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The following is a brief summary of the attached study of the
comparative tax effort in the United Stetes, the United Kingdom and
Censade:

I. The Over-All Picture

The tax effort of the United States lags substantially behind
that of the United Kingdom and Censada.

While central govermment expenditures as a percentage of gross
national output are somewhat larger in the United States than in Canada
and smaller than in the United Kingdom, tax receipts in the United States
cover only 38 per cent of expenditures compared with L9 per cent in
Ceanada and 51 per cent in the United Kingdom. Total taxes (at all levels
of government) as per cent of national income are 31% for the United
States, as sgeinst %6% for Caneda end L2% for the United Kingdom. (See
Chert I and Teble I.)

Per ceapita taxes are highest in the United States, but a com-
parison on this basis is quite misleading. (See page 2.)

In terms of increeses over prewer levels of texation, the
United States sgain lags behind despite the fact that its prewar level
wes comparatively low. Canada's increase has been by far the largsst,
but that of the United Kingdom is equeally impressive in view of the high
level of British prewar taxation.

I1I. Chenges in the tax structure.

Chenges in the tax strucbure in the three countries appear to
have been influenced largely by prewar levels of texetion. In the United
States end Cenada most of the additional war revenue has been obtained
from texation of individual and business net income, while in the United
Kingdom the already high levels of excise and income taxes necessitated
an equel extension of both these sources. (See Chart II and Table II.)

I1I. Taxes on individual incomes.

Individual income taxes are much higher in Canada and in the
United Kingdom than in the United States for all levels of income except
for large families in the very lowest income group, due to the low exemp-
tions under the Victory Tax. (See Chart II1 and Table III.)

If adjustments ere made to allow for the individual's share of
the corporation income tex in Canada end in the United States, Canadian
income tax lisbilities become by fer the heaviest for the great majority
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of texpayers. Although the additional burden is considersble in the
United States, the effective rates still remsin far below those of the
other two countries. (See Table IV.)

The increase in income tax liebilities (including Federal as
well as State and Provincial taxes) in Cenada has been by far the steep~-
est. The increase in the United Kingdom has been greater for all income
levels than in the United Steates, notwithstanding the fact that the level
of British income taxes before the war was very much higher. (See
Table V.)

1V. Taxes on Business Net Income

Although increases in taxes on corporate income were drastic
in all three countries, available data show that profits after taxes
doubled from 1939 to 1943 in the United States, remsined practically
steble in the United Kingdom end seem to have risen by sbout 4O per
coent sbove the prewer level in Cansada.

V. Bxeise Taxes

While the severity of excise taxes in the three countries is
difficult to messure precisely, a comparison of the rates spplicable %o
various types of comrodities indicates a substentially higher level in
Cenada and the United Kingdom than in the United States. In addition to
excises, both Canada end the United Kingdom levy a genersl Federal sales
tax. (See Table VI.)

The evidence shows that the over-all tax effort in the United
Kingdom end in Canade is substantially greater than in the United States,
and that each of the three mein tax sources has been drewn on more inten-
sively in the two other countries.
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THE VIRTIME T/ GFFCRT IN THE UNITED STATES, THE UNITSD KINGDOM AND CANIDL*

by
R. &. Musgrove ond H. L. Seligmon

The role of finecnece in o war ccoromy is sceondery te the tesk of obteining
the noximua output of war materials. The limits of production erc sot by tho scarcity
of rossurces and tho pooplets willingness to forcgo civilien consumption; thoy ore
not sut by tho Govermment's ability tc moet the bill, 1If the necesscry funds cannot
bo obteined through taxation or borrowving from the pecple, thoy can alucys bo ob-
tained through borrowing from the banks. Yet, the netheds of wer finoneo arc of
vitel importonce; thoy bear dircetly upen war productic:, they lergely determaine thoe
distribution of the cconomic burden of the vrar, =znd they shapo the cconomic condi-
tions efter the wor.

“hilc it is not foasible, politically or accronicelly, to cover tho entire’
cost of the war by taxation, it is generclly cgroed thot taxetion should covor cs
lerge o shere os possiblce without imposing gress incguitios end impeiring wroeductive
incentive, If an ell-out tax coffcrt is mode, war finaxnce is ¢ povorful ncons of ad-
justing incomos tc eveileble civilian supnhlics; 1f cxtonsive rolicnce is placed on
froe markct borrowing, perticularly on borrewing from the barks, wer finonee turns
into a source of gggrevated inflationory pressures. Zgqually impeortont, on all-out
tax effort during tho war roduces the firnanciel difficultics of the postwer noriod,
Thero ie thus good rossen for appraising the financiel porformonce of ¢ nation at
var in terms of its tex offoert.

This papor is designod to obtain somo perspective on the tex effort of the
Unitcd States by comporing it with thet of tho United Kingdom and Ceonade, The find-
ings cro as follows;

1. The present over-all level of texation is highest in the United Kingdom and
lowost ir tho United Stotcs. The inercase in tho gencral levol of taxation over
the prowar level was substontinlly greator in Cerncde ond the United Zingdem than
in tho United Steotes.

@+ In the Unitod Kingdom, the relative lmpertance of exelsc ond income taxes
renained cbout thoe same, while in the United Stotes end, teo a lesser extent, in
Canade tho rolative importonce of income teoxos inercased whilo that of oxeigse

taszes decrcased.

%. Perscrnal incomw texcs in the United Kingdom and in Cenads cro much higher
than irn the Unitod Stetcs. This picturo romains Easicully tho semo, although

it is modified somewhat, 1f the comparison ig drovm betwoen taxoes ret of refunds
and if cdjustments are mede for difforences in the trectment of dividend incomes.
The doller incrcase in tex licbilitics, morvover, swwas by for the stespest in
Cancda. British ratos, although much highor buforce the war, incruased more than
did rates in the United States.

L. Corporction profits aftor tex rosc gteoply abeve thoir prewar level in the
United States, loss steeply in Carnnde, ond remainced unchenged in the United
Kingdom.

s c— ) )
*Prosented in part as an address beforc tho National Tax Confercnce, Chiccgo,
November 22, 1643,
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5. The level of srles and oxclse toxes is substantially highor in the Urited
Fingdom and Cancde than in the United States.

