><77_OJ75‘.3.N24C’ |

-/
680

Cost of Report.—The total estimated expenditure incurred in
the preparation of this Report, excluding the cost of printing
and publishing the Report, Appendices and Minutes of
Evidence, amounts to £4,090. The estimated cost of printing
and publishing the Report, Appendices and Minutes of Evidence
is £410 13s,



REPORT OF THE COMMITTEE ON NATIONAL
DEBT AND TAXATION.

TABLE OF CONTENTS.

Pacs
Minutes of Appointment .., R 7111
Introduction ... 1
PART 1.
" SECTION |.—General Conditions: the Standard of Living and the
Stondard of Saving:
The Standard of Living " 3
The Btandard of Saving ... .. 18
SECTION Il.—Growth, etc., of the National Debt:

Debt at 31st Mnrch 1926 - 24
External debt and its distinction from 'I:.he mternal debt 26
Floating Debt ... a3
Growth and aubsequent reduchon of ot.her unfunded debt. 37
Results of conversion operations prior to 31st March, 1926 ... 44
Summary of debt transactions, 1920-21 to 1925-26 48
lssue of loans at & heavy discount ... 5l
Attachment to loans of special taxation pnnlegea 58
Interest chu'ge and prospects of reduction through oonverslona 59
Relation of prioce level to the burden of debt ... 65
The Binking Funds ... . 67

SECTION 11).—~The Burden of Taxation, Dlreot and Indxmt, on
varioua incomes . - 73

SECTION IV.—The Incidenos and Effects of Existing Taxes:

Svi-asorion I,—Taxstion and Expenditure: the expenditure

side . - 97
Sus-aRoTION (lI --Use of t.ho term " Incldenco "o w106
Sus-seotion 1II.—Incidence of the Income Tax ... - w108
Sus-sscrioN 1Y .—Effects of the Income Tax:

lucome Tax and the Individual:
The principle of progressive income taxation ... .. 14

Post-war rates of tax and graduation . w123
Residence abroad to avoid tax - w127
Effect on the work and enterprise of the omployea and
professional man . I . <
‘Weight of the tax and the mdard of hrmg w131
Effect of the tax on saving ... - e we 138

Income Tax and the Publio Joint Stock. Oompuu
Bupply of oapital from the publio ... - 141
pany reserves e w e ws 145
Enterprise of companies . T [
Transfer of residence abroad, etc. ... . - U ¥1 ]
Incomme Tax and the Privaie Businems:
Ciaases of private business sand their distinction from the

public company - . 154
Oompum of the private business with the pmfemoa
wa e - - 155

Phyalcal aﬁaet of the tu on saving and anhrprno w156
Psychologionl effect of the tax on saving and enterprise 1358
Transfer of residence abroad, stc. ... w. 163
Summary of main eonclmons e e ewe eee w164

49033



92U AXK LYZb -

REPORT

of the

Committee on National Debt
and Taxation.

Presented fo Parliament by
Command of His Majesty

1ONDON :
PRINTED ARD PURLISHED BY HIS MAJESTY'S BTATIONERY OFPICE

To be purchased direetly trom H.M. STATIONERY OFFICE at the following addresses :
Adastral Houss, Eingeway, London, W.C2: 180, Georye Sireei, Edinburgh;
York Btrest, Manchester; i, 8L Andrew's Cresoapt, Cardilf;

15, Donagall S8quare Weat, Belfast;
or through any Bookssller.

1927

% , Prios 7a. 6. wek
H . 2800,



X72075-3- N2l

F7
680

Cost of Report.—The total estimated expenditure incurred in
the preparation of this Report, excluding the cost of printing
and publishing the Report, Appendices and Minutes of
Evidence, amounts to £4,090. The estimated cost of printing
and publishing the Report, Appendices and Minutes of Evidence

is £410 135,



REPORT OF THE COMMITTEE ON NATIONAL

DEBT AND TAXATION.

TABLE OF CONTENTS.

Minutes of Appointment
Introduction

PART 1.

aus

Pacr
vili

" SECTION |.—General Conditions: the Standard of Living and the

Standard of Saving:
The Stauderd of Living .
The Standard of Saving

SECTION 11.—Growth, ete., of the National Debt:
Debt at 31st Mnrch 1928 -
External debt and its distinction from tha mternsl dabt
Floating Debt ...
Growth and lubsequant “reductién of other unfunded debt
Resulta of conversion oparahons prior to 31ist March, 1926
Summary of debt transactions, 1920-31 to 1925-26
Issue of loana at & bheavy discount ...
Attachment to loans of special taxation prwxlegen

va

sen

Y

Interest. chargo and prospects of reduction through onnvermona

Relation of price level to the burden of debt
The S8inking Funds ... .-

en wen

SECTION ll1.—The Burden of Taxation, Direct and Indirect, on

various incomes wes s

e [ s ana

SECTION 1V.—The Incidence and Effects ¢f Existing Taxes:

Sub-smorroN I.~Taxation and Expenditure: the expenditure

aide
Bun-smmu l[I.--—Uoooi t.hc hrm a Inmdeneo "o
Sun-amcrron I11.—Incidence of the Income Tax ...
Sun-smcTion IV.—Effects of the Income Tax:
Income Tax and the Individual:
The principle of progressive income taxation ...
Post-war rates of tax and graduation
Reaidence ahroad to avoid tax

aun LT

e wen

Etfect on the work and enterprise of the omployee snd

Woight of the tax and the ltlndl.rd of llmg .

Effect of the tax on saving ... -
Incowe Tax and the Publio Joint St.oek Onmpm

Bupply of capital from the publie ...

Company resarves . e

Enterprise of companies e -

Transfer of residence abroad, ete. ... e
Income Tax and the Private aneas:

Classee of private business and their distinction from the

public company -
Comparison of the private business with the gmfumon,
eto. . we

aaw Ly LT L11Y

Physical effech of the tax on nvmg “and enterprise ...
Pgycholagical effect of the tax on sarving and enterprise
Transfer of residence abroad, etc. ...
Summary of main tonclusiony ...
49038

LT (1Y ‘gun g

[}
-]

RRTEIBRRERE

7

w0

106
108

n
127

1381
136

141
145
150

164

156
156
158
163
164



SECTION iV.—cont,

‘Bus-secTION V.—Incidence of the Death Duties:
Estate Duty . .
Legacy Duty and Successmn Duty e

Bup-secrion VI.—Effects of the Death Duties:
Post-war rates, etc., of Estate Duty
Equity of the Estate Duty
Treatment of life insurance policies
Avoidance of Estate Duty
Special cases—the private business

do. the agricultural landowner
Effect of Estate Duty on saving and enterprise
Legacy and Buccession Duties
The death duties and Government expendlture
Summary of main conclusicns

sen

8up-secrron VIL.—Incidence and Effe'sct.s of the Stamp Dutles

Introductory
Duty on:
(i) conveyanee of land, ete.
(ii) transfer of stocks and shares
(iii) bearer honds . -
{iv} companies’ share cnpltal
(v) cheques .- .
(vi) receipts
General conclusion

Sus-sectioNn VIII.—Incidence and Eﬂ’ects of the Customs and

Excise Duties:
Introductory

General effects of the Customs and Excise dut:es
The weight of the duties and the atandard of llnng

(i) General

(ii) Regression i 1n the mdu'ect taxes

{i11) Indirect taxes and wages..

(iv) ** Necessaries ¥ and * luxurnea

{v) The various Customs and Excise duties
{vi) Conclusions ...

The effect of the Customs and Excise dutles on savmg

SECTION V..The Burden of the Debt and Existing Taxation:

Broad consideration and conclusions :
Comparative burden in different countries ...
Napoleonic War parallel
Future productivity .-

Taxation and the mchndual
Taxation and the citizen

Btandards of living and sa.vmg
Business enterprise . .
Bavings and employment .
The general burden

PART N.

SECTION 1.—The Capital Levy
Intreduction
Practicability .. ”

Beale and yield and resultant annual aanng of interest

The levy and the price level .

Guarantee against repetltmn

Methods of payment: effect on va.lma of aecunt:es
Effect on Government rate of borrowing ...
Levy and national credit abroad ... s
Effect of levy on bank advances .

Pact

169
171

173
177
183
183
184
186
188
13
197
198

199
201

203
205

208

211

212
218
214
207
218

231

238
239
240



’ L4

SECTION 1.—The Capital Levy—tont.
Levy and privete businesses ...
Levy and agrioultural landowners ..,
Redistribution of saving power ...
Psychological effects of a levy on na.vmg nnd onterprxse...
Redistribution of wealth . .
Equity of s levy ...

Summary and conclusion es i

SECTION 11.—8chemes of Taxation and Debt Repaymen‘b-

A forced loan scheme: forced loans generally ...

Annual tax on eapital: increased taxation of mvest.ment moome

Composition for Income Tax ... .. ..

Flat rate tax on production, suggested by Mr. P D Lenke e

Professor Rignano’a Death Duties acheme .

A variant on Professor Rignano’s schomn, auggastad by Dr.
Dalton ...

Proposal by Mr. J. 8¢, Loe St.ra.ehey to convert debb mh Tor-
minable Annuities ...

Plioposlll by Mr. Alfred Hom for the conversion of mnimnng
oans ... -

I’roponll by Professor A. L. Bowloy for varymg dobt redamp—

tion in accordanoe with the state of employment ...
PART IIL.
Debt Redemption and Tuxation: Conclueions:
(i) Debt redemption ...
(ii) Texation under the Smkmg and pohcy

List of Witnessea appearing before the Committes ...

MINORITY REPORT.

PART |.—The Debt and its Effecta:

Composition of the debt e ae e s s e
The interest charge
The burden of the dobt-—cnu-nll dabt
» ~—ioternal debt ...
Tho Floamng Debt. e -
Qonclusions a8 to effects of the debt upon dam:hnuon of
The debt and the price level . - “e s

Comparison with the period followmg the Nlpoleomo W
Annere—Composition of the debt aa at 3las March, 1938, u:d

datea of maturity of losns . .- - s . -
PART i1l.—Taxation:
General incidence of taxation . v
The principls of taxation npon commodities

Recommendation as %o indirect taxzation ... - .
Tazation and repressntation ... e
Direct tazation—genersl - - -
Direct taxation and employment ...
Direct \axation and purchasing power ...
Direct taxation and prices ...
Direct taxation and the cutpus of work .- s
Direct taxation and the quantity of saving ... .. ..
Direct tazation and enterprise e e e

Couclusiona sa to direct tazation ... . -

g £8

'@z§§$§§§§ss§ 6 122 Bgecs



. Pace
PART {1l.—Mothods of Debt Reduction: Binking Funds and
Conversions : ’
The Sinking Funds e 390
Reduction of the debt burden by conversion ... cee .. 093
PART 1V.—The Capital Levy:
Nature of levy scheme ... .. 397
The case for the Capital Levy
Reduction of debt ... .. 808
Net annual saving on the. Budget v . 308
Equitable case e e 400
The equitable case against a levy vee e 401
First conclusion on the equlty of a levy " .~ 403
Practical considerations in regard to a Ievy
General practicability ... e . e ... 403
Problems of valuation ... vee e 404
Destruction of capital ... .. 405
‘Flight of capital ... . 408
Effect of a levy on the pr1ces of secunt:es w407
Effect of a levy on credit and the general price level ... 408
Payment of a levy by private busmesses, ete, ... ... 410
The levy and unemployment ... es ... 410
Conclusions as to & Capital Levy ... 411
Annexe—Clertain aspects of the dlﬂ’erenee bet.ween the gross
and net saving from a levy .. 412
PART V.—Proposed Alternative Means of Debt Beduction:
Proposed Sur-tax on investment incomes ... e .. 414
Proposals as to death doties:
General views on the system ... or . 417
Possibilitios of an Inheritance Tax ... .. 418
The Rignano proposal for moedification of hstata Duty .. 418
Summary of Report ... roa . e .. 424
RESERVATION to Minority Report by Professor Fred Hall ... 481

Index to Majority Report ... . 438



vil

Nors.—In addition to this Report, the following volumes are
publiched :—

Appendices to the Report of the Committee.
Minutes of Evidence taken before the Committee,

. References.

The following examples show the method of indicating ‘refer-
ences to the above volumes in the Report. of the Committee :—

E. in C. 8 indicates paragraph 3 of the evidence in chief
in the Minutes of Evidence of the witness quoted.
When the witness appeared before the Committee twice

pﬁe of the Minutes of Evidence is also inserted,
thua 0. p. 687; E.in C. 7.

Appendiz VII indicates an Appendix in the volume of
Appendices to the Report.

Ev. Appendiz VII indicates an Appendix printed at the end
of the Minutes of Evidence.



viii
COMMITTEE ON NATIONAL DEBT AND TAXATION,

MINUTES OF APPOINTMENT.

Treasury Minute dated 20th March, 1924.
4

The Chancellor of the Exchequer states to the Board that he
proposes to appoint & Committee to consider and report on the
National Debt and on the incidence of existing faxation, with
special reference to their effect on trade, industry, employment
and national credit.

The Chancellor further proposes that the Committee should
be constituted as follows :—
The Rt. Hon. Lorp CoLwyN, Chairman;
8ir Caarzes Appis, K.C.M.G.;
Bir Acan G. AxpersoN, K.B.E.;
Sir ARTHUR BarLrour, K.B.E.;
Mr. HeNRY BELL;
Mr. J. W. Bowsn;
Mr. FRED BRAMLEY ;
Mr. W. L. HicHENS;
Mr, J. A. HoBsoN;
Mr. H. B. LEees-SMITH ;
8ir WnLiam MoLintock, K.B.E., C.V.0.;
Sir Josuar Stamr, K.B.E.;
Mrs. BARBARA WOOTTON ;
with Mr. G. R. HaMmwron of the Inland Revenue Department
a8 Becretary and Mr. G. IsMAY of the Treasury as Assistant
Becretary.
My Xords concur,

Treasury Minute dated 14th Apnil, 1924.

The Chancellor of the Exchequer states to the Board that
he proposes to appoint Professor Fred Hall to be a member
of the Committee on National Debt and Taxation in place of
Mr. J. A. Hobson who has resigned on account of other
engagements.

My Lords concut.
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Credit:
see also Advances under Banks.
Effect on supply of, and demand for, of capital,levy, 771-90.

Customs and Excise duties:
see also Alcoholic drinks, etc., and Indirect Taxation.
Burden of:" 701. .
on Bpecimen incomes (1903-04, 1913-14, 1018-19, 1923-24, 1925-26),
239-55, b94.
Effects of : ’ )
Area of, 1030.
Generally, 589-92,
on Prices, 580-8.
on Baving, 668-70.
on Standard of living, 659-67, 670 690, 1029.
on Trade, 580-1, 670, 1030.
Incidence, 580-8.
Luxuries, high level considered justifiable, 701.
‘“ Necessaries ’* and * luxuries,” classlﬁcatmn into, 615,
* Regression in,’’ 5956, 685-6. .
Relation between wages and, 598-614.
Total net receipts, 1013-14 to 1925-26, 218,

Death duties: ‘
Burden of, on specimen incomes (1903-04, 1913-14, 1918-19, 1923-24,
1925-%), 22937, 2565.
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diture:
Arguments for, and against, 541-4 '
Conclusion, 544.
Estate duty:
-on Agricultural estates, 505-12, 547.
Avoidance of, 498, 545, 1022,
Burden of, 468-74.
Effects of : 4-34 8Ad, 547
on Capital supply, 51 .
Comparison with effects of meomo and euper-tax, 518, 517-84
042, 544, b46-7.
on Enbcrpnse, 513, 521-34, 547, 695.
on Baving, 513-20, 52534, 547,
Equity of : 475-95.
Changes in seale of duty, 489 .
Fluctuations in security values, 486-8.
Indefinite variation in history of estates, 485.
from Buccessor’s point of view, 490-4.
Value of capital basis, 476-9.
Varying frequency of deaths 4814.
. Exgmption of beneficial owners of Government loans not
ordinarily resident in the United Kingdom, 175-8, 178-9.
Incidence, 452-680.
Inclusion of suma received from life insursnce in value of
estate, 496-7, 1021,
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Post-war, 464-70. .
Inheritancs tax:
Arguments in favour of principle, 490-4.
View on substitution for Estate Duty, 1023.
Views on extension of principle, 1024.-7.
Legocy and Succession duties:
Development of, 1025-7.
Graduation, 535, 537.
Incidence of, 461, 538.
Nature of and basia, 535-6, 530-40, 548.
Yield of, 1924-25, 538.
Merits and demerits, diversity of opinion re, 462.
Rignano scheme:
Comparison with Dr. Dalton's scheme of terminable nn‘m?itieu,
830, . T
Effecta on aavings, 927.
Examination of, and conclusion, 921-8,
Inequities of, $25-8.
Practioability quest.lon, 024,
Tendering of securities in payment, 180, 181, 210, 212,
Terminable annuities scheme, exummatmn of 929-84
Total net receipts, 1018-14 to 1925-26, 218.

Diract Taxation: i
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T oamogni

Excess Profits Duty: i

Total net receipts, 1913—14 to 1925-26 218,

Expmdnture, National :

Death duties and, 541-4.

.on Debt service, see under National Debt.

on Defence, 282,

Due proportion of, must be devoted to capital and productive
purposes, bdd.
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on Pensions, 280-1.
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Social, 283-5.
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Floating debt:
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Comparison with capital levy, 895,
Examination of a scheme, 878-92.
Views on, 893-4.
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see under Securities.
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objections to, 906-11.
Double, effects of, 407, 408, 436, 443.
Farned income rehef 356-7 362 1014-5.
Effects of :
on Capital eupply, 38091, 444, 447, 448.
on Company reserves, 392-402.
Comparison of effects of eatate duty with, 513, 517-34, 543, 644,
546-7.
on Enterprise, 343-50, 403-4 416-34 445-51, 694-b.
on Export trade, 402.
on Foreign investment in England, 391.
on Formation of companiea, 404,
‘¢ Physical * and ** Peychologlca.l v, 328.
Prevention of residence in the Umtod Kingdom, 407, 408.
on Price level, 438,
on Private humm, 416-38, 448,
Redistribution of saveable income, 380.
Residence abroad, 342, 405-6, 435-6.
on Baving, 365-77, 380-9, 416-23, 429.32, 4404, 1015.
on Btandard of hvmg, 44 351-64 439,
en Work and enterpm of employeo and professional man,
343-50.
Elasticity of, 1012.
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inoome Tax and Super Tax—cont. -
Equity, comparison with oapital levy, 872.
Exemption of beneficial owners of Government loans not ordinarily
resident in the United Kingdom, 171, 175—6 179.
Family slowances, 1014-8. .
Incidence of:
Conclusion, 824-5.
Economic argument, 203-309, 824.
Evidence received re, 293-8
Hypothetical onses, 310-14.
Monopoly production, 200-304,
Prices, importance of question in relation teo, 283.
Tax on profita, 209-304. .
Tax on wages sud saleries, 297-8.
Investment' income, increased tax on, exsmination of proposal for,
802-5, 1015,
Loans with interest tax—compounded, 177,178,
Non-deduction at source on Government loan.l, effect of 173, 174, 179
Post-war rates and graduation, 334-41.
Progressive principle, 330.3,
Bpecial privileges attached to Qovernment loans, 171-81.
Standard rate, reduction of, and revision of graduation, Mr. Ksynee’
proposal, 1020.
Standard rate and net produce of (1919-20 to 1925-28), $34.
Total net receipts (1918-14 to 1925-26), 218
Universal, objections to, 688,

Inhlnct Taxation:
288 oiso Custorms and Excise duties.

Advantages and disadvantages of, compared with direct t.uahon,
685-6, 688,

Area of 1630.

Burden, 701.

Kffect an trads, 590-1, 1030,

per Head (1913-14, 1914-15 and 1930-21 to 1925-96), 219.

Proportion to direct taxation (1913-14, 1914-15 and 102091 to
1925-28), 219,

Fixed proportion, question of, 693,

Regreasive naturs of, 685-6.

Total burden of, on apemmen incomea (1903-04, 1913-14, 1918-19,
102334, 1935-26).

Inhabited Houss Duty:
now Abolished, 238,
Burden of, on varicus incomes, 238, 255.
Total net receipta (1913-14 to 1925-26), $18.
Insurancs, life:
Encouraged by income tax laws, 58,

Incluosion of sums received from, in value of extate for death duties,
496-7, 1021,

Investmant income:
Increased taxation of, sxamination of proposal for, 903,56, 1015

Joint Stock Companies:
See Companies.

Land Tax:
Total net receipts, 1013-14 %o 1935-26, 218,

Land Valuas Duties: .
Total ned receipts, 1913-14 s 1935-36, 218,
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Legacy Duty: )
See under Death Duties.
Living: .
Cost of, Index figures (1914 and 1920-1925), 18-20.
Standard of:
see also Wages.
since 16th century, 11,
Adeguate, relative nature of, 10. .
Changes in direction of expenditure, 40-2,
Comparison with pre-war, 13-43.
Consumption, comparison with pre-war, 37.
Effects on:
of Customs and Excise duties, 859-67, 670, 690, 1029.
of Income tax, 351-64, 4389.
of Taxation generally, 690.
Evidence received re, 38.
" duriog and after Napoleonic wars and comparison with 1914-18
and sinoce, 12. :
Spending, comparison with pre-war, 69,

Loans, issue of, at heavy discount:
see under National Debt.

Munition's', Exchequer Payments:
Acceptance of National War Bonds in payment, 180.

National Credit, effect on:
of Capital Levy, 766-70, 871, 874,
.. of Bteady annual reduction of debt, 966, 967.

National Deht:
See also Capital Levy.
Amount:
{1818, 1864, 1875, 1891, 1913), 679.
(1914, 1920 and 1926), 67, 68, 70.
Burden :
Comparison with post-Napoleonic war period, 876-9.
Fature, 683. .
Charge (1818, 1864, 1875, 1891, 1913), total and per head, 879.
Conversions: .
in Future, question as to possibility of saving from, 188-86,
202, 1007.
of Loans maturing up to 1932, Mr. Hoare's scheme, 943.7.
Operations, resnlts of, 129-43, 154,
Options, 131-3.
in Response to new offera, 134-42.
83 per cent. Conversion loan, 124-7, 135, 137, 138, 154, 168, 163, 170,
210, 212, 214.
4} per cent. Conversion loan, 140, 142, 170.
Bpecific sinking fund, Dr. Dalton’s suggestion, 216.
External :
American : .
Funding arrangements, payments of principal, 210, 212, 213.
Intereet, charge (1920-21 and 1925-26), 182, 183, 1865.
Present position, 88-91.
Amount (1920, 1926), 68.
Borrowings and repaymenta (1920-21 to 1925-26), 122-7.
Burden, and comparison with burden of internal debt, 71-88, 259.
Distinction from. internal debt, 71-86.
Interest charge (1918-20, 1925-26), 69, 91.
Present position of, 87-92.
5 per cent. War Loan 192947, depreciation fund, 210, 213, 214.
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National Debt—cont,
Floating debt:
Advantage of, 98,
Amount, evidence received re, 98-100.
Amounte outstanding various-dates, 1916 to 1926, 95.
Dangers and disadvantages of,. 99-101.
Reduction, views as to, 102-4.
Treasury bills:
Amount: ) ]
{1914, 1920, 1926), 67, 68.
{19168 to 1928), 95. .
Creation and redemption (1620-21 to 1925-26), 121, 123-7.
Holders, 97. .
. Interest charge:
(1919-20, 1825-26), 69.
{1920-21 and 1925-26), 183, 184, 187.
Ways and Means Advanoes:
Amount: ]
(1918 to 1928), 95-6.
(1920, 1926), 68.
) Creation and redemption, 122-5.
Intereat charge:
-1919-20, 1925-28, 69, 0
1920-2] and 1925-28, 183, 184, 187. ‘
Form of Loan issueat
Form of security to be issued, question of, 1008-11
Issue at figure not very appreciably below par, 170, 1008:
Issues at beavy discount, examination of, 1656-70.
4 per cent. Funding Loan, 1960-90, sinking fund, 210, 213, 213.
4 peor ocent, Victory Bonds, sinking fund, 210, 212, 213, additional
specifie sinking fund, Dr. Dalton's suggestion, 2186,
¢ per cent. War Loan (tax compounded) 1920-42, depreciation fund,
210, 212, 214,
Funded debt:
Amount (1814, 1920, 1926), 87, 68.
Interest charge (1919-20, 1925-26), 69.
Nature of, G4
Intereat :
Charge:
(1919-20, 1925-26), 69, 70.
(1920-21 and 1925-26) and oausee of reduction, 182-8.
Paymentas, 1020-21 and 1925-26, details, 183-7.
Internal:
Effects of :
on Distribution. of wealth, 75, 93, 260-79,
on Savings, 93, 263.73, 275.
Holders of, 263.
Interest, and relation to budget receipts, 1913-14 to 1935-90 ™.
Position, Slst March, 1920, 167, 108,
Redemption, see limi title below
Reborrowings and repayment sinos 1st April, 1990, 120-8.
Redemption:
1920-21 to 1925-26) 100-19, 129-7.
Allooation of principal repayments of Allied war debts ta, 099,
Annuitiea running for life or fixed term of years, Mr. Strachey's
proposal, 941-8.
Budgetary provision for, 1920-21 to 1925-26, 110-5, 118.
Burden of, relation to changes in price level, 197-203.
E;:m_n‘rking of death duties for, argumenta for and against,
1-4.
Effects of pgreat iransfer of Capital due to bngredemphon
scheme, 977.

-
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National Debt—cont,
Redemption—cont,

Effects of :
ov Bank advances, 981-4.
on Credit, 981-4.
on Distribution of wealth, 279, 887,
on Foreign investment, 278, 385-8, 980,
on National credit, 966-72,
on National Savmgs, 274-8, 979.

Foroed loan scheme, examination of, 878-04.

Linking-up of, with policy for diminution of unemployment,

Prof. Bowley’s scheme, examination of, 948-63.
Rate: -

no Formula possible, 995,

Possibility of future emergency, 973-4.

Rapid, displacement of ecapital by, according to Mr.

McKenna, 977, 980.

Regulation, formnlas proposed by witnesses, and difficulties

of, 986-8,
Summ'u'y of evidence re, 986-94.
miscellaneous Receipts applicable to, 116-9.
‘Continuance, 1003.
Recommendations re, 1000-8,
Regulation of, according to demand for gilk-edged securities, Mr.
Keynes’ content:ons, 978, 979, 980.
Binking funds, see that title,
Bteady annua] reduction, advantages of, 966-75.
8teady snd regular policy, impertance of, 1005,
Summary of evidence re, 976-85,
Suetained efforia necessary, 995,
Terminable annuities, examination of scheme, 935-41.
Variation according to astate of trade, 1006.

Bervice, expenditure on (1818, 1913, 1923), and proportion to national

income, 676-8, 634.

8pecial taxation privileges attached to loans, 171-81, 1008.
Terminable annuities, 66.

Amount, 1914, 1920, 1926, 67-63.

Interest charge, 1919-20 1925—26 69

Sinking fund, 210, 212.
Transactions, summary of, 1920-21 to 1925-26, 144-154.
Unfunded debt:

Amount, 1914, 1920, 1926, 67-8.

Interest charge, 1919-20, 1925-26, €9.

Nazature of, 66.

National Income!;

{1818, 1864, 18751881, 1913) total snd per head, 679.
and Proportl o of \pational expenditure to (1818, 1913 1923), 676-8.

Nnhonll Savings curtiﬁé:tes:
Conversion offer, 195.
Eocashment, 1920-1 to 1935-26, 122-7.
Interest :

Acoumulated liability -
8lat March, 1926 70, 998,
Provision for, in budget question of, H98.
Charge (192021, 1926-26), 183, 186.
Issuea, 1920-21 to 1925-28, 121, 123-7
Statistics, no safe guidance as to working-class savings, 57.
Treatment of, in Acoounte, P98.
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Population:
Age and sex distribution (1911, 1921), 39.
Family, size of, comparison with 1914, 89.
Future, estimates of, 880, 809, .

Prioces;
Determination of, 203.524 (pa-mm)
Effect on:
of Direct taxation, T02,
of Income tax, sce under Inoome tax, Effects of and Incidence of.
of lndirect taxation, 580-8.
Future level of:
in Connection with capital levy, 737-42,
Evidenoe received re, 202, 740-2, 975.
Relation of burden of debt repayment to changes in, 197-202.

Produotion:
Comparison with pre-war, 44.
Flat-rate tax on, examination of proposal for, 9]2—20.
Future productivity question, 680-3, 995.
per Head per hour, comparison with pro-war, 28,

Profit and Profits:
Determination of, 203-324 (passim).
in Monopoly trade, 300-4.
Rate of, conventional, 428
Statistica of total company profits (1912, 1922, 1923), 48.9.

and Turnover, peroentage relation in various trades (1920-1, 1922-3),
807 (1813-18, 1922.3), 309.

Undistributed, ses Reserves under Companies.
Receipts:
Stamp on, zee under Stamp duties..

Redemption of Debt:
ses under National Debt.

Rignano schemes:
ses undar Desth dutiea.

Saving and Saving::

QOomparison with pro-wu:
Generally, 45-60.
no:ﬁ H&me iasues for industrial purposes and investment abroad,
Undistributed trade profits, 48-55,

Definition, 328,

Effects on:
of Annual tax on cgpital, 899,
of Capital levy, 810-27, 869, 874.
of Customs and Excise dutma, 668.70,
of Debt interast payment, 260-§,
of Debt repayment, 274-8, 979,
of Direct taxation, T02.
of Estate duty, 513-90, 525-34, 547. ‘
of Income tax, 365-77, 380-&,416-23,439-& uo4 1016
Increased tunuon of' mvstmnnt income, 904, 1015.
of Rignang schame,
of Taxation ganal‘l!‘!- @13.

of Income tax paying class, 58

National :
193 estimate by Mr. Coates, 47.
Total, comparison with pre-war, 45-60.

and Needs of increasing population, 696-T00.

Redistribution of power, by capital levy, 5039,
of Working class, 57,

BT
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Savings Certificates:
see National Bavings Certificatea.

Securities: ¢
Effects of capital levy on value of, 751-84, 887, 873.
Gilt-edged, demand for, Mr. Keynes’ proposa.l that debt redemption
should be regulated according to, 978-80.
Payment of capital levy 1n, see under Payment under Capital Levy.
Tendering of, in payment of death duties and excess profits duty,

180, 181, 210 212.

Sheltered industries:
Wages, 24, 43,

Sinking Funds:
Development of, 203-15.
New (1875), history of, 2058,
New (1923):
Aliocation of, 192425 and 1925-26, 212.
Amount,:
£50 Million, adequacy, views on question of, 977-1000,
{ocrease :
to £756 Millions, recommendation for, within five years,
1001,
to £100 Millions, recommeridation, 1002.
proposed Statutory provision for, 1005.
Summary of evidence re, 989-94.
Approximate Provision for 1926-7, 1930-1, 1940-1, 1950-1, 213-5.
Establishment of, and increase, 1135,
Old history of, 204.
of:
Risk would be increzeed by Prof. Bowley’'s debt redemption
scheme, 961.
Safeguarding question, 1005.
Redemption of debt through, advantage of, 968,
Bpecific :
Advantages of, up to the present, 217, 1005.
Dr. Dalton’s suggestion, 216. .
Extension of system not advocated,, 217, 1005, 1008
Particulars of, 209-15.

Social Services:
Genera.lly, 283-5.
Increase in, 32, 43, 684, 861.

Spirits duty, gee Alooholic drinks duty on.

Stamp duties:
on Bearer bonds:
Criticisms by wrbneasea, and commente on, 564. -
Effect on foreign loan issues in United ngdum, 564-5, 1028.
Incidence, 563.
Rate of duty, 582.
Yield (1918-19 to 1925-6), 562.

Oriticisms by witnesses, and comments on, 573-5.
Incidence, 572.

Rate of duty 571.

