dobt, 169-71; South
Africa Act, 154-59; tax structure as
affected by the war, 171.75

South Africa Act, 1909, 154-59

South Australia, valnerability to price de-
pressions of, 104

South Dakota, high debt charges m, 64

Special Committee on Intergovernmental
I1scal Relations, on central collecting of
death taxes, 257 ; on Federal assistance
for unemployment, 248; on federalisa-
tion of business taxes, 259; on fiscal
mdependence, 223 ; on grants-m-aid for
education, 227 ; on joint administration,
254 ; on multiple taxation, 231; need
for, 5; on publhic officials regarding
governniental system as a umt, 241 ; on
revolution mn financial thought, 239 ;
on stock transfer tax, 262; recommends
a Federal-State Authority, 239, 240, Ap-
pendix IT; recommends no one plan
of complete co-ordmation for Federal
financial system, 267

Spending, Government. Ne. Government
expenditures

Spooner, Mr., on Commitieco to consider
uniform mecome taxation for Common-
wealth, 6, 117

State control and investment v. private en-
terprise, 233-34

States (or Provinces), abnormal deficits of
Austrahan, due to depression, 114-15;
and local tax powers and authorities,
134, 226 ; and protection policy, 105-7,
229, 232; as progressive clement in
Austrahian revenue system, 132 ; changes
in taxes levied by, 45-46, 49, 86-87, 111,
157-58 ; debts and debt charges of, 4,
114, 140-42, 169, 213-14; distribution
of functions of, 16, 71, 134-37, 156, 167,
230; expenditures comparcd with those
of central authority, 36, 71, 96, 138-40,
204 ; grants to Local Authorities from,
47, 133, 226; income tax, 5-6, 46, 81,
133, 189, 225, 251-54 ; maldistribution of
wealth amongst, 231; marginal, of
Austrahia, problems of development of,
104 ; overlapping Federal and State tax
powers, 3, 16, 67, 81, 224-25, 262;
overlapping Local and State tax powers,
47, 66, 260 ; problens of interstate rola-
tions, 230-34 ; property tax relinqui . hed
mn U.S.A. to Local Governments, 46, 49,
66-67, 223-24, 260 ; sharing revenues, 5,
113, 192; social security responsibility
and, 31, 83, 85; sources of 1evenue of,
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9, 45, 46, 52, 85-86, 133, 158, 191, 258 ;
stability i finance of, 95 ; subsidies and
grants from Centre to, 2, 4, 71, 111, 133,
155, 157, 161, 192, 226-27 ; supplements
added to taxes levied by Centre, 225-26,
259 ; tax distribution, 43, 46, 49, 73. 74,
111, 119, 156-58, 191-92. See also
Government

States Premiers’ Conferences in Australia, 6,
111, 118, 268

Sterling debt, repatriation of, 95-96, 171,
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