In ossessing those conclucions, it must Lo recclled that taxation ic but o
part of totel wer finance. It is the volume of Covermmont expernditures, not the vol-
ume of texcs thot indicatos the share in total cutput deveted to wer purposcs. The
edjustment of civilien incomes to ovalleble civilicn supplics comes cbout s the ro-
sult of changes in the reto of savings ord in prioccs ns well as through cdditionel
toxos. A more complete snalysis of all finerelal scurcos of wer producticn, huowever,
falls outside the limits of this peoper which is councerned with texstion only, ;/

1. Thevaor-ﬁll Picturo

The tex offort of threo countrics differing s groatly in oconomic capecity
a5 tho United States, tho Urited Kingdem, cnd Canada cennot be cemprred in terms of
delicrs of tax colloction., The fect thet rocoipts in the Unitcd Stoates arc 15 times
t.s large ne those in Caneda tells nothing chout roletivo tax offorts,

Equelly mislocding is o comparison in torms of dollars of por capita tax
peyments, since per capita payrents cenmet revenl the degrec te which toipnyers hevo
hed to lovwor thoir stondeords of living or the emount of income, cbeolutoly or por-
contegowise, which thoy retein after poynont of taxcs, g/

To obtoin a significant comporison, tex colluctione must be mocsured relee-
tive to cthor eccnomic dimenegions of the rcspective countries., A first stop is to
compare the extent to which war oxpenditurcs hove beorn met by texetion., Sinee war
expenditurcs meko up 90% or norc of wrrtime budgets and cannot rondily bo distin-
guished from othor cutlays, texes heve been couputed rs o porcentnge of total Govern-
nent oxpendituros. (Texcs ond oxpundituros of ths central governmonts only arc ine-
cluded in this cemparicon. )

Toking tho cggrogate of the first three wyears of the war~-tho fiseal yocors
1941 to 19L3 for the United Kingdeom ond Cenecda, end the fiscal years 1942 to 19Ll for
the United Statuge-we find Concde covoring 57% of iteo cxponditures by texetion, fel-
lowed by tho United Kirgdom with LC% cnd the United Stetes with 35%. Locking ot the

3

>

1/ A tax comporiscn of this kind hos corteoin limitations, erising from beosgic differ-

ercos in the cconenics undor comporiscn, such ns differences in purchasing power and

income distribution, ae well as from differonces in texntion tochniques. Some of

theso differcnces, however, de not greatly cffoet thoe cver-all picturc, or can be ad-
in mind

Justed for, hose romeining should be kopt in mind in interpreting cur concluesions,

2/ Per cepita tex poymonts in the United Stotos ere $360 for the fiscal yoar 154,
as cgoinst 8256 in tho United Kingdos and §211 in Cancde for the fiscal yeor 1943,
But ot the some timec, por eopitn incares in the three countries cre 31,151, 3609 ord
&570 respectively. Por copits texcs as & percontogo of por ecopite inconcs are (equal
to the cver-all tax te incouw retio dizcussod bolow) thus 1;2% in the Unitod Kingdom,
7% in Cancde cnd 717 in the United Stetes. Surcely, this letber conmparison is more
signifiecant then the former,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



CHART [

GOV'T EXPENDITURES, TAXES, AND NATIONAL INCOME
UNITED STATES, UNITED KINGDOM, AND CANADA
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TABLE I

NATIONAL INCOHME, TAXES AND GOVERNWENT EXPEXDITURES

(Fiscal Yecar)

. 1938-39 , 1939-40 , 1940-41 , 1941-42 . 1042-43 . 1043-a4 .
United States (#illions of U. S. Dollars)
1. Gross National Product —— 92,600 106,000 133,000 172,100 195,000
g; Kational Income -— 74,100 84,500 106,4C0 15»,¢OO 157,000
3. Taxes, Central and Local ——— 14,400 16,900 23,000 32,400 49,100
4. Government Expenditures, Central — 9,000 12,700 Ea,q 78,200 104,000
5. Gross National Product 27,500 27,000 30,300 34,500 37,800 —-——
6. National Income 22,100 21,700 24,200 27 OOO 29,500 ———
‘7. Taxes, Central and Local 5,800 5,800 7,700 10, 603 la,LV ——
8. Government Expenditures, Central 5,100 7,700 15,700 1 22,700 ~—
Canada
3, Gross National Product 5,300 5,400 6,200 7,500 3,800 —_—
10. National Income *,OuO 4,300 4,800 5,700 6,800 ———
11. Taxes, Central and Local 900 200 1,200 1,800 2,400 -
12. Government Expenditures, Central 500 600 1,100 1,700 4,100 _——
Taxes as Percent of National Income (Percent) :
13, TUnited States ——— 19.4 20,0 21.6 2%.0 31.3
14, TUnited Kingdom 26.2 26.7 31.8 39.3 42.0 ———
15. Canada 20.9 20.9 25.0 31.86 36.4 J—
Government Expenditures as Percent of
Gross National Product .
16. United States - 5.7 12.0 24.:4 48 .4 52.5
17, TUnited Kingdom 18.5 28.5 51.8 55.9 60.1 -
18§, Canada 9.4 11.1 17.7 22,7 46,6 -——

For explanation of items sce papge 11.
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nost recont yecr aveilable (194L for the United Stotes end L9LZ for the other two
countrics) we find the United Klﬂbfon in the lond with 519, follcowed bv Cenrdo with

L% end the United Stotos with j e L omere doteiled picture is given in Chart I ond
Tekls I. Here, cos threughout t is papcr. reund sterling snd Cencdieon «uilar figurcs
are converted inte U, S. dullers ot tho officiel oxchrﬂﬁ“ retes, l/

The retio of texes te c¢xpond g, howevur, hog cnly linited sigrificances,
sinoe tho offort roquired t5 cover o given perticn of wor czponditurcs by toxetion
dopende on the sgize of wer oxpenditurcs relotive to totel ocutput. This rcelotionship
ig alsc shown in Teble T and Chart I. Tor the lotest yoar eveilekle, contrsl Govern-
uent exponditurcs cg o percentege of total cutput (the gross netional pr uduct) cmount
to 60 in the Uhlteﬁ Flrruut (fisccl yoor l,u) 5?” ir the Urited Stotes (fiscel
year lobb) ad 7% in Cancde (flscql yeor lrg,}. Errlend, by thic rton ard, is mok-
ing the Eruhtout ol furt, sinco it covers the 1*rwost wortien of 1te wor oxpenrditurce
by tarxaticn cnd clsgc obeorbe the lergest percontrge of totel cutput in Gevermmont cx-
poenditures., The picturce is loss clocr with rvsﬂoct to tho Ul]twd Stetes nnd Cannda.
The United Sirtes abserbs the lorpoer shars of tetel output Govorrmuent expenditures
but covaers a smeller pdrtlpP cf 1tv expunditurce by tahrtl cn,  To cbtein o noru cor~

5

plete ploture, a cxwiperiscn rmust bo drrvm Tetwoen texses ond total cutput,

£

The war has cvxpleded troditioncl cecnonic o 5“itudcs of all kinds, but nost
drametic hos toen the vost oxpr P<ion in cutput--prrticularly in thoe Unitod Stcotos,
but alsc in Cencde nnd the Unitod Kingden., The gross naticnel prod uct in ourrvnt
priccs hes moro then deubled over its 19%G-L0 lovel in the Unituu States; thft of
Conncde has inerceessd by 70%, end thet of the United Kingdery by Lo#, In rart this ro-
flected o rise in priccs, but the incroeso 1n terms of constont prices wons still very
groat, This facter clone would have resulted in an onormous inervese in tex receipts
even though no changes in tox ratuL had toecn nede. But in eddition, tox retos in all
throe countrics have beon increascd shex ply nd now loviee heve boen imposcds.  The
rosult, elsc shown in Chert T and Teblo I, wee that ¢ll throu ceuntrive exporicnced a
substential increase in the porticn of netio al lPC““ Qbskrbvd by taxes. 2/ &gtate
end lcenl, as woll as Foderal texes, arc & els . Tho GnltOu
Kingdem, nmeinteining thu lead throughout, tock up i A (fuu a2l vorr l?hﬁ) <f ite
reticnel incerie in taxes as coperod te 386% for Crucda (fisccl yerr 19L2Y and an
estineted 317 for the 'nltcd Statos (fiscel yorr 194L4).