Yield, 1909-10 to 1925-28 571,

on Oompames’ share capital :

Criticisms by witneeses, and comments on, 568,
Effect on amount of capital registered, 568, 570.
Effect on formation of companies, 568-70.

on
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Stamp duties—cont,
on Companies’ share capital-—cont.
Incidenoe, 667.
Rate of duty, 586. )
Yield, 1018-19 to 1925-28, 568.
on Conveyance of land, etc.: - 7
. Criticiems by witnesses and comments on, 555-7.
Incidence, 564.
Rate of duty, 553.
Yield (1918-19 to 1925-28), 5563.
History of, 549.
on Receipts:
Criticisms by witnesses and comments on, 578.
Incidence, 577.
Rate of duty, 578.
Yield, 578.
Total net receipts, 1913-14 to 1925-26, 21B.
ot Transfer of stocks and shares:
Criticiema by witneases and comments on, 560-1.
Incidence, 559.
Rate of duty, 558.
Yield (1918.19 to 1925-28), 568,
Views of Committes on duties generally, 551, 579, 1028.
Yield (1818, 1813-14, 1815-16, 1917-18, 1925-26), 649, &50.

Standard of Living:
sae Living, etandard of.

Stocks and shares:
Trausfer of, stamp duty on, see under Btamp duties.

Sucoession Duty:
see under Death Duties.

Sugar, ete., duty:
tes alto Customa and Excise duties,
Burden of, on specimen incomea (19034, 1913-14, 1918-19, 1923-24
1925-26), 240, 343, 256, 631,
Rates of duty, retail prices and consumption and duty per head,
1013-14 to 1925-28, 625-30.
Total net receipts and dauty per head, 1013-14, 1923-M to 1925-28,

598,
Views of Committes, 600, 701, 1029,
Super tax:
see Income tax and Buper tax,
Taxation: *
see also under the zeveral bores,
Burden :

Comparison with other countries, impractiosbility of, 673-5.
Comparison with post-Napolesnic war period, 676-8,

General, 701, 703.

‘on gssslfocimon incomes (1903-4, 1913-14, 191819, 1928-24, 1925-26),

Mothod of dealing with, 290-3,

Connection with representation argument, 658, 658,
Distribution, General dharacter of poat-war, 693.
Incidenos :

General considerations, 329.93.

Use of term as distinct from * effects,'’ 388,
Increass, views of Committes on question of, 1000-3, 1012.
Total net receipts (1913-14 to 1925-36), 218,



448 INDEX TO THE MAJORITY REPORT.

Tea duty:

#e¢ also Customs and Excise duties.

Burden of, on specimen incomes (I903-4, 1913-14, 191819, 1923-24,
1925-26), 240, 243, 256, 623.

Rates of, retail prices, and consumption and duty per head, 1513-14-
to 1925-26 616-23.

Total net reoelpta and duty per head, 1813-14 and 1923-24 %o 1925-26,
593.

Terms of reference:
Interpretation of, 5-7.

Tobacco duty:

see also Customs and Excise daties.

Burden of, on specimen incomes (1903-4, 1913-14, 1918-19, 1923-24,
1925-26), 241-2, 244-7, 255, 636, 637.

Rates of, retail m and consumption and duty per head from
1913.14, 832-6.

and St-a.mhad of hiving, 661, 647.

Total net receipts and duty per head, 1913-14, 1923-24 to 1925-28, 593

Treasury Bills:
see under Floating debt under National Debt.

Turnover tax:
Objections te, 1031.

Unemployment or short time employment:
Increase, effect on average wages, 28, 31, 43.
Linking up of debt redemption with policy for diminution of, ex-
amination of Prof. Bowley’s scheme, 948-63.
Statistics (1923, 1924, 1925, 1926), 28

United States of America:
Debt due to, see External debt wunder National Debt.

Wage earners: . .
earnings of, in relation to total production and national income, 44.

Wages:
Average:
Effect of unemployment and short tune on, 28, 31, 43.
for Employed wage-earners:
Generally, 14-21.
in Particular industries, 22-7, 43.
Earnings:
Comparison with pre-war, 22-7, 34, 43,
of Piece workere, increase greater than increase in piece rates,
22, 24-5.
Rates, course of, since the war and comparison with pre-war level,
1321,
Relation between customs and exvise duhu and, 598-614.

Ways and Means advances: -
see under Floating debi under National Debt. \

Woealth: distribution of, effects on:
of Capital levy, 832-6.
of Debt interest and repayment, 75, 93, 260-2, 268-78. 219, 387,

Wine, Duty on: )
see Alooholic drinks, duty on.

(49068—22) Wi 133444865 000 2727 Hs G 7
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APPENDIX 1.

QUESTIONNATIRES ISSUED BY THE COMMITTEE
TO WITNESSES.

(A),—BROAD QUESTIONS RELATING TO THE NATIONAL DEBT
AND THE INCIDENCE OF EXISTING TAXATION.*

1. How do the National Debt (apsrt from the taxation which it
necessitates) and movements in the National Debt through repayment,
conversiona, eto,, affect (1) the supply of credit and (2) the supply of
permanent capital for trade and industry, both in volume and direction?
Does any distinction exist between the effects of the Floating Debt and
the longer toerm debt?

2. Doea the existence of the debt, or movements in the debt, affect the
terms upon which capital can be raised for trade and industryP

tha. Should provision be made for repayment every year of debt? 1In
at onge;— .

{a) should the same amount be repaid every year, acd, if so, is
the present Binking Fund of £50,000,000 satisfactory? If it is not
sufficient. ought it to be increased, even if taxes have to be
increased? or

(b) should the amount repaid vary, and, if so, on what principlep
Should it be less in years of bad trade? Should the variation be
subject to the maintenance every year of a fixed minimum repay-
ment, and, if 50, of what amountp

If any alteration of the existing annual provision for the debt (interest
and redemption) is suggested, what would be ita effect upon trade, con-
version of the debt and creditFP

Is it considered desirabla to apply any Budget surplus to repayment of
debt,

4. Ia it thought to be desirable to convert any or all of the Floating
Debt?

5. To what extent ia the debt-charge held to necemsitate an injurious
restriction of public expenditure upon desirable objectsP

6. Does repayment of the debt necessarily involve deflation of pricea,
such as in likely to be injurious to tradel?

7. What ia the effect of the existing taxes on the supply 0f permaneny
capital from the public, and on total purchasing powerP Ia there any
evidenos of a presant shortage of capital for industry? Ia it anticipated
that there will be a shortage of capital when trade improves?

8. How far do the existing taxea act as a deterrent to saving and wo
enterprise on the part of the individual engaged in trade and the investor
gonerally? Do they similarly affect joint stock companies?

* NoTR.-~The qusetionnaire otixinnlslga‘imdmh rather briefor form: it ia printed
in Minuses of Bridanoe Vol. [L., page .
In a tew cuses dhe folluwing additional questions were asked:—
L. Is our standard of living higner or lowar thun in 1914, positivaly, olam by clawm
and relatively to similar clasees in other nations ?
k£ you think our standard of living has risen, has our standard of production rissn
also? and if so, bas i ﬁmulmhoﬁ-aﬂnﬁnin the wale of living, or are
we relatively lom ahlo 10 compebts in the world's markets than in 19147 .
u:. Is our u%h-n-r tl:fn we and uh.:rdnm?‘:nu‘nmur:;a:lmm
past, posisively per head of population relati w treda oountries
a% the vomparshie periods ? .

59870 » AS
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9. How far does the high Income Tax (including Buper-tax), withdraw
money which could otherwise be counted on for the expansion of business,
and which, so capitalised, would produce a rate of profit proportionate
to managing ability and to the risks of personal enterprise, and higher
on the average than the rate of interest on Government debt?

10. How far does the burden, of the Income Tax fall upon the business
itself and hamper its operations? What is its effect on (1) the ability of
companies to build up reserves, and (2) the policy of companies ns between
distribution in dividend and allocation to reserve? :

11. Does Income Tax enter into prices, and if so, how? Does it in this
or in any other way handicap the exporier in competing in foreign
markets against world prices?

12. How far do the Death Duties involve a destruction of capital? Do
they inflict special damage on private businesses, and, if so, can any
suggestion be made for amending the duties so as to obviate this epecial
effect, without reducing the yield?

13. Are any of the Siamp Duties detrimental to trade, industry or
employment, and, if so, in what manner?

14, To what extent is a fax on commodifies borne by the consumer?
Bow are internal and external trade affected?

15. Is importance to be attached to the maintenance of a particular
ratio between direct and indirect texation, and if so, on what principles
should the ratio be determined?

16. What effects does the present system of taxation tend to have upon
the distribution of wealth? Is it considered that these effecte are in the
best interests of the country in the long runfP If any broad amendment
of the system is advocated, how would such an amendment affect the
distribontion P

17. Can existing taxation be varied with advantage, and, if so, how
far and'in what ways, without increasing the total amount raised by
taxatfion?

18. How far would increased product.nvxty in trade and industry affect
the burden of the debt?

19. To what extent can taxation (as distinguished from changes n
taxation) be regarded as a determinant of employment or unemployment?
If it is held that the aggregate demand for labour is permanently reduced
by taxation, does the effect show in unemployment or in a lower level of
wages P

If taxation is a caunse of nnemployment to what extent is this due to
{a) the effect of taxation in reducing new pavings, or (b) the effect of
taxstion in reducing consumers’ dematd for geods?

(B)—QUESTIONS REGARDING' A CAPITAL LEVY.

1. In your opinion, is the present financial and general poéition of the
country such g to make it essential, or especially desirable, for us as a
nation to make a large repayment of National Debt at an early date?

If you are in favour of such a repaymeni, which of the following
methods would you suggest:—(a) a large increase of existing taxation;
(b) a severe restriction of expenditure; {¢) a conrbination of (g) and (b);
ot (d) & Capital Levy? Have you any scheme to suggest which falls
outside these alternatives?

Do you anticipate that the future level of pricea will differ from the
present level to "any considerable extent? How is the case for early
repayment affected by any such anticipation?

. ,
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2.—(1) Assuming that a Capital Levy for debt redemption were-to be
introduced, would you adopt, either as having special advantages, or as
affording the most useful basis for discussion, the suggestions for a
possible form of levy made by the Labour Pa.rty? Under these
suggestions—

{a) the levy would be confined fo 1nd1v1dua.ls,

(b) it would be imposed on material wealth only (as distinc, e.g.,
from the ‘ brain capital "’ of the professional man);

(¢) the limit of exemption, and the scale of assessment, would be
g8 shown in the Annexe to these questions;

(d) the yield contemplated would be £3,000,000,000; and

(¢) the net annual saving (in the sense indicated in question 13)
would be regarded as available both for reduction of the rates of
future taxes, and for expenditure.

If, or so for as, you do not adept these auggestions, will you please
formulate your own proposals under corresponding headsP

(2) The levy having been applied to the reduction of debt, wonld you
congider it desirable to reduce the amount (£50,000,000 per annum) of the
present Binking FundP

{3) What changes (if any) would you ndvouate in taxation, consequential
upon a levyP

Note.—It is requested that the succeeding questions may be considered
throuphout in relation to @ Capital Levy (and subsequent operations) of
the form adopted or proposed by you in reply fo Question 2.

3. From the point of view of equity to the individual taxpayer, and the
principle of ability to pay, how would you compare the merits and
demerits of a Capital Levy with those of the existing income taxation
over & period of timef

4. Is it considered that the lapse of time sinoe the war period has a
bearing on the acoeptability of a Capital Levy, and, in particular, on the
question whether a gunarantee against its repetition would be both con-
vincing and effective? Do you oonsider that such a guarantes would be
desirable? If mo, can you suggest what practicable form it should take?

5. What would be the general effects of a Capital Levy on trade and
industryP

To what extent do you think thet the arguments for and against a
Capital Levy are relative to the state of trade at the time when the leyy
might be introduced?

6. T.ooking first at immediate results, and then at results over a long
period, how would you compare the friction and dislocation of busineas
which might result from a levy, applied once, with the friction and dia-
location caused by the present high annual taxation?

. 7. What would be the effect of a Capital Levy on employmentP

. 8. What would be the direct and indirect effecta of » Capital Tevy for
the purpose of debt redemption upon the distribution of wealth?

9. How would a Capital Levy compare with other forms of taxation
in ita effect on the future sccumulation of wealth in the form of (a) the
indirvidual savinga of those subject to the levy, (b) the individual savings
of those not subiect to the levy, and {r) collective savings, such as com-
panisa’ reservesf What effect would you anticipate on aggregate savings?

Ta what extent doss this guestion depend on the considerations referred
% in question 4P

10. What, on balance, would be the immediate and nltimate effects on
national credit at home and abroad of repaying a large part of the debt
by means of & Capital Levy?

JUATe . ¥
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11. Would the imposition of a Capital Levy, in your opinion, lead to
the sale of securities, and consequent depreciation in their prices, upon
8 large scale? How far would any such depreciation be prevented as a
result of the demand for investments by holders of debt that was paid off

by the levy?P

12, To what extent would a Capital Levy involve deflation? Would
deflation be intensified or prolonged by the psychological effect of a levy?

13. How far does the balance of advantage or disadvantage in a Capital
Levy depend on the amount of the neft annual saving which it would
effect? Have you estimated the extent to which the gross saving—i.e., -
the saving in interest expenditure—would be offset by a reduction in the
vield of taxes at their existing rates as a result of the disappearance of
certain taxable income?

14, With regard to the practical working of a levy and subsequent
operations, would you give your views upon the following points:—

(2) Have you any suggestion to make as to the metheds by which
property should be valued for the purpose of a levy?

{b) Would it be possible, in your opinion, to base a levy on a single
valuation, not liable to review in the light of subsequent events, such
as changes in the market rate of interest and in the level of prices?

‘What would be the position on the death of a life tenant, assuming
the year of his death not to bear out the forecast of life on which his
interest had been valued?

{¢) Could you form any estimate

(1) of the extent to which a Capital Levy could be paid in
cash, and
(2) of the extent to which payment could be accepted, and
eould be made,
{a) in War Loan,
(b} in other Btock Exchange securities,
(c) in other forms of property, including real property?

1) How far would difficulties regarding the payment of a levy be
ukely to arise in the case of a private business, whether firm or com-
pany? How far would you regard such a case as typical of industry
generally? .

(¢) To what extent would it be necessary or desirable to allow pay-
ment of levy to be made by instalments (a) generally or (¥) in par-
ticular cases, e.g., in those of the proprietor of a private business,
the life tenant under a settlement, ete,?

To the extent that payment by instaiments was allowed, how far
would lesses or variations in the taxpayer’s wealth during the period
of payment affect the finality of: initinl valuations?

() Would you approve of any special treatment in the case of a
private business, where the partyers or proprietors ~ould show that
the whole of the resourcea were locked up in the business and that
substantial reasons existed for not' obtaining credits on the security
of business assets to meet the levy?

If s0, would you allow payment of s special additions! Income Tax
in lien of the levy, or wounld you propose any other alternative?

(o) To the extent that payment was received in forms other than
War Loan, have you any views as to the order in which particular
parta of the debt should be repaid as cash became svailable? Wounld
you advocate that powers shonid be taken compnulsorily to redeem
debt before ita maturity, or would you effect redaction by purchase
in the market? If the latter, what effects would you anticipate upon
the general level of security prices?

15. Would you add sny points you wish to make in connection with s
Capital Levy not covered by your replies to the above questions?
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ANNEXE,

ExTRACT FROM
* Labour and the War Debt.

A Btatement of Policy for the Redemption of War Debt by a Levy on
Accumulated Wealth,"

BoaLe or THE LEVY.

The levy should be graduated so as to carry out the principle of taxa-
tion mocording to ability to pay. A graduated scale on the following
lines is suggested : —

Levy
per cent,
Firat £5,000 20 — £5,000 0
Next £1,000 £5,000 — £6,000 e b
" £2.000 e £6,000 — £8,000 e 10
" £2,000 £8,000 — £10,000 " 15
" £56,000 - £10,000 — £156,000 20
" £6,000 . £15,000 — £20,000 25
" £10,000 £20,000 ~— £30,000 aes 30
" £20,000 aee £30,000 — £50,000 e 85
n £50,000 . £50,000 — £100,600 40
" £100,000 £100,000 — £200,000 45
" £300,000 e £200,000 — £500,000 50
" £500,600 e £500,000 — £1,000,000 55

Remainder ... ... Above £1,000,000 60
This scale would work out as follows :—

* Por cent. of
his total
. Jortuns,
A msa worth not excesding £5,000 would pay nothing. -

» £6,000  would pay £50 or 0-8
" £8000 . p £250 " 32
" £10,000 , £550 " 55
" £15000 , £1,550 " 10-3
" £20000 , £2.800 - 14+0
" £30,000 , 4 £5.800 " 19-3
" £50000 L, o, £12,800 " 956
" £100,000 , o, £32 800 " 32-8
" £200000 , ., £77,800 » 389
" £500000 ,, £227,800 " 456
n £1000000 £502,800 " 50-8
» £2000000 L, £1,102,800 " 551
" £8000000 , ,  £1,702:800 " 56°7
w  £10000000 , ,  £5902,800 " 53-0

APPENDIX II.

WAGES AND EARNINGS IN PARTICULAR
INDUSTRIES, 1914 axp 1925.

Nots by the Committee.

. L. We eet out below cortain fignres showing, for Jume, 1935, the
incroase in rates of money wages over the pre-war level. It should be
remembered that, while shere were comparatively little changes in these
rates in 1935, the incroass in the cost of living (as shown by the Minisiry
of Labour index) varied from 80 at the beginning of the year to 73 at
the end of June and 75 at the end of December.
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The figures are based mainly on statistics supplied by the Ministry of
Labour to the Committee on Industry and Trade, and published by the
latter in their Survey of Industrial Relations (1926).

2. In the bhilding trade weekly money wages showed an advance gver
the pre-war level well in excess of the rise in the cost of living., The
. increase varied, in approxzimate figures, from 81 to 86 for ekilled
labourers other than painters, to 101 for painters and 106 for labourers.
While there was much variation in different localities, the figures given
represent the average of recognised time-rates in 40 large towns. In
the railway services the perceantage increases vary coneiderably owing
to the wide divergencies in pre-war rates. At one extreme some of
the porters who were on pre-war rates as low as 18s, or 20s. & week had
(at June, 1925) obtained advances ranging approximately from 145 to
160. The advances obtained by engine-drivers did not very greatly
exceed the cost of living ibcresse, being approximately from 85 to 95.
Guards had an advance of about 110 to 132 and ticket collectors of about
115 to 135. In other industries of the ‘' sheltered '’ type—road trane-
port, tramways, printing and bookbinding, and baking—the Ministry
of Labour statistics show approximate advances varying between 88 and
117 (e¢f. the Committee on Industry and Trade's Survey of Industrigl
Relations, pp. 90-91). The ratios for the railway services, quoted by
way of illustration, differ somewhat from others which have been put
forward officially by other bodies, but it is not very material to the sum-
mwarised argument in the Report to investigate or reconcile the
differences,

3. Among the export industries, we find, as we should expect, that
engineering and shipbuildirg show low increases in wage-rates for men
other than "labourers employed on time-work. In the engineering
industry labourers received an advance over pre-war of 76, but other
employees of only 44 to 45. In shipbuilding, labourers received an
advance of 68, ship joiners of 44 and others of 35 to 38, In the heavy
iron and steel trades wages fluctuate with the sale price of the finished
product: for various reasons, and especially owing to the existence of
separate sliding-scales for different sections of the industry, wage-move-
ments ure very complex. While certain blast furnace labourers and
others enjoyed an advance in excess of the coat of living increase, in some
cases, e.g., those of steel emulters and irom wminers in Cleveland, the
advances were only about 20 to 30 over pre-war rates of money wages.
In the cotton industry, while full information is not available, calcula-
tions from piece-rates suggest that the increase (apart from special
allowances, &c.) was about 61; in wool textilea an increase of
approximately B0 to 90 is suggested. As regards the heavy chemical
:ndustry information is defective, but it appears that labourers had
fared well. In the clothing group—boote and shoes, and ready-made
tailoring—good advances are alsé recorded, suggesting an average
increase of over 100.

4. This picture of wage.rates in thp export induostries,® seems to need
some correction in the light of information regarding actual earningas.
The Ministry of Labour remark that in the iron and steel industry, if
returns in connection with the Enquiry inte Earnings and Hours of
Labour, 1906, are compared with returns ohtained for March, 1925, by
the National Federation of Iron and Steel Manufacturers, the result is
to suggest & percentage increase in weekly earnings of fully 70 to B0
over pre-war, notwithstanding the Lad state of employment; the Ministry
infer that the earnings of workpeople in employment may possibly have
risei hy rather more than calculations based on standard rates would
suggest. Again, it is pointed out thaé in the cotton industry there is
s wide divergence betweem the 61 per cent. increase calculated by

* We have omitted reference to the wage-preition in the coal-mining industry, in view
of the full attentioc received by it elsawhere.

'
i
i
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reference to piece-rates, and the results shown by a comparison of sample
eorninge in 1914 and in May, 1925, which point to a percentage increase
of 85 to 90. The Ministry of Labour think that, even when allowance
is made for the relative smallness of the two samples, and the fact that
they do not cover exactly the same ground, the probability is that the
increase in the weekly earnings of_ the employed may be appreciably
higher than 61 per cent. Yet ngain in the wool textile industry, where
employment in May, 1925, was generally bad, similar returns suggest that
the average increass in emrnings for those actually in employment was
not fully represented by the figure of 80 to 80 per cent. based on rates,

5. The statistics from which we have quoted sbove do not cover agri-
cultural labour and domestia service. In regard to the former, figures
published by the Miniatry of Agriculture seem to indicate that im 1923
and 1824, rates of money wages for the ordinary agricultural labourer
in England and Wales averaged somewhere about 58 per cent. aver the
level of 1914, Owing to the fixing of minimum rates under the Agri-
cultural Wages (Itegulation) Act, 1024, wages made & substantial
advance in the first quarter of 1925, and from May, 1925, onwarda the
rates of wages are shown to have averaged 75 per ocent. over 1914. It
is to be noted that in some of the districts where wages were especially
low before the War, the lahourer has obtained an advance over his
pre-war wages considerably exceeding the increase in the cost of living,
and there is less variation than before the War in the rates of wages
paid in different parts of the country.

8. In regard to domestic service no etatistics are available. In the
Report of the Ministry of Labour Committee on the SBupply of Female
Domestic Servants (1923), reference is made to the ‘‘extraordinary
diversity now existing in regard to hours, wages, and conditions of

. employment, which vary not merely from one loeality to ancther, but
from street to street, and from house to house.’”” We may note that
Professor Bowley remarked in his evidence before us, **I should have
said in the cese of domestic service the real wages are definitely higher
now than 10 years ogo.” (Q. 3823)

APPENDIX IIIT.
FEXTENT OF UNEMPLOYMENT, 1921-26.

TasrLs A —Numbers recorded on the Registers of Employmer:t Exchanges
in Great Britain.

Date.® 1921, 1922, . 1928 1924, 1925. 1926.
P : + I

Jnouacy ... . L2TRATT | 1,936,081 1,463,612 1,320,518% 1,240,922 1,200,827
February... | 1465816 | 1,859,187 [1,853,178; 1,154,504 © 1,236,085 | 1,125,760
March ... | 1,097,938 | 1,136,457 1,266,997 | 1,063,619 | 1,201,815 1,013,609
April .. | 2,246,082% 1,712,051 ' 1,263,665, 1,047,780 : 1,187,068 9R1.877
May .. | &558,190F 1,565,420 11,237 716 | 1,015,826 © 1,186,522 | 1.614.212¢
Jupe | 23B,195T 1,436,100 1,228,152 | LO0I13,782 | 1,304,243 | 1,639,776%
July .| 1,905,196 | LARMDAT . 1,221 654 | 1,048,261 [ 1,197,631 | 1.605,420F
August ... | L8aG453 | 359376 1,268 828 | 1,149,078 | 1,354,302] 1,549,759
September.. | 1,470,388 § 1,342,503 1 275,770 | 1,180,290 1,336,155 —_
October ... | 1,689,545 | 1,348,960 1 2u3 817 | 1,203,299 1232 3% -
November., | 1,849,061 | 1 401,093 . 1,261,838 | 1,1%0.5%2 - 1,165,275 -
December .. l,ﬁ%,&?&%l,&ﬁl.ﬁl‘.’,l,?s&ﬁiﬁ 1,169,337 | 1,102,400 —

* The fignres genernlly valats %0 she last Monday in the momth, bat in some cases 0 &

week sariier.

+ Figurea inflatad by off,
G ) ooalanini -

cia of strike of reilway sugincmen.
dispute in progrem.
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Tasie B.—Percentages Unemployed among Insured Workpeople in Gread

Britain,
Date.® 1921, | 1922, | 1923. | 1924 | 1925 | 1926

|
January ... | 11-0 175 | 131 ; 18t | 11-1 | 108
February... | 129 16-¢ | 122 | 105 111 | 102
March ... | 150 158 | 115 97 10-8 9-5
April | 1991 | 156 | 113 9-5 106 89
May .| 230 144 | 111 9-2 106 | 14-2
June ..| 21-9F | 185 | 112 |- 92 116 | 145
Joly | 174 129 | 11-4 9-6 108 | 144
Angust ... | 151 126 | 11-7 | 103 11-9 —
September.. | 139 125 | 116 | 106 11-7 -
October ... | 14-3 124 | 116 | 108 111 -
November .. 16-9 12-8 114 10-7 10-7 _—
December .. | 17-7 126 | 105 | 10-6 101 -

* The figures generally rvlate tu the last Monday in the montk, but in some cases to a
week earlier,

+ Pigures inflated by effects of strike of railway enginemen.

1 General coal-mining dispute in progress,

N ote.—In any closs examination of the figures in the above tables,
it is necessary to pay regard to the effects of various legal and administra-
tive changes. (See the Committee on Endustry and Trade's Survey of
Industrial Relations; pp. 228-230.)

APPENDIX IV.

POST OFFICE AND TRUSTEE SAVING BANK
DEPOSITS.

Btatement of amounts standing to the credit of depositors at the end
of each year from 1913 to 1925, inclusive

Tame I (a).—Post Orrioe Bavings BaRk (GrEsar Brirsain).

Year ended-81st Amount, including interest,
December. standing to eredit of all
open accounts at close of
the year.
£ millions.
1913 ... .. .. .. AL L. 1741
1924 ... 1778
1915 ... ... e o LY . ... 1745
916 ... O 185-1
1917 ... e ters 192-1
1918 ... e s 222.8
1919 .. o e e e 2521
1922 ... 2540
1923 ... 281-0
1924 .. 2690
1925 e 2748

The ﬁgurea for 1919 are exeepttonal because t.hey include special tran.
sactions in connection with the payment of gratuities to demobilised men
of the Navy, Army and Air Force.
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Tanzs I (b).—TnusTer SiviNas Banks (GREAT BriTaIn),

Year ended 20th
November,

1913
1914
1915
1oi8
pitikd
1918
1019
1920
1921
1023
1923
1924
1925

Balance due

to Depositors

at close of the year includ
ing Interest Earned.

£ millions.

Tasry I1.~-Narronan SaviNes CanTI¥I0ATES.

51-0
514
48.9
61-2
49-9
58:1
68-6
718
69-6
718
76-0
77-4
78.8

‘ . .o | Balance due to
Numberof Cer- | Valueof Certifl-| Valueof Certifi-
* Yoar ended | tiflcates taken |oates taken out| cates repaid h:fld;c“h"t er:d
S1st March |out(in £unita) |(purchaseprice)|{principalonly) (inelu d-“ée:c_
each year. each year. each year. croedintereat).™
£ £ £
- 1019 126,349,959 97,921,218 8,700,001 238,471,000
1920 92,288,189 71,619,471 24,949,700 297,640,000
1921 53,156,062 41,185,948 29,741,245 319,995,000
1922 120,434,780 93,986,955 36,193.731 386,965,000
1923 49,593,813 89,675,050 27.966,804 418,841,000
1924 56,608,996 45,207,198 82,915,500 446,139,000
1926 40,281,930 82,225 544 29,529,201 458,835,000
1926 43,894,557 35,115,630 . 28,378,074 475,575,000

* Approximate figures.
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TABLES sgowing THE NATIONAL DEBT av Iar APRIL, 1914 ;

APPEN-

THE AMOUNTE

FROM THAT DATE TO 3lst MARCH, 1926 ; anD TEI& DLB’I‘ oN 3lsr
TabLE 1. nhowmg the changes in the Nulional

£ thousands
1914-15. 10156~186.
Debt o Debt Debt Debt Dabt
—_— 1 April | oreated |redecmed] created |redeemed
1814 (1) for | (1} by | (1) for (1 by
onsh (2) ! cash (2) | cash (2) (2)
by con- | by con- by by con-
Hernons, tersions. | convers lml. vers uml.
. éﬁ 000 | £000 £000! £000 | £000
: 586,718 — 3,428 — 394
Pro-war funded debt ... ... ? — 0 — |z6438
Terminable Annuities ... vee o ees | 29,552 — 1,511 — 1,862
Exchequor Bonds 20,500 | 50,000 3,105 | 185,371 | 45,135
—_ 909 - 144,648
349 War Loan, 1925-28 - (350000, B S 0
4496 War Loan, 192545 _ - - g?;:égg - _834
59 War Loan, 1929-47 _ _ — — _
494 (tax-compounded) War Loan, — — —_ — e
192942, — —_ — — —_
596 National War Bonds - - _ - _
494 (tax-compounded) National War — — - — ¢ -
Bonds. — — — — -
494 Funding Loan, 1960-80 ... - - - — -
496 Victory Bonds —_ _ - _ —
War Expenditure Certificates ... - — _ _ —
National Savings Certificates ... . — —_ — 1,387 -
Other debt (sterling) ... — — - — -
Treasury Bills ... - 13,000 | 64,150 - 489,676 -
Ways and Means Ad 7ances - — — 19,896 -
Floating Debt (net) ... 13,000 | 64,150 | — | 509,572 | -
Total Internal Debt (including Floatiog | 649,770 | 464,150 | 8,953 |1,567,161 | 699,598 |
Debt net). . : :
Extornal Debi (cash) ... =", - — 60,617 —
GONversions) ... — — — — —
set-offs, ete.) ... — - — L= -
Total - - — | 60617 —
Total Debt :— ! '
Created or redesmed for cash — 464150 | 8,953 1,314,143 197,693
Conversions ... . . — - . 813635 401,008
Other transactions .. - - =, = -
ToTAL ... . |649,770 (464,150 | 8,953 11,627,778 599,598
! | )
1,104,967 2,133,147 |

Total Debt at 31st March
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oF THE vARioUs LOANS ISSUED anp REDEEMED (D18TINGUISHING CONVERSIONS)
MARCH, 1928 ; TOGETHER WITH NOTES ON THE PRINCIPAL LOANS :ssnnn

Debi fram lat Aprll 1914, to 31at March, 1920.

throughout.
1916-17. 1917-18. 1918-10.
e T Debt_
Debt Debt Debt Dobt Debb Debt _|outatanding
creatod redeemed oreated |redecmed | orented l‘edeemed redeemed on
(1) for (IL y | () for | (1)by (1) for (1) by B1st Meroh,
onsh (2) ( ) | onsh (2} | eash (2) | cash (2) oash (2) 1920,
by b by cona ) by con-
conperaions, | conuul.oul wﬂﬂ!l'llﬂlll- var:iom. CONYersims, neruom W Darnons.
£000 | 2000 | £000 | £000 | £ 000 £ 000 £ 000
— M — )
- 6% | A 287611 314,952
— 2114 — .| 2u141| — 1,332 19,314
840,602 | 1,289 | 07914 | 12,068 | — 109,166 |} 519 5eg-
77082 | 272088 | — 14427 | — 1£2.068 '
- 2; = = - 62,745
- 67| — — _ —
066 6.95 sm.;&a —_ 3,851 - 3%'%‘; 12,805
859 30 | 8348 ) 87,639 | —
1100560 | — a7 | — 1,699 '—2 1,976,735
22,668 | — - 6| — 2
28,760 —_ —_ — 3,969 _ . 64,142
- - 621,008 | 8,674 | 963,025 57,125
—- - mese | — 4,725 130777 1,294,640
- — 119,686 | 1284 | 82,774 699
- - nuss| — "-90 13,685 |§ 181,206
i e e A Z |} somozs
- - = = - - 359,632
29879 | — - - —_ —
— 6318 — 638 | — — -
78,000 | — 63,263 | — 89,222 24950 [© 278,541
me| - 02 — 83 295 2,268
— 108,121 | 509,799 | — — — 1,058,696
197,630 | — - 25,256 | 262,721 | 250,105 | 204,887
94,509 - P TIET O R 246,513 | 148,645 | 1,263,583
11.135,425 1,163,673 (1,314,026 | 30,821 [1,392,000 | 126,106 |1 655,451 | 6,553,031
827,796 | 21,179 | 708,698 | 8L,494 | 509,920 | 120,426 256,795
- - w70 g0 | 39307 —
Sy |
| BYNTI8 | 21,179 | 708,900 | 81,701 | 639,217 | 242,012 255,795 { 1,278,718
heosras | 25,942 9,008798 | 148,406 11,801 537 | 245,227 642,678
1,907,408 %f.zss.m 19,098 | Wy 39680 208,568
3.%3.151 l1 ,184,852 (2,032,996 | 162,532 /1,931,217 368,118 911,246 | 7,881,744
l 4,011,448 5,571,960 7434349 7,831,744

[
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TaBLE IL showing the changes in the Nutional
( £ thousands

1920-21. 1921-22,

Debt on Debt Debt Debt Debt
e 1st April, | created | redeemed| created |redeemed
1820, (i) for (i) by (i) for (i) by
cash (ii) | eash (1i) | cash (ii) | cash (ii)
by con- | by eon- by con- | by con-
veErsions, | verswns. versions. versions,

(£000) | (£000) | (£000) | (£000) | (£000)

‘Pre-war funded debt ... .., 314962 | - 116 —_ 314
Terminable Annuities ... s 313,314 - ; 316 —_ 1,607
18,576 — 29,012 — 50,979
Exchequer Bonds { il 1 i . 62:9 &1
319 War Loan, 1925-28 62,745 —_ —_ - -
419 War Loan, 192545 12,805 — — —_ -—
5% War Loan, 192947... ... 1’97_5_’795 aq | B T | B
494 (tax compounded) War Loan, 64,142 — 330 —-— 1,662
1298600 | 20 | 5159 | 1987
b% Nahonal ‘War Bonds { il 8,738 " | 1 980 201:9"
495 g;ax-compouuded) Natlonal ‘War 181,205 — 14,991 —_ 9,860
= — 3218 — 1
3496 Conversion Loan ... - _- — |osgossl — 2
496 Funding Loan, 1960-90 ... 408,933 | — 2910 | — 2,995
496 Victory Bonds e 359,532 — 1 797 _ 1, 869
National Savings Certificates ... 273,541 | 41,196 29 741 | 93,164 36 194
Tressury Bonds ... ... { . 23’_143 - 333:;3; -
4}96 Conversion Loan, 194&44 — — - - —
Oiher debt (sterling) ... 2,268 382 57 - 504
Treasury Bills ... we e e | 1,068,696 | 29,996 — — | 215,078
Ways and Means Advances ... e | 204,887 = 50,598 — 7,187
Floating Debt (net) ... .. | 1,263,583 — 20,402 — 222,265

Totull)léﬁt-ema)l Debt (including Floating | 6,553,031 | 74,757 {203,941 | 800,877 | 637,099
t net .

