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A POSEIBLE WiY OF m@g THE _EVASION OF TAXES DESICHFD TO DETER THE
JHFLOX OF CAPITAL

It 1 common knowledge that the Tressury hes mever been successful
in collecting more than & smell portion of the income and capitel gaina
texss applicable to foreigners. The repesl of the espital gains tsxes
end the surtaxes applicable to foredgnsrs in the Revenue Act of 1958 end
the substitution of & flat 10 percent tax om income sas in part & recogni~
tilon of the fact of wide~spresd evasion and of the growth of trading in
dmerican securities in other markets., Congress in effect said, *We cennot
hope to tax forelgners az we do Americsns. Lst us therefore repesl the
capiiel gnins tax and try to prevent a further loss of business to our
security exchanges.”

It would appesr, therefore, futile to inmitimte a stock purchsse tax
or a capital gains tex spplicable to foreigners unless gsome mesns con be
found to prevent the evasion of such tazes through the development of
markets im our securities abroad. The following suggestion is designed to
prewent this form of ewasion:

Require thet all atocka in Amoricen compenies listed #n owr atock
exchanges be legally trsnsferable only by gift, by private sale subject to
the approval of the 8. B. C., or by sale on American stock sxchanges.
Evidence that the atock had beenm transferred in one of these three wuys
wotld have to bs furnished to transfer sgents defore the transfer eould
be effected,

Any purchase or sale by non-residents would either have to be negotiated
directly through an American-broker or indirectly through a resident. Otherw
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vise non-residents would have no lsgally enforceable clsaim to the
stock or to the dividends payable on the stock. Hence, informetion
could be obtained from brokers! books without fesr that this would
involve loss of business to American brokers, as has happened formerly
vhen information on transactions of foreigners wes obtained in this
WBY.

Thia provision would not prevent the lssue of eand tracding in
abrond of besrer certificates representing ownership in American
stocks, It would, however, require the peyment of the purcha.e tax
vhenever more American stocks were purchesed ageinst which edditional
bearer certificates are issued.

In order to prevent Americans sbroad from purchasing stocks
for foreigners on our stock exchanges and in this way avolding the
payment of a purchase tax, the tax might be made applicable to all
non-residents rather than to non~resident aliens.

The proposal has the additionsl merit of preventing the growth
of trading ebroed by Americans for the purpose of evading msrgin
requirements ané capitel gsinsg tazes. Its legallity could be defended
on the grounds that it was necessary for the effective exercise of
powers thet are constitutionsl, It would not apply to bonds nor to
foretgn stocks, such as Canedian Pecific, listed on our exchange.

The Amerlcan broksr, if the purchese were direct, or the resident
nominee or correspondent, 1f the purchase were indlreet, coulé be

made responsible for the peyment of & § percent stock purchase tax
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and, posaibly, & flat capitsl gains tax st the time of sele. It is
far easler to discover and prosecute resident than non-resident evaders.
One of the most effeetive ways of checking evaslon end of deterring
foreisn purchases of our stocks would appsar to be to imposzs a flat
income tex of say £2% percent {the seme a8 in Great Britein) to be
deducted at source in the case of stocks registered in the nsmes of
non-resldents and to be declared and paid by resident agenis or corres-
pondents in the case of stocks held here on noneresident account. Pogs-
ibly a lower rate might be advisable for dividende going to residenta
of contiguous countries. Consideration might even be given to the
imposition of 2 bigh income tex deducted et source in lleu of & ceplital

gains tax.
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