w r-q ~y

I/ TToTweTsion eb tho officicl exchrnge rote is fer from scticfoctory. For purpcsos
of o tax compariscn, foreign currency should be converted inte Urdted States dollaers
et retes rufl”ctl;L the releticnship botweon the dellert's purchesing rowor to the
fArerican texpeyer end the purchasing prowoer of thoe foreign menctrry unit to the foroim
texpeyer., But in abscnce cf such = "true" graversion reto, which con hordly be osti-
mated under prcVa11¢n. cenditions, the czehonge rete has 2 Lo used, With rosveet to
the countrics hore under considorction, the reuululug distertion is net 1likely tc be

serious.

2/ To avcid confusion, we follow the customary practice of co lﬂsrin" tox collecticns
with naticnal inceme, clthouzh, in sore ressects, it wauld scen preforatle te drow
the ccmparigon with tho gress untiondal pre duet, Tho ~ver-azll ricture is the scte
under oither cpprocch,
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Apnrt from the luvel of ftexetien reacchod, the questicon mey be releced how
sherp the incrocse has bteon in tho threc countr$us. 48 ey be expectod, tho pereunt-
cge inereasc in tex cocllectlions wos groctest whore the tax besc, or the nationsl in-
corig inercased nesh, that is in the United S*rtue end it wee least whore the increng
ncasure the wertine

n the tex base wes miellest, thet is in the Unitoed Hingdon, To
test effert, however, we should not compere the puf?bﬁtubu 1*? T
changes in the retics of texes tec ircome. The nercontege incroas
refldetion, vwholly or in pert, of the bucyeney «f cn inerensed 1

t

|_|.

T é

<

the effect of an inercnsed bese is lorgely elimirated when tox

conpered, 1/

Cenede. end the United States, which priocr teo the wer ccllectod ecbcut 204 of
their nationcl inceme in texmes, (central and leeel) increased this retio to 536 ond
31% respectively, whilc the United Kingdowm, which storted tho wmr with th
retic of 26% cchieved an incrense to L2%. Whilc the porcertege incronsc
income ratio wes shorpest in Canade ard ckout cousl in tho Unite< King
United States, it should bo noted that the prewar level of texcticn in the United
Yinﬂﬁon vios by fer tho highest snd thn cdditicnel increascs in the tex to incone
retio becorme tho more burdersome the higher the lovel clrerdy recchod.

To surmerize the cvor=-all picturs: YWith respect teo the present cver-oll
lovel of texetion, it is cleerly highest in the United Kingdon erd lowe st in the
United Stetes. THth ro spect to the increnso in the lovel of teoxetl Crnede and the
United Kingdom connot ensily be reted, but thoy are beth substentia l}J one"d cof the

United Strotes.

II. Changcs in the tex structure.

The cnormous incrense in teotel tox yiolds-~from 15 to 50 billien dollears in
the United Steates, 5 to 12 billion dellars in the United Xingdew, end 1 to 2.5 billion
dollars in Cenada=-vits cccciyondcd by equally drestic cheongos in the compesition of
the tex structurc cf the three countrices. To trece the pattern of thie chenpe, texes
mey be divided into four groups; ncnmely, toxes on individual net income, toxes on
business net incoue, oxeisc texes (i.0., & vericty of trxes on business gross income
or cost items), snd propordy tancs.

5

Tho distributicn of the totnl tox yicld (execluding the yicld froo
taxes) 2/ remaineé® rether stable in the Unitod Kingdom whorce receipts from the

E? With an inerocsing base, the yield c¢f certein toaxus, rerticularly toxes om not in-

cone, increescs ot o rate festor tharn the increaso in the bese, while cthor trics, es-

peeinlly property texes, increessc at a slower rate, On the bosis of prelininery esti-

mates, it scoms likely thet hod there %ween no chanpe in tox retes, taxes as percontage
1,

of netiocnal incomz would have rennined anbout ccnvt?ut foer the United Strtes ond Cancda
end would heve shown some slight inercese for the United Kingdom.

2/ Thilce receipts fron pro*brtv texss ors included in our ovor~-cll fijures, they re-
qulre no special attenticn in this cornccticn, sinee thoy hove “eon » derment clencnt
in wertine texeticn, Currcently, they supply acbout © pur cent of teotel tax receiptsin
211 three countries. British pGCcrty tex retes cre conslderably 1~vur than those in
the United States, but the British housc owner loses pert of whet he scves in property
texes since the rentel velue of en cwner cocupied heme is counted oo income under the
personal incamc tox.
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CHART 11

TAX RECEIPTS BY SOURCES

CENTRAL AND LOCAL
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TABLE I1

GES IN THE TAX

TRUCTURE
(Millions of U. S. Dollars)

United States . United Kingdom | Canada :
: ' : (Fiseal Years) : :
: 1920 & 1944 ;1989 Ty TI948 . 1938 ¢ 1945
Central Government -
1. Individual Income Taxes 1,706 19,753 2,552 5,030 56 547
2. Corporate Income Taxes 1,281 14,083 105 1,523 37 743
3. Excise Taxes zZ,688 5,498 z,172 4,848 29C 682
4, Property Taxes == ——— ——— 122 == )
Total 5,673 39,334 4,829 11,523 433 1,878
State and local Governments
1. Individual Income Taxes 319 450 - -—— 46 19
2, Corporate Income Taxes 155 400 -— ——— 1 9
3. Excise Tares 3,822 4,500 ——— -—— 173 215
4. Property Taxes 4,480 4,450 1,015 863 246 224
Total 8,756 9,800 1,015 863 507 468
All -Levels of Govermment
1. Individual Income Taxes 2,025 20,203 2,552 5,030 103 566
2. Corporate Income Taxes 1,436 14,483 105 1,523 128 752
3, Excise Taxes 6,508 9,098 2,172 ,4,848 463 804
4, Property Taxes 4,560 4,450 1,015 085 246 224
Total 14,429 49,134 5,344 12,388 940 2,448

For explanation of items sce pp. 11-12.
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indivicduel income tox end fron ezelso texos oxpendsd ot cbout the sene rate, s 8
nercentage of the total, they both doclined rs the result of the 1ntrocucuiun of cor-
porate texetion in the form of an excoss profits tex., In thoe United States, tho share
centributed by the individunl income tex rese from cno-fifth to neerly onc-helf, while
thet cf exelso toxos declined from two-thirds te enc-£fifth, ALs in the Unitod ¥ingdon,
the share centribtuted by toxss on corporate incomeo increcsed with the imrosition of an
e profits tox. In Cercde, the chanbes in the trx structure werce in the scre

icn os in the United States, tut the shere of oxeiscs decrorscd loss cnd thet of
vidunl inccno toxos increasod less. Thess devslepmonts cre shovm in more dotail
hert IT cnd Toble I,

ke O O

le]