Exteral Debt (cash) ... .. ... — ¢ | 40,057 (145,138 | 1,500 | 63,809
conversions) ... - — —_ 5,053 —_ 10,584
set-offs, &c¢.) ... .. - 6116 | — -

Total .. .. ..|12718713[ 40,057 (167,207 | 1,500 | 74,398

Total Debt :— ’ ' '

Created or redeemed for cash ... —_ 104,778 | 345,787 | 433,461 | 445,991
Conversions .. -— 10 030 9245 | 368,916 | 265,501
Other tmnsactlons — —_ 6,116 — —_

TOTAL  woe oo .o | 7,831,744 {114,814 | 361,148 | 802,377 | 711,492

[ — -~ ]

Total Debt at 31st March ... ... £7,685,410 ; £7,676,295
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throughout.}
1929-28, 192824, 1924--25. 192526,
Debt

Deht Dabt Debt Debt Debt Debt Debt Debt outstandms
croated xedeemud areated |rodcemed| crented |redeemed] created redeamed
(1 for L To | 8 (i) for mL (i for | (D by { (i) for L 31-611“011.

(i) | oash (i) | cash (ii) (1i) | cash (it} | cash (i) ] ocssh (i) (u) 1926.
hy ¢on- | by gon- | by oon- | by con- by con- | by con- by
Dll’llmll versions, mwﬂ versions. | versions. vmwlu. conyer. f.'ﬂlllsf
(£000) | (£000) | (£000) | (£000) | (£000) | (£000) [ (£000) | (£000) | (£000)

—_ 30 _ 19 - 26 —_— 253 313,505

s S| B (| | 2 e

— 887 | — — 586 - -

—_ | 14477 | — —_ — | 82080 — - } 15,640

- - - —_ - 81 - - 62,714

Z | sem| = | asss| — | s2e0| — 5578 |1 o 2008
wron| = | ragre | D | 40366 148407 | copas | | g 2044053

e 1,178 ~— 6| — 1,096 - 8,193 64915

e8| — M| — 1085 | — 7,247 —_ )

— | 48868 — | 52682| — 6,396 — 13859 |1 cso910
81315 884,017 | 2,561 | 81,948 [ 8,008 | 38348 6670 | 57,814 '

—_ 285 —_— 22 —_ 35 _— 88 142,790

- 648 | — pi6| — 1,086 — 7,847 '

—_ 9,806 _— 17,389 | 59,660 { 16,960 70,000 18,916 760.0
@] — - — - — — — 015

—_ 2,581 —_ 2,686 -—_ 2,887 -— 2,965 391,909

—_ 1,945 —_ 2,022 —_ 2,103 —-— 2,187 347,609
59,848 | 27,067 | 45,218 | 32,916 | 82,296 | 29,520 | 35,118 | 28,378 376,576
158,626 — 84,530 _ 17,830 2 6,423 24,146 481439
14,934 (214,591 | 11478 | — 24308 | — — — '

- e — — |s10887) — - - 210,687

- 836 | — - - —_ —_ _ 1,753

— (257604 | — 27690 | — 12,710 - 10,755 564,856
46,596 - —_ 7,742 — 19,571 — 27,14 139,441

— |211,008| — | 385432| — | 32281 — 87,899 | 704,296
808,947 {779,829 | 168,896 | 380,829 | 369,665 {419,703 | 186,118 | 205737 | 6,505,148

93 | 23807 | 4,130 19614 | 8700 | 4,726 - 4,932 —

—_ 18,550 —_ A58 | — 3,187 —_ 5,900 —_
109507 | — - | 12108] — - — - —
109620 | 423687 | 4130 | 83970 | 3700 | 7,918 - 10,832 | 1,110,768
198,892 | 349,975 | 88,873 | 167,549 | 113,416 | 154,559 | 111,641 | 145,808 -
610,578 { $72.491 | 89,158 | 85,147 270940 (273057 | 714572 | 70,761 —
a7 | — - 12103 | - - —_ — —_
918,567 {892,466 | 173,026 | 264,799 | 398,365 | 427,616 | 186,113 | 216,569 | 7,615916

£1,772,59% . £7,680,638 £7,646,372 £1,615916
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Tanie III.—Internal Debt ot .3ls¢ March, 1920, showing the dates of

maturity of the several loans.

Year. Security. Amount, |Total for year.
£ £
1920-21 | 594 Exchejuer Bonds, 1920 ... 25,238,735
69 »” 1920 ... 2,987,508
696 Swedish One-year notes ... 191
e e 28,226,434
1921-22 | 596 Exchequer Bonds, 1921 ... — 71,982,250
1922-23 | 594 " 1922 ... ... | 385,980,642
5% National War Bonds, 1922 203,231,307
59 Exchequer Bonde (Japanese 828,000
Ships). 240,039,949
1923-24 | 59 National War Bonds — 393,494,669
1924-25 | 596, " 26,369,519
5195 Exchequer Bonds - 166,746.985
193,116,604
1925-26 | 59 National War Bonds — 30,236,284
1927-28 | 595 |, N 212,523,757
4% . 101,676,980
349 War Loan 62,745,476
—— - ——| 376,946,213
1928-29 | 594 National War Bonds ... .. | 428,784,368
4% ” . e | 79,528,227
508,312,595
Total to end of 1928-29 1,842,354,808
1929-30 | 396 Exchequer Bonds... 15,640,000
1933-34 | 596 Straits Settlements Sterling Loa 1,371,000
194243 | 496 War Loan, 1929-42 ... ... 64,141,643
1945-46 | 4494 War Loan, 1925-45 - . 12,804,541
1947-48 | 596 War Loan, 1929-47 . . . | 1,976,795,369
— 495 Victory Bonds . 359,531,845
— | 496 Funding Loan . 408,933,375
— | Consols, &. .. .. o e 314,952,215
— Terminable Annuities . 19,313,709
— Treasury Bills ... . 1,058,696,000
— | Ways and Means Advances ... " 204,887,000
— War Savings Certificates o e we | 273,540,815
— | Loans free of interest... ... ... .. e 68,485
Total faternal Debt ... ... |£6,553,080,895

(For a comparative statement as regards unfunded debt (excluding
Floating Debs and certain long-term loans) as at the 3lst March, 1924,
sce Table A in Appendix VII.) .

r

Nortes.

The following notes show brief particulara of the various loars included
in the foregoing tables and are supplementary to the particulars of von-
versions and redemptions given in the Committee’s Report. The totals
shown in these noteg for individual loans are in several cases spread over
more than one year in the tables,

1. Three-and-a-Half per cent. War Loan,—The first loan floated for the
purposes of the War was the 34 per cent., War Loan, issued in Novem-
ber, 1914, at £95 per ceni. for the fixed amount of £350 millions, and
redesmable on the 1st March, 1928, or, at the Government's option, on
or after lat- March, 1925. Conversion privileges into 44 per cent. War
Loan were subsequently cffered, and the exercise of these, together with
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various repayments, left the amount outstanding on the 3lgt March,
1920, at £62,745,000, In 1924-25 £31,000 of this stock was transferred
for the purchese of life annuities and cancelled, Teducing the amount
outstending to £62,714,000 on Slst March, 1928,

2, Four-and-a-Half per cent. War Loan.—The 43 per cent. War Loan
waa igsued at par in June, 1915, & small advaitage being given in the
first interest payment. This loan is redeemable on the 1st December, 1943,
or, at the Government’s option, at any time sinee the 1st December, 1925.
No limit of snbseription waa fixed by the prospectus and the amount of
stock aubscribed for cash was £587 millions. Bubscribers to this loan
were given the right to convert into it, in respect of each £100 sub-
scribed, stated amounts of 3§ per cent. War Loan, 2} per cent. Consols,
2] per cont. and 2§ per cent. Annuities. In respect of such conversions,
£138 millions of the new loan were issued in replacement of Funded
Debt, and £176 millions in replacement of 3% per cent, War Loan, thus
bringing the total issue up to £901 millions. :

Holders of the 44 per cent. War Loan were also given the right to
tender the new loan at par, plus accrued interest, as the equivalent of
cash for the purpose of subscribing to any future issues for the purpose
of carrying on the War (other than issues made abroad and Exchequer
Bonds, Treasury Bills or similar short-dated securities). The great bulk
of the loan was subsequently converted under this provision into the
5 per oent, War Loon issued in 1917, On the 31st March, 1920, the
amount of the loan cutstanding was £12,806,000, at which figure it still
stands.

3. Exchequers Bonds.—Varioua issues of Exchequer Bonds were made
during the years 1914-15 to 1919-20, carrying in all cases the right to
convert into subsequent war issucs.

The issues were as follows:-—

. Amount issned
Date of issue. Terms of issue. | Redeemable on (ineluding
conversions).
]
E
March, 1915 we | 39 by tender... | 24th March, 1920 50,000,000
Decomber, 1915 ... | 59 at par ... i lst Dec, 1920 ... 238,015,105
June, 1916 v | Dob at par .. | bth Oet, 1919 ... 48,353,700
. ! bth . 1921 ., 135,566,000
October, 1916 ... . 696 at par ... | 16th Febh,, 1920 .., 161,000,525
Apnl, 1917 o D96 at par ... | 1st April, 1922, 82,274,435
X with option to
holders to call
for repayment
i . on lst Oct., 1919,
March—June, 1918 : 39¢ st par ... | 28¢h Jan,, 1930 ... 15,640,000

(I sxchange for Rusaian Govera-
i ment and Commercisl Treasury Bills).
Junuary, 1920 ... Disf atpar ... | lst Feb, 1425 166,748,135
‘ (with option %o
holder, on giving
3 year's notice,
to obtain repay-
ment tn 1922,
14928 or 1924).

As ghown in the Section of the Report dealing with conversions, a
large amount of these Bonds was at maturity converted into other loans.
The only issue outstanding on the 31st March, 1926, was that of 3 per
cent. Exchequer Bonds maturing in 1930 (£15,640,000).
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Two important privileges were first given in connexion with the issue
of Exchequer Bonds in March, 1916. First, the Bonds and the interest
payable thereon were exempted from all British taxation, present or
future, where the beneficial owners were neither domiciled nor ordi-
narily resident in the United Kingdom. This privilege was attached to
all later loana (except in so far as inapplicable to tax-compoundewd
issues) up to and including the issue of 5§ per cent, Exchequer Bonds,
1925, on the 19th January, 1920. Becond, the dividends were not
liable to deduction of Income Tax st the source, aithough individuals
liable to tax were required t¢ include such income in their returns.
This privilege attached to all subsequent issues (with an exception as
regards tax-compounded issues}) up to and including the 4th series of
National War Bonds.

4. Five per cent. War Loan and Four per cent. (Income Taz com-
pounded) War Loan.—The third great War Loan was offered in Jannary,
1917, in the form of a 5 per cent. Loan issued at £95 per cent. and
redeemable at par on 1lst June, 1947, or, at the Government’s option,
on or after lst June, 1929, and of a 4 per cent. Loan (Income Tax com-
pounded) issued at par and redeemable on the 15th October, 1942, or,
at the Government’s option, on or after the 15th October, 1929. The
4} per cent. War Loan and various' Exchequer Bonds were, ander ch2
rights given at the time of their issue, accepted as the equivalent of
cash for the purpose of subscribing to the & per cent. War Loan; in
addition Treasury Bills and War Expenditure Certificates were similarly
accepted, under discount.

The amount of the two loans issued under the prospectus was a4
follows : — *

5 Per ceni. 4 Per cent.
War Loan. War Loan.

£ £
For cash ... 844,802,000 22,046,000
For Treasury Bills, &c., surrendered ... 130,205,000 612,000
For 4} per cent. War Loan converted ... 820,346,000 23,199,000
For Exc}wquer Bonds converted ... 280,461,000 6,561,000

£2,075,814,000 £52,418,000

An extension of the taxation privileges accorded to holders abroad was
made in connexion with the 5 per cent. loan, dividends being em:ppted
from British Income Tax by reference to the single test of ordinary
residence, without regard to the guestion of domicile. This concession
was repeated in the cases of later issues (other than taz-compounded)
down to and including the 53 per cent. Exchequer Bonds issued in
January, 1920. a

Two further special features of these issues should be noted—the pro-
vision of a form of Sinking Fund, and the acceptance of the stock and
honds in payment of death duties. b,

As regards the former, the prospectus undertook that, for the purpose
of providing against depreciation in the market prices of the loans, the
Treasury would set sside monthly & sum equal to one-eighih of one
per cent. of the amount of each loan to form a fund to be used for
purchasing stock or bonds of either loan for cancellation whenever the
market price fell below the issue price. Such monthly paymenis were
to be suspended whenever the unexpended balance of the fand—commonly
known as the Depreciation Fund—reached £10 millions, but were ta be
resumed as soon a8 the unexpended balance fell below £10 millions.

isi ted

der the second provision stock and bonds of these loans are accep
I:yUtl;me Inland Revenue at their issue prices, with due allowance for
accrued interest, in satisfaction of amounte due on sccount of death
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duties, provided such stock and bonds have formed part of the estate
of the deceased for a period of not less than six months immediately
preceding the date of death.

Isaues on account of the Depreciation Fund prior to the year 1920-21
were mét out of fresh borrowings, and, therefore, while they reduced
the amount of the § per cent. War Loan by about £88 millions, they
did not actuslly reduce the total debt. The operation of this Fund,
together with cancellation of bonds tendered for duties, partly offset
by the creation of a furthel small amouat of stock in respect of National
War Bonds converted, reduced the 5 per cent, loan to £1,977 millions
on the 31st March, 1920,

In subsequent years the conversion of National War Bonds added
very substantially to the emount of this stock, some £328 millions
having been created for thia purpose up to the 3lst March, 1926. On
the other hand, in the year 1924-25 an offer of conversion into 4} per
cent. Conversion Loan was accepted o the extent of £148,407,000
6 per cent., War Loan. These tranesctions, combined with the effects
of the Depreciation Fund and death duty provisions, left the out-
standing 5 per cent. loan at £2,044 millions on the 3lst March, 1928.

The 4 per oent. issue was increased and reduced by operations
similar to those on the § per cent. loan, with the result that on
81st March, 1920, it stood at £64 millions, and on 8lst March, 1926,
at £65 millions, :

5. National War Bonds.—The bulk of the borrowings in 1917-18 and
the following year were effected by the continuous issme of National
War Bonds. The first series were issued in October, 1917. Three
olasses of § per oent. bonds were offered, being respectively repayabie
at 102 per oent, on lab October, 1922; at 103 per cent. on 1st October,
1924; and at 105 per ocent. on lst October, 1927. A fourth class was
of 4 per cent. ([ncome Tax compounded) bonda repayable at par on
lst Ovtober, 1927, The price of issue for all the bonda was par.

In March, 1918, a socond series was placed on sale similar in all
respects, save that the datea of redemption were six months later, vis.,
1st April, 1923, 1925 and 1928. A third series followed in September,
1918, of which the terma differed only in regard to the date of exercise
of the oonversion privileges mentioned below, and the prioe of issue of
the tax-compounded bonds, which waas raised from par to 1014. The
redemption dates were lst September, 1923, 31925 and 1928.

The fourth and final series of National War Bonda was issued im
January, 1919, consisting of two & per cent. issues at par, redeemabls
respectively at 103 per cent. on 1lst February, 1924, and 105 per oent.
on lst February, 1929, and a 4 per cent. {Income Tax compounded)
issue st 101} per oent. redeemable at par on the last February, 1929.

The total amount of these bonds issned for cash over the period
October, 1917, to June, 1919, waa £1,732 millions. In addition, holders
of 4} per cent. War Loan 192545 and of varions issues of Exchequer
Bonds were ailowed to convert into the National War Bonds (exvepting
oerbain of the shortest-dated issnes) on terms ocorresponding with the
oash issues, £100 of War Loan or Exchequer Bonds being regarded as
equivalent to cash. Under these oconversion options, National War
Bonds were issued to the amount of £23 millions, replacing £5,623.000
4} per cent. War Loan and £17,462,000 Exchequer Bonds. The
total issue of National War Bonds was thus £1,755,000,000.

With the exception of the bonds of the fourth series, holders of
National War Bonds were given the right under the proepectus o
convers their holdings at certain dates into 5 per cent. War Loan,
192947, at the rate of £100 of that loan for each £95 nominal of honds
surrendered, A similar optioa to oconvert into the 4 per oent. War
Toan, 192942, at par, was given to holdere of the tax.compounded
National War Bonds. Moreover, holdings of bonds of the first three
series could be dendered at par as the equivalent of cash for subserip~
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tions to future war issues (excluding short-dated issues), and bonds of
all series were made acceptable at their nominal value by the Commis-
sioners of Inland Revenus in payment of death duties and Excess Profits
Duty, provided that the bonds had, in the one case, formed part of
the estate of the decsaced for at least six months immediately before
the date of death, or, in the other case, that they had heen held by
‘the firm liable for a period of six months before the duty became due
and payable.

Up to the 3lst March, 1920, about £128 millions of bonds were
surrendered in payment of duties, and conversions (including tender
8s subscriptions to Victory Bonds and Funding Loan) further reduced
the amount outstanding by £151 millions. The total reduction of
£279 millions thus left the amount outstanding on 31st March, 1920,
at £1,476 millions. Repayments on maturity and further conversions,
including special offers of exchange into Treasury Bonds and 34 per
cent, Conversion Loan, had by 3lst March, 1926, reduced the total
outstanding to £705 millions, of which £143 millions represented the
4 per ceut. (Income Fax compounded) issues.

The amounts of the several issues outstanding on 31st March, 19286,
were as foI_lows:—

Five per cent, Bonds repayable 2
1st Oct., 1927 158,116,141
1lst April, 1928 122,283,334
1st Sept., 1928 185,820,026
1st Feb., 1929 . 92,890,565

Four per cent. (Income Taz compounded)
Bonds repayable

1st Oct., 1927 e eme e e 79,983,254
1st April, 1928 e e e . 87,385,008
1ot Sept., 1928 e e e e 20,812,713
1st Feb., 1929 4,808,565

£705,699,695

6. Four per cent. Funding Loan ond Four per cent. Victory Bonds.—
The final big loans raised to meet expenditure were issued in June, 1919,
in the form of the 4 per cent. Funding Loan, 1960-90, and the 4 per cent.
Victory Bonds. The Funding Loan was issued at 80 and the Victory
Bonds at 85. Ir each case a specific Sinking Fund is attached to the
loan, equivalent each half-year to the difference between the interest pay-
ment for the half-year and 23 per cent. on the nominal amount of the
loan originally crested nnder the prospectus. Ip the case of the Funding
Loan, the Sinking ¥und is applied to the purchase and cancellation of
stock while the loan is below par, but may be invested if the price rises
above par. Any outstanding ba(?noe of the loan is to be repaid at par
on the 1st May, 1990, while the (Government has an option to repay on or
after 1st May, 1960. In the case of Victory Bonds, the Binking Fund ia
applied to annual drawings at par, a procedure which will completely
redeem the loan by 1976, !

Both loans are accepted by the Commissioners of Inland Revenue in
pavment of death duties, upon conditions laid down in the prospectuses,
the Funding Loar at its issue price of 80, and the Victory Bonds af par.

Boldings of the 4§ per cent, War Lean, various Exchequer Bonds, and

the first three series of National War Boads were, in accordance with the

rights given at the time of their issue, accepted at par in payment for
these two issues. The total issue of Funding Loan was £400 millions {of
which £289 millions was for cash and £120 millions in respect of National
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War Bonds, &c., converted) and tlre operation of the Sinking Fund, and
other minor cancellations had reduced the amount outstanding to £392
millions on 31st March, 1926. The issue of Victory Bonds for cash sub-
scriptions was £288 millions and in respect of conversions £71} millions,
making 8 total of £3589} millions. Drawings at par bad reduced the
bonds outstanding to £347% millions on the 3ist March, 1926.

7. National Savings Certificates.—In February, 1918, a security with a
special appeal to the small investor was placed on sale in the form of War
Savings Certificates, the title being changed after the War to National
Savings Certificates, The special featurea of this security are that it is
repayable at any time on demand by the holder (subject to certain
restrictions in the case of minors), together with the interest earned to
date, and that the interest is entirely exempted from Income Tax, An
1mportant restriction is that no individual may hold more than 500
cortificates in all, eave in certain very limited exceptions such =as
inheritance. '

In the first instance the price of issue was 15s, 6d. for each certificate
accumulating to £1 at the end of five years, The prioe of issue has since
been altered in accordance with varying financial conditions; for various
rensons also the period for which certificates may be held has been
extended. At the present time certificates are issued st the price of 16s.,
asccumulating to £]1 at the end of six years and to 24s. at the end of ten
vears, with a provision that certificates may be held for ten years from
the date of issue of the last-purchased certificate of the same series.

During the War the sale of Savings Certificates realised approximately
£200 millions. From the end of the War up to 3lst March, 1026, a
further sum of abuut £398 millions was raised by this means. Encash-
menta of certificntes up to the same date amounted to £223 millions,
excluding the interest paid thereon. The total outstandirig on the 3lst
Msrch, 1926, waa thus £375 millions,

It is to be noted that Savings Certificates figure in the debt accounts
at their purchase price. Budget provision for interest is made only to
the extent to which it ia anticipated that interest will actually be paid in
the year on certificates presented for repayment. A note in the Finanoe
Accounts shows, however, the approximate liability for interest accumu-
lated but unpaid. On the Slst March, 1998, such interest was estimated
at £100 millions.

Holders of certificates of the first series have recently been given the
following optiona;—

(i) to continue to hold their certificates until S1st March, 1932;

(ii) to convert all or any part of their holdings, not being less than

£50, into 4§ per cent. Conversion Loan, 1940-44, at the market price
of the day;

(iil) provided that part of the hoiding has reached the ten years'
maturity, to convert any part of the bolding, mot being leas than
£20, into & special Bavings Bond. This Bond bears interest st 4 per
ceut. per sanum, paysble half-yearly, and is repayable at £103 for
each £100 nominal value ton yvears after the date of issue. Ii is also
encashable at six months’ notice from any date at par plus accrued
interest. The maximum holding is £500.

& TAreeand-a-Half per cent, Conversion Loan.—Thia loan is the sole
form of funded debt issved since the War. It is repayable at par at the
option of the Government, on thres months' notice, on or after lst April,
1981. A Sinking Fund equivalent to 1 per cent. of the amount of the
loan outstanding at the end of each balf-vear must, under the Finance
Ack, 1%, be issued hali-yearly a0 long ss the average daily price of the
loan for the bali-year is below £90 per cent. .
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The various issues of this loan are referred to in the Sections of the
Report dealing with conversion and repayment operations since 1920, and
may be summarised as follows:—

Conversion | Amount of
" Prospectus of Terms. Loan Becnrities
Resulting | Snrrendered.
£ £
26th April, ;1921 | £163 Conversion Loan for
£100 N.W.B. 1922
i S =
£161 Conversion Loan for 266,085,713 ( 164,067,322
£100 N.W.B. 1924
£160 Conversion Loan for
£100 N.W.B. 1925 .
11th July, 1921 | £146 Conversion Loan for | 313,201,453 | 214,621,544
lat Oct., 1921 fggg 5494 Treasury Bonds
18th Feb., 1922 | £136 Conversion Loan for 19,688,214 | 14,476,628
£100 Excheguer Bonds
1st April, 1922
21st April, 1922 | £134 Conversion Loan for 04,482,098 | 70,509,029
£100 5% NW.B. 1st
October, 1922 and 1st April,
1943
693,457,478 | 463,574,523
Cash
proceeds.
1st Jan, 1925 | Issue for Cash (Tender) 59,660,000 | 46,302,989 *
Average price £77/10{11-58
25th March, 1925 | Issue for Cash (Tender) 30,000,000 | 23,079,560
. Average Price £76/16/11-9
23rd Sept., 1925 | Issne for Cash (Tender) 40,000,000 | 30,608,558
Average price £76/6/0°42
129,660,000 | 99,991,107
ToTaL Issve ... | 823,117,478 —

The operation of the Sinking Fund referred to #bove left the amount of
this loan outstanding on the 31st March, 1926, at £760 millions.

9. 4% per cent. Conversion Loan.—No issue of this loan has heen mad,e
for cash. It is redeemable on the 1st July, 1944, or, at the Government’s
option, on or after the 1st July, 1940, upon giving three months’ notice.

The first offer of this stock was made on 1st April, 1924, to holders of
& per cent. War Loan, 1929-47, up to sn amount of £200 millions, the
terms being the exchange of £100 of 5 per cent. War Loan for £103 of
About £148 millions of 5 per cent. War Loan was
converted into £153 millions of 4% per cent. Conversion Loan. An offer
was also made on 165th November, 1924, to holders of 5% per cent,
Exchequer Bonds maturing on 1st February, 1925, to convert into 44 per
cent. Conversion Loan at par, with s cash payment of 2} per cent. In
respect of each £100 bonds converted. As a result some £58 millions of
Conversion Loan was set up. The amount of the loaq outstanding on
81st March, 1926, was £210,587,000, no redemptions having been made.

Conversion Loan.
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10.. Treasury Bonds.—BSeveral issues of these bonds have been made in
and gince 1920-21, either in connexion with conversion operations or to
provide for the repayment of other forms of debt. The various issmes may
be summarised as follows :—

- Amount issued
Prospeotus. T;:an of Redeemable {(including
ue. on conversions).
£
(| Minimuom of G594 | 1at May, 1936 (or 1st| 23,646,655
with addibio2nal May i?gg;zlgosr;e of
interest up to 295 | years at
ggﬂ: ‘%E:" iggg according to rate | option either of the
* of diecount on| Government or of
Treasury Bills.| t'e holders, notice
Isaued at par. being given in April
of year preceding
11th July, 1921... | 5306 at 97 that of ropayment).
uly a :
ot Ot omn o [ Dpat &t } 1st April, 1929 245,159,736
30th Nov., 1921... | 549 st 99 «. | 16th May, 1930 ... | 184,741,018
218t Jan., 1922
; 59 at 99 and by {41,102 437
Mar,, 1922, et 1st February, 1927 ... '
seq. (Tender). } tender, ¥ 69,030,000
21st Apl, 1922
22?d Feb., 1923
conversion . 25,711,314
o), 49 . .o|lothApril1os2 .. §ERTELO0
May, 1922, ot
Beq. (Temier).
15th April, 1933 (or
23rd Mar, 1928 49 st 943 and b I at time om or 112%‘%
Apl, 1928, et ronder V4| after  15th April, [ »e°00 A
26q. (Tender), . 1931, at option of | | Toos)
Government only). )
15th Nov,, 1924.., | 4196 (conversion | 1st February, 1934| 24,302,515
offer). (or on st Fe‘)ruu'y,
in any one of years
1927-1933, at option
of the Government
or holders, notice
being given in Jan-
uary of year pre-
ooding).
’ Total £ 720,101,675

Investors in the 5§ per cent Treasury Bonds issued in 1921 were, under
the prospectus, given the right to convert in 1922 into S} per cent.
Couversion Loan at the rate of £146 of that loan for each £100 bonds
surrendered. The amount of Treasury RBonde so converted was £314
millions. By this operation together with small cash
total outstanding was reduced to £48)] millions on the 8lst March, 1926.

the
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NATIONAL DEBT (OTHER THAN FLOATING AND FOREIGN DEBT),

CONVERSIONS AND REPLACEMENT OF MATURITIES,

1st JANUARY, 1920, To 31lst MARCH, 1926.

(Statement furnished by the Treasury.)

“Debt maturing and

: : . Resulting Increase + | Premiums
. cof;e::;oggl;% :;.sh Cenversiona. or Decrease —. saved on
_— National
War Bonds
Paid off. | Issued. From To Principal. | Interest. | “0n¥erted-
- T s g (£
March Quarter, 1920. thousands) | thousands) | thousands) | thousands) | thousands)| thousands) | thousands)
16 Feb., 1420. 696 Exchequer Bonds, 1920, paid off .. 65,000 — — — — 162 _—
51 9¢ w 1925 imsued .. — 65,000 — — — -
16 Ftle|93251920 Conversions into 3T Exchequer Bonds,
8 9% Exchegquer Bonds, 1920, at PAT... - — 13,174 — + 362 —
b9 " 0y » » > - - 21!546} 99:532 { - + 162 -
6 96 " " " W ses - — 64,812 — — 162 -
65,000 65,000 99,5632 99,532 — + 200 —
1920-21. -
1 Dec.,, 1920. 5 9% Exchequer Bonds, 1920, paid off ... 25,200 — - —_
5196 w1925 issued ... 2,200 — - — L4 17 -
bjt5 year Treamry Bonds issued - 123,000 — — -—
Conversiona.
b 96 National War Bondl {100) into 5 96 War Loan - —_ 80 84 [+ 4 —_ 2
at £105.5.3.*
4 96‘; Nnuonal War Boods (100) into 4 96 War Loan - —_ 3,213 3,213 — - -
a8
bt o Gold # Bonds into § 9¢ National War Bonds - — 5,952 6,738 |+ 786 |+ 10 —
($1,000=£232.12.0.)*
25,200 25,200 9,245 10035 |+ 790 |+ 27 2

9%
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1021-22.
B Oct,, 1921. b 9% Exchenquer Bonds, paid off e | 19,000 — —_ — _
54(% Treasury Bonds, 1929, issued st 97 - 19,600 - —_ g/t 600 [+ 128 T
tap).
1 Peb,, 1922. 54 %péxcbequer Bonds, paid off e 23,800 _ — - + 200 l— 169 —
b 96 Trensury Bonds, 1927, issued at 99 - 24,000 —_ _
(tap).
Conversions,
5 96 National War Bonds into 5 9% War Loan® ... - — 10 10 — — —_
496 " 4 [L] " 496 » " . o - — 1 1 —— — —
5 % National War Bonds into b4 9% Tremsury - - 37,898 37,898 — I+ 189 758
Bonds (par with cash psyments).
59&:6.?0“.: sw.r Bonds into 34 9% Conversion - - 164,067 | 266,086 [+102,019 |+ 1,110 3,381
n {160/183).
b 95 Exchequer 1)!0::(!‘ into 54 96 Treasury Bonds - — 52,941 52,941 — + 265 —
(par with cash payment«).
54 9 Gold § Bonda into 6 9% Nationsl War Bonds® — - 10,584 11,981 4+ 1397 [+ 17 —
‘ 42,800 43,600 | 265501 868,917 [+ 104216 (4 1,540 4,139
1 Aol 1922, 6 9 Excboquer Bonds, paid off 19,600
pril, 1922, b 9% Exchequer Bonds, paid o - — o= —_ _ -
' § 0 Treasory Bonds, 1927, issued — 19,500 - - } 100 5.
b (weekly tender). . .
"1 Qot., 1922. 5 9 National War Bonds (Series i), paid 43,800 — _— —_—
off at 102, 4+ 1,100 |— 169
4} 96 Treasury Bonds, 1932, issued — 44,900 - -
(weekly tender).
I Foh., 1928. B1 96 Exchequer Bonds, paid off 300 —_— —_ — } ¥ 1 |— 3
44 9% Treasury Bonds, 1932, issued - 301 —_ —
{weekly tender}.
Cnrried forward ... 63,700 64,701 — — 4+ 1,000 |— 177

* In sooordance with righta nnder original proapectus.

Lo



Debt maturing and . ]
corresponding cash Conversiona, B‘“;T%‘;iﬁ'ﬁ;“fe + Preméuma
issues to repay. o savec on
— National
‘War Bonds
Paid of. | Issued. | From To | Principal. | Interest, | converted:
1022-23, (
Convergionas, Brought forward ... 63,700 64,701 — — + 1001 [— 177
5 9% Nationa] War Bonds (100) into 6 96 War Loan® — 139,660 147,011 |4+ 7,351 [+ - 368
4 9 " » » n om 9% . — — 646 646 —— —_
b9 " w u 3% 9% Conver- — — 70,509 94462 |4 23973 |— 218 4,517
sion Lonn (134 .
b 96 National War Bonds (100) into 44 96 — — 13,847 14,234 |4+ 387 |- 52
Treasury Bonds
b %‘6 Exol:ailslsar Bonds, 1922, into 3} 96 Conversion — - 14,477 19,688 [+ 5211 |— 35 -
oan a
5iL96 Tr(;n;:téy Bonds, 1929, into 34 96 Conversion -— — 214,522 313,201 4 98,679 |— 837 —_—
0an A .
b4 96 Gold § Bonds into 5 9¢ National War Bonds* - —_ 18,830 21,315 |4+ 2485 |+ 30 —_
63,700 64,701 472,491 610,577 [+ 139,087 |— . 921 4,517
102324,
1 April, 1923. & %thagonul War Bonds (Soms if), 16,700 -
id o
1 Bept., 1923. 5 96 (}Eatt!mnni War Bonds (Seriea iii), 14,900 -
paid o
44 9% ;I‘dreuury Bonds (weekly tender), -— 2,810 > - —_ + 2210 [— 214 -_
4 96 Tmuury Bunda 1951-33, at - 15,000
£94 10s. 0d., iasued,
4 9% Treaanry Bonds (weekly tender) - 16,000
insued
Conversiona.
b 96 National War Bonds into 5 96 War Loan' -_ —_ 70,470 74,179 [+ $,709 |+ 185
4 9 $9% - - 946 946 - — b 2120
5 9 National War Bonds into 4} % Trmnry - — 11,478 11,478 A
Nonds, 1932 (st par with cash payment).
54 96 Uold § Bonds into b 96 National War Bonds® - — 2,253 2551 [+ 298 |+ 4 —_
81,600 33,810 85,147 89,154 |4 6,2}3‘. - . 82 2,120

e
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1024-25.

1 Oct,, 1924, b 96 Nationa! War Bonds, 1924 (Beries i), 6,400 —_ —_ —_
paid off. + 580 |— 41 —
4 % Trunzr Bonds, 1933, issued _ 6,980 — -
!('ugl’hm )Bondl, 1925, paid off 40,500
1 Feb,, 1925. b% 9% Exchequer , pai — — —_ n .
’ B4 9 Couversion Loan, issued (tender) |  — 52,700 — — } + 12200 484
Conversions. .
b 9% National War Bonds fnto 5 9 War Loan® ... —_ — 38,248 40365 |4+ 2,018 {+ 101 1,576
£% N w 4% 4 - - 1,085 1,085 e — —
b 9% War Loan into 4; a6 Conversion Losn at 103 -_— —_ 148,407 152,859 |4+ 4,452 |— 541 —_
6% 96 Exchequer Bonds int> 44 9 Conversion — —_ 82,030 67,728
Loan at par with eash payment. _— — 1,026 —
b1 9% Exchequer Bonds into Treasory Bonds at par —_ —_ — 24,302
54 9% Gold § Bonds into 5 96 Kational War Bonds® - — 3,187 3,608 |4+ 421 [+ b -
46,900 59,680 273,057 279,948 |4+ 19,671 |— 1,986 1,576
1925-28,
1 April, 1925, b 9 National War Bonds, 1925, paid off 8,676 —_
1 May, 1925. 5 96 Treasury Bonds, paid off ... 23,646 —_—
1 Sept., 1925, 5 9¢ Nationsi War Bonds, 1925, paid off 4,581 — - - + 9916 |— 130 —_
April, 1925. 84 96 Conversion Loan issued (tender) - 30,000
Bept., 1925. ” ” ” L " - 1,717
Conversions, _
5 9f Nationsl War Bonds into 5 96 War Loan® ... — —_ 57,613 60,646 (+ 3,033 |+ 152 2,795
4 9 ” ” ”» ” 4 96 ” ” e - - 7o247 71247 - —_ -
b4 96 Gold § Bonds into 5 95 National War Bonds®, —_ —_— 5,900 6,679 |4 7 |+ 9 —_
31,802 41,717 70,760 74,672 [+ 13,727. |+ 31 2,795
Summary.
March Quarter, 1920 ... . 65,000 65,000 99,532 . 99,532 — + 200 -
14520-21 ST ves e uae 25,200 25,200 9,245 10,035 (4 790 |+ 27 2
1921-22 e e e aee s 42,800 43,600 266,501 868,917 4 104,216 [+ 1,540 4,139
1922-23 e 63,700 64,701 472,491 610,577 |4 139,087 |— 921 4,517
1928-24 e e e . 31,600 83,810 85,147 89,154 [+ 6,217 31— 82 - 2,120
1924-26 e e e 46,900 59,680 273,057 279,948 |4+ 19671 {— 1,986 1,576
1926-26 ver wer wee 81,802 41,717 70,760 74572 |4+ 13,727 |+ 31 2,795
807,002 833,708 | 1,275,733 | 1,532,735 {4+ 283,708 |— 15,149 -

1,191

* Tn socordanos with rights under originsl

This represcnts the saving in interest payable on the new securities sa comparsd

with that paid on those converted. But the surrender of the 695 National War

Bonds (Total £608,980,000) cancelled & futare liability for premiums amounting to £ 15,149,000 on which interest at 5 96 would have been £757,000 per annum.

‘IA XIQCNIILY
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A —STATEMENT

APPENDIX

saowixe THE GROSS ANNUAL SAVING

ViI.

IN

INTEREST rhHar woutp resvir IF THE INTERNAL UNFUNDED
DEBT (orEER THAN Froative Derr) WERE RENEWED AT THE
FINAL: DATE FOR REDEMPTION (a) ON A 4 PER CENT.
BASIS anp (b) ON A 33 PER CENT. BASIS,

]

A : Annual saving if
Finan- Date of a?g{’; Prosent converted
cial Redemption Debt. March, |Anoual
Year. plion. 1906, | Interest.
- to 496. | to 849,
. (£ thousands)
1926-27 | 1st Feb., 1927 | 59 Treasury Bonds ... | 100,632 | 5482 | 1,096 | 1,644
1927-28 | 1ot Oct., 1927% 595 National War Bonds | 158,116 | 7,906 | 1,581 | 2372
1st Oct.,, 1927% 496 National War Bonds 79,984 | 3,999 800 | 1,200
_ (tax compounded). ,
1928-29 | 1st April, 1928% 496 National War Bonds 37,385 | 1,869 374 561
(tax compounded). ‘
1st April, 1928% 596 Natinnal War Bonds | 122,283 ¢ 6,114 | 1,223 | 1,835
1st Sept., 1928% 596 National War Bonds 189,820 9,491 1,898 2,847
1st Sept., 1928*| 494 National War Bonds 20,613 [ 1,031 206 309
(tax compounded),
lat Feb., 1929 | 49 National War Bonds 4,809 240 48 72
(tax e mpounded).
1st Feb., 1929 | 5% National War Bonds 892,690.| 4,635 927 1,340
1929-30 | 1st April, 1929 [ 5496 Treasury Bonds ... 30,637 | 1685 460 613
1930-31 | 15th May, 1930 | 549% Treasury Bouds . 134,741 7,411 2,021 2,695
1932-33 | 15th Apnl, 1932 | 449 Treasory Bonds ... 121 266 5,457 '606 1,213
1933-34"| 15th April, 1933 | 4 9 Treasury Bonds ... | 60,853 | 2434 | — 304 -
1st Feb., 1934 | 4495 Treasury Bonds ... 24,303 1,094 122 243
Total saving possible to March, 1934 ... 11,362 | 17,298
194243 | 15th Qet., 1942 | 495 Wa; Loan (tax ¢om- |- 64,915 3,246 649 ¥4
cunded). '
194445 | Ist July, 1944 4}56 Convgrnion Loan... 210,587 9476 1,053 2,106
1945-46 | 1st Dec., 1945 | 449% War Loan... e 12,804 576 64 128
194748 | 1st June, 1947 | 59 War Loan ... ... | 2,044,053 102,203 | 20,441 | 30,661
3,519,491 | 174,349 | 33,569 | 51,167
Tbere would be iincreases on the following : increase | increase
1927-28 | 1st March, 1928 | 3496 War Loan... es 62,714 2,195 334 —_
1929-30 | 26th Jan., 1930 | 39 Exchequer Bonds .., 15,640 469 156 78
Totals ...{ 3,597,845 (177,013 | 33,039 | 51,089

Por Notes ses end of Table B.



B.—STATEMENT smowme Tt GROSS ANNUAL SAVIN.G IN

APPENDIX VII.

3l

INTEREST rBAT WourLp REeULT IF THE INTERNAL UNFUNDED
DEBT (orEer THAN Froarmne Desr) WERE RENEWED AT THE
EARLIEST DATE FOR REDEMPTION (@@ ON A 4 PER
» CENT. BASIS AND (b) ON A 3t PER CENT. BASIS.

A Annusl saving it
Finan- Earliest a:n ;il T‘ Present converted
cial Date of Debt. Mar ; Annual :
Year. Redemption, 192% * | Interest. :
* to 496. | to 3496.
(£ thousands)
925-26 | lat Dec., 1925 | 4496 War Loan... e 12,804 576 64 128
926-27 | 1st Feb,, 1927 | 596 Trensury Bonds .., 109,632 5482 1,09 1,644
: 1at Feb, 1027 | 4496 Treasury Bondas ... 24,303 1,094 122 243
927-28 | 1at Oct., 1927% 59 National War Bonds 158,116 | 17,906 1,581 2,372
: 1st Oot,, 1927% 49¢ National War Bonds 79,984 | 3,499 800 1,200
(tax compounded),
928-29 | lat April, 1928% 4% National War Bonds 37,385 1,869 374 561
(tax compounded).
let April, 1928® b9é Nativnal War Bonda 122,283 6,114 1,223 1,835
1st Sept, 19289 596 National War Bonds | 189,820 | 9491 | 1898 | 2847 .
1st Sept.,, 1928® 496 National War Bonds 20,613 1,031 206 309
(tax compounded).
lat Feb,, 1929 | 496 National Wur Bounds 4,809 240 48 72
tax compounded), !
ist Feb.,, 1929 | 59¢ Nationul War Bonds 92,690 . 4,636 927 | 1,390
929-30 | 1at April, 1929 | 549 Treasury Bouds ... 30,637 1,686 460 613
1at Juue, 1929 | 59¢ War Loan ... « | 2,044063 102,203 | 20,441 | 30,661
156th Oet., 1929 | 49 W::irag..)om {tax com- 64,915 . 3,246 649 974
pounded),
930-81 [ 15th April, 1930 ! 4496 Treasury Bonds ... 121,266 | 5,457 606 | 1,213
156th May, 1930 | 6496 Treasury Bonds ... 134,741 7411 2,021 2,695
931-82 | 15th April, 1831 | 496 Treasury Bonds ... 60,863 | 2,434 - 304
Total luvinf sible to 1932 . s s . 32,516 | 49,061
40-41 | ist July, Bm 4496 Cooversion Loan.., ' 210,587 | 9476 | 1053 | 2,106
| 8,519,491 |174,349 | 83,569 | 51,167
There would be’ [increazes on the following :
increase | increase
(927-28 | 1at March, 1928 | 3496 War Loan... 62,714 | 2,195 314 —_
1929-30 | 28th Jan., 1930 | 39 Exchequer Bonds ... 15,640 469 156 78
Totals ... | 8,597,845 |171.013 83,099 | 51,089
* Those 59 and National War Bonds can i i
N“Mmm‘$ be couverted at the aption of the holder into 596 snd 496

Nores.—(1) For the sake of comparison the interest now payable tax
compounded on 4 per cent. War Loan and 4 per cent. National War
Bonda is assumed to be equivalent to 5 per cent.

(3) No allowance is made above for the.increase in interest due to the
premium payable on § per cent. National War Bonds on maturity. .
(M 4 per ocent, Victorr Bonds and 4 per cent. Funding Loan are

omitted from the above stadement because they will be redeemed by the
special Sinking Funda attached to them.

It should be observed that the caloulations in both tables assume that
conversion doea uot take place until the date (whesher optional or final)
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at which the- Btaie has the right to repay. These savings could be
accelerated, if euitable conditions could be produced for voluntary con-
versions before the optional or final due dates of high interest bearing
stocks,

APPENDIX YVIII.

THE RATES, &c., OF INCOME TAX, SUPER-TAX, AND
ESTATE DUTY.

(A)—INCOME TAX. CoMPARISBON OF PRESENT BYSTEM OF DIFFERENTIATION
AND GRADTATION, INTRODUCED IN 1920, WITR TEAT WHICH PRECEDED IT.

(Eztract from Siziy-fourth Report of the Commissioners of Inland
Revenue. (Omd. 1436 of 1922.)*)

‘“4, The Finance Act, 1920 (adopting certain recommendations of the
Royal Commission on the Income Tax, Cmd. 615), brought into operation
for the year of assessment 1920-21 a radical slteration of the method
hitherto in force for granting relief in the Income Tax charged on earned
income (usnally referred to as differentiation), and of the method of
graduating the burden of the tax according to the size of & taxpayer's
income and his family responsibilities.

&. For some years up to and including the year of assessment 1919-20,
an individual was entitled to total exemption from tax where his income
did not exeeed £130. The tax on incomes exceeding that amocunt was
graduated by deducting from the income certain fixed allowances for
abatement, wife, housekeeper, children and dependent relatives, and by
charging the tax on the residue of the income at rates determined by the
size of the income. Differentiation was effected, where the total income
did not exceed £2,600, by charging earned income at lower rates than
anearned income. The fixed allowances referred to were deducted so far
as possible from the earned portion of the income,

L] - [ ] - - -

7. Under the new provisions of the law, the amount of tax payable by
any individual taxpayer is determined as follows. The actua] income
computed in accordance with the Income Tax .Acts having been ascer-
tained, the assessable income is arrived at by deducting from the actual
income the amount of any earned income allowance due. The differentia-
tion in favour of earned income is made, not as heretofore by reducing
the rate of tax chargeable upon such income as compared with invest~
ment income, but by deducting one-tenth of the earned income. This
deduction is given irrespective of the smount of the taxpayer’s actual
income, but it is not to exceed £200 for any one individual. From the
assessable income there is then deducted the aggregate of the various
personal allowances and deductions to Which the taxpayer is entitled,
and the balance constitutes the taxable imcome. Tax is calculated upon
the taxable income; the first £225 of the taxable income of an individual
is charged at half the standard rate of tax, and the remainder of the
taxable income is charged at the standard rate of tax. From the
amonunt of tax so arrived at, there remains to be deducted any relief due
in respect of (a) premiums paid for life insurance or for contracts for
deferred annuities, and (b) Dominion Income Tax. The balance repre-
sents the amount of tax payable.

* Certain alterations in the amonnt and soope of some of the reliefs were introdneed in
the Finance Acts of 1924 and 1925. In partionlar the amoant of the esrned income
allowanoe referred to in paragraph 7 was incressed in 1925. (Ses Part C of this

Appendix),
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8. The following tabular statement will make clear the various smguu-'
of calculation of liability of an individunal tsxpayer, under the provisions
in foroe for 1919-20 and 1920-21 respectwely, viz, ;—

1918-20.

Gross Income (brought under Re-
view), less Exemptions, Expenses,
Overcharges, &o,

Tarable Income,

Deduct, in terms of taxsble in-

come !~

Abatement of £120, £100 or £70
according to the amount of the
taxable incomae.

Allowance for wife.

Allowance for housekeeper.

Allowance for children,

Allowance for dependent rela-
tives.

Allowance for life insurance.

Ingome on which, tax was re-
ceived ;—

Charge tax on this income at the
appropriate rates applicable,
by reference to the smount of
the taxable incoms, bo earned
income and unsarned income.

Deduct tax at the allowable rate
in reapect of Dominion Income
Tax relief.

Tax Payable = Net Produce.

1920-21,
Gross Income (brought under Re-
T view), less Ezemptlions (see

parc. 9), Expenses, Dvercharges,
de.

Actual Income, less Earned Income
Allowance.

Assessable Income,

Deduct, in terms of assaun.ble
income ;: —

Peorsounal aliowance £225 or £135.

Increased Personal Allowance
where wife has earned income.

Deduction for housekeeper.

Deduction for first child.

Deduction for other children.

Deduction for dependent rela-
tives.

Taxable Income,

Charge tax on £225 at half stan-
dard rate, and tax on rTe-
mainder of taxable income at
standard rate.

Deduet tax at the allowable rate
on life 1nsurance premiums and

in respect of Dominion Income
Tax relief.

Tax Paysble = Net Produce.

0. Up to 1919-20, the Income Tax Acts expressly provided that where ~
the income did nat exosed & fixed amount {£130 for 1919.20), the taxpayer

should be entitled to exemption,
the term * exemption.”

The Finance Act, 1920, does not use
It provides instsad for _personal nllownnoas and

deductions which are set against the assessable income; where the total
allowances and deduotions due are equsl to or exceed the assessable

income, no tax is payable " . .



34

COMMITTEE

ON

B.—INCOME TAX.—ABATEMENTS,
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NATIONAL DEBT AND TAZXATION.

Arrowances AND RaTes or Tax,

1919-20.

Tanig I (a).—Abatements and allowances.

Allowances in respect of
Abatementa. D;g):’l‘n- Lifo
Children. Wite* | o Insarance
_ tiver, |Premiums,
To? Inacﬁme . i —
om . a
Nil to | Nil to
Souzoes, | 1910-20. 1917-18.| 1917-18.
1911-12 e o 1911-1%
T |Bal2g] L] LBkl L 0 O S R PR B
19114-15.2@.' arlES |8 572 |8 g.g RN ~ 1919-20,
- IDE-Y N I - S cHle 9T & | B
LEI=F| 2 |2 28] 2 (33|85 2 |2 |1we-20.
3"5‘."272 2"‘2;&.3;:.""2 z
Ex- Not !
ceed- exceod- ]
ing inf
£ £ l2|l2lelslele|l2] 2 |2|2] 2 £
130 160 1 Exempt| 120 | — — [ 26 | 26 | 26 | 40| 26 | 25| &0 25 Variouns,
160 400 160 120 [ 10 ] 20 (25 | 25 |26 [ 40| 25 | 25 { 60 25 maxi-
400 00 160 | 100 |10 [ 20 (25 {25 | 25| 40| 25 | 26| 50O 25 mum
500 600 120 | 100 | — ¢ — | — | 256|261 40| 256 | 26| 6O 25 one-
600 700 70 0| —|—|—|26|26)|40 | 25 | 25| 60 26 sixth
700 800 — — | —=]|=—1—|—|26|40| 256 | 25| 60O 25 of
800 1,000 - —|=|=]—=]—| 25+ 404 26 | —|— - Income,
weo — | — [ | 2|22 22 =2 =
* Or housekeeper in certain cases. 1 After the firat two.
Tass I (b).—Rates of Taz.
Reduced Rates of Tax Chargesble.
1911-12 . 1916-17 1918-19
to 1914-15. 1916-18. L3 and
Totalllncome 1913-14. 1917-18, 191820,
from all (Normal rate, | (Normal rate, | (Normal rate, | (Normal rate, | (Normal rate,
Bouroes. 1s. 2d.) 1s. 8d.) 8s.) bs) 6s.)
. !
5 .
ge| Bs| gs! Ba| gal Bl ws| Fsl we| T4
ofE|gEB|n88|aE8 8| uE8jo28|EE =
. SEclddg162¢8!1852|858 848 SHCH 825|548
RS 54| mE| 88| ®g| 83| mi| 53| ma| 53
Ex- Not '
ceed- excoed- !
1
mf ug s dlnd sd|sdlidisdied|end|end]|sd
W 160 | — | — | — [ {1 |2 gles |80 |28 ]800
160 800 |0 9 Normalll 0 |1 4 |1 2 4|2 3|8 0|2 8|80
800 600 (O 9§ n 1 0/1 8631 2 93|28 |80 (28|80
500 1000 |0 8 ” 1 0 'Normal| 1 Normal 2 6 |8 6 {8 0 |8 9
1,000 1500 10 9 ” #l 2 n 21 ”» la 0|40 (B9 |46
1500 2,000 |0 9 a1 4 e |2 4] 5 |88 ]4a6la6/is s
2000 2500 {1 0 | 1 61| . |2 85| 5 14 4 Normal § 8 ;Normal
2,500 3, 10 y Normsll ., [Normall Rcrmn.ll " |N'annnl "
8,000 - ;Nom‘l n » ” n b oy ™ ” " ”




APPENDIX VIII. a5

0.—INCOME TAX—Arrowinoss, &0., AND STaNDARD Rates oF Tax.
1920-21 To 1925-28.
The following allowances, deductions and reliefs were granted to
individuals whatever the total amount of the income:—

Eorped Income Allowance e 192021 to 1924-25, one-tenth of
_ the earmed income, not exceed-
ing £200,

1925-26, one-sixth of the earned
income, not exceeding £250.*

Personal Allowance ... e Married persoms, £225,

o Other persons, £135.

Increased Personal Allowance where Up to £45,
wife hna earned income,

‘Widower's or Widow's Housekeeper 192021 to 1923-24, £45.
taking oare of children. ‘

Widower’s or Widow's Housskeoper 1024-25 and 1925-28, £60.

Unmarried person’s widowed { 1520-21 to 1923-24, £45.
mother taking oare of children. {1924-'25 and 1925-28, £60.

Children under 16 yenrs of age, or £3§ for one child and £27 for each
over 18 if continuning full-time subsequent child. :
education.

Qeortnin Dependent Relativen in- £325 for each such relative.
capacitated by old sge or in-
firmity.

Half the standard rate of tax (see below) is chargeable on the first £225
of taxable income.

Allowsnce for Life Insurance Tax calculated at defined rates on
Premiuvms, premiums, subject to various

restrictions.

Dominion Income Tax Relief ... Tax calculated in accordance with

statutory provisions,

1920-21 and 1921-22, @s. in the £.
1922.23, §s. in the 8.
Standard rate of Tax 1923-24 and 1924.25, 4s. 6d. in
the 8,
1935-26, 4s. in the 8.
* Where the taxpayer (or his wifw) is 65 yoars of age or over. and the total income does
nod 3«\00(! {Mﬁ, the allowanos of oneaixth is made from the whole income whether
earned or no!

D.—8SUPER-TAX.—Rates or Tax, 1905-10 o 1925-26.

Fanrz IT.
Inoomes
Yoar. Charye- Rates of Super-tax,
able, .

1909‘;10 Exceeding | 64. for every £1 of the amount by which the total income
£5000 | exoseded £3,000.
1913-14
1914-15 ...| Exoeeding | In respect of the first £2,500 of the income ... « NiL
£3.000 » the excees over £2 500 s d
For overy £1 of the first £500 of the excess (t0 £3,000) 0 63*
» £1 of the next £1,000 of the axoees ( , £4.000) 0 94°*
£21 ., ., £0o000 " f., £5,000g 1 0*
w £l . . Lo ., . (.£6000) 1 T
»n £1 " " £l»m " » (n £7.000 1 5;’
- £ o . f1000 (o £8000) 1 8°

w %1 ,  romainder , . (sbove £8,000) 1 9}*
* The amount of Supsrtax ble for 1914-15 st the rutes originally fired by Partiament wea

increawd by one-third under th?;:'ovmm ot the Finanoe Act, 1914 (Semsion 3). Thes figu

woorrdingly reprossas the rutes thus increased at which Supariax was charged for the yeur in question.
89870 . B2
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TABLE TL—continued.

Incomes
Year. Charge- Rates of Super-tax,
able. -
1915-16 } | Excoeding | In respect of the first £2,500 of the ncome .. Nil,
191617 11 " ¢3,000 th

1917-18 8 o excesy over £2,500—- 5. d.
: For every £1 of the first £500 of the excess (to £3,000) 0 10

" £1 of the next £1,000 of the excess ( " £4 ,000) 1 2

" £1 " £1,000 " “ 5000) 1 6

» £, »w £1,000 » " £6 1000) 110

1" £1 ” ” £1:OOO ” ” EL £7 0(}0 2 2

» £1 s £1,000 " " £8,000 2 6

w £1 o £1000 , , {,£9000) 210

" £, £1, 1000 " " » £10,000) 3 2

" £, remainder " ., (above £10,000)3 -6

1918-19 } Exceeding | In respect of the first £2,000 of the income ... Nil.
1919-20 £2,500 » the excess over £2,000— 2. 4.
For every £1 of the first £500 of the excess (to £2500) 1 0

” £l of the next £500 v {n 23 000) 1 6

" "% ” £1 000 1] 1] é ” £4 000; 2 0

L] £l ” n £1 000 1" " ” £5’m0 2 s

7 £l b1 " £1‘000 n 1”7 ( " £6 OU"') 3 0

n £l n " £2|000 1] ” ( " £8 000) 3 6

” £1 » £2000 w (n£10000) 4 0

" £1 remainder ,, ” (above £10,000)4 6

192%21 Exceeding | In raspect of the firat £2,000 of the income ... .. Nil
192495 £2,000 the excess over £2,000— 5 d.
. For evary £1 of the firat £500 of the excess (tc £25000 1 6

”" £1 of the next £500 , I £3 000) 2 0

" £1 " ” £1.000 " ” (» 4, 2 6

” £l " L) £11M ” n” ( ” £5'(m0) 3 0

" £1 » ” £1,000 » (n £6,000) 3 6

o £1 n ” £1600 ] ( " £7000) 4 0

” £1 " ” £1, 000 " ( £8,000) 4 6

" £l » ” '£12 000 ” ”» {» £20, 000) 5 0

" £1 , £10,000 ,, w (4 £30000) 5 6

» £, remainder " . (sbove £30,000,6 0

1925-26 ...| Exceeding | In respect of the first £2,000 of the income Nit.,
£2,000 the excess over £2,000— s d

For every £1 of the first £500 of the excess (to £2500) 0 9

" £1 of the next £500 ,, £3000) 1 0

”n £1 " ” £ llo"m ” ” ( £4 M) l 6

n £, , £100 , , (,£5000) 2 3

1" £l 1% " £]'m0 ” ” " £6'm) 3 0

N » £ , , £2000 , , {(,%£5000) 3 6@

” . £1 ” n £2s000 " ] " £10 C')O) 4 0

" £l ” ] £5 om ” " £I5 Mj) 4 6

” £l ”n ” £5 (m " ( £20 an 5 0

» £ £10,000 " {,,139000 5 8

- £1, remainder " » (above £30,000) 6 0
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- B.—ESTATE DUTY--Rates or Doury, 1908-10 ro 1925-26.

. Tasre IOI.
8mall Estates—where the gross value dees not exceed
£300—a fixed duty of 30s. may be paid.

Small Estates—where the gross value exceeds £300

and does not exceed £500—a fixed duty of 50s.

may be paid,
Istates not exocesding £100 net are exempt.

Inclusive of all

other
Death Duties.

WI{;IJ‘:: ngl.E: 1;‘:&%?“ Rate of Duty per cont, when the death coourred
Qdoms. |20t An1- 1908, |15th A neer 1914, Blst St 1919 After
and does - UR. y| 018 1
Exceeds ot exoeed | and befors | and bgetore and y ore 29:‘;2‘;‘?”
16th Aug,, 1814.| 1st Aug., 1919.%80th June, 1925.* *
£ 4
100 600 1 1 1 1
500 1,000 2 2 2 2
1,000 5,000 3 3 3 3
6,000 10,000 4 4 4 4
10,000 12,600 1] 5 b 5
12,500 156,000 b 5 b ]
. 5,000 18,000 5 b 8 7
18,000 20,000 b b 6 8
20,000 21,000 6 6 7 8
21,000 25,000 6 - 6 7 9
25,000 80,000 6 6 8 10
50,000 85,000 ] 6 9 il
35,000 40,000 6 6 9 12
40,000 45,000 7 7 10 13
45,000 50,000 7 ') 10 14
50,000 55,000 7 7 11 15
656,000 60,000 7 7 11 16
60,000 65,000 7 8 12 16
65,000 70,000 7 8 12 17
70,000 75,000 8 8 138 17
75,000 80,000 8 8 13 18
R0,000 86,000 8 9 13 18
85,000 90,000 8 9 13 19
SU,000 100,000 8 9 14 19
100,000 110,000 9 10 14 20
110,000 120,000 9 10 15 20
120,000 130,000 9 10 15 21
186,000 140,000 9 10 16 21
140,000 150,000 9 10 16 22
150,000 170,000 b {1 11 17 a2
176,000 175,000 10 11 17 23
175,000 200,000 10 n 18 23
200,000 225,000 1 12 19 4
225,000 250,000 11 12 20 24
250,000 300,000 il 18 21 25
306,000 835,000 11 1 22 25
825,000 850,000 11 14 22 26
850,000 400,000 11 16 23 26
400,000 450,000 12 16 24 27
450,000 500,000 12 16° 25 7
. Boo.000 600,000 12 17 26 n
* The nas of duty is, where necessury, to ba reduosd 30 a8 Dot to exceed the higheat
wuoant which woald be # at the ext lower rase plus the amount by which the value
of the estate axoeeds the valus on which the highost amount of duky be o payabls

at the lower rate.