Q m
o

SR B STY

fn o
ol--c:) O

t

Q

To sume extent tho verying conphrsis upen difforent teox scurces roflscts
differences in tho budgotery situation teferc the war and in ccconcmie developments
during the wer, but it alsgo refleets conscicus differcnces in wertine tox policies,
The United Kirgdom, having ontered the wer with kigh inecne ond oxelse taxcs found it
wecossary te expond its tax fronticrs in cll direeticns with the result thot tho rolo-
tive sharcs ccntrlouted te the totel btudget by personal income end oxcise toxos
underwont little chengo. In the Unitod States, roceipts from trzes on individusl and
busincss incomes greatly increesed reolotive to oxeise taxvs, reflocting, ir port, the
lorge incrence in individucl inecomcs nnd corpercto prrflt end thus the lorge oxpon-
sion in the taxz btase. /slso, it roeflcets a situntion in which the cover~ell lgvel of
taxation wee still reletively low eo thet primery relience on inceme toxoes constituted
o sound policy. 1/ Dospite ¢ much sherrer incrcese in rates, the reletive shors of
income taxecs in Censda ineronged lees then in the United Stotes, dus to o smcller ox-
pansion in the bese.

11I. Teoxcs on individuel inconws.

Rocoipts from trxoe on individuel incomes inecrcosed drastically in all threo
cecuntries; tonfold in tho United Stetes, fivefold in Conede, end double in tho United
Kinzden, Thoy supplised cver cne-helf of the totel increcso 14 trx roecipts in the
Unitod Statcs os cgainst 78 per cont in the United Kingdem and 21 per cent in Canede.
The nunter cof incere t“xp?yers in the United States increescd from nbeut L million to
over 10O nillion, cnd in Cernde from 200,000 to over 2 million--thus reveluticnizing
the very character of the inceme tex.

L

I

|_u ’.Jo"J

1. Perscencl income tex listilitics et various lovels of incomecs may be
compered in terms of OffCCtiVOTr&tGS, thet is, tox lintilitios oxprcesed as o percont-
age of net incorme refere exemptions, The effective retes arplicable to o narried
texzpayer with twe dependente ero shown in Chart III, Tatle ITI shows dollar ligbili-
ties ot selected income lcvels, anpliceble to o single texpeyer ond to o merriod tex-
peyer with twe denondents. Fer the Unitod Stotes the not Vietory Tex rnd the New York
Steto Income Tex cro include:d togothor with tho Federal Income Tox. 2

R —
;/ The fellowing 'nalysis of the cegpres to which verious tex sources hevo been drewn
upen will throw scne light on the quostion whether incenme texation in the United
States hos now renched o lovel ot which o chango in emphesis is enllcd for,

%{ The Conedian Provinces rolinguished their privilege of impesing incone texes for
o duration of the wer, Therefiro, while Dominion récoipts frem thv individucl in-
come trx inercased tenfold, tho cover-pll increese wes fivefeld s statod aboeve,
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CHARS IIL

PERSONAL INCOME TAXES
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TARBLE IIX

INCOME T4X LIABILITIES AT SELIECTED INCOME LEVELS
(Ir U. S. dollars)

Net : United Statesl : Unitod Xingdom? Canadad
income : : :
before ex- : : : :
emptions :  Total Refund : Total :  Refund :  Total : Refund
Single, no dependents
$ 1,000 & 107 - 3 189 £ 48 b3 190 & 80
2,000 345 - 624 106 €28 160
5,000 1,172 - 1,275 205 2,180 400
10,000 2,973 —_—— 4,620 240 5,229 727
20,000 8,014 - 11,340 240 12,0690 727
50,000 28,797 - 36,550 20 35,318 727
100,000 70,518 ——— 84,220 240 82,531 727
Married, itwo dependents
& 1,000 & 13 -— -— - —— .
2,000 58 S 8 304 2114 $ 275 - & 138
5,000 754 - 1,655 225 1,747 500
10,000 2,333 -— 4,300 260 4,698 1,091
20,000 7,042 - 11,020 260 11,336 1,001
50,000 27,184 ——— 36,250 260 34,985 1,091
100,000 68,634 -—— 83,900 260 80,158 1,091

For footnotecs sec p.l12
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The comparisen shows thet British rnd Cerrdian rotes (inclusive of refunds)
are substentially hicher cxeopt for the very loweet incoinwe grcup., Dus to the {lat
cxenntlon under the Vietory rax, whioh deos not ellow for difforences in dopendency
stetus, lerge fraoxilies with incomes of Ioss then sliout 51,500 pey ¢ somewhet heovier

tox buro then in the tws othor uouubrics. _/ But from thercon, Leoth British ond
Conedien retos olinb rapidly ctove Unlted Stetes' retes. A fanlly with an incone of
52,000, for instance, pays $58 in thoe Unitod Strtos es roeinst 230l in the United
Fingden end G275 in Cerede, Moving un the inconic seele, the sproend hotween effoctive
retos hore end in the two cther countries widens repidly, ond recches r nesxinun be-~
tireen $10,000 cnd 20,000. it the 5,000 lovel o ulﬁ.lu «mericen baxpeycr contributes
51,172 o5 roainet 41,975 in tho United Kingdim rhg 2,180 in usnrdh i fanily with
an inccwme of 520,000, while paying o tex of cve ll OOO in the Unitod Kinsdom end

anede, prye but 57,042 in the United Stotos. Almhcu"h,w1 ¢st over the riddle incone
rences. the sprecd between the retss here onnd in the United Kingdon or Cancde remeins
subutontisl o well akove tho 525,000 income levol, Ovor the higher incone renges

United Strtes' retes eppronch, but 2o net rorch, those peyrctle in the United njn(ﬁ*"

end Cannds,

The gencrel picture runai g the sdrw 1f we conprre trx listilitios net of
refunds, (Soc, arsin, Chort IIT cnd T&ble III.} In the Unitod Strtes the refundedble
pert of the Victory Tax has btecn ulscontinuei. In tho United Kingdorm, refunds cre
very siznificant for the lowost incomo groups, btubt are ouall relative to total Liebili-
tios fcr othor incomos, the mrximun rofund boing 4260, In Cercda rofunds form o sub-
ctontial nort of tmtal lirkilitics for inecuiws up te (20,000 or mere, the mexinum ro-

funad bo'““ in excess ﬂf 31,000. Conpering t 11 hilitice net of refunds, British
end Conedlen ratos ro“ n well cbove these of tnu United gtrtes. Cancdion rodos,
while cheout level i Brltlsq retes in o cemprrison of gross lictilitics, frll short
cf British retes if t lickilitios rre comprrods 2/

2s  The coiporiscen of effcetive rates in thu preocding seceticn shews the
British cnd Cencdion ll:L litice to be very nuch Faav1wl. It must o noted, howmover,
that certain differcencos in thg tox troctmont of varicus types cf ineenws arc
neglected in ¢ sinplo rote cemparison. These 2ifforences moy bo perticulerly inpor-
tent for the hichor income levele, ex execupt sccurities, for instance, furnish a
vory sicnificent pert of lergse investuent incomss in the United Stotos; in the United
Kinpdom ond Ceneds thoy are much merc limited, Joint returne oro mandetory in the
Unitod Kingdom, but nnt here snd in Cencfe, Rentel velues of owner oceurivd hones
ars counted as pert of texeble inecie in the Unitod Fingdonm bub not in the twﬂ other
countries. Canitel pains aro toxed end lossss erc allewed in tho United Stotes; in
the United Kingdenr sndé in Crrede both are lergoly disrogrrded. The net rosult of
these difforcences iz Aifficult to deternine, but it is unlikely thet the "hidden
burden™ is horvier for the United States thon for the United Kingdem or Caneda.