39370
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W,hve:f::' &N;;z%zl;a;pal Rate of Duty per cent. when the death occurred

1 and doss_ [29th ApL. 190816th A 1914, 81at Sor 1919, |, After
and doea " g, o 818 ¥,
Exoeeds not exceed.| an ore | and before and beiore ! 29&‘;2'?‘.’“'
16th Aug.. 1814, 18t Aug., 1919.*|80th June, 1926,% *

z Z |

600,000 | 750,000 13 18 - 97 28
750,000 | 800,000 13 18 27 29
800,000 1,000,000 14 19 28 29
"1,000,000 1,250,000 15 20 30 30
1,250,000 11,500,000 15 20 32 32
1,500,000 12,000,000 15 20 35 35

2,000,000 15 20 40 40

* The amount of duty is, where necessary, to be reduced a0 a4 not to excead the highest
amonnt whiok would be payable at the next lower rate plus the amount by which the valua
of :]llxe lenbnte extzeeda the value on which the highest amount of duty would be #0 payable
at the lower rate.

APPENDIX IX,
THE RATES, &c., OF CUSTOMS AND EXCISE DUTIES.

A.—TEA, COCOA, COFFEE AND CHICORY: BUGAR, &o.
Tasee 1.~TEA. Consumption and Duty, 1913-14 o 1925-26.

- Per bead of
Quantities p
Financial Bate of | retained Ié)et::iN;t Population.
Years, Duty.* | for Con- of Durl,sy Con
szmption. sumption. Duty.
1 2. 3. 4. 5 6.
Uxited Kingdom— Ib, 1,000 1b, £ Ib. 5 d
1913-14 ... 5d. 312,351 6,499,000 68 2 10-1
1914-15 ... .- 8d. 336,840 | 8,628,000 73 3 89
(18 Nov.)
1915-16 .., 1s. 325,897 | 13,962,000 - -
(22 Bept.) |
1916-17 ... " 286,290 | 14,312,000 _ —
1917-18 ... ” 250,444 | 12,519,000 - —
1918-19 .., " 321,125 | 16,055,000 - -
1919-20 ... " 408,934 | 17,747,000 - —
1920-21 .., " 394,561 | 16,861,000 8-5 7 29
1921-22 ., " 413,587 | 17,582,000 8-8 7 53
Great Britain and
Northern Ireland—
1922-23 ... ..| B8d 380,458 | 11,144,000 5 03
(16 May)
1923-24 ... ” 377,003 | 10,731,000 B-5 4 98
1924-25 .., . 4d, 403,228 5,971,000 9-0 2 79
(5 May)
1925-26 ... ... ,, 406,194 | 5,780,000 2 68

*NOTE.—About 90 per cent. of the Tea and over 90 per oent. of the Cocos consumed in
the United Kingdom are of Empire production, and therefore pay (since 19169} the pre-
ferential rate of duty, i.e., five-sixths of the rates shown in the Fabie The average rte
of duty paid upon Tes in 19284 was about 6-84. per b, and on Cocoa 23s. 8d. per owt.,
and in consequence of the reduction in the duties in 1924, the average rates of duty in
1926~20 were only aboat half those for 1928-24.
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TanLe II.-—CO0C0A. Consumption and Duty, 1913-14 to 1925-28, |
" Net Receipts Per head of
Bt ot ga W of Duty. Population:.
te o ocoh -
Financial Year, REuty on ;etaiémd %’: :;L sug;:i-on D“:ﬂ on
w Gocoa. su‘:pt?:x;. 080:2::;' Goods. | ot Raw [ Cocoa
. " (a) Cocna. | Goods.
1, 2 8. 4. 5. 6. 7.
United owt. owt. £ £ b, d.
p 1
Kingdom— s d I
1913-14 ., 9 4 489,000] 228,000 341,000 1-2 1-8
1914-16 ... " 670,000 266,000 354,000 14 1'8
1916-16 .. 14 0 | 905.000| 556,000] 698,000 — -
(2%6&%1:.)
1916-17 .% (6 April) } 511,000 | 1,288,000 1,580,000] — -
(22 June)
1917-18 .., " 859,000 | 1,803,000{1,922,000| — —
1918-19 .. . 1,148,000 | 2,406,000 | 2,483.000| — —
1919-20 ... . 1,072,000 | 2.030,000 | 2.474.000] — -
1920-21 ... " 768,000 1,345,000 | 1,793,000 1'8 9-2
1921-22 ... N 844,000 | 1,604,000 1,865,000 20 | 96
‘Great  Britain
and Northern
Ireland—
' 192383 ., (1%BM0) 866,000 1,016,000 1,256,000 2-2 68
8y
192324 . . 860,000 | 1,016,000|1,258,000f 22 | 68
192425 ... (sé‘a 0‘1) 905,000 | 605,000, 669,000 28 | 86
pri
1926-26 ... " 985,000] 582,000! 735000 39

(c} Dutiable coooa goodl include (a) raw m (&) oooon hnthor {c) coooa husks ; snd
(d) preparstions containing these su

598T0



TaeLe IL—COFFEE AND CHICORY. Consumption and Duty, 1913-14 to 1925-26.

0¥

Quantities retained for Consumption, Total Net Per head of Population.
Financial Yeara. Rates of Duty, Receipts‘of
Coffee. Chicory. Total. Daty. Consumption. | Duty.
1. 2, 3. 4. B 6. 7. | s
owt. ewt. ewk. ewt. £ Ib. d.
United Kingdom— 2. d. +~ -
1913-14 ... ggmy e 1600 } 255,000 65,000 820,000 293,000 08 12
191416 ... .. " " 275,000 86,000 361,000 250,000 0-9 13
Coffea w 210
1916-16 ... Chicory ... .. 1910 309,000 89,000 398,000 361,000 — —
(220d Beptember)
Coffes w 42 0
1816-17 ... Chicory .. ... 39 8 257,000 58,000 315,000 675,000 — —
(5th” April)
IM7-18 e - " 465,000 41,000 506,000 1,060,000 - —
1918-19 .. .| -0 o 841,000 32,000 373,000 782,000 — —
1919-20 .. ... , - 309,000 38,000 847,000 699,000 — —
1920-21 ... .. hoe i 294,000 45,000 339,000 660,000 08 34
1921-22 ... ... " . 307,000 46,000 353,000 691,000 0-8 35
Great  Britasin  and
Irelund—
Coffee s o 28 0
1922-23 |, Ghioorz we 26 6 } 304,000 52,000 356,000 483,000 0-9 2-6
(15th May)
1923-24 ... " 312,000 65,000 380,000 434,000 1-0 2-7
. Coffee .. o 140 .
1924-25" .., | Chicory . o 13 3 817,000 55,000 372,000 250,000 0-9 1-3
{5th May)
1925-26 .. ... " " 819,000 65,000 384,000 247,000 1-0 -3
|

'NOILVIVI ANV J143d AVNOILYN NO FALLINIKOO

* Inoluding duty upon small quantitiea of Coffes and Chicory mixtures and substitutes which are not included in Column 5.



Tasre IV.—8UGAR, dc. Comvumption and Duty, 1913-14 t» 1925-26.

Norz.~In socordance with the osual practice the consnmption (totsl and per head, colnmns 3 and 6) shown in the table is that of lu_gar'only
{including sugar in composite articles imporwd)fi Molasses, Glucose and Saccharin being omitted. Buot the receipts from those articles are incloded

10 the totel revenoe and in the average duty paid per bead of the population.
’ Quantities Total Net Receipts of Duty. Per head of Popalation.
of Bugsr e
(RBefined,
D Unmﬁ:t:id and © ?ugar 3
Financial Years. Main Rate of Duty. impo in olamn 3), .
y Composite Sogar Molasses, Cong:lmprhon, Duty
articles) (Column 3). Glucose (Golnfgnan 3) {Column 5).
retained for and ’
consnmption. Saccharin.
1 2. 3. 4 ; 5. 6. 1.
l 1
United Kingdoma= cwt. | owt, | £ | £ 1b. 5. d.
1918-14 en (1] 244 v 15 10d. | 35,075,090 ! 3|100|000 8,329,000 86-0 \ 1 56
181416 ... . e e 84,300,000 3,030,000 3,266,000 83-3 1 50
1016-18 1o e e e | 95, 4d, Sian September) | 31,087,000 | B345000 9,023,000 — —
1918-17 .o e e e 145, Od. (5th April) = 25,763,000 | 16,960,000 18,329,000 — —
1917-18 .., se e " " 21,369,000 | 13,654,000 15,407,000 — —
1918-19 ... ... .. .. 26s. 8d. (23rd April) 20,089,000 | 24,459,000 28,098.000 — -
1919-20 ... e e e N " 81596000 | 88175000 | 42,045,000 — .=
T " . 22,800,000 | 27,809,000 30,445,000 55-0 13 08
1921-22  wo e e ” ” 29,114,000 34,573,000 36,760,000 6940 15 6-7
Great Britnin and Northern Ireland—
1922-28 ... o e e 25s, 84, 30,467,000 36,373,000 38,470,000 76-9 17 43
1928-24 ... ... e . " 30,178,000 35,886,000 38.117,000 768 17 1-1
1824-26 .. se e e 11s. 8d. (80th April) 83,667,000% 19,687,000 20,762,000* 84-0 9 3
1926-26 ... ... .. .. ” ” 84,935,000+ 18,193,000 19,140,000¢ 86-8 8 69
* Inciades srrears of Home-grown SBugar paid in 1925-26. + Excludes arrears of Home-grown Sugar due to 1924-25,

(rlgo;ne-growu sugar wea taxed, bot at lower rates than imported sugar, from 1915 to 1922—when the duty was repealed—and again from 1924
onwards, .

'XI XIgN|addv

p=d



B.—TOBACCO : SPIRITS, BEER AND WINE : ENTERTAINMENTS.
TapLe V.—TOBACCO. Consumption and Duty, 1913-14 to 1925-28,

Quantities retained for Consumption.

Per head of_Popﬁl‘a.a_ﬁ-oh.

Imported Manufactured,
. . . Un- i Total Net
Fgan:'ml hg:‘gﬁ“m manufaotured Agi:g];“ | eceipts
ears, - (Impc:irbed ci iveludin Total. of Duty. Consumption. Duty.
. an 1gars. Cavendis :
Home-grown). manufactured
in bond.
1. 2 3. 4, 5. 6. 1. 8. 9.
United Kingdo lb;i 1,000 1b, 1,000 1b. 1,u00 Ib, 1,000 1b. £ 1b. £ s d
nit ingdom— s d
19153-14... - 8 8 96,639 1,304 596 98,539 18,284,000 2-2 0 8 0
1914-15... " 102,895 988 696 104 479 19,302,000 2-3 ¢ 8 45
1915-16... ... (225&6”. 108,804 1,032 532 110,368 25,781,000 — —
p . .
1916-17... b 6 - " 99,765 J . 802 412 100,679 27,372,000 - —_
1917-18.., a 3.151 ; 102,695  } 383 738 103,816 33,320,000 —_ —
uly . .
1918-19... (238A 2 iy 111,914 770 1,727 114,411 45,292,000 —_ —_
pri
1919-20... e 8 2 146,448« 1,108 1,269 148,825 60,871,000 —_ —_
1920-21... . » 136,173 260 348 136,781 55,632,000 2-9 1 3100
1921-22.,, ... " 185,199 533 359 136,001 55,208,000 29 1 3 4-3
Great Britain and
Northern [reland—
1922-923,.. g8 2 124,769 517 332 125,678 50,231,000 2-8 1 2111
1923-24... e » 127,862 622 341 128,815 51,882,000 2-9 1 3 33
1924-25.., ... . 128,169 591 343 129,103 51,913,000 2-9" 1 3 14
1925-26... . " 613 338 134,800 53,498,000 3-0 1 3 9

133,849

* From 320d Septamber, 1915, to 3ud May, 1917, From 8rd May, 1917, to 16th July, 1917, the rate was 7s. 4d. per Ib,

o

‘NOLLVEVI JNV Ja9d "TVNOLLVN NO FILLINKOD
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APPENDIX IX,
Tane VI.—SPIRITS. Consumption and Duty, 1918-14 io 1925-26.
) Per Head of
Totals. population.
Finanoial Year. lﬁ;’idnu?“ = i
Y. | Quaniity re- | Not Roceipts| Oon- | pop
consumption. of Daty. |sumption.
(a)
(1 (2) (3) (4) (5 (6)
Unitad Kingdom— | PL G:ll. Pt, Galls. £ Pf. Gall. | 8. 4.
s d.
191814 “ 14 9 82,596,000 | 23,975,000 |; 71 10 5-9
1914-15 " 34,845 000 | 25,274,000 T4 10 11-6
1915-16 " 85,697,000 | 26,839,000 —-— -
1816-17 " 25,996,000 | 18,015,000 - —_
1917-18 " 14,681,000 | 10,596,000 - —_
1918-19 30 0 16,691,000 | 24,242,000 - —_
(28 Apr.)
1919-20 ( 5(_3&"0) 24,268,000 | 58,804,000 - —
1 May
192021 Ve 2323. 6) 20,166,000 | 71,049,000 43 30 b9
T
1921-22 ¢ "p 17,664,000 | 62,831,000 -37 26 70
Great Britain and
Northern Ireland.
1922-23 " 15,162,000 | 53,705,000 34 24 2-6
1928-24 .. . 15,293,000 | 54,037,000 34 |24 29
192426 .| 14,501,000 | 51,054,000 32 |22 89
1925-26 » 14,188,000 | 49,929,000 -31 22 1-9

(a) The quantitics shuwn do not include spirite delivered for methylation or use in arts
and manafactures, but the revenue includes the diffsrentisl duty paid on imported spirite
used for thoss purposss.

Tames VI (A).—HOME-MADE SPIRITS. Consumption and Duly,
1918-14 o 1925-26.

. . Quantity retained Net Receipts
Financial Tear. for oomyumplion. for Dut;

United Engdom— Proot gallons. F 4
1918-14 . e 26,795,000 19,540,000
191416 .. . - 27,811,000 20,302,000
141516 .. 28,949 000 21,515,000
1916-17 - 18,796,000 13,843,000
1917-18 e 10,525,000 7, 12 000
1918-19 - 11,890,000 lB,b63 000
1919-20 .. - 17,826,000 42,634,000
1920-21 - 15,463,000 63 908, ,000
1921-22 ... - 14,546,000 61,2?8 000

Great Britnin end Northern

Ireland— .

133 .. - 12,859,000 45,162,000
- .. - 12,897,000 45,144 000
1924-25 12,287,000 42,825,000
1925-26" ... . 12,055,000 41,990,000
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Tanre VI (B).—IMPORTED SPIRITS. Consumption and Duty,
1913-14 o 1925-26.

Quantities retained for consumption,

t Receipts
Financial Year. o N‘:’f D;:y?
ther
. Bum, Brandy. | g .o Total.
United Kingdom— | Pf. Galls. | Pf. Galls. [Pf. Galls.| P£. Galls. £
(a)

1913-14 3,429,000 | 1,544,000 | 829,000 | 5,802,000 | 4,436,000
1914-15 4,334,000 | 1,510,000 | 690,000 | 6,534,000 { 4,972,000
1915-16 4,263,000 | 1,707,000 | 678,000 | 6,648,000 | 5,324,000
1916-17 3,024,000 | 1,537,000 | 639,000 | 5,200,000 | 4,171,000
1917-18 - | 2,671,000 | 1,318,000 | 367,000 | 4,356,000 | 3,485,000
1918-19 .. | 1,968,000 | 1,543,000 | 190,000 | 3,701,000 | 5,579,000
1919-20 . | 3,673,000 | 1,924,000 | 845,000 | 6,442,000 | 16,170,000
1920-21 e | 2,743,000 | 1,126,000 | 834,000 | 4,703,000 | 17,141,000
1921-22 o | 1,803,000 796,000 | 519,000 | 3,118,000 } 11,553,000

Great Britain and

Northern Ireland— .

- b (b
192223 (-—) ;-) (—) 2,303,000 | 8,543,000
1923-24 1,324,000 698,000 { 374,000 | 2,296,000 | 8,893,000
1924 25 oo | 1.148,000 653,000 { 413,000 | 2,214,000 | 8,229,000
1925-26 . | 1,095,000 636,000 | 403,000 | 2,134,000 | 7,938,000

(a) Inclading small quantities of perfumed snd- other untested spirits which were
eharged by the liquid gallon. ,
(3) Asthe quantity shown for 1922-23 is that corresponding to the attributable revenue,
separate figures for each description of imported spirite are not available.



TasLe VIL—BEER. Consumption and Duty, 1913-14 to 1925-26.

Betained for Consomption. Qunnh Per head of Population.
Financial Main rate which ?nt Net Beceipts ‘
Year, of Daty. was P'“i, of Duiy.
Consumption. Duty.
(L)) {(2) (3) (4) (5) (6) Q) (3)
Bud. Brl. Sid. Brl. Bulk Brls, Btd. Bris. £ Bulk gallons.

United Kingdom— s. 4. (approx. o, A
1918-14 e v oe 7 9 85,446,000 36,947, 35,252,000 13,655,000 29-1 b 117
1914-16 B (23 N 0) 32,575,000 34,241,000 31,088,000 15,882,000 26-7 6 10-7

18 Nov.
1915-18 P el 230 29,646,000 31,464,000 29,234,000 83,770,000 —_ —_
1¥16-17 e e ae (24 0 25,923,000 29,461,000 26,478,000 31,573,000 — -—
1 April
1917-18 wee e e (%5‘ ]0) 13,471,000 18,739,000 15,436,000 19,109,000 — -—
pri
1918-19 L (L1 s (23 Apn(l; 12,721 .000 23,060,m 11'592,000 25,424,000 _— —_
i)
1919-20 . o (T{JM 0 24,757,000 34,690,000 21,692,000 71,278,000 - —
ay
1920-21 o e A g 26,284,000 34,059,000 26,885,000 123,406,000 26-3 52 11-6
(20 April)
1921-22 f o 100 0 23,201,000 29,866,000 24,356,000 121,865,000 22-7 51 6-8
Great Brilain und Northern
Jreland—
1922-23 e o] 1000 19,809,000 25,322,000 20,006,00{ 100,035,000 20-6 45 1-4
1928-24 e s | 1000 21,003,000 26,597,000 20,570,000 81,702,000 21-5 36 7-7
loss  20s. per
bulk barrel,
subject to a
minimom of .
24s.
(1 April)
1024-28 e e . " 22,214,000 28,060,000 21,952,000 81,987,000 22-5 36 62
1925-26 are e .- » 22,248,000 28,040,000 22,034,000 82,403,000 22-4 36 69

‘X1 XIONHdIV
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TasLe VIIL—WINE. Comsumption and Duty, 1913-14 to 1925-25.

Retained for Consumption. Per head of Population.
Finsncial Raten of Net Receipts
Year, Daty. of Duty, *
8till, Sparkling, Total. +Consumption. Duty.
(allon. Gallons. Gallons, Gallone, £ Gallona. d.
United Kingdom-- . 4
1913-14 ..|pne.80°... .. .1 3 10,481,000 1,206,000 | 11,687,000 1,152,000 0-25 6-0
30°-42°... 3 0
Additiona! on bottled
wing-—~
8l ... .. w1 0
Sparkling .. .2 6
181415 .., " e oaee m 9,339,000 739,000 10,078,000 1,004,000 0-22 5.2
1916-16 .. e e m 10,455,000 683,000 | 11,188,000 1,078,000 — —
1916-17 ... " RN 8,352,000 577.000 8'929,000 888,000 - -
1917-18 ... - e m 7,064,000 549,060 7,613,000 781,000 — —
1918-19 ... " i e o 12,426,000 756,000 13,181,000 1,409,600 —_ -
191920 .., ' . e 18,196,000 1,738,000 19,934,000 2,235,000 — -
1920-21 ..|ne 80° . we e 281 11,666,000 664,000 12,330,000 2,013,000 0-26 150
30°—42° ... w 60
Additional on bottled
wine—
Shll e ae am 2 0
S krlkl -8 0
rkii
S ﬁ:iualorcm 22801;»1])

‘NOILVEVL ONV Ig3d TVNOLLVN NO FZLLINWOD
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TasLe VIIL—WINE, Consumption and Duly, 1913-14 to 1925-26—continued.

Retained for Consamption. Per head of Population,
Financisl Rates of Net Beceipta
Year, Dary, of Duty.
Biill. Sparkling. Total Consumption. Duty.
Gallon. Gallons, Gallona. Gallons. £ Gallons. d.
Uhnited Kingdom— .
1921-22 ... | Additional duties on Bpark- 10,623,000 550,000 11,173,000 2,751,000 0-24 14-0
Jing Wine replaced by s
duty of 12s. 8d. per gallon
(10 Mzy), Otber rates !
aochanged,
- Great  Britain
and Northern
Ireland—
1922-28 .., Ditto ... PO e — - 12,316,000 3,033,000 0-28 16-4
1023-24 .., Ditto ... .. 12,938,000 897,000 13,835,000 3,369,000 0-31 18-1
1924-26 .., Ditto ... .. .. 14,715,000 939,000 15,654,000 3,752,000 d 0-35 20-5
1925-26 ... Ditto ... .. .. 15,049,000 968,000 16,017,000 3,746,000 0-36 20-0

® Beparate figures are not available.

‘XTI XIAQNALIY
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Tamsx IX.

ENTERTAINMENTS®
Raies of Daty as imposed in 1956 and altered in the years shown.

1

H !
1916. 1917. 1918 I 1919, l 1924,

]
Pay. Duty. Pwﬁ. Duty. | Poyt. Duty. Poyi. Duty.| Payt. Duy.
2 i 2yd. [“—-Iw 146 6d.
and and | and $id—id. 24.) and
ander i - . ander jd.  under !d. Other duties ' ander NiL
.6, ld '2d-4d. Id. (28d4d 1d4.; unchanged b —7d. 4.
6d-206d. Bk 1d-bd. 24, |Ad-7d. 24| 10ty  Td-8d. 14d.

2. 6d. 56 34 6d-le. 34 Td. u 3.:. . } 2%
Se—7s.6d Gd le-2n.  4d. | s Id. i
Ty, aek sa.{ . la My gy
125, 6d. e-5e. MW (1 Aug) | 1s. 3d
Additional ‘Se.M. ) | ; [LS-7 % By
per 10 ‘TQ.GJ.} > : 2;. Od
above To 6} el Other doties
125 6d. m-nmu} ] enchanged
{15 May) illJ».Gd'_ 2. (2 June)
laﬂ.i)d.} :
additional |
5. i I
(1 Oct) ...6d. i

'\m—fohhelqtngnuedumtmmdﬁﬁthfonammﬁn-ﬂl
mm:dmrbe&e'bhdthgn-hhmm-b)m h.mh-m

whole of the net proceeds are devoted o phiasthropis or chan- P st
whire the ewterfainment in wiolly cdwstiosal ar, wmder certain o parthy
sdwcn-iomal or sciencife : umn-auulnm cermaia mdwstrnl, professomal,
ars and pahlic health exbibitions.

APFENDIX X.

THE BURDEN OF INDIRECT TAXES ON VARIOUS
INCOMES.

Note by the Commiites.
In shis Appendix we show in some detail how we have builk wp the
figures relating %o ithe duties on foods and the duties om aleoholic drimks,
which are brought together in the tahle o peges 945 of our Report

L—Dvrme aw Foobe. &c.
Tie TYou Duly.

1. With certain modifieations we follow Sir Herbert Samuel's figures,
which are founded in the main on the Board of Trade budgeta of 1904,
{c]. parus. 221-3 of eur Report.)

2 I9306f (Duty 6d. per b)) —Bir Hearbart gives the following

Jucnme. Fanily Contumption, 2
£ Tm, . d
50 N 13 o

100 ot H 3
150 » 15 0
200 and above 35 1T 6
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‘The first three figures of consumption were based on the Board of Trade
budgeta (see pora. 240 of owr Beport), checked by the results of the
Excise engniry of 1908. They are not yuite high enough to correspond
with the 1903-04 consamption per head of population, vis., 6-02 lbe. The

We are inclined io suspect that the consumption attributed to incomes
of £50, £100 and £150 is rather low for the averags household of five and
that it would be bettar slightly %o incresse these figures rather than %o
put the consumption so high for incomes of £200 and over. But we do
mok think it necessary to adopt eitber course. The fomily of two adulis
ond three childrem wnder 16, with which we are concerned, inclndes s
higher proportion of young children than the average housebold of five,
or than the population as s whole, and even in the wage-earning class
{mainly represented in 1903-04 by incomes uop to £150) such s family
probably consumes rather lees tea per bead than one comprising more
adults. We thereiore sccept the figures as representing the consumption
and duty payable for the family of two adults and three chiidren.

We doubt whether the repressntative adult consumer in the higher
income classea (£20 and over in 1903(d4) drinks appreciably more tes
than in the better-paid clasa of wage-earners; again it may probably
be taken thas, in the higher income classes, children drink less tos shan
m the lower income cizsses, if only becamae their parents can better
afford to give them milk. In view of these conziderstions we do not
attribute s higher family consamption to the ineome of £200 and upwards
than to the income of £150.

S 1913-14 (Duiy 5d. per Ib.).—No further budgets being svailable,
Sir Merbert assumed that comsumption, although considerably increased
in amount per bhead, was distributed in the same proportions as in
1903-04 : this sssuunpticn seems to be weil justified in view of the slighiness
of the difference botween the two years as regards (o) the retail prios of
toa amnd (3) wages whether nominal or real. Sir Herbert appears to
bhave increased the 190304 consumption fignres by 11 per cemt. in

Income. Family Comsumption. Dwty
£ tha, s d
50 294 12 3

100 n 13 4
150 and above 34 14 2

4. 1918-19 (Duty lIs. per ib.)—Tea was rationed wp %0 Dectmber, 1918
sm«mmmul,nmmhy

sbiy wo low. We comjecture the following figures. based om sotal

consumption and distributed mainly by referemce w e 1913-14
sm:-u-‘-ll-.itniumdh!i-‘in

Inroma, Famuly Comnmption, .
£ Mo, £ o d
100 » 1 380
150 3 112 &
0 and above 35 115 ¢
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6. 1983-24 (Duty &d. per 1b., with rebate of }th for Empire-grown
tea).—8ince the year 1913-14 provides a more satisfactory basia than
191819, we found our figures on an adjustment of those for the earlier
year, account being taken of the comparative purchasing power of meney.
The consumption of tea per head was 27 per cent. higher in 1928-24
than in 1913, and the average rate of duty was about 6-8<. per Ib.

Income. Family Consumption. Duty.
£ Ibs, £ s d
100 37 110
150 40 1 2 8
200 and above 424 1 4 0

8, 1925.26 (Duity 4d. per Ib., with rebate of jth jor Empire-grown
tea).—The Finance Act, 1924, halved the duty, and the average rate
was about 3-4d. per lb. in 1925-26. Consumption per head was about
6 per cent. higher thax in 1923-24. The price of tea was only about 1d.
per Ib, lower, and about the same distribition may be assumed ss in
1923-24, giving—

Ineome. Family Consumption, Duty.
£ lbs. s d.
100 39 1 0
150 42} 12 0
200 and above 45 12 9

The Duty on Sugar, &ec,

7. 190804 (Main rate of duty 4s. 24. per. cwt.)—We adopt Sir
Herbert Samuel's calcnlations (which he again bases on the Board of
Trade and the Excise figures), only making an estimated addition of 8d.
duty per family on account of molasses, glucose and saccharin.

Income. Family Consumption. Duty.
: £ lbs. (sugar). s 4.
50 302 11 il1—say 12s.
100 357 14 0
150 3 . 14 6
200 and above 383 ) 14 10—say 15s,

In the case of sugar we do not question the increase in consumption
attributed to the incomes of £200 and above; the difference is mainly
to be accounted for by the greater consumption of sugsr in jam, sweets,
&ec., by families in better circumstances.

8, 1918-1} (Main rate of duty Is. Ind. per owt.).—Bir Herbert followed
the same method of converting the 19034 cogsumption figures as in the
case of tea. He appears to have taken the calendar year 1914, econsump-
tion for which was 4} per cent. less than for the financial year 1913-14.
The necessary modification, with an estimated addition of 6d. per family
for molasses, gives the following results : -—

Income. Family Consumption. © Duwy.
£ tbe. (sng-1). s 4.
50 346 6 2

100 407 7 2
150 428 76
200 and above 438 78

9. 1918-19 (Main rate of duty from 23rd April, 1918, 251, 8d. per cwt.).
~—~8ogar was rationed for the whole year. Bir Herbert based his
estimates on SBumner Committee figures, which showed that actual con-
sumption closely corresponded with the rationed allowance of } lb. per



APPENDIX X. 51

week per person, but that the better-paid working class family and the
lower middle class family consumed nearly 40 per cent. more jam and
syrup than the unskilled labourer class. The actua} total consumption
of sugar in 1918-19 waas about 8 per cent. below the Budget estimate,
on which Sir Herbert's figures were framed. We modify his figurea
aocordingly, and make an addition in respect of molasses, &e., estimated
to average as much as 8s. per family.

Income, Family'Consumption, Duty.
£ Iba. (nugar), £ o d
100 208 214 0
150 235 310
200 250 3 5 86
500 and sbove - 255 * 366

10, 1923-24 (Moain rate of duty as in 1918-19, with rebale of 3th on
Empire-grown sugar).—We base our figures on those of 1918-14 as adjuated

checking them also by reference to the distribution of consumption in
1818-19,

We make allowance for the probable effect of the higher price of sugar,
as comapared with that of 191814, in slightly depressing the relative
consumption of the £100 and £150 incomes. &s. per family is included
for molassex, &o.

Income, Family Consumption. Duty,
£ lbs. {sugar). £ s d
100 300 810 0
150 855 4 30
2060 378 4 8 0
500 and above 896 412 0

11, 1925-86.—(Main rate of duty 11s. 8d. per cwt. with rebaie of
48, 34d. per owt. on Empire sugar after Ist July.) The Finance Act,
1924, reduced the duty by more than half, the average rate of duty on
reﬂned sugar being about 2:64. per lb. in 1923-24 and under 1-2d.
per lb. in 1925-26. Consumption per head was about 14 per cent. higher
than in 1923-24; the price of sugar having fallen from about 64d. to
asbout 3¢d. per lb., we allow for slightly greater expansion in the £100
and £150 incomes than in incomes of £200 and above. 2s. per family
in included for molasses, &o.

Incoms, Family Consumplion. Duty,
£ lba. (sugar). £ a2 d
100 356 117 6
150 419 239
200 434 2 5 3
500 and above 456 2 76

The Duties on Coova, Coffee and Chicory, Dried Fruils, Patent Medicines
and Tabls Watlers.

13. { 1918-14 }-—-‘\'o sdopt Sir Herbert Bamuel’s figares of duty,
which are trifling in amount, vis.:—

Incoma. Duty.
£ : s d.
150 ... . - - v - 3 0
00 ... - e “e - s - Cae - 4 0

and above,
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13. 1918-19.—The duties on cocoa, coffee and chicory, dried fruita,
batent medicines and table waters yielded £8,199,000 as compared wrth
revenue from tea duty £16,054,000, If the distribution between in-
comes was similar to that suggeated for tea duty, the figures would be

something like:

Income, Duty,
£ s, d.
100 ... PR B .. 10 9
150 ... e 12 4
200 ... .. 13 &

The revenue in detail was as follows:—

£
Cocoa : e e e e .. 2,482,680
Coffee and C'hlcory 782,277
Dried fruite - ver . 281,014
Patent medicines ... .. .. .. .. .. 100569
Table waters 1586 944

Fhe Sumner Committee ﬁgures for cecoa, eoﬂ"ee and chicory, as quoted
by Sir Herbert Samuel, appear to suggest that the distribution fer these
commodities taken together may have been very similar to that for tea.
Of the remaining three, dried fruits and table waters probably affect the

larger incomes more, and patent medicines the small incomes.

On the whole we have decided to graduate the figures a little more
steeply than those for tea, and to attribute a rather higher figure to the

incomes from £500 npwards, thus:—

Income, Duty.
£ s, d,
200 ... . 140
500 ... . 158 0

and above.

14. 1928-24.—The yield of the duties was £4,727,000, the detaéizl being :
(hccm . 1,258,270
Coffee and Chwory 493,905
Dried fruits . . e s 927,909
Patent medicines ... - 1,306,776
Table waters 739,840

The same sort of dlstnbutlon as that proposed above for 1918-19 would

give something like :

Income. Duty,

£ ) 5. d.

100 ... . e 77

150 ... 5 8

00 ... Yee .. 11 4
and above.

The yield from patent medicines being hlgher (and relatively to the
other duties included under that heading much higher), a flatter pro-

gression is suggested ; —

Income. Duty.
2 s. d.
200 99
500 10 8

and a.bov;.
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‘16, 1985-86.—-The yield of the duties was £3,264,000, the detail being

e
Cocon 735,000
Coffee and Chmory 249,000
Dried fruits . - 4 565,000
Patent medlcmes - « 1,290,000
Table waters 415,000

The same sort of distribution as that proposed for 192324 would give
something like :

Income, Duty.
£ g d,
100 .., 5 B
150 ... 6 2
200 6 8
500 7 2

oand above,

The yield from cocon, coffee and chicory has fallen owing to the halving
of the rates of duty by the Finance Act, 1924; the yield from dried
fruits and tahle waters has also fallen and that from patent medicines
has slightly increased. It is probable ir-the light of these figures that
the burden on the smallest incomes has been relatively greater: we
therefore conjecture the following figures:—

£
150 . .
200

Income, Dut
s.
8
8
- 8
and above.

oot

II.—Durts oN ArcomoLio Liquors.

(A).—Suggested average Agures for certain income-groups.

16. At the end of this Appendix are ¢ables based on verious hypotheses,
which suggest alternative sets of per head figares for 1923-24, relating
to the consumption of spirits, beer wnd wine in Great Brm\m and the
duty borne thereon,

The figures represent the gverage consumption and duty for drinkers,
male and femals being shown separately.

Three income-groups are taken, those exceeding £500, those between
£200 and £500, and those_up to £200.

17. The approximate folal consumption, total duty, and average rates
of duty—adopted for thess rough calculations—were as follows in
1933-24 : —

. Consamption, Duty. Average duty.
i : . d.
Potable spirits ... . 14{00.?10):. | £52,200000 |70 7 (p;: proof
Beer  w. .. m:ﬁ;:lng» £77,421,000 1 76 (per gallon)
Wine we 13,645,000 £3322000 . 4105 .

gallons
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18. The number of drinkers, male and female, in each income-group,
has been arrived at conjecturally by the following steps:—

(i) The population of Great Britain in 1923 was 43,318,000, made
up roughly as follows:—
Belcmz 18—
14,468,000,
18 ang' upwards—
’ 4
isimogf% ;:lalii'ies }2?':350:000

(ii) The number of households in Great Britain in 1923 was about
10,000,000, These have been divided up, very roughly, into the
following groups:—

. Number of Number of
Income of head of household. households individoals
in group. in group.

i
Group A, Upwards of £500 .., e | 500,000 2,000,000
Group B. Between £200 and £500 ... 1,500,000 6,000,000
Group C. Up to £200 ... ee 8,000,000 35,000,000

(iii) Jt has been assumned that the numbers of adults, male and
female, are distributed between these groups roughly in proportion
to the total population in each; a slightly higher proportion of
adults has, however, been allocated to Groups 4 and B than to
Group €. The following figures have resulted:—

Adult Males. Adult Females.

Group A comprises 650,000 760,000
Group B »» we  ee 1,950,000 2,250,000
Group C . ws . 10,800,000 12,450,000

(iv) Two alternative assumptions as to the proportion of abstainers
{or practical abstainers) have been applied to these figures, and
certain proportions have been -assumed between male and female
consumption within each income-group and for each class of drink.
Round fignres of total consumplion have been taken; they are
alightly less than the actual figures, and may be regarded as making
some allowance for drink consumed occasionally by practical
abstainers, .

These alternative assumptions constitute the main hypotheses, 1
and II. Each of these main hypothesee is sub-divided under four
heads (a) to (d) according to the vstic assmmed between the con-
sumption of the several groups. )

19. A table is added bringing together for comparison the results of
the various hypotheses, so far ss concerns the average duty borne in
respect of individual consumption, We may note the following points:—

(i) It is remarkable how comparatively little the average duty
borne in Group C is altered by variation in the other groups: under
Hypothesis T the duty borme by a man and woman together in
Group C only varies from £11 18s, under sub-head (b) to £10 24,
under sub-head (¢), while the variation in Group 4 is from £14 6s.
under sub-head (b) to £82 16s. under sub-head (¢). The relative
narrowness of the variation in Group € is due to the much larger
number of persons over whom the consuamptien is spread.
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(ii) The variation in Group A, and to a lesser extent in Group B,
being oconsiderable, the margin of error must be correspondingly
wide, It is not difficult, however, to judge that in each hypothesis
sub-head (b} amttributes too low a consumption to Groups 4 and B,
and therefore by inference somewhat too high a consamption to
Group €: sub-head (c)—if not ‘also sub-head (d)—appears to err in
the opposite direction.

(iii) In Group A—incomes nbove £500—it has to be remembered
that something like 60 per cent. of the incomes fall between £600
and £1,000: only about § per cent. exceed £5,000. An average
over the whole group of sbout £20 duty (for a male and female
consumer together) would seem reasonable.

In Group B—incomes between £200 and £500—a great deal of the
consumption must be very moderate, One well-qualified adviser gave
it ae hia personal opinion thst the average individual of this group
probably spends less than the average of Greup C, advancing the
two points that non-manual workers do not find elcohol so necessary
for their sustenance, and that middle-class respectability, and expendi-
ture on sducation, clothes, &¢., do not admit of luxury consumption.
We are inclined to doubt whether this opinion does not go too far,
in view of the probability that a good deal of expenditure is trans-
ferred from bheer to whisky and wine, However, we think it likely
that not more than £123 would be & reasonable figure to take for
average duty (for a maule and femsle consumer together).

1f £20 and £12 are taken as averages for Groups 4 and B respec-
tively, the final table appended would suggest that something like
£11 Bs. (Hypothesis 1 (a)) or £10 10s. (Hypothesis II (a)) might

be taken for Group C. Wa are not disposed to put the figure higher
than £10 10s.

(B.)—Suggested repfesent.ativo figures for various incomes,

20. We thue get as average duty igures for a male and female consumer
together—

£ s d.
Group A ... . we 20 0 0
» B . . 12 0 0
w O .. e e we 1010 O
In working to representative figures for various incomes we assume
that, as income rises, there is a decreasing consumeption of beer (except
ot the first steps) and an increasing consumption of spirits and wine,
As regards beer, the duty on which varies according to its strength,
we nssume ap average duty of 2id. per pint for incomes of £100, £160
and £200, of 3{d. per pint for incomes of £500 and £1,000, and of
3d. per pint for the higher incomes. As regards wine, we assume an
average fgure of duty rising from 6d. per bottle (income of £150) to
ls, 6d. per bottle (incomes of £10,000 and upwards): the rates in farce
varied from 5d. per bottle for still light wine (including light port) te
9s. 8d. per hottle for sparkling wine. ’

The figures for incomes up to £200 have in view the manual worker.
The represontative consumption of the clerical worker might no doubt
be considerably lower.

As in the case of the tobacco duty (see parow 344 (c) of Reporl) an
increasing margin is sliowed for '* excess entertainment ” in the higher
ircomes: in the case of spirits and wine, the margin is probably a good
deal wider than in the case of tobacco. : -
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21. The following are the speculative figures we suggest: —

1928-24.

Consumption of Man and Wife, Daty. Total

Income, S B w Duty,
irits Beer ine . . s

(bottles). | (pints). | (bottles), | SPirite. [ Beer. | Wina Y

£ 8 d|£ s d )£ s d| £
100 .., — 650 — — 6 2 0 ’ —_ 6
130 ... 5% 800 6atb6d.duty) 2 6 6710 0, 0 3 0| 1v
200 .| 74 ! 900 |12st84 ,| 3 3 5(8 8 9| 0 8 0] 12
500 ... 15 350 45at10d. , | 6 610 | 31211 117 6| 12
1,000 ... 25 225 100at1s, , |2011 5|2 610° 5 0 0] 18
2,000 ... 45 125 150at1s. , |19 O 6111 3, 710 0] 28
5000 ... 60 75 [350atladd., |25 7 6|[018 9 ' 23 6 B 50
10,000 an 90 75 [B00atlsbd., |38 1 31018 9 )60 0 0100

upwards ]

22. 1925-26.—The rates of duty remained as in 1923-24. Per head
consumption for the two years was—

' 18234, 1925-8.
Spirite ... -34 proof galions .., 31 proof gallons.
Beer e 21-5 bulk gallons ... 22-4 bulk gallons.
Wine ... ave 31 gallons .., 36 gallons.

On account of the slightly greater consumption of beer in the later
year we make a small addition to the figures of duty for the lower
incomes—5s, for the income of £100 and 3s. for the incomes of £150
and £200. For incomes of £10,000 and over, we make an addition of
£5 on account of the inereased conmsmmption of wine. For the inter-
mediate incomes the reduced consumption of- spirits is taken as roughly
balancing the increase in other drinks and ne alteration is made.

28, 1918-19.—This is a difficult year to deal with. As consumption
was compulserily restricted and general conditions were very different,
it is impossible to say how nearly drink wes distributed over consumers
in the same way as in 1923-24. It would seem out of place, therefore,
to make refinements on account, e.g., of the higher general cost of
living in 1918-19 and the lower costs of spirits. Total consumption
having been roughly similar for the two years, the consumption figures
for 1918-19 have simply been taken from the 1923-24 table above and the
duties worked out by reference to the then current rates.

The following round figures result:— |

Income, Duty.
£ £ s d
100 215 0
150 4 50
200 8 . 6 50
500 6§00

1,000 . TH 0

2,060 .. 1115 0

5,000 .20 00

10,000 3 0 0

and upwards *

24, 1913-1§.—The figures of consmmption have been worked back from
those of the 1923-24 table.
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In converting from the later year, regard has been paid particularly to

the

following points ;-

(i) the relatively high purchasing power of money in 1913-14,

(ii) the much lower Income Tax in 1913-14—making a big difference
in the spending power of the larger incomes.

{iii) the greater amount of excessive drinking in 191%-14—a roason
for not putting the representative drinker’s consumption quite as
high ss we might otherwise be led to by the figurem per head of
population,

(iv) the fact that spirits consumption was about twice 28 much in
161314 ns in 192324 : in view of the great difference in price (about
48. a bottle in 1918-14) much the greatest change is taken to have
oocurred in the wage-earner’s expenditure.

{v) the fact that beer consumption per head in 1918-}4 was abont
one-third greater than in 1923-24: duty per head about one-sixth of
that in 1923-24: the 1913-14 duty is taken wb id. per pint for all
incomes, since the gravity of beer before the War varied very little.

(vi) the fact that wine consumption in 1913-14 wes about five-sixths
that of 1923-24: duty per head abont one-third.

The resulting table ix as follows:-—

1913-14.
Consumption of man and wife. Duty.
Tncome. | irits | Deer %-::;,
(bottlen). | (pinta). Wine (bottles). | Spirits. | Beer. Wine.

say.

£s d'f e.d]| £ s d| £ &

50 9 1,000 4 at 4d. duty 17 741 010 1. 471 2 0

100 15 1,00 | 8atdd , |1 9 4|1 211 2 8| 215

160 18 1,200 16at4d. , |115 8|1 5 0|" &5 4} 3 b

200 922 1200 | 30ated. , |2 3 1|1 5 0 10 of 4 0

500 30 350 BO at bd. ,, 218 8 7 4| 113 4( 5 0

1,000 50 176 1120at5d. ,, | 417 11 3 8| 210 0| 710

2,000 70 125 | 260 at 6d. , 617 1 2 7| 610 01310

6,0(()10 100 125 | 700at6d. ,, |9 1510 2 Y1710 02710

An

upwands,

5. 1903-04. ~—Taxation per head for all duties together was 6 per cent.,
or 13, 2d. in the pound, more than in 1913-14. The following rough

" figures of duty are eunggested.

Income, Duty,
8 £ d
50 . . . . 280
100 . e e e . 300
150 . 310 O
300 -~ 480
500 .~ B8 50

1,000 “w 8 00

2,000 A 1410 0

5,000 - - - 9 00

and above.
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Faciors common io Hypothesss I (a)—I (d).
. .

Proportion of Male s
Proportion Number to Femsle Consumption. Notional Number of Male Consumers.
a—— of of [
M Abstainers, | Consumers,
Spirits. | Beer. | Wine. Spirits. Beer. Wine.
Per cent. l
‘ . . 15 - 550,000 4 4 2
Group A (incomes upwards of £500) 662,500 662,500 775,000
.. WF 49 450,000 1 1 1
: ) : 15 | 1,650,000 4 7 8
Group B (inoomeabebween £200 “d'{ s } 1,987,500 2,035,714 2,550,000
). F.| 40 1,350,000 1 2 2
M 15 9,150,000 4 3 3
Group C (incomes up to £200) 11,017,500 11,640,000 14,130,000
F 40 7,470,000 1 1 2

8¢
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Hypothesis I (a). _ Results of Hypothesis I (a).
i
Ratio of Consumption for I Per head Consumption Per head Duty (male and
- Male of esch Group. Total Consumption (iu gallons). (in gallons). | female consumer).
Bpirits, | Beer. | Wine, | Bpirite.® Beer. Wine. | Spirits.®| Beer. |Wine.| Spirits. | Beer. [Wine.| Total.
i ;
[ £ s (£ sl XL »
Group A.... 6 1 20 2,750,000 4,194,000 | 4,846,000 4-15 633 16°25/1413 [O010{111)16 14 M.
‘ 1-04 1-58 [3-13| 313 10 31015{ 411 |F.
GroupB...[ B8 ‘ 5 | 4126000 | 51,549,000 | 3,986,000 | 208 {2532 {156 7 7 [2 1{0 B] 816 |M.
0-52 7-23 |1-04) $17 {012|0 5| 214 |F.
Group0...| 1 12 1 | 7,624,000 | 884,257,000 | 4,418,000 | 069 |7596 |08t | 2 9 {6 4|0 2| 815 | M
. 017 |25°32 |0-21| 012 |2 1}/0 1] 214 |F.
- | - — | 14,500,000 | 940,000,000 | 13,250,000 | — RN RS R U A N
Hypothesis 1 (5). Berolts of Hypothesis I (5},

Group£..{ 8 2 10 | 1,697,000 | 9,738,000 | 8,201,000 { 2-56 |14-70 |4-13| 9 1 |1 4|1 o011 & | M
’ 0-64 567 (206 2 5 |0 6(1010) 3 1 {PF.
GroupB..| 2 5 4 | 5394000 | 74,805,000 | 4213000 | 1-71 [36-74 |{1-65| 6-1 |3 0|0 8] 9 & |M.
. 0-43 (10°50 (1°10| 110 |O17|0 5{ 212 |F.
Groop0...| 1 10 1 | 9,400,000 | 855,457,000 | 5,836,000 | 0-85 | 7848 Jo-41| 3 0 |6 0f0 2] 92 |M
0-21 124560 (027} 015 (2 0|0 1] 216 | F.
14,500,000 | 940,000,000 | 18250000 | — | — | — | — | — | = | = [=

* Proof gallons,
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Hypothesis I (¢). Results of Bypothesis I (c).
Ratio of Consumption for T Per head Consumption Per head Duty (male and
— Male of each Group. Total Consumption (in gallons). ‘(in gallons). female consumer).
Bpirits. | Beer. | Wine. Bpirita.* - Beer. Wine,  |Spirite.®| Beer. | Wine.| Spirits. | Beer. { Wine.| Total.
- £ o |£ s]£ 20| L s
Group A ... 12 2 9 4,282,500 18,406,000 | 3,214,000 646 | 27°78 |4-15|2216 |2 5|1 0[26 1 | M.
1-61 694 |2:07| 514 |0117010| 615 | F.
GroupB ... 4 4 3 4282500 | 113,115,000 | 3,525,000 2:15 | 55-56 | 138 | 712 |411 |0 71210 | M.
0564 | 1587 |0-92| 118 [1 6|0 4; 3 8 |F.
Group O ... 1 b 1 5,835,000 | 808,479,000 | 6,511,000 | 0'54 (6946 [0-46| 118 |513|0 2] 713 | M.
. 0-13 (2316 (031, 0 9 [118)0 2| 2 % |F
- — — .| 14,500,000 { 940,000,000 ] 13,250,000 -— — —-— —_ — — ! - —
. i° | |
Hypothesin I (d). _ ' Resulta of Hypothesis I (d).
; n )
GroupA ... 9 1 60 | 8,167,000 9,806,000 | 8114000 | 4-78 |14-94 [10-47 1617 |1 4|211 (2012 | M
1-19 373 (524 4 4 |0 6]1 6 516 |F.
Group B... 4 2 6 4,750,000 60,811,000 | 2,670,000 239 ;92987 {1-05| 8 9 |2 9|0 5111 3 | M
0-60 1 853 |070| 2 2 |014)0 3| 219 | F,
GroupC... 1 b 1 6,583,000 | 869,293,000 | 2,466,000 0-60 ;7468 | 0171 2 2 |6 210 1| 8 5 | M
! 0-15 ! 24-89 |0-11] O11 |2 1]J0 1| 213 |[F.
= | - - :'14.500.000 940,000,000 | 13,250,000 - = — _ _ | _ I

* Pranf oallane.



Factors common to Hypotheses 11 (a) —II (d).

Hyroteess TL

Proportion | Nuomber l;m?igzn‘;fni!;:foz Notional Number of Male Consumers.
of of i
- Abstsicers. | Consumers. — : _
. Spirita. | Beer. | Wine. Spirits. Beer. Wine.
Per cent. i
M. 15 550,000 4 4 2 .
Gronp A (incomes aupwards of £500) 681,000 681,000 812,000
F. 30 526,000 1 1 1
M 20 1,656,000 4 7 3
Groop B (incomes beiween £200 ’ Lt
1,859,000 | 1,903,000 2,374,000
mrﬂ{ﬂﬂS- { F. 45 1,237,000 1 2 2 } ’ ' .
! |
M 10 9,700,000 4 3 3
Group O (incomes up to £200) ... 12,190,000 13,020,000 18,340,000
F 20 9,960,000 1 1 2

‘X XIAN@JdY

19
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Hypotbesie IT (a). ) Results of Hypothesis IT (a).
Ratio of Consumption for s Per head Consumption Per bead Duty (Male and
— Male of each gp;oup. Total Gonsumption (in gallons). (in ga.llonu).p Female Consumer).
Spirite. | Beer. | Wine. Spirits.® Beer. Wine, |Spirits.®*| Beer. | Wine.| Spirits. | Beer. | Wine.| Total.
) £ s |£a|[Las| £ s
Group A ... ] 1 20 2,711,000 | 3,891,000 | 4,841,000 | 3-98 571 [ 596114 1 911 911519 | M,
- 1-00 1.43 (298| 311 2 15| 4 8 | P
Group B... 8 4 b 8,700,000 | 43,488,000 | 3,588,000 1-99 [22:85 [1-49; 7 0 |117 71 9 4 | M.
0-59 6-53 | 100 115 11 6] 211 | P
GroupO...| ' 1 12 1 8,089,000 | 892,621,000 ; 4871000 0-66 [68-66 |0-30| 2 7 {612 1( 8 0 | M
0-16 | 22:86 | 0-20 12 117 11 210 | F.
— — |..— -1 14,500,000 | 940000000 | 13250000 | — — — — — | — - | =
Hypothesis LT (3). ' ' Reults of Aypothesia II (b).
t
Group A... L} 2 10 1,650,000 | 9,075,000 | 3,168,000 | 2-42 13-33 ! 3-90 811 |1 2 191012 | M.
0-60 3-33 |1-95] 2 3 5 10 218 | F.
GroupB... 2 b 4 8,003,000 | 68,399,000 { 3,706,000 ; 1-62 3381 |1-66| 514 |2 14 8| 816 | M.
l 040 : 962 |1°04| 1 8 16 5/ 2 9 |F
Gronp C ... 1 10 1 9,847,000 | 867,526,000 + 6,376,000 , 0-81 ;6663 |0-39| 217 (5 9 2| 88 | M
‘ 020 l22-21 lo26! " 14 [116] 1| 211 | R
i !
- — I — | 14,500,000 | 940,000,000 | 13,250,000 | — : — = = | == - |-

* Proof gallons.
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Hypothesis 11 (¢). Renults of Hypothesis I1 (c}.
Rstio of Consumption I Per head Consumptiion | Per head Duty (male and femele
_— for Male of each group. Total Consomption (in gallons). (in galions). eonnsmer).
Bpirits. | Beer. | Wine. | Bpirite.® Beer. Wins. |Spirits.®| Beer. {Wine. | Spirita. | Beer. | Wine,{ Total
£ o |£ 0|2 0| £ 8
Group A.... 12 2 ) 4,262,000 17,284,000 | 3,147,000 6:26 | 25°38 13-88|22 2 |2 1|019:256 2 | M,
1-56 6-3¢ |1'94| 510 {010|0 9| 6 9 {F.
Group B... 4 4 8 8,879,000 96,696,000 | 3,067,000 2-09 [50-76 |1-29; 7 8 (4 3|0 61117 | M.
0-52 11450 10-86| 117 ;1 4{0 4| 3 &5 |F.
Group C... 1 b 1 6,359,000 ; 826,120,000 | 7,036,000 0-52 | 6344 [0-43| 217 |5 4|0 2| 7 8 | M.
. 0-13 |21-15 [j0-29| @ 9°j115(0 1| 2 5 [P
— — — | 14,500,000 | 940,006,000 | 13,250,000 | — - = = = =1 = |-
Hypothesis 11 (d). Besults of Hypothesis II (d).

GroupA..| 8 1 60 | 8160000 | 9,199,000 8140000 | 4-63 1361 |10-02|16 7 |1 2|2 9|a918 | M.
1-16 3-38 |'5-00f 4 2 |0 6|1 4] 512 |F.
Group B... | 4 2 6 | 4300000 | 51,413,000 | 2,380,000 | 2-81 [27-01 |1-00{ 8 3 [2 40 5|1012 |M.
0-58 | 7-72 (o067 2 1 |013]0 3| 217 |F.
Group O.., 1 5 1 7,060,000 | 879,388,000 [ 2,730,000 | 0-58 [67-54 Jo-17{ 2 1 |[510[0 1| 712 { M
0-14 [22-61 {0115 010 (1170 1] 2 B |F.
—_ - - 14,500,000 | 940,000,000 | 13,250,000 — — —_ —_— — — — —

* Proof gallons.

€9



Esrrxarns oF AVERAGE DUTY BORNE IN RESPECT OF INDIVIDUAL Marm AND Femary CoNsSUMPTION.

Hypotheses I (a) to I (d) and II () to II (d).

1
_ S I@- | 1) I(c) 1@ || 1@ | II@®) II (¢) II (d)
£ s, £ s £ s £ s £ 3 £ s £ 3 | £ s
GroupA... .. | Spirits .. Male .. | 1413 9 1 22 16 16 17 14 1 8 11 22 2 16 7
(lnoomea upwardl of Femals ... 813 25 b 14 4 4 311 2 3 5 10 4 2
£600.) Beer .. Male ... 10 1 4 2 5 1 4 9 1 2 2 1 1 2
. Female ... 8 6 i1 [ 2 5 10 6
Wine ... Male .. 111 10 1 0 211 19 19 19 2 9
Femsle ... 15 10 10 16 15 10 9 1 4
21 5 14 6 32 16 2% 8 20 7 13 10 31 11 25 10
GroupB... .. .. | Spirita .. Male 77 6 1 7 12 8 9 70 514 7 8 8 3
(Luocomes bstween | ° . Fomale 117 110 118 2 2 115 1 8 117 21
£200 and £500.) Beer-+ .. Male ... 2 30 411 2 9 117 2 14 4 3 2 4
- Female 12 17 16 14 11 16 1 4 13
"Wine Male ... 8 8 7 b 7 8 6 5
: - Female ... 6 5 4 3 5 5 4 3
12 10 12 1 15 18 14 2 115 15 15 2 13 9
GrowpC... .. 4. | Bpirits ... Male .. 29 $0 118 2 2 2 7 2 17 117] 2 1
(Inocomes up to £200f) Female ., 12 15 9 11 12 14 9 10
| ef .. Male .| 6 4 6 0 513 6 2 512 5 9 5 4 5 10
Femals ... 2 1 2 0 118 2 1 117 116 116 7 117
_Wine w Male 2 2 2 1 1 2 ! 2 ! 1
| Female . 1 1 2 i 1 I 1 1 | 1
i 191 1118 10 2 ‘l 1018 | 010! 1019 | 8 10 0

w
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APPENDIX XI.

MEMORANDUM BY Mr. W. H. COATES, LL.B.
B.So. (Econ.), on THE INCIDENCE OF INCOME TAX.

PART I.—INTRODUCTION.

1. The fundamentsal cause of the great development of divect taxution
has undoubtedly been the general acceptance of the principle of ** ability
to pay.” But this principle depends, for its validity, upon the truth
of the further theory that the incidence of the tax falls upon those upon
whom the tax is imposed. And while the doctrine that taxation shouid
' be fairly distributed, and the individual share fitted with sympathy
and discriminaton to the back that will for many yesrs have to bear it *
is acocepted by nearly all classes, the nnderlying and correlated ileory
that the tax cannot be passed on commands no such measure of unanimity.
Few subjects indeed, arouse such a division of opinion as the incidence of
the Income Tax. There are two distinet schools of thought, one founded
on arguments largely based upon practical business considerations and
the other on theoretical reasoning. Which view is correct? It is the
purpose of this memorandum to examine the subject in greater detail
than hay hitherto been presented to the Committee, giving attention to
the practical or statistical considerations, as well as to those drawn from
pure theory. The discussion is confined entirely to the incidence of direct
taxation in the form of a tax on profit margins, that is, to the direct

effects of such a tax, and does not. extend into the sphere of its incidental
or indivect effects,

2. No attempt will therefore he made to examiune or analyse those more
difficult sspects of the effects of a tax which may be grouped under the
hend of pzychological reactions, Human nature is a very complex thing,
and economists have long since abandoned the conception of the simple
‘* gconomic man:'"’ There is to-day a much wider conception of the
numerous forces which act and re-act upon men, taken either individually

or in the mass, when they are determining their course of action in
business life. Decisions, which once might have been taken in the light
of n few simple considerationa only, are in these days the subject of much
broader views as to their immediate and consequential effects. With the
growth of this larger vision the opportumity for variation between man
and man has similarly extended so that generalisations applied whaolesale
to all entreprensurs of bueiness have become much more liable to errar.
On the other hand, it is also more widely recognised that practical men of
business, steeped in the techmique and insistent demands of their own
particnlar cares, are apt to take views regarding the effect of actions
arising in other spheres but impinging on their own, which look primarily
to the more direct and superficinl results, and not to the deeper or more
distant results which are in truth the object of those actions. For this
renson, in theoretical or even practical investigations of what things are,
sight must never be lost of what things seem. Desp-seated psychological
reactions may have to be truced to the latter. rather than to
the former, for when men act on orroneous impressions, it is
the conseqnences of those acts which have to bs reckoned with,
and not the entirely different consequencea which might have arisen
from acty founded on ocorrect impressionss Psvchological reactions
to taxation are not therefors necessarily dependent upon a troe
determination of the incidence of the tax, They may arise from fallacioas
ressoning, bat are not less important on that account. But fortunately
or unfortunately, as the view may be, these deep-seated reactions do uwot

* Royal Commission on the Inoome Tax: Report: Cmd. 614, 1920, § 10.
39870 e
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lend themselves to statistical tests of a satisfactory character. For that
reason they find little place in this memorandum. Thise is not to say that
their existence is denied. On the contrary it is admitted. Warning is
merely given that they are deliberately excluded, except in eo far as the
statistics which will be adduced may in themselves bear gilent witness to
the degree of +their reality. For the rest, it may be noted that
psychological reactions to a tax are not the monopoly of one class, For
his success in life, the business man or concern depends upon environment,
There can be no seller without a buyer, and the latter, as well as the
former, has his psychological reaction to that fumetion of price through
which all profit, and therefore all tax, emerges.

PART II.—PRICE DETERMINATION—THE DOCTRINAL
AND THE PRACTICAL VIEW,

3. The 'doctrinal view i§ briefly that, subject to certain consequential
effects of high direct taxation, an income tax of the nature of the British
Income Tax imposed upon net profits cannot enter into the cost of
production, and cannot be passed on, by those upon whose incomes it is
laid, to the general community, i.e., to the uliimate consumer of all
goods and services, This position rests mainly upon four economic laws,
viz. :—the law of demand, the law of marginal utility, the principle of
substitution, and the law of value or price. °

4. The general law of demand, as stated by Marshall, ia that: —

““The greater the amount tc be sold, the smaller must be the
price at which it is offered in order that it may find purchasers; or,
in other words, the amount demanded increases with a fall in price,
and diminishes with s rise in price * (a).

Within any given small unit of time, purchasers taken as a whole
possess a definite amount of purchasing power. The distribution of
that power in the acquisition of goods and services will be determined
by the aggregate of their separate, efforts to satisfy their several wants,
within the limitations imposed by the respective individual amounts of
purchasing power. Every movement of supply accordingly sets in motion
a force affecting price. Marginal wtilities will govern these movements.

‘* There is an endless variety of wants, but there is a limit to each
separate want. This familiar and fundamental tendency of human
nature may be stated in the law of satiable wants or of diminishing
utility, thus:—The total utility of a thing to anyome (that is, the
total pleasure or other benefit it yields him) increases with every
increase in his stock of it, but not so fast as his stock increases.
e . That part of the thing which he is only just induced
to purchase may be called his marginal purchase, because he is on
the margin of doubt whether it is worth his while to incur the outlay
required to obtain it. . . . . !, And thus the law just given
may be worded:—The marginal utility of a thing to anyone
diminishes with every increase in the amount of it he already
has '* (b).

As the ultimate regulator of all demand iz the demand of the ultimate
private consumer, these laws express the fundamental principles which
govern the conditions of pxice when regarded from the demand mde. The
law of demand and the law of marginal utility are, in fact, the main
determinants of demand price, that is, the price which people are just
willing to pay for a unit of any utility,

(a} Principles of Economics, Marshall, 8th edition, 1920, p, 99,
(b) ibid,, p. 93,
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. 8, Just as the individuals making up the entity of the nation for-
mnlate as consumers, demand prices for those commedities which they
need for the patisfaction of their wants, so do they formulate, as pro-
ducers, prices at which those commodities will be supplied. The eom.
bination of factors which may be used in the production of any com-
modity is not fixed and rigid, but very elastic and variable, Those
who are responsible for production have always open to them a choioe of
the ingredients of production, and the manner in which different
individuals will combine those factors will be dependent again upon many
forces, varying not only with the circumstances of time snd place, but
also with the ability, temperament, imagination and other qualities of
the individual, But one general tendency or law will be apparent,
known to economists s the law of aubstitution.

* As far as the knowledge and business enterprise of the producers
reach, they in each case choose those factora of production which are
best for their purpose; the sum of the supply prices of those factors
which are used is, as & rule, less than the sum of the supply prices
of any other set of factors which could be substituted for them; and
whenever it appears to the producers that this is not the case, they

will, a8 a rule, set to work to substitute the less expensive
mathod " (e).

6. Economic analysia of the process of pmductmn for consumption thus
deals separately with the demand side and the supply side. The con-
sumer constantly re-distributes his purchasing power among different
commodities or different kinds and grades of the same commodity in order
that the satisfaction derived from his marginal purchases may be as great
as possible. On the supply side, commodities will tend to be available at
the price which has been considered sufficient to call forth all the efforts
which are required for their production. And every producer will always
be seeking so to employ the various agents of production that the cost of
those efforts ia reduced to & minimum. These two sides have to be
bronght into relation, and economic analysis proceeds to do so through
the common element of value or price. Demand price is a creature of
the moment.  Supply price, on the other hand, is the preesent effect of
numerons forces eet in motion in the past. Ae a oconsequence of this
fundamental difference between supply and demand, economic analysis
distinguishes between their long period and short panod relations.