;/ Tho lowest income proups in the United Kingdem end Concda, however, ore subject
to hervier social sceurity texes theon those in the Uaited Stotues,

I

2/ TFor s ncro Jetciled comperissn of inccrie tax rates, sse the Federcl Roserve

Fulletin for Deccenber 1842,
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TARIE IV

TAXATION OF

PTRSQNAL INQOME

Federal Income Tax nnd Corporation Income Tax Combined 1/

Total Net Income
including

Ifarried person, no dependents

Cornoration Tax

Net Income
for

.

Personal

B 2e 68 ss s

Dividends Beforec Tax : Alloecated to Dividends : Personal Income Tax Income Tgx Total Tax
United States
8 3,000 & 102 % 2,898 $ 384 & 486
10,000 788 9,212 2,183% 2,972
25,000 2,990 22,010 8,236 11,226
50,000 ;”‘7,820 42,180 21,380 29,200
100,000 19,000 81,000 51,969 70,969
500,000 122,000 378,000 326,609 448,609
United ¥ingdom
8 3,000 —— & 3,000 & 964 & 564
10,000 ——— 10,000 4,491 4,491
25,000 - 25,000 14,978 14,976
50,000 -—— 50,000 36,374 36,374
100,000 ——— 160,000 £3,062 83,962
500,000 — 500,000 473,962 473,562
Canada

$ 3,000 ¢ 7 & 2,923 & 898 % 275
10,000 581 9,409 %,527 5,118
25,000 2,243 22,757 13,739 15,982
50,000 5,865 44,138 30,361 36,226
100,000 14,250 85,750 66,430 80,680
500,000 91,500 408,500 374,227 465,727

For footnote sce pp, 1z-13... .
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.

Howover, cone impertant diffcerence tonding te und erstatu inccme tax lirkili-
tios in the United Steics rnd Ceneade, roletive to British lic Llltlbu, nny Le cire

rected for. This rolatos to the troctiont cf dividend incowme. the Urited Stat.c
corporetien not incemo is-taxed (et o rato of LO%) under the corperotion net incemc

tex end whon distrituted in dividonds, it is toxcd ;3n1r under uk
tex, In Concda, similarly, o soperobte tox i's imp
of 304) which may not te offset sgeinst the tex ¢ 1 In tho
United Ringdon, the corporeticn income tax is ﬁurul" e cvico for collocting nersennl
incere taxce on cormerate net incomes ot the scurca. Corpornte not income is trawd
et & rete ocguel to the stenderd rete of the nurseonrl ineime tex, Lut the indivilucl
stockheldeor is not required to poy the stenderd reto ririn on income roceived in tho
forn: cf Qividends,

(=  tetel roto

Te obtein o felr comporiceon betweon tex lieckilitiss in the threo countriss,
lizkilities appliceble in the Unitoed Stetos rnd C«r'u‘ heve kegn cdjusted to ﬁllmw
fer the double texation of dividend inceme., Tho ndjustront is shovm in ”ﬂLl IV.

The tex lickilitics and relntivo burdens for the Urlted Kingdom romain unchangod, but
those of the United Stotes cnd Cencde rre incrersed. The inerooso is wost signifi-
cont in Ceonede, reising 1ts retes rtove thoso of the United Kingdom fer the srest
nejority of taxpeyers. Before adjusting for the corpsrote tox, the rotes in Concde
frll very close to the rates in the United Kinsdem for incomes up tu clmest (25,000,
but <rop behind fairly rapidly therocoftor. 'Vith tho rdjuhtnbnte Tor the corroraticn
tox, howoever, the bcn@dlan ratos ere the highest un to t 550,000 incene level when
they start to fell tehind the rotes for the Unite a Kingdom, For the Unitod States,
the additicnol burden of corpcrete tazeticn is lorpest, yot the cerrection still
lerves tho retes in the Unitod Stetce far bolow those in the twe cther ccuntrice,

ie
J_.

(xS
a

b

Z., Lfter c\nturing the proscnt 1ovel of incone tex liatilitic
threc ccountrics, it is of further 1ut~r‘st to copprre the ircroesc in in
liabilitics during tho wor yoors, [n obrupt incroese in linbilitios wnul* iumcse &
srector heardship on the troxpeyer then o grodusl inereeoso, sc thet the country, having

a low tex level prior to tho wer, is hendicepped in roerching o high lovel of wertine
toxetion,

& ecrperison botween present (unedjustod) incone tex licbilitice and nrewn
liskilitices T scloctod income levels is given in Tablo V. It showe thet the inarense
in tex listilitics in Cunm anﬂ in the United Ringden was substontielly grecter, for
E&linmme*ywds,tmu.the increoaso in the United ¢tates. Incone texes in
Connde rose srecteeularly frem o prewar level geruraelly similer to thet in the United
Stetos to o wertime level os hipgh os thet of tho Unitod Kinzdom, (The Cencdian pre-
wer liabilities inclule UCﬂlnlvn end Previnece of Onterio tezos cngd the New York Stete
tex is ineludod iz the United Stoteg' 1istility for Loth perlods) Incone taxes in
tho United Kingdom rose nero molerstely then Cenadien rates, refloeting the clready

1/ This %20% recte is composo& of tn 189 normel roate rnd sn additionel 12% collectod
under the ex ccoss profits trx tut "s~05004 cn the ontire net incone.