7. Over a long period, the doctrinal view is that price tends to move
towards the cost of production, that cost including the mormal supply
prices of all the factors involved. It would thus include the averaged
cost of building up a business and also the normal profits of carrying on
business, those mormal profits being the profits which persons engaged
in the business would reasonably expect as & reward for their efforts, risk
and oapital, regard being had o the level of reward in businesses in
general. It ia further postulated that there will be a tendency for this
cost of production to fall to the lowest cost of production as determined
by the maximum degree of efficiency attained, under the stimulus of
the competition of the best-managed buuuesam The theorv sugpests
that the cost of production—so interpreted—indicates a theoretical
squilibrium betwsen supply and demand, resulting in & theoretical
price, which all the restiess forces governing the business world con-
stantly tend to produce. Real life is, however, converned, mot with
the long-run trend, but with the facts of the moment. Most attention
must therefore be given to the shart-period relation of demand price
and supply price. Demand is largely dependent upon the conditions of
the moment at which it ia effective. Supply has but slight mobility.
It is much more inert, and in coping with the guick movements of
demand mwusht uoe, as best it can, the facilities which happen to be
available, some being the outcoms of past decisions. In thess short

(¢} ibid., p. 4L,
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period circumstsnces, then, the law of demand is paramount. It is the
relation between the conditions of demand in any small unit of time
and the actual position of supply at that time whick determines price.
If demand is greater than supply, then in accordamce with the law of
demand the price will rise until demand is checked, and the two forces
are in equilibrium; in the reverse case, price will fall. The quantity
of supply is thus a vital factor. Its variations in relation to the
demand of the moment will immediately make themselves felt.

8. The central point of modern economic theory of the determination
of price turns on this movement of supply at the msargin. Economie
analysis suggests that the area of change of price is governed by the
factor of profit—that increasing profit, or ite snticipation, tends to
enlarge the volume of production, and decreasing profit, or its anticipa-
tion, to diminish it-—and, in either case, that there is always a quantum
of supply, of varying volume, which is on the point of being produced
or withheld from production. This quantum is governed by the personal
judgment which has fo decide whether or mot to produce it. The test
applied by that judgment is whether the production under consideration
will be profitable or not. Every increment or decrement of supply in
relation to the existing effective demand will affect price. But the
price must either cover the cost of production of the margina! unite
produced, or it will yield to the producer s loss which will influence his
subsequent volume of production. There is thus at work a continual
movement of supply at a margin, which is determined by results, i.e.,
by profit or loss. The producer is always endeavouring to keep the final
unit within the profit sphere, but in his search for additional business
and additional profit he is constantly approaching the marginal line at
which no profit will result, and often he will find himself carried over
the line into the region of loss on his marginal units. Price is always
hovering in the neighbourhood of that line, on which peither profit nor
loss is made. The conclusion of ecomomic analysis is thus that, while
the broad trend of price is governed by the lowest or most efficient cost
of production, that cost including normal profit and therefore such
portion of normal profit as is taken by taxation of income, this stage is
rarely reached in the actual conditions of life. In these conditions, the
temporary positions of demand and supply are the governing factors and
price is determined by the cost of the marginal producte, the sale of which
yvields no profit, and may indeed yield a iose,

9. When this analysis of the position is connected with the incidence
of a tax lJevied upon the margin of profit which emerges from business
transactions, the conclusion, based on that analysis, is of a simple nature.
In competitive conditions, the prices at which commodities are sold
settle, under the influence of the fluctnations of supply and demend, on
the point at which a minimum of profit, or & loss, is yielded by the
marginal increments of supply, that is, the quantities which producers
just think it worth while to put on the mgrket. But it is axiomatie, with
& tax on profit margine, that if there is o profit there is no tax. Hence
the price realised for the marginal incrementa of supply bears no tax.
Yet those marginal increments of supply settle the gemeral price. Bo
the general price also contains no element of tax, and the producer does
not recover from the consumer any part of the tax that he, the producer,
will bear on the result of his productive activitice.

10. The practical view of price determination is much more difficult¢ to
expound. There is little logically developed or closely reasoned argument
which ecan be set out for comperison with the preceding exposition of
the economic school. With one exception, the view held by this school
must be gathered from the dicta expressed by leading business representa-
tives, well-known public men, and responsible journals (d). The first

(d) Annexe 1 contaios typical dicta and references.
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tenet of the practical view is that Income Tax enters into and forms part
of the cost of production of goods and serviees. As a corollary of this
conténtion, it is said that Income Tax (including Super-tax) is passed
on to the uitimate consumer in the form of higher prices for goods and
services. The nexus between these two views is rarely stated, but, at
bottom, it appears to rest upon the general economic theory, which is
discussed above, that price is determined in the long run by the normal
cost of production. Given these postulates, the mnext gtep, in the view
of the practionl business man, ig that the high cost of living must he
attributed largely to the burden of the Income Tax and Super-tax.
, The general conclusion is then drawn that the present depression of
industry, and, in particular, the diminution of British export trade
compared with the pre-war position, is mainly due to heavy direct taxes,
egpecially the Income Tax and Super-tax :

11. None of the gquotations in Annexe I offer: a detailed argument
by which these conclusions may be subjected to a reasoned analysis.
Unly one writer, Mr. P. D. Leake, can be found to expound the practical
view in any detail. Mr. Leake's analysis of the problem was set out in
a paper read befére the ‘London Members of the Institute of Chartered
Accountants on the 24th April, 1923; the paper was reproduced in
The Accountant of the 28th April, 1928, The substance of the argument
is to be found in the following passage:—

** The level of selling prioes is thus of the greatest importance to
the well-being of the wageearners, who must exchange their wages
for food, clothes, shelter and amusement. But it is the employers
who are the producers of all these things, and who fix prices at a
loval which will yield them not less than a fair averege profit—
otherwise it is obvious thet they will gradually cesse to produce.
Thus, apart from current price finctuations due to changes in supply
and demand, the general level of selling prices must inevitably
be based upon the oost borne by smployers incidental to production,
snd this cost includes the employers’ disproportionate burden of
progressive taxation., Therefore the effect of this extra tax burden
must be to foster the maintenance of high prices, and so to lay upon
the wage-earners an extra burden of altogether unknown extent,
but which may probably amount to not less than 85 per cent. of
that part of the employers’ Income Tax burden whicH is inevitably
reflected in the retail prices of the commodities purchased by the
wage-oarnera,’

13, The central point is that the employers, who are the producers of
the food, clothes, sheiter and amusement which represent the bulk of
consumption, fix prices at a level which will yield them not less than a
fair average profir—otherwise they will gradually ceass to produce. In
a letter to the Times of the'l6th August, 1824, repeating the substance of
hi?d argument, Mr. Leake introduced an important modification. He
aad ;—

‘* Al production—except that from State and municipal under-
takings—arises in the hands of employers and independent workers.
Employere are the price fixers, and, in the long run, they will surely
either gradually oeass to produce or else they will maintain selling
prioess at a leval which will leave them a reasonable net profit after
paying all outgoings, intluding taxes, For the most part they cam,
and, naturally they do, adopt the latter alternative.”

The h&udiﬁmﬁm lies in the words ** iu the long ran  which changes
the whole basic position. These words convert the assertion of a definite
fact into the statement of a tendency. The only firm paint lefs in Mr.
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Leake's argument appears to be one which approaches gencral economic
theory; he says:— s
“ Thus, apart from current price fluctuations  due to changes in
supply and demand, the general level of selling prices must inevitably
be based upon the cosi borne by employers incidental to production,
and this cost includes the employers’ disproportionate burden of pro-
gressive taxation.”’

Here is an implied recognition of the fact that current price fluctua-
tions are due to changes in supply and demand, but it is parenthetical
only, and at once made subsidiary again to the cost of production theory.
A legitimate doubt therefore remains whether Mr. Leake holds that any
de facto price is determined by these current fluctuations of supply and
demand, or by the general long-run trénd of the cost of production.
Mr. Leake leaves that doubt unresolved.

PART III.—THE BASIC DIFFERENCE BETWEEN THE
TWO. SCHOOLS OF THOUGHT.

13. The broad difference between the procees of price fixing in relation
to taxation -of income, as elaborated by econemic argument, and as
stated by Mr. Leake in explaining the views of the business school, thus
lies in this. The economist conceives the broad trend of price determi-
nation to be the cost of production, that cost including all normal profits,
and therefore such portion of those normal profits as is taken by taxation
of income. But in the conditions of real life, economic reasoning denies
that this stage is ever realised. The cross curremts, flunctuationa and
oppoeing forces are too varied, too strong and too conflicting. The
actual course of events progreeses along an irregular line, eack point
on which marks the resultant of the conditions of the moment. Those
conditions are determined by the current position of supply and demand,
which conetitute the upper and mether millstones grinding out the
results of industry, in the form of profit or loss. Mr. Leake, on the
other hand, gives great prominence to the long-run teodency, and
appears to hold, though with some doubts, that this long-run tendency
governs price at any moment. The interpolation of these doubts is
ovidenced by his referemce to the current price fluctuations doe to
changes in supply and demand. The general business view, therefore,
appears to be that if producera cannot maintain prices at ** a level w"hich
will leave them a reasonable net profit. after paying all outgoings,
including taxes» they .will surely *‘ gradually cease to prodvce.”
Therefore, it is argued, they do add the tax. On the contrary, if the
economic argument is correct, they cease to produce.

-14. The general economic theory of the marginal product, that is, of
the quantity of supply which producers are donbtful whether to put on
the market or not, appears to assume that some portion of the
production of every producer is & marginal product This assumption
depends on the theory that each producer will push produc-
tion up to the point at which the ppice yielded by the last incre-
ment of supply is just equalled by the ~cost of its production, so that,
on that increment, neither profit nor loss is made. The price equals the
cost at the margin, and therefore, so goes the theory, the price of all of
that commodity on the market will be governed by a cost which yields
Do profit, and therefore beara no tax. Jt is a ready answer to this
presentation of the theory that the produncer will only push production
to the point at which he secures a normal profit on cost, and that that
normsal profit will thus include all the taxes he has to bear. No doubt
each producer has a marginal amount of production, that is, a variahle
quantity the production of which he may hesitate to undertake. And
if all producers were equal in ability, the marginal production of any
ocommodity might well be spread over the wholé area of production, with
a constant tendency on the part of each producer to determine hia
marginal production by the test of net profit after payment of income
taxation.
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""16. But the variety of humihn ability has to be reckoned with. The
qualitiea which contribute to the success of the business man are not
few in number. The manner in which they can be distributed in the
composition of one human mind is almost infinitely great. Oz.l't.he one
side, therefore,—supply—there is an infinite gradation of ability, and
on the other side—demand—there is a huge multitude of consumers,
varying from dey to day in their needs, their estimate of values, their
fancies and their purchasing power. On & priori grounds, the normal
-expectation would be that thess infinite variations would, when
interpreted in the resultant terms of the profit or loss of the producer,
whow m continuously graded result, ranging from & net loss to a con-
siderable profit, judged in relation to some fixed standard, such as the
unit of capital employed or the unit of business done.

16. In such conditions, economic theory holds that the adjustments of
aupply to demand are constantly fluctuating, and. that the point of
equilibrium with capricious demand cannot be stable for any period,
The effort to draw profit from the intricate movements of market condi-
tiona must alwaya be harardous, and, in face of the probabilities of vary-
ing human ability, it would be exceptional to find any industry in which,
except perhaps in conditions of extraordinary boom, there were not pro-
ducers whose caloulations and hopas proved the reverse of anticipation,
While, therefore, there may be for every producer a marginal area of
supply, the moet esnsitive point of expansion or countraction would
naturally lie among those producers whose ability or good fortune was
least. Among any large number of producers, there will always be a
certain number whose financial position ia unstable. Losses may be met
for a time out of reserves, nccommodation from banks, or further capital
put up by interested persoms, but the public record of bankruptcies,
reconstructions and liquidotions, bears elequent testimony to the condi-
tions at the margin of profitable enterprise. Conocerns which are on the
point of withdrawal from the market have been ocontributing their
supplies to the total offered, and their influence on the supply side has
been & factor in the conditions which determine price, for, on the
economic argument, this tends to be settled in any given unit of time
by the demand which ia effective in relation to the total quantity on offer,
The addition to supply, which their activities have produced, will, by its
enlargement of supply, have tended to depress the price to meet the
offective demand. Yet the price influenced by this marginal production

*of the weak producers will have been insufficient to yield those pro-
ducers a residuum of profit. Into that price can eater no element of any
tax which is ievied on profit, for, in the conditions which exist, no tax
will be levied on those weak producers whose incremental supply on the
market is a factor in the determination of price.

PART IV.—~A STATISTICAL EXAMINATION OF THE
PROBLEM.

17. The issue betwsen the two schools of thought is thus seen to be
largely & question of fact. Are the industries of the country mainky
in the hands of represeutative concerns, whose normal cost of pro-
duction determines price, 83 the business school contends, or, on the
contrary, are they in the hands of conoerns whose varying circumstances
and abilities show, in competitive conditions, results varying from
losses, or small profits, up to large profits, per wait of busineasf

18. In the course of the administration of the Incoms Tax, the Inland
Rovenue Department receives annually s large nuomber of trading
hccounts, profit and loss acccuots and balance shests, showing the
results of the your's business of the principal industrial, manufacturing,
dwn:xbutin. &c., concerns of the country. The number of accounis
furnished voluntarily now approaches a quarter of a million. Part of
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this unique mass of information supplemented by ocertain additional
particulars has been used for the purpose of making a atatistical
contribution. to the consideration of this question.

19. The scope and validity of any statistical investigation clearly
depend upen the uniformity and counsistency of the things to be
measured, counted or compared, ard consideration of the particular
elements of the problem under review showed that the subject-matter
was not free from difficulties. It is not proposed at this point to discuss
the particular problems which arose. They are set out in some detail
in Annexe II. Here it will be sufficient to summarise them, very shortly.
The main question was to what independent variable the dependent
variable of profit could most suitably be related. After comsideration,
the basis which first suggested itself, viz., the unit of capital employed
in the business, was rejected. There remained the unit of turnover.
Although - this base had its own disadvantages, on balance it was felt
that its advantages far outweighed them, and on that ground it was
-decided that, broadly speaking, the unit of turnover comstituted a
generally relinble base to which the unit of profit could suitably be
related. There remained the difficulty that profit, although measured,
according to the rules of the Income Tax Acts, by one uniform yard-
stick, yet contained within _itself different elements according to the
status of the ** person " by whom the profits were earned. In other
words, the constituent elements of profit for purposes of t_:he‘ ]':ncome
Tax are not the same for joint stock companies as for individuals,
whether those individuals are sole or partnership traders, In the former
case, profit excludes; and in the latter case includes, that v’e’lement of
profit which the economist calls ‘' earnings o_f mana,_gaplent. I?, waa
therefore decided, in onder to preserve uniformity, to limit the statistical
investigation to the data available in the case of compamnies. All these
points, together with others which called for consideration, sre more
fully discussed, as already observed, in Annexe II.

20. Accordingly the method followed in the preparation of 'l_:he
ebatistics in Tables 1 to 7 has been to take all the companies for which
information was available as to the amount of turnover, as well as of
profit, within the seven groupa chosen. The percentage of the amount
of profit om the amount of turmover was calculated, pnd the cases
classified according to that percentage. Eight classes have been adopted.

- The first contains concerns showing a loss,on turnover of mot less than
10 per cent.; the following six classes represent ranges of 5 per cent.
of the turnover; and the eighth class covers cases making 20 per cent.
or more on turnover. The tables presented show the dispersion, among
these classes, of the total turnover and the total number of eonaeﬂ::
included in the sample. Particulars are given for trading Mc?:tl?-
ended in the two Income Tax yesrs 1920-21 and 1922-23. (s't“levml’-.
for the year 1921-22, during which the graat fall in the price L :!
took place, have been purposely omitted, because the losses sustain
on etocks totally obscured the true results of trading in that {“tll.;)
Each year is sub-divided into the four quarters of the year. ﬁd the
foot of each quarterly column are shown the number of cases & the
total turnover included therein. The seven trade groups ocover tne
following industries:—
(i Cotton,

{ii) Wool.

(iii) Iron and steel.

(iv) Metals.

(v) Food.

{vi) Wholesale distribution.

(vii) Retail distribution.
More detailed descriptions of the industries covered are given at the
foot of each table.
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Tasne L.—RELATION OF PROFII TO TURNOVER.
{The expressions Profit and Tuarnover are defined in Annexe II.)

Description of Trade, de.

*Cotton Manufacture.

19201925,

|

19221923,

Aocounts for 12 months mede ap to s date between :—

Aeconnts for 12 months made up to a date between :—

—_— - ' -
Profit i ath April and 1st July and 1t October and 18t Janvary and ! 6th April and 1st July and | st October and | st Janoary ana
to Turnover | BUth fuma. 80th Beptember, | 3ist Docember. ;|  5th April. Aoth June 80th Beptember, ! ,3ist December. bth April.
percentage. | o . 5 -
Per Per Pers Per Per Per Per Per ! Per Per Per Per Per Per Per Per
ootrtag ta, ! » ta e
o | Tt | ot [o Tomt| ot (ot Tomt | of™ ot Tomi| Tt |otTomi| “or e ot Mot ore of Tomi| ot ™" |f Totwl
Namber{ Tarn- [Number| Tarn- [Number| Turn- Numbcr Turo- Numbor Tarp- | Number! Torn- | Namber| Tuwrn. |Numbei! Tarn-
of Usses] ovor. |of Cases over. [of Cases] over. |[of Cases| over. | of Cases| over. |of Csses! over. |of Cases.| over. of Cases.| over
| .
Up to ~10 — — 2:56 ' 010 1-16} 1-10 | 4611 3-44 9:09! 1-48| 7-90| 3-21|13-10| 8-33| 8511 7-69
—)'Pbo 5] 1°068; 021 — — 1-6] 0 58 8-50) 7691 12-12 | 3-90; 2-63} 777 | T7b| 6691034 8-40
-4 Qto~0| B-10: 2:67) 7-890; 8-87 ) 549 t 14°56 | 12-23 7-68 ¢ bH-64 | 2631 1 32-97 | 22-46 | 19-42 | 17-93 | 13-92
Oto 49,1 16°96 | 14°08 { B85-80 ' 20-5H3 | 87-10 33'0[ . 37°14 | B4-81 [} 24-24 | 10-65 | 34-21 | 33-24 | 28-61 | 32-62 | 38-60 | 41-75
bto D-0... | 27668 | 1534 | 25-64 | 89°94 [ 26-50 | 31-78 ' 21-60 | 25-46 | 18-18 | 32-22 | 13-16 1. 12-74 | 1765 | 19-51 | 16-41 | 20-02
10t014-9,,. | 28-41 | 33-68 {1 12-82 | 20-41 | 16°82 | 18-46 . 8-74 | 11-76 (| 13-64 | 10-59 | 7-90 ) 4-90| 6-95| 851 | 4:56 | 3'75
i6to19-9.., | 14°89 | 14°91 1 1026 ! 1490 | 6681 7-43| 291 | 2-87 909! 9-18| 263 | 3-79| 2-14| 385 2-13 | 4-11
20and over | 13°83 | 19-16 ] 5-13 j 025 416 332 1-94 | 1-74 6-06 | 26-34| 5-26| 1-38% 1-3¢ | 1-07| 1-52| 0-36
TOTAL ... {100°00 {100-00 {10000 iwo-oo 100-00 {100+00 '100-00 {100-00 ||100+00 1100-00 |100-00 {100-00 {100-00 (10000 |100-00 [100-00
Num- | Total | Num- | Totsl | Num- | Total Num- | Total || Num- | Total [ Num- | Total | Nam- | Total | Num- | Total
ber of | Turn- | bar of | Turn- | ber of | Tam- | ber of | Turn- || ber of | Tura- | ber of | Turn- | ber of | Turn- | ber of | Turn-
Cases, | over. | Csmes, | ovir. | Cases.| over. | Cascs. | over. || Cases. ;| vver. | Cases. [ over. | Cases. | cver. | Cases.| over.
i 22000 | (£000Y {£000) ! (£000 {£000) (£000) (£000) (£000)
94 4,02 #9 5810 | 434 |i81,612, 412 |133,31 66 ;15,936 38 6,957 | 374 57,452 | 329 |54,515

* The group includes Spinning, Weaving, &o.
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Dascription of Trads, dc.  *Wool.
1920-192E, 1922-1923,
. - »
Ancounta for 12 months mnds up to o date between :— Accounts for 12 months raade np to a date batween :—-
Profit 6th April and 1at July and 1st Octol er and | 1at January and 6th April and 18t July and 1st Ootober and | 1st January and
to Turnover 8uth June. 80tk September. | 818t Deocmber. Sth April, 30th June, 30th September. { 31st December. bth April.
percontuge. |
Por Per Por Por Per Per P&r Per P:r Per Por Per Por Por P&r Pfr
ta ta; ta, ntage | ce ntage i1 centa n centa, ta| ntage cenfage
uen:? xe t‘:?, l’l[‘og;l oenofge :fa lr‘[‘o 1 oenofge :g 'It‘:%al nofse :‘t, T*ﬁstal l:: ge :F Tm enotge :g I}Pom cen;?g ¢ :fe T:%al oanofge of Total
Number| Tarn- {Nutuber|! Turn- |Nnmber! Turn- |Numberj Torn- [|Number! Tem- [Number| Torn- |Number| Turn- | Naomber| Torn-
of Cnsen] over. Jof Cascs.| over. |of Cases.| over. [of Cases| over. ‘ of Cases.l over. [of Cates.! over. |of Cases.] over. |of Cases. over.
Up to =10} 071 0-07 - — 6-62] 2-51 (18-10 | 13-60 | 17-02} 4-31 816 ] 2927 791 1-91 2-41 0-29
49t =H — -_ 351 2-60 | 562 383 517 | 4-86 2-13 | 043 | 2:04| 0-B1 2-88 1-66 { 2-41 0-48
—4'9tuv =0 —_ — 526, 3:44 | 10°63 | 4-32 ;:16-38 ) 16-28 638 ] 89211224 9-82| 57T6] 3-62| 9-84| 5-13
to4'9 ... ] 10°064 40 FAw-28 1 7-61 | 21°25} 42-32 | 1552 | 13-27 G-38 112-39 | 14-29 ) 10-72 | 19-42 | 22-00 | 27-71 | 30-86
5to9:'9..719'15 13-97{ 22-81 | 19-18 | 28-75 1 20-83 | 25-86 | 36-67 || 18-v9 | 18+58 | 18-37 { 20-35 | 16-55 | 14-57 | 27-71 | 35-21
10 to14+9... | 2624 | 29-36 | 2281 | 25-41 | 1513} 9-25 1121 | 8-00 || 21-28 | 27-07 | 18-37 | 19-70 | 23-74 | 34-28 | 1v-28 | 18-36
165t019:9... | 14-89| 17°07 | 16-79 | 16-76 | 9-37 | 6-66 | H-17T| 6-30 0 11-70 | 12-06 | 2041 | 26-84 | 8-63 | 7-84 ] 4-82| 6-26
90 und over ) 28-37 | 3013} 17°54 | 24-97 ] 10°63 | 10-38 | 2-59 102 ) 17-02 [ 16-24 | 6-12 | 8-84 | 15-11 | 14-12 ] g-02 3-41
TOTAL ... [10G-00 {100-00 [100°0J {100-00 (000 [100-00 {100°00 [100-00 {1100-00 1100-00 {100-00 }100-00 1200+00 |100-00 [100-00 {10000
Num- | Total | Num- | Total | Num- | Total | Num- | Total | Num- | Total { Num- { Total | Num- | Total | Num- [ Total
ber of | Turn- | ber of | Turn- | ber of | Turn- | ber of | Turn-§| ber of | Turn-| ber of | Turn- | ber of | T:rn- | ber of | Tuara-
Casea. | over. | Cases. | over. | Crses. | over. | Oases. | over. || Cases. [ over. { Cases.| over, | Cnsesa. | over, | Cases. | over.
(£0u0) sfﬂﬂ()) (£000) 3 §£000 (£000) {£000) (£000) ({£000)
141 | 41,079 b7 8,680 | 160 |61,164 | 116 1,413 94 (11,672 49 5,306 139 116,968 83 111,347

* The group includeas Spinuing, Weaving, Alpuon, Huhmr, Carpets, &c.
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TasLe 3.—RELATION OF PROFIT TO TORNOVER.

Description of Trade, &c. ®Iron, Steel and Engineering.
l 1920-1921. [ 1922-1923. V.
| - f; ‘
i Aocounts for 12 months made up to s date between : — i Acoonnts for 12 months made up to a date between :—
i - _—
Profit i[ 6th April snd 45 1st July snd | et Octoberand | Ist January and | 6th April and ist July and | 1st October and | 1st January and
tw Turnover | B0th Jane, | BUth Beptember, | 3lst December. bth April. . 30th June. 30th September. | 8lstDecember, 5th April.
prcontege, | !
! Par Por Per Per Per Per Per Per Per Per Per Per Per Per Per Per
i t nt ta ta A
O Lot Toal| ot (ot Totad] ol ot Toml| ot {of Total]| ot o Total] ~of o |of Total| - ot [of Totat| - of =" |of Towal
Nomber| Turn- |Number| Tum- [Number rn- | Number] Turn- || Number] T'orn- {Number| Tom- [Number| Tarn. |Number| Tarn-
of Cnsen.j over. jof Cuu.l over, [of Casen.| over. |of Cases over. |jof Cases| over. [of Cases| over. |of Cases| over. |of Cases.] over.
(
Up 0o =10 | 25| 0-88{ 2-48) 038 1-80| 053 ! 1-42 | 0-25] 17-38 | 4-49 | 20-78 | 7-77113-37| 548 | 1667 | 7-46
~9940—b 1-45| 0621 O-41| 006 | 1-62, 154, 2-13] 0-61 ) 8-49)10-68| 6-50| b6-56; 5-01 | 2-14| 5-71| 2-17
4 Bto—-0| B-86( 0-77)| 2-83[ 1-90| 4-68| 4-29 ! 7°45 1 3-54 ) 849} 5°25| 9-74 {11-08 | 9-75| 5-77| 7-14|11-63
Qo 4-9,,, | 18-88{ 1218 | 17-77 | 14°66 | 21-08 | 27-11 { 23-40 | 32-16 | 13-90 | 19-39 | 19-48 | 22-85 ] 17-56 | 12-05 | 16-19 | 9-86
hto 8-0..,127-27 (8829 |28-93 | 40-25 | 25-95 | 25-57 2%-37 | 26-99 || 16-99 | 22-42 | 17-53 | 23-04 | 21-45 | 40-25 | 19-05 | 26-17
0to14-9,,, 1 26-86 1 29-00 | 19.01 { 19-88 | 18-56 = 23-14 | 13-83 | 12-98 || 16-99 | 12-28 | 11-04 | 10-64 | 12-8B1 | 8-98 | 16-67 | 18-22
15t019+9.., | 1B-88 1 7-683 | 16-70 { 10-16 | 10-09 | 10-13 | 9-93 ! 16-61 | 656 6-36 | %-09| 988 | 7-52{12-37 | 6-67 | 598
40 and over | 12:68 | 11-23 | 12-81 | 13-36 ; 16-22 | 7-69 | 13-47 | 6°86 [ 11-20 ) 19-13 | 5-84 | 9-18 | 12-54 | 12-96 | 11-90 | 18-51
Torar ... |100:00 (100:00 |100-00 (100-00 [100-00 }100-00 IIOO'BO |100'00 100-00 (100-00 (:00-00 (100-00 |100-00 (100-00 {100-00 100-00
Num- | Total | Num- | Total | Num- | Total | Num- l Total || Num- | Total | Num« | Total | Num- | Total | Nam- | Total
ber of | Turn- | ber of | Turn- | ber of | Turn. | ber of | Turn- || ber of [ Tarn- | ber of | Turn-{ ber of | Turn- | ber of | Turn-
Cases. | over. | Cases. | over. | Oasen. | over. =Cases. ' over. || Cnses,| over. | Cases. | over. | Cases. | over. | Cases. | over.
gﬂOOO) £000) (£000 1 {£000) (£000) (£000) (£000) {£000)
418 6,848 | 242 ,660 | 650 (118,739 282 54,018 ' 259 25,579 ! 164 |[13,753 | 359 (40,097 | 210 |15,035
” _ 1 ! !

# The group inoludes Tronworke, Iron and Steel (Fornding, Rolling and Casting), Machine
oxoluding Oivi) Euglocering and Qontracting), 8hipbui &ing sud Marine Engineering, and combinations

of the foregoing.

and Mechanical Engineering (including Electrical Engineering but

'IX XIANAJdVY
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TasLk 4—RELATION OF PROFIT TO TUENOVER.

Description of Trads, de.

* Miscellansous Metal Indusiries.

1920-1921. 1922-1928,
Accounts for 12 months made np to & date between :— Accounta for 12 months made up to a date between :—

Profit 6th April and 1at July and 1st Ootober and | 1st Janunry and 6th April and 1st July and 18t Ootober and | 1st January and
to Turnover 80th June, 80th Beptember. | 81st December. bth April. B0th June 80th Septomber. | 31st Deoember. 6th April,
perosntage.

Pbo.r Por Por Peor Per Per Per Per Per Per Per Per Per Per P:: Per

ta i t ta, ta t ta, ta, ta ta Gl cen| centa
et [of Total| or e of Tomwl| oeS" [t Tom | <Tof " ot Tomt | Tott |t ot | “or o |of Toml| of ©" [of Tota| - of * |af Tota

Number| Turn- [Number| Turn- [Number| Turn- jNumber| Turn- || Number| Turn- ;Number; Turn- |Number] Turn jNumber| Turn-

of Cases| over. |of Cas-a over. [of Cuses! over. |ofCases| over. | of Cnses| over. fof Cascs) over. jof Cases| over. |of Cages| over

Up to =10 2-42( 1-23] 220 359 ( 3-68| 1-81 | 6-04 | 251 18-45 6'62 [ 12-42 | 5-68] 8-80 | 4-11} 6-54{ 2'11
-3 9to~—5] 08l 1-96 | 0-#8] 011 | 1-12| 0-79{ 3-30! 2-58 3511 0881 7-45 1991 7-04 ) 4-04% 2-801] 087
-—4'9to=0]| 3:29] 244 | 3087 996 6-T1 6-83 | 18-19 | 14-56 || 13-45 | 1387 | 9-94 ] 9-41 { 12-68 | 1581 | 9-35{ 9-08
Otc 4°9... [ 1814 1 16-24 | 21-15 | 16-82 | 25-73 [-20-02 | 28-57 | 38-57 || 21-64 | 32-46 | 21-74 | 34-27 | 26-76 | 35-25 | 22-43 | 3672
bto 9°9...| 26:61 ; 80-87 | 29-52 | 32-836 | 27-52 | 31-88 | 19-23 | 21-91 || 17-54 | 21-20 | 20-50 | 21-43 | 18-66 | 18-03 | 26-17 | 1663
10to 14°9... | 21-37 § 21-25 | 18-0G( 19-29 [ 317-00 | 1765 | 13+19 | 9-21 | 13-45 | 10-28 | 13-05 | 12-97 | 10-21 9-40 | 12-15 { 14-45
i6t019°9... ) 11°29 ) 11-24 ) 14-98 | 10°94 | B-05| 7-11 | 8-24| 5-95 702 | 853 T-45( 9-23| 5-99 | 4-47 | 14-95 | 16-90
20 and over, | 16-18 | 14-77 | 10-13 | 7-45[10-29 | 5-91 | 8-2¢4| 471 9-94| 616 745 | 502 986 | 88| 561] 3-24
Toral ... |160-00 {100-00 {100-00 |106-00 {100-00 {10000 (10000 |100+00 [1006-00 |100-00 {100-00 (100-00 {100-00 [100-00 (100-00 106'00
Num- | Total | Num- | Total | Num. | Total | Num- | Total || Num- | Total | Num- | Total | Num- | Total | Num- { Total
ber of | Turn- | ber of | Turn- | bar of | Turn- | ber of | Turn- {f ber of | Turn- | ber of | Turn- | ber of | Turn- | ber of | Turn-

Cages. | over. [ Caser. | over. | Cases. | over. | Cases. | over. || Cases. | over. | Cases. | over. | Cases. | over. | Cases. | over.
{£000) £000) ( £000) (£000) (£000) (£000) (£000) (£000)
248 (29,791 | 2-27 |52,785 | 447 |86,904 | 182 |81,756 171 9,545 | 161 (20,915 284 [29,233 | 107 |10,622

oo Tho group includes Railway Carriage, Wagon and Tramoar Building; Cycle and Motor Trades; Anchor Chain, Nail, Bolt, Rivet and Screw Trade; Shall

“Rm,('ndwmm Neusdle, Pip, Fish-hook and Bnhm_'gude, Looks, Hafes, Wrought Iron and Steel 'fuboo, Wire Trade, Galvenised Sheet,

9L
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TapLe 5.—RELATION OF PROFIT TO TURNOVER,
Deacription of Trade, *®Miscellaneovs Food Trades.

.

1201921,

1922-1928.

Accounts for 12 months made up 10 & date between ;—

Aosomnta for 12 months made up to & date between :—

Profit 6th April and 1st July and 1at October and | Ist Jxnuary and 6th April and 1st July and 1st October and | 1st January and
to Tarnover 80th Juns. 80tk Beptomber. | Bist December, Sth April. BOth June 80th September. | 81st December. bth April.
peresutage.

Per | Por | Per | Per | Pe | Por | Per | Per Per | Per | Por | Por | Per | Per | Per | Per
o™ [of Total | ot | oo | ot® | Tami | Tt {ot ot | "ot e ot Tomd| ot T ot Tomt| “Tor ™ ot Tom

Ndmber| Turn- [Nomber| Torn- [Number| Tarn- {Number| Turn- {{ Nnmber; Turn- | Namber] Tuorn- | Nomber! Turn | Number] Turn.

of Cases| over. [of Cases.| ovor. |of Cases| over. |ofCases) over. {|of Cases: over. [of Cases| over. |of Onses] over. |of Cases| over.

i

Up to =10{ — — 2:661 0°81| 278 0°%0] 7681} 249 — — 2-04 1 046 | 2-92 7 0-55| 2-44 | 0'53
~3fto~b| — —_ 1-28 ) 0-11) 2-81}) 0-70] 1-68) 062 — —_ 2041 0-76] 2-92| 086| 4881 1-76
—4'9to-0| 1-84| 1-93 ! 5-183] B-12| 6-°¥5112-22| 8-40 ) 16-26 9-72 | 2-19110-20 | 11'73 | 11°68 | 9-87| 9-76 | T-44
Oto 49,1 8578 | 89-9% E 57-18 | 47-88 { 39-81 1 59-35 | B7-82 | 45-32 [ 26-59 | 82-78 | 26-53 | 44-79 | 25-54 | 37-00 ] 21.95 | 81-08
hio 99, | 20:61 | 16-45 14-10 | 19-01 | 18-52 | 1495 | 19-33 | 1017 || 25-00 | 14-35 | 15-33 | 12-83 | 20-44 | 19-18 | 35-36 | 38-84
10to 14-9,,, ; 16-561 | 19-10 ' 12°B2 | 5-06 | 1343} 495 | 8-40 ) 7-99 | 13-89 | 23-95| 16-33 | 16-62 | 876 | 6-07 | 12-19 | 12-28
1560 19-9... | 6:42| 544! 898 | 4-56, 8-83| 3-85| 6-88|10-19 | 8-33]17-85| 8-16 | 5-36| 876 | 15-32 | 4-88 | 5-60
20 and over | 12°B4 | 17°06 1 17-95 | 18:00 | 7-87) 8-08]|10°93} 7-06 | 16-67 | 8-88 { 18-37{ 7-39 | 18-98 | 11-15| 8-54 | 2'67
ToraL ... (100400 {10000 {100-00 [100-00 [100-00 [100-00 {100-00 1160-00 [|100-00 [10¢-00 !100-00 [100-00 [100-00 [100-00 {10000 [100-00
Nom- | Taotal * Nam- | Total | Num- | Total | Nam- | Total | Num- | Total | Num- | Total | Nem- | Total | Num- | Total
ber of | Turn- 1 ber of { Turn- | ber of { Torn- | ber of [ Turn- || ber of [ Turn- | ber of | Turn- | ber of | Turn- | ber of | Turn-

Cunes, | over. i Cases. | over. | Cases. | over. | Onsen, | over. || Cases. | over. | Cases.{ over. | Cases. | over, | Cases, | over.
! (£000) i ( £000) £000) (£000) (£000) (£000}) (£000) {£000)
109 194,418 78 11,120 | 216 B, 779 | 119 |30,139 72 9,77 49 4,314 137 | 22,172 82 | 10,160

* The gronp (noludes Grain Milling ; Biscnit sod Bread making (Wholesals); Cocos, Oonfsctionery snd Fruit Preserving ;-and other Misoellaneons Faod Trades.
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TABLE 6.—RE‘LA TION OF PROFIT T0 TURNOVER.

Description of Trade.

* Wholesala Distribution,

1920-1021.

1922-1928.

Acocounts for 12 months made up to a date between :—

Accounts for 12 months made up to a date between ;—

Profit 6th April and 1st July and 18t Ootober and | lst January and 6th April and 1at July and 18t October and | 1st January and
%0 Turnover 80th June. 80th September. | 81st December. 6th April. 80th June. 80th September. | Alst December. 6th April,
peroontage. :
Per Por Por Per Per Per Per Per Per Per Per Pte:ge nge ng Per Pte:&r
ta ta to nta bil ocAnta oen cen' centage nta centage
ml:)_f i :g"ll‘og:l “L:a! e :fe"\l‘t:g:l eent.age g: Tog:l een;-flg ° :; Tt:tsﬁ of ge :&m oo:::;age of Total] of of Total Gaof & of Total
Number| Turm- |[Number| Turn- |N umber Turn- |Number{ Turn- )| Number| Turn- | Nomber] Tarm- |Number{ Tuarn- |Number| Tarn-
of Uasos.| over. |of Casea| over. |of Cases| over, |ofCases.| over. ||of Cases.| over. |of Cases| over, {of Cases.| over. [of Cases| over.
Op to —10 - —_ 0-87 [ 062} 3-41 1-92 | 4-77| 1+03 467 122 b-17 1-26 | 2-28| 0-23 | 2°30| 1-47
~9Jto—5| 023 001 048 104 | 224 | 385 584 | 584 2:47 | 078 1-72| O0-681 2-72]| 057 1-29 | 0-36
—4'Jto~0 ] 113 1-11 2*18 | 2°66 | 11-52 | 1451 | 14-93 | 13-54 6-87 | 3-47 | 12-08 | 8-B1 9-28 11302 | 8-69 | 5-29
0t04:9.., | 42:47 | 57-0h3 | 41-92 ) 51-32 { 43-65 | 6043 | 43-29 ;1 63:70 | 39-01 | 6050 | 40-80 | 62-58 | 43-71 | 58-92 | 48-85 | 67-49
bto9-9.. | 20090 22-28 | 2051 | 17-49 1 16-12 ) 12-56 | 1775 | 12-G8 || 20-60 | 20-92 | 20-12 | 18-02 | 19-86 | 1806 | 18-92 | 16-59
10to14-9... | 15-98 | 10-63-| 16-58 [ 13-32 ) 7-8B | 400 6-92 | 2-47(( 10-16 | 504! 5-17| 2-24] 857} 4-66| 895 | 5-49
15 to 19-9... 6'H1 4-18 4'36 9-37 | 3-4¢ 1-10] 173 | 0-47 303 3-44! 460 4'36 | 2-72| 099 | 4-09| 1:51
20 and over 1 14°83 | 4-31 | 13-,0] 4-38 ] 1176 1-83 1 477 0-87 § 13-19| 4-63 | 10-34( 2-05 | 10-86) 355 | 6-91 1-80
ToTaL ... {100-00 [100-00 |100-00 |100-00 |100-00 {10000 {100-00 |100-00 [100-00 |100-00 1100-00 [100-00 |100-0G {100-00 J100-00 1‘00'00
Num- | Total | Num- | Total | Num- | Total | Num- | Total | Num- | Total | Num- | Total | Num- | Total | Num- | Total
ber of | Turn- | ber of | Turn- | ber of | Turn- | ber of | Turn- || ber of | Turn- | ber of | Turn- | ber of | Turn- | ber of | Turn-
Cases, | over. | Cuses.] over. | Cases.| over. | Cases. | over. || Casea, | over. | Cnses. | over. | Cases. | over. | Cuses. | over.
(£000) ( £000) (LU0, (£000 (£000) (£000) (£000) (£000)
445 107,619 229 E 63,421 | 850 j3U2,424| 462 (1387 364 58,903 ! 174 28,061 | 700 (148,837 391 |69,4238

* The group incindea Homhmtl, Warchousemon, Agents, &o., conneoted with the distributivn of goods, produce and merchandise whish is not. worked upon
other than by surting or blending.
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Description of Trade. *® Retail Distribution.

1920-1921.

1922-1928.

Aceounts for 12 months made op to s date between :—

Acconnta for 12 months made p to a date between ;:—

Profit 6th April and 1of July and st October and | 1st January snd &th April and 1st July and Ist October and | 1st January and
to Tornover 80th Jane, BOth September. | 31st December, 5th April. 80tk Jone 80th Beptember. [ 31st December. Sth April.
perosuiage. i
Per Per Per Par Per Pta.r Per Per Per Pg Per Per Per Per Per Per
oemrtag : ce cen oe

e | or o | e | oo g | o ot | ot ot Tt || ot ot ot | S oE T [of Totud| "ot = |of Tatat| ot |of Tomd

Nomber| Tam- |Nomber| Turn- |Kumber| Turn- |Number| Turn- || Number| Torn- | Number| Teora- | Kumber Tarn. |Number| Tum-

of Cuu.] over. |of Csass.] over. |of Cases| over. {of Cases] over. | of Cases) over. |[of Cases| over. |of Cases.| ouver. |of Cases| over
Up to—10| 0-38{ 007 —_ -— 0-84! 0551 169 078 2:22 | 0-59 ] 1-91 113 1-99| 0-44] 0-89| 0-08
=99 to =0 — -_ 1-67 | 110} 1-06 1 1-47| 1-69] 1-36 1-98| 146 | 1-27| 064 1.99! 0-65[ 1-95| 1-58
—bGto=0)]| 072} 216 2-09| 1'96| H-44] 9°00 | 857 5-59f 11-11 | 9-85; 8-93| 9-13] 5-95| 266 3-92! 2-16
Oto 49, | B9-98 | 59-068 { B1-92 | 46-10 | B6-82 | 51-0% | 41-43 | 53-75 [} 40-01 | 64-26 | 28-66 | 41-94 | 3151 | 64-77 | 96-23 | 35-96
Sto 9:9... | 21-95 | 23-94 | 29-84 | 36-58 | 28-66 | 19-36 | 32-16 | 32-37 || 22-66 | 16-98 | 27-39 | 30-15 | 28-04 | 16-22 | 6-94 | 50-95
10t0149... | 23°02 | 993 | 16-24 ] 875 | 12-13 | 14-05| 7-58] 3-86 800} 3-64 ! 16-56 | 9:60 | 15°63 | 10-19 | 12-08 | 6-64
I6to19-9... | 6-47 | 2-08 | 10-47{ 3-63 ] 6:90| 2-8¢| 5-37 1'61 711 | 209 | 9-55| b-16| 8-19! B-21| 4-97 | 2-2I
20 and over 7661 1-921 786)% i-88) B-16| 1-756| 3-51] 0-68 711 1-13: 573, 235 670 1-86} '3-02 . 0-42
ToTaAL ... '100-00 {100-00 100-00 {100-00 {100-00 {100-00 [100-00 {100-00 [100-00 [L00-00 5100'09 100-00 [100+00 [100-00 !100-00 [100-00
Num | Tota! | Num- | Total | Num- | Total | Nom- | Total || Num- | Total { Num. | Total | Num- | Total | Num- | Total
ber of { Turn- | her of | Torn- | ber of | Torn- | ber of | Turn- § ber of | Turn- | ber of | Turn- | ber of | Turn-| ber of | Turn-
Onses. | over. | Cases.| over. | Cases, | aver. | Cases. | over. || Cases. | over. | Cases. | over. | Cases. | over. | Cases. | over,
( £000) (£000) (£000) (£000) (£000) (£000) {£000) £000)
278 137,420 o 191 120,649 | 478 157427 | TI12 1324140 225 (23,717 | 157 |10444 | 403 |41473| 563 271

 Nowaa qont, (eeengrucer, Draper) 1 and Bomi-Industrial Retail
" Baker, Narssrymsn, Monumental Mason, Tailor). It does not

Liquors,

ul:oiudo

otels, Inns, Besrhouses, Refreshment

® The gronp includes Purely Distributive Rotailers (where the vendor rendery no personal services other than in distribution, e.g., Grocer, Tobacconiat,
having manofsoturing and prodoctive clamenta, e.g.,, Carpenter, Gaafitter, Blacksmith, Laundry.
ouees, Retailers of Beers, Wines, Spirits, and

‘TX XIQNdddv
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80

COMMITIEL ON NATIONAL DEBT AND TAXATION.

21. The analysis of the information gathered has been carried a little
further by the preparation of two more tables, showing, for each
group and for each period, the observations at the median and the
lower and upper quartile peints, the mean deviation about the median
and the skewness of the dlspersxon .

* Definitions of the median, quartiles, mean deviation and of the meagure of skewness
used are given in Annexe ITT,

TasLe 8.—PERCENTAGE OF PROFIT ON TURNOVER '
(COMPANIES ONLY), 1920-21.

A = Median,

B = Quartiles.
C = Mean Deviation about Median.
D = Bkewness.

Iné‘::ﬁ::al June. i September. December. March.
1
' | )

A 1416 | 8-88 ' 6-49 394
Cotton J|B| 7°375.18-04 | 6-08 12-26 l 2:85 1090 | 0-24 824

C 638 i 410 ! 479 570

D| —-27 | 404 | 410 + 075

A 14°58 12:68 . 3-98 528
Wool .., J|B|10°30 21-875 ' §-19 1996 | 3-19 10-625 |—2-94 869

C 6-78 H 6-44 ! 642 B, . 764 H

D| + 2 + -24 + 79 — 41

A 9-84 893 7-97 753
Iron and)|B| 7-22 13-89 . 8-03 14-70  3-34 12-52 | 3-22 13-79
steel ... 3] C 537 5-27 613 5-83

D + 21 + 73 — 01 b 4+ 18

A 9-06 7-82 6:76 3-97
Metals . J | B| 527 15°59  3:78 12:30  2+62 1161 , 1-11 7-48

c 677 6-45 559 557

Dl 4 -27 + 05 + <08 + '10

Al 717 480 1-67 2-60
Food B| 2651452 2-1711'75 071 5-48 | 0.625 10:125

C 6-69 6:96 H | 392 L 6:76

D, + -24 + ‘45 + 4 60 - + ‘58

A 3-67 481 - 1466 1'83
Whola— B! 1-60 9-23 . 217 10-52  0-22 4:03 | 027 3-80
sale C, 4-70 5-94 4-10 3-44

D| + 46 + 49 ., 4 24 + 112

Al 3-43 533 ' 417 3-79

B| 201 9-03 231 897 164 7°90 | 221 684

c 351 L 390 L 3-99 321 L

D{ + 60 + 09 + -19 + 32

= higoest value of mean deviation.
L = lowsst value of mean deviation,



Tasre 9.—PERCENTAGE OF PROFIT ON TURNOVER

APPENDIX XI.

(COMPANIES ONLY), 1922-23.
A = Median.
B = Quartiles,
O = Mean Deviation about Median,
D == SBkewness.

81

I)ai:;g;l-al l Jube. Beptember. : December. March.
Al 8:33 1-14 2-17 1-97
Cotton B 515 20-24 |— 2:875 4925 |— 2:38 6-41 '— 1-79 5-91
C 857 5:30 624 5'97
D| <+ ‘b8 — -13 — 04 + 02
A 12-10 1050 1075 650
Wool B| 425 1662 | 3-375 17-23 | 3-89 14-44 | 3:34 1045
0ol w3 1e 884 7:60 7-88 485
p{ - -28 — 08 — 30 + ‘11
A 591 6-50 8:31 9-125
Tron and ) | B| 8:64 15°78 | 0-37 12-17 | 4°84 15-325 | 2-50 15-00 .
steel ... 31 C 9:87 -H 883 H 7-72 H 1088 B
D| <+ -88 - 055 + 34 — -06
A 4:625 4-95 3:66 5-06
Motals 1| 07110875 | 1-73 11:02 | 0-44 856 | 1-50 12°50
olal...qlg 7:79 7-28 694 666
D| + -19 + 81 + 21 + 35
A 10-10 3-80 52 575
Food B| 8-2015'69 | 2-4511°58 | 2-38 15-69 | 1-30 8-80
“YiC 625 54l 681 583
Dl =11 + 70 + 57 — -19
A 8-¢2 3-58 2-80 2-36
Whole- )/B| 1:80 6-44 | 1-50 5-425| 0-80 544 . 0°86 508
sale ...)|C 462 8-98 L 3-85 1 3-61
D| <+ 25 - 06 <4 35 o+ 29
A 2-65 4-72 2-98 5-46
Rotail B! 164 4'80 | 1-72 870 | 2-12 596 ' 322 7-29
“jio 300 L 4-40 3440 L . 272 L
D| + ‘36 + 14 + -58 - 10

H = Lighsat valve of moan deviation.

L = loweat valus of muan deviation.

22. In considering these tables, the effect of the price level move-

ments is of considerable importance.

If regard is had solely to the

amount of monetary profit, 1920-21 was one of the most profitable years
ever oxperienced by British industry. The earliest accounts included
in the atatistics for that year begin at a date after the 6th April, 1919,
and the latest ones at the 6th April, 1920. But in any one quarter
most accounts terminate on the final deay of the quarter. The whole-
sale price index of the Statist moved as follows during the potential
period refiected in the 193021 statistics, vim. :—

Tanra 10.—Stutist, Wholesale Price Inder, 1913, 1913 and 1914 = 85.

End of month.

1919.

July ...
August
September
October
November
December
1920,

Januaary
February
March ...
April
May ...

. s

n

Index.

1920,
June

July

2064
na7
A48

2314
2353

2453
2604
W18
561
2600

1921,

August
September
Ocvtober
November
December - .
January

February
March ...

End of month,

-

Indes.

2557
G546
2595
237
99
2072
238

e 1978
.. 1830
17%-2



82 OOMMITTEE ON NATIONAL DEBT AND TAXATION.

During the first 10 months of this 21 month period, prices were rising,
until the peak was reached in April, 1920. Thereafter prices graduslly
fell. The effect of a rising or falling price level upen profit varies with
the rate of turnover; accordingly, it may vary in different industries.
The guicker the rate of turnover, the smaller is the effect of a movement
in the price level, since, the shorter the duration of the prodnctive or
selling process, the narrower is the margin between the bought price and
the soid. For the period under review, this 21 months (July, 1019 to
March, 1921), the mean wholesale price index was 231'4, and the mean
deviation of the monthly indices from that mean was 22-5. There can
be little doubt that the normal relation between turnover and profit for
any concern was subject, on account of the price level movement, to
considerable displacement. Another source of disturbance may arise
from the, treatment of the value of stock in hand at the end of the
trading year. The usual commercial practice—accepted for purposes of
Income Tax—is to bring stock in hand at the end of the irading period
into the accounts at its cost or market price, whichever is the lower.
In times of rising prices, the increase in the market value of atock at
the date of stock-taking, compared with the price at which the stock was
bought, does not, under this practice, have any effect in increasing profit.
For the quantity of stock in haud, the bought price debited and the stock
value credited are equal, and cancel out one ancther. But in times of
falling prices, stock is brought in at the market value, which, ez
hypothesi, is lower than the bought price. It follows that the profit
(or loss) actually realised ¢n the transactions of the year is diminished
{or increased) by the difference between the market value of stock and its
bought price. In effect there is brought into the reckoning of profit
(or loss) for the year concerned an anticipation of the loas which will be
realised in subsequent years, i.e., those in which the stock in question
will actually be sold. In consequence, the relation between profit and
turnover for periods of steadily falling prices is srtificially disturbed.

23. The price level during the second year under examination, _1922—23,
was far more stable. The Statist index moved as follows during the
relevant 21 months, viz,:—

Tapre 11.—Statist, Wholesale Price Indez, 1912, 1913 and 1914 = 85.

End of month. Index. End of month. Inder.
1921. 1922.

July ... ... 1582 June ... ... 1356
August e e 1543 July - e e e 1340
September ... v. 149°4  August . ... 1208
October ... 1384 Beptember ... ... 1270
November ... ... 1367 October es . 13071
December ... ... 1386 November .. 1306
1922, December ... e e 12971
January e e .. 1826 '
February .. 1322 1998,

March we e 1338 Janwary ° ... ... .. 1302
April ... 1348 TFebtuary ... 1319
May ... 135'6 March e 1327

The mean level was 1357, and the mean deviation from that mean was
only 55, compared with 22.5 for the 1920-21 period. During the first five
months, prices were still on the downward grade, so that the disturbing
factors mentioned in the preceding paragraph were in operation, but to
a much smaller extent.

24 What do the statistica in Tablea 1-7 show? In the first place, they
indicate, throughout all the changing conditions of the period covered, &
considerable degree of dispersion of the variable (profit per cent. of turn-
over). Even in the most prospercus period, the year to June, 1920, this
feature is present. It persists during the low profit period to March,
1921, The dispersion varies considerably. This appears to arise partly
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from, the nature of the industrial group; for instance, in five out of the
eight periods, the lowest dispersion is shown by the Retail Distribution
group. This accords with a priori expectation. Part of the variation
may arise from irregularities of sampling, and from the different propor-
tions in which any group for different periods is mada up of the several
industries included therein.

25, The second feature shown by this analyeis is the gradual decrease
of the median figure during the four pericds of 1920-21, concurrently with
the fall in the price level, The effect on profitsa of the two disturbing

factors already discussed appears to have been a gradual general move-
ment downwards.

26, The third point to be noticed is that the standard rate of Income
Tax for 1020-21 was 8s., whereas for 1922-23 it was 6s. If it be true that
Income Tax enters inte price, and that a reduction of the rate of tax may
be expected to be reflected in a decrease in prioes, that decrease should
apparently emerge as a reduction of trading profit, since it is upon profit
that the tax is levied. On each unit of turnover, the profit should be
smaller, as part of the tax originally contained therein would have been
eliminated. If the reduction of the tax increased the total business done,
the fall in the rate of profit on turnover might have been slightly
diminighed on account of the general economies resulting from an increase
of businesa, But ignoring this factor, the reduction of the tax by one-
gixth should have effected a general reduction of the variable by one-
fifteenth, as follows. With tax at 6s. or 30 per cent. for any value of the
variable, say 10 (10 per ocent. on turnover), the variable congisted of three
for tax and seven for net profit after payment of tax. Content with the
seven net profit, and only having to pay tex at 5s. or 25 per cent,
the trader will be in the same net position if he adds 23 for the tax,
making & total of 0§ compared with the previous 10, i.e., a reduction
of 08 or one-fifteenth of the original value. The movement of the
median values, from 1920-21 to 1922-23, which is shown in Table 12,
makes it clear that, whatever may have been the effect of the reduction
in the standard rate of tax, there are other forces which are vover-
whelmingly more potent. In the June and September quarters, there is
a distinot downward movement of the median, but its magnitude in each
oase far surpasses the hypothetical one-fifteenth computed above. In the
December and March quarters, the movement is upwards but the
powerful effect of the decline in the value of trading stocks in 192021
robs the figures of any comparative velue. The movements of skewness
have also been brought together in Table 18. Their irregularity iz very
striking, even in the June and September quarters, which are compara-
tively froe from the influence of an sbrupt fall in trading stock values.
It svema clear from these comparisons that the current fluctuations in
supply and demand are of suprems importance in the determination
of profit or loss, and, therefore, of price.

Tama 13.—MEDIANS. Movement, 1920-21 #o 1922-83.

June. September,

1920-21) 1923-23.{ Ploa| Minus. | 1920-21] 1922-23! Plua.| Minva,
Cotton™ ...JI416 | 838 | —| 583 883 114 | — | 174
Woal .. 14'58 [12:10 | —! 2-48)12°68 ! 1050 | — | 28
Iron mgu 9-84 | 591 | —| 898) 893 | 650 | —| 243
Metala ...f 906 | 468 | —| 444 782 | ¢9 | —{ 297
Food ..} 717 |10°20 |2- — | 480 | 380 | —i 1-00
Wholeaale..! 367 | 33 | —| 045 &% 358 | —! 073
Batail ..} 843 | 265 ' —! 078 533 | 472 ' —, 0-61
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December. March.

1920-21,) 1922-23.| Plus.| Minus, | 1920-21.| 1922-23.| Plus.| Minus.
Cotton ...| 6-49 2-17 — | 432 394 1-97 —_| 1-97
Wool .| 3°98 | 10-75 |6°77 _— 5-28 6-50 |1-221 —
Iron and 7-97 8-31 |0-34 — 7:53 9:12 |1-59 —

Steel

Metals 676 366 — | 3101 3-97 506 |1-08] —
Food .1 1-67 521 |3-64| — 2-60 575 |8-16| —
Wholesale...| 1-66 2:30 |0-64| — 1-83 2-36 (0-53 —
Betail 4-17 2-93 - 1-24 3-79 5-45 |1-66 —

Tasre 13.~SEEWNESS. Movement from 1820-21 to 192223,

|
! June. Beptember.
»
1920-21. 1922-23.1 Plus.| Minos. | 1920-21. 1932-23.] Plus] Minas
Cotton —0-27 | 4058 [0-85] — | +0-09 | —0-18| —| o022
Wool +0°26 | —0-28 | --| 054 | 40-24 | —003| — | 0-27
Iron and . +0-21 +0'63'0'42| — | 40-73 | —0-055} — | 0-78
Stee
Metals +0-27 +o-19; — | 008 | 4005 +0-31 jo-26] —
Food .| +0:24| —0-11| — | 0-35 | +0-45 | +0-70 [0-25| —
Wholesale...| +0°46 | 4025, — | 0-21 | 4+0-49 | —0-06 | — [ 0-55
Retall .| +060 | +0°36 | — | 0-24{ 40-09| +0-14 10-05] —
December. March,
1920-21 1922-23.' Plus.| Minus. | 1920-21 ‘ 1922-23, Plos,| Minus.
| - , ;
Cotton .| +0-10 | —0-04 ! — | 0-14 | +0-075) +0-02: — . 0-05
Wool .| 4079 | —030 | — | 109 —0-41 [ +0:11:0-52' —
Lonand | —0°01| +0-3450°385) —  +0118 | —0-06 1 — 024
Motals +0-08 { +0-21 |0-13] — | +0:10| 40351025 —
Food ve | 4060 4057 ; — ] 003 4058 | =019 —, 077
Wholesale... | +0-24 | +0-35 [0-11| — | +0°12 | 40-29{0-17) —
Retail +0°19 | +0-58 |0-39| — | +0-32 —-o-w' — ' 0-42
1
] .

27. The final and most relevant characteristic of these statistics is the
The table for each group and for
each period shows the familiar distribution common to practically all
phenomeua when treated statistically, namely, the existence of & certain
point, or region, about or within which the number of instances or
cocurrences is great, associated with a progressive decresss in the
number of instances on either side of that point or region, as the
distance therefrom increases. For the present purpose the point of

general dispersion of the variable,
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importance is that & material portion of the total furnover is being done
at & loms or at no profit, In periods of boom, when demand is far in
sxcess of supply, competitive conditions tend to disappear, and to be
replaced by monopoly considerations. But even in the most profitable
poriod here analysed, that to June, 1920, there is evidence that in
practioally all groups some part_of the total turnover was sold at a losa.
Table 14 shows the proportion of the total turnover for each group and
period. The existence of marginal concerns is cleazly indicated. The
progressive fall in the price level during the 1820-21 period threw more
and more conocerns down into this marginal position, though the move-
ment was no doubt exaggerated by the heavy amounts written off the
value of stocks at the end of the trading period. For this reason, the
position can be.studied more advantageously for the 1922-28 period,
during which prioes were relatively stable, In this period, there is a
Iarge proportion of the total turnover on the margin, so large that it is
difficult to avoid the concluaion that meny sellers were admittedly doing
business, during the depreasion, at prices which were not expected to
cover the whole oost of production. That course is undoubtedly common
in such conditions. Orders will tend to be taken at & price which is
sufficient to cover all prime costs, together with such portion of supple-
meptary costs as the particular producer in the particular circumstances
is able to obtain,

Tasrx 14.
TURNOVER ON WHICH NO PROFIT WAS MADE.
Ezpressed as a percentage of Total Turnover,

Motals. Distribution.
—_ Cotton.| Wool. Food.
Tron | pfincel- Wholo-| Retail.
Steel. laneous, mle, l-
1920-21, ! i
Aoocountsfor 12 months
made up to & date
betwesn :—

6th April and 30sh! 2-88 ! 0-07) 167 5-63¢ 1°93] 1-12} 2-17
Jane, 1920,

1et July and 830th | 3-97| 6-18} 2:29 |13-66 | 65-54| 412 3-06
September, 1920.

1st October and Slat | 6-02 {10-66, 6°36 | 8-93 |13-82{ 20-08 ; 11-02
December, 1920, |

st Janoary and 5th | 23-36 [34-74| 4-40 | 19-65 119-27] 20-41 ' 7-73
April, 1921, | :

192298,
Accountsfor 12 months | ! ;
made op to a date | | |
batween s : ! ; !
6th April and 30th: 11-02 113-66| 20-42 : 21-37 * 2-19] 5471 11-90
June, 1972, j j ;
Ist July and 30th ' 43-95 [13-55| 24-41 ¢ 17-08 12-95. 10-75 ! 10-80
September, 1922, ' |
1st October and 31st : 3444 | 7-19; 13-39 , 23-96 ;11-28| 13-82: 3-75
Decsmber, 1932,
Ist Jancary and 5th | 30-01 | 5-90] 21-%5 | 12-06
Apnl, 1933, | i

973} 712 | »-62
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FART V-THEOCRETICAL ANALYSIS SUGGESTELY BY
THE STATISTICAL INVESTIGATION.

25 The statosuicy collected for esch of the sewem wmdmstrual grewps
mwrered are mot, of course, sbmelubely Romuopemesons UEGSILEGE d W

group Jodndes several sobeproups,  Any wbjecines oo s promsd oL,
modsed, be cormed foriher b dine cotienitos that ETem I ADY PBITNLLAT
wide e sggreputs supply amd Semand s scsttered ower mintpervins
mearkers, et dsninguisied e soome parineniar phewitargy of pres sy
o otherwnse. Theme wre e agowers o witss obpevipom.  Fursi, o Lese
stetistves] gromps presented are cdesuiied om smaller guoaps. the sume
clhammncterism of @ wide dispersoon w fomnd o exusd, alhonpl Ube morTower
soope of e sarople mekes the dspersom mock mote wrregmisr. Secoadiy,
allibeuch smarane marien for dofferent specres of ot pefs wav e f
mizersded from owme pzwther by partemisr charsciersics. e poUaIps
of SubSITUTIO® SLACTIAITE CORIDETINOn Detween thean.  Thor gs wihe 7> ome
amiiper o gemers] wIlNy may presemt momy diverpemenss 13 dwial bam
COMPEWLTY im pecflnp the SoAaNTROGNN SSiLshtEciLom of Theor WAmL: WL mo
Teftuin from comparirgy s regpactive prices, hvving dwe regard a1 tie
snme piove to theor compurstive sadvartemss amd dosadvaemtsges.  The
selectnem of & motor e sffords am exellent Hwsirsoon of te w"'im&
of e primedpde of sRbsTITATME oM COmpedItive SEpp iy,

2. The gemeral chareterisone of dusperswom of