2/ For explanction of sdjustmont sce ncte to Teble IV,
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TABLE V

INCREASE IN INCOHME TAX LIABILITIES
(In U. S. dollars)

Net : United States 1/ : United Kinzdom 2/ : Canada 3/
income : -2 ¢
before ex- : : : : : : : s

emptions : 1940 ¢ 19:3 Increase® 1939 1943 Increase * 1939 ¢ 1943  ‘*Inercase

-
. . - . . -
. » - . - H

..
»e

-

Single, nc dependents

$ 1,000 3 4 3 107 § 103 & 27 L 189 4 162 4 --= &5 19 5 190
2,000 63 345 282 183 624 441 45 628 533
5,000 232 1,172 890 843 1,875 1,132 272 2,180 1,908

10,000 1,018 2,973 1,955 2,118 4,620 2,502 983 5,229 4,208
20,000 3,449 8,014 4,565 5,822 11,340 5,498 3,717 12,069 8,352
50,000 16,350 28,797 12,44 21,484 36,550 15,066 16,956 36,318 19,362

100,000 46,530 70,516 23,37 52,684 84,200 31,516 46,245 82,531 36,296

Marriesd, two dependents

———

% 1,000 & —-= 13 5 183§ emm 2 mem b eem § eem G emm 3 eea
2,000 — 58 58 13 304 291 _— 275 275
5,000 115 754 639 579 1,655 1,076 122 1,747 1,625

10,000 659 2,333 1,674 1,854 4,300 2,446 688 4,698 4,010
20,000 2,840 7,042 4,202 5,577 11,020 5,443 3,087 11,336 8,249

50,000 15,298 27,184 11,886 21,212 36,250 15,031 16,087 34,985 18,898
100,000 45,154 68,634 23,470 52,419 83,900 31,481 45,061 80,198 35,137

For footnotes scc p.13.
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hisgh lovel cof incume taxcticn bofore the wear., Nevertheless, British lichtilities
increased more sherply than Jid 11*“111t1cu in the United Stetoes, notwithstanding our
much lower levoel of prewar taxetic In tho United Strtus, o married texpeyer with
twe depondents roceiving o 72,000 incene wes without incenme te? lirtilities before
the war ond new peys 358, In Cancde, the same toxpeyer peid no tax before tho war
and new pays 275, or elmcst five timos as much as the fmerican, In the United XKing-
don he paid 1% before the war cnd ncw peys $204. & 510,000 toxpeyer in the Unitoed
States had his linbility incrensed from 5659 to 52,33%, or by less than 51,700, &
similarly =ituatod texpayer in tho Uﬁltbh Kingdon heving peid ©1,85l in tho prowar
venr now peys b, 300, thrf is, rn incerense of "2,LL6, Is Conrdn finelly, the sanme
taxpayer now poys ol, 608 s cemprred to 5688 in the prower yeor, thot is, an incroaso
cf L, 010.

It is thus evident thrt not cnly ere present Canadion and British inceme
toxes substentielly higher than present taxos in the United States; but clso the
rotes heve risen much nore sharply ctove their preowar lovel in both these ceountrios,
perticulorly in Cencia,

IV, Texes on Buginess Inccnoe

E

Texes on corpers 0o incero, largely on oxcess profits, increcscd nc less
dresticelly than 2id texes on individuel incorme. They supplicd etcut LO per cont of
the increase in Cancda cnd in the United States, tut only 20 per cont in the Unitod
Kingcdon., In the United Fingdem, corperation incono is trxed under the ozeess profits

cx only, while hero and in Cenada gn additional tax is impcesed on corporstion not
inceno ¢t ¢ rete of 4O end 30 per cert roespeetively. The gross rato of oxcess profits
tex 1s 100 por cont in the Ur1tud Kingdom end in Ceneda, ce cgeinst 20 por cont lwro,
but nct of postwor refunds, all three rates ocre close tc 80 per cont,

Here importeont than the diffcerences in reatce ars those in the definition of
excoss prefits income, In oll throe countrics tho ineome cxzenpt from tho excess
profits tex ney Le dotermined with reference to the income received in the baesc por-
iod, nlthough there rre differcnces in the woy the bass poriod is defined., In the
United States the texpeayer hre the opticn of en ﬂlturnrtlva nothod, deternining the
crodit as a certein rete of return on invested capitel, All thres countriss mcke
rrevisien for the exgan<ion of ecpital over the base period level and permit recon-
structicn of tho bose pericd income in cescs where incemes in thot pericd werc abner-
nelly low. The Unitod Hingdon provides for unlinmite? corry-forwsrd end cerry-teck of
lussas end of unused axcocs profits crodits; in the United Strotes lossos ond credits
ney ke spresd over five yesrs whils in Concde this periecd is limited te wwe years.
Munercus other relief previsions arc mede in oanch couniry,

No detailed compsrisen of the threo texes cor be undorteken here, but given
thoe ncces sery deta, on over-ell picture of thoir impact might be dbteinoed more simply
by compering the ccurse of corporetion prefits before and rfter taxes in the three
countrics. [ copperisen of this kind does not consider tho offects ¢f the tox alone,
but the joint impnet cof texes, price contrels, ccntrrctlnb pelicics, cte, Clearly,
it is thic joint impect which is significant. £ high oxceazs profits yield by itself
may be an indicotor of lcose pricing pelicics rcthor then of severe tox provisions,
Just es n low excoss profits yield moy indicate stringent price peliciss rother then
liberel tax provisions.
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sdequate dota aro availrtle for e cemperison of the novement of ccrporation
profits aftor texes here end in the United Kingidlma, Thu dets presont o strilking con-
trast. The index of industriel profits ofter oxeccss profits tex (but befcre with-
helding texes on dividends), compiled by the:L:n&on Bconomist, hrs ronainsd nracti-

clly steblo sinec 1938, The indox is tosed cn 2,300 compenios end is sufficiontly
inclusive, in the words of thoe Londen Fec nunist, "to disnlay conclusivo evidenca of

the cleoso cuntrol of profits throush thu mechenl s of oxecss vrofits texzetion”, end
tc show "thet there is nc sign of the slightdst dogrec of ;raflt inflaticn." g/ in
the United Stetes, profits aftor teox merc then doutled from 193¢ to 1907, Profits
before tex incroescd by over 200 por cont, 2/ 7Tith dus nllowenee for difforences in
cccounting prerctices, prower nroflt lovels end chenpges in coritelization, it romaing
evident thet profits "ftur t“t were rllowcd teo bonufit groctly from wer prospority in
the Unitod Statos, whorecs corporatibns ottaincd nc such bensfite in the United
Kingdon, -otzltnstanclrg the hupe yield fro the oxeess profite tax in thoe United
Stotes, Jmerleon cerperctions are thus onjeying o nuch more loniont treatment, Tho
dcke for Cencda cro l.oss eonclusive. Jfecording to ¢ stamle of L8l compenices, cone
piled by the Benk of Cencds, snd covering :pprcxi“'t'lv two-~thirds of corporrte in-
¢ome, net ircecme oftor taxeticn in the fiscel woer 1942 rose rbecut LC nor cont vbovn
the prewer lovel (19%8), or ot o rete considoratly liss then thet which provailed i

the United States.

V. DExcise Texgs,

* Y . k3

The inercasv in excise trxos is indicoted by date on receipts shown in
Teble VI. Those include net only salus cnd cieise tq ¢g propor, btut alszo omploycrs
contributions to poyrell texes ond wor danoze insurence, Ls o proup, ticse toaxos
erntributed L0 por cont to the incrocse in tctﬂl revenue in the Unitod Hingdom agminst
20 per cent in Crnnde cnd 10 per cent in the United Stotes. Ivre cnd in the United
Kingdem, two-thirds of this contributicn wes ﬂurlvcd from scles end cncise toxes
preper, vwicrcas in Cenade wnrecticelly the ontiro ireressc reosulted from these sources

Tho yicld from snles ond execise taxos prepor doubled in the United Kingdon
i Ceneda ond inercescc by 50 por cent in the United States. In crler to meesure
the severity of sclos cnd exelse toxos in over-all terms, o conporison should be
draom botwoon such texes pnald bty the ccnsumer end totrl consumers' cxpenditurcs, but
in atsency ¢f such 1nf0r”rtion, the ratio btotwoen receiyts from these toxes ond
netionnl income mey serve os o sub stltute. Tekin~ the most recont yoer, this ratio
ig nhove 10 por oart for the Unit {inrdon end Cenede rrd phkout % per cent for the

United Stetos., The indiection h:t the level of cxeleos ig subste Yticlly higher in
the other twe countrics is substenticted by ¢© compericeen of tho retes nprliecble to

verious types of commoditics,

Eeoncnist, Londen, Bnrlend, Septerber 16, 1942, p.265.

A

2/ Mot income of all ccorporcticns, excluling dividends received fr 'm fomestie cor
porertions, Lstimetes by U. 8. Trocsury D ertnont, Division of Resceorch ond Statls-
ti

ics, Suptembor 10, 1CL7,
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TABLE VI

E¥CISE .MD PLYROLL T XYES
411 lovels of Government
(iillions of U. S. dollars)

United States : United Kingdom : Canada
1940 , 1944 0 1939 | 1843 , 1989 . 1943
1. Emplovers' Payroll Taxes 1,314 2,396 254% 278 -— 18
2e ¥ amas a -—— —_—— -——— 819 — ——
3. Sales Taxes
Alcoholic Beverages 817 1,762 510 1,186 48 1156
Tobacco 705 1,125 409 1,349 35 97
Gasoline 1,096 965 279 218 41 67
General Sales Tax 539 775 ——— 355 132 24%
Others, including Customs 2,017 2,375 720 643 207 362
Total 5,194 7,602 1,918 3,751 463 885
4, Total Excisc and Payroll
Taxes 6,508 9,998 2,172 4,818 463 903

For explanation of itoms scoc p.ld.
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In the United Kingdom, necrly 384 por cent of the al
dorived from texes on liquor, totncco and
stmo toxcs yiclded nktout 50 por cent of the increosce in the Uniteud States
and tebancco cre vastly higher in the
The tex on n gnllen of 11quor, for

salos and cxecise teoxes propor was

whilo t}es

end 27 per cont in Cancde.  Tho ratces cn li@uér

Unitcd Kingden then in the cther twe countrics

exomnle, ie %27 ir the United Kingdem as eged ust 37.30 in Canada
United Statcs. (Both here cnd in the following exe

thet <f Quebec and the tax for thoe United Stotos includos thet of the
York. ) Thm tex on & Lerrol of teer in the United Kingdom is 5208
Cenndr, . 92 in the Unitcd Strtes,

Not for Publication

ditiomnal yiold from
zucoline,

rnd 57.5C in the

a

wles, tho tex for Cancde include

stete of Now

ns coeinst 57.90 in

The tax on o peckepe of cigercttes renjes

frem 7 to %b cents in the Unlted Xinpdem comparcd to ¢ eents in the United Stotes,
while the Domirion tex in Coanecda is 16 conts :nﬂ the provincial tex in Quoboec is 10
por cent ¢f the retail prico, Taxes cn-o gellen of pesoline nro 12 conts in tho
Uritcd Kingdom as nmnivst 10 cents in Coneda ond 5o cont~ in the United Stotos The
hcavy retos on llquor end tobacee in'Groot Briteoin cre indiertive of the leh 1CVL]

of oxcise toxetion
renditurcs or rs much rs ront ond

clothing comtincd,

rdor Canecde hevo ¢

Hip rnd

purcheso tox
tex contritutes
level et o rate of § nuir

however, most foods.

Both the Unitod
level, Thile the British
tex yield, the Ceacdien soles
lergely st the monufccturerst
cnlly all coumoditics excluding,

imposed ot rates of 16-2/5 pur cont, %%-1/% per ceﬂt end 100 por cent.,
texes,

e
Lae

s cnd certoin commoditics clready Lo
g¢xcluded, while luxuries, such
General salve toxes lovied by

& very much lower reotec throush

cssitie aoring hi
liquor, care
per cont rete.
United States cre ot

In addition, £ll threv ccunirics g
duties) cn nuaerous cther cormoditics. In the Unit
supplics rbout 4O per cont of tho total scles tor yi
the Urltod Kinpdon where nony of the itecms cone under
tex. L orote comprrisor epoin shows
ticulerly if ollowrnce 1s mindc

s rprly in cddition to the 8 per

; tho level cf salos ond exeisc te
11y higher in the Unlted

imrosc sp
- -
<

d
¢

1:

C;n,l

* ok ok ok % ok %X k kx k * x ok ok ok

penurel scles tr
contritutes less
ovVer l/h

re fures ond
Stete end leocnl Governwents in the
out,

Cenedien rotes to M
feet that in
soles tex rete,
s thot of incermo texetion--is
then in the Unite?d
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In evalunting the conclusions recchsed in this pepor, it chould bo kept in
nind thet toxotion is only onc port of wor finorce ond thet the rﬁeou"c" of the teox
¢ffsrt must Lo mwrnsurcd epeinst the need for curtailirg 1 Ilc tﬂon(ry rcssures. Feow
would hold thet 1nf1\tlonrry pressurce hure cre loss serious thvn in thc two other
countriecs, yot, ns we hrve scon, the teox offﬂrt in the Unitud Stetes folls far
behind thet of the United Iingdon ond Co L
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Tetlae 1.

-110 through 1Gi2-42 fren the Derertment of

Item 1. Figuros for fiseal 270
ii‘ tG L .

yoo
Cormerco. Firurd for 1943l is @
Itenr 2, Scu precoding note.

Item 3, Fedorel tex roccipts from Trecsury Bulle tin snd Reviscd Bud-ot Estimate of
Aug,, 19L3, state tox rocoipts fram Depertment of Comcrce, Stats Fineonces; figure
for 1043-0Lk i¢ estimetod, Loeel tox ro cipts cstinetod cp tasis of Denrrtimant of

Commorce, Finoneing Fedoral, Stote end Loccl Gevernmonts, 1941,

Iten L. Ficures for {ireal years 1€29-L0 through 1942-43 from Trecsury Bullo tin,
y - 1 3 LY 3
Figure for 169451y frem Rovisod Budget Bsbimcte of lugust 1, 123,

Iton 5. U. 8. Dovartment of Cormorco dofind
British Thite Pepor on Tor Fincrce for 19L3
l/t.l ‘

ticn, Eetinctoed on basic of deto in
. 1] y > . s
(Gad. €436) cnd Tho Beonomish, April 2ly,

Item 6. See proccding note.

i )

Iten 7. Contrel Govermment teox roceivnte from enmuel finrreiel stetements of thoe

Chercellor of tho Exchequer and British Dudgoet for 104L3-LL. Lceenl taxos (ecsmposed
entirely of retos cn prorerty) from Britich Thite Proor oo Uer Finence fer 1943,
Iterr 8. Figurce for fiscel yorrs 1920290 tnr’w Y 19&1-%0 fren ernmucl finenciel
stetenonts of the Chencellor of the Brcheguor. Fips or 19&2-&3 from Britich

Budret for 10L7-Ll,

c? date in tho
tetistics,
w «f the

Iten 9. U. §. Depnrtmont

Fiﬁfroial Foct, Zpril 17,
Angul Ronort of thic Boanh

Bm =f Neve Scctic, June.

Item 10, Soc precoding note.

Itom 11, Contrel Govermasnt tex recelpts from Apperdix to the Budret, 1055-14,
Provincial ond municipal tex ruceipts from vearicus issues of the Benli of Conedats
Statisticnl Swiicry.

Iton 12, Ficures from jopondix to the Budeet, 19L3-LL,

Teble I,

Iten 1. rcludos texes on personal income, ormplojyceg' contritutions under sceicl
insurance progrems, oift toxes, cnd gstele or successicn toxos.
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Item 2. Includes taxes on corperato inceme o¢nd on excess prefits. Tho capital steck
tex is included for the United Stetes end the Noticnel Dsfonse Contribution for the
United Kingcdom,

Itenn 3. Includas srles toxes, cxeclse toxes, tustsom dutics, cmployerst centributions
tc sceial scourity progroms, and other miscellronocus texos. For tho Unitoed Kingdon,
cempul sery contributions for Wer Risk Insurance promiums and contributions under tho
business scheme of the Wer Dauiege fct are 1ncluco

Item L. Inclulos ccmpulscry centributions under tho property scheme of the Wor
Demege Lct in the United Kingdom,

lgble I] I 0

Iternn 1. Includes Fedorsl inoomo tex urder the Rovenuc fet of 16L2, net Vietory tax,
end Mew York State incemo tax., HMaxinum carned incsme crodit is gzivon., Vietory tex
linbility is computod on the tesis of o yross inceme, cesumed to be 110 per cent of
the net incone shown in the left columm,

Itenn 2, Liectilities under preveiling ratos effoctive for inecoms varncd during the
fiscal yeor 19L2-l;3, MHaximum oarned inconc eredit is given.

Item 3. Listilities arc computed on tho besis of the Ineome Wer Tax fct of 1GL2,
Income in oxccss of 530,000 is assumed to be inves twont incone.

Table IV.

Item 1. In order to make tax liabilities in the United States and Canade comparable
with those in the United Kinsdom, lirbilitics for thc United States ond Cancda must
te inercascd to allow for the taxpayer's shere in the cornoration income tex, The
cxecss profits tax, which is slmllar in tho throe countriass need not be considerced
here. The adjustment involves the following steps:

1. For tho United Stetes, wo Login Ly inercmsing net incorme for income tax
rurpesc# by the extent to which dividend inceome would heve becn prceater if there weroe
no corperation tax. It is cessumed thet the corporation would hrve incressed dividond
distribtution by tho smount of tax ellccable to dividends. For this purzcse, the
emount of dividends (aftor corpcreticn tox) reocoived ot varicus income 1cvcl= we s
cstimated on the hesic of Strtictics of Tncome for 10L1. Ench dellnr of dividends wes
regarded cs that percentrpe (60%) of aividends tefeoro the corperstion tox which cor-
respends to the corrorsto tox rate (LO)S) end wes tlown up te 100 ner cont, Met in-
corne including dividends befers the corperction tem (column 1) is cbieincd by sdding
the differonce hetwoen dividends bLefeoro tox ond dividends cftor tax tc not inecone fer
inceme tax purpeses (eolunn 3),

The differenco between dividends before tex ond dividends after tax thus
derivod cquels the omount of cerporction tux alleocrted te the individucl's dividends
(coclunm 2), This emount must be edded te tho personcl incono tax (colurm L) levied
en personcl ineemo text net ineeme (column 2) te dorive the totel tex lichility
(column 5) which con then be charged rgeinst the totnl inecore.
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2. For Cenada, we bogin with the seme totel ret incomes including divi-
dends befcre corporstion incomoe tox ns derived for the United Stotes (column 1),
£lsc, wo rssume the seme retio of dividends befors corvorstion tex to the totel in-
cerie. Tho individuelts shers cof the cormorction tesx is then computed nt 30 per cont
(the Cenedien rete) of dividends before corporction tex (colunm 2).  Subtrecting this
enount from total net incomo, wo obtain persomnel incemo tox not incomo (eslumn 3).
The tetal trx is then obtained by cdding the porsonel incoms tex on thet incone
(column L) ond the individual's shore of the corvorction tex. (In commuting the 4
per cent surtax cn investod income under the persencl income tax, the retio of cerned
to uncerned incone ot vericus levels wre ostincted on the tasis of Stetistics of
Income fer 1S4L1.)

No specific assunptions hsve boen ninde so far regarding the cxtent to which
corpeorete income is distributed, If it is assumed thet tho cntire inceme is distri-
buted, ncthirg nced be added. If we assume thot pert of the cerperete inceme is re-
teinced fercver, the corporete incore tax in tho United Steotes end in Cenade, and the
withholding trx in the United Kingdem teeome the only tex pald. The taxrayer in the
United Finpgdom is somewhet worse ¢ff in this instance since the rete of his withhold-
ing is higher than the corprrete rotes in the cther twe ccuntries, If it is cssuned
that the reteined income will be distrituted ot ¢ lmter dete, the lerger percentrge
of income reccived in the feornm of dividends would be reflected in o grector upwerd
cdjustment of the perscnsl income tex,

Teble V.
Ttem 1. Liskilities under Federal end New York Stete inceoms toxes.

Item 2. Lisbilities under Finanec [ct, 1959 rnd Fincnce iLet, 1942,

Itor 2. Liabilities under Dominion Inceome Yer Tax [fot rs cmended through first ses~
gidvn of 1939 ond Province of Ontario incceme texes for 1939, Lirtilities for 19L3 ere
for Doninion income texcs undpr the Incone War Tax Lot as cmended te Junc 1, 19L3
only, since the Provinces hrve surrendered this tosr te the Deminion for the duration
of the wrr,

Tckle VI,

Item 1. BEmnleyers'! contributions undor sceinl insurance progrens. The United States!
progren includes old~age insurance cnd unemplceyment insurance. Tho Urnited Kinpdon
progrem includes old-cge, unemployment, end heelth insurenco, Conedn hes only en
unemnloyment insursnce plan. Ficures for the fiserl yerr 1844 for the United Strtes
ard for the fiscal yesr 1042 for the United Hingdeom rnd Canada rro astimoted.

Item 2, Ircludes compulsory contritutions for Wer Risk Insurance nnd for preperty
rnd businees schormes under the ar Domege Jct, Dstimcted on besis of dete in British
White Psver cn Wer Finence,

3

Item 3. Figures for the fizcel yerr 19l for the United Stetes are estimeted,

i

M

Tten L. Seme re item 3 for Teble II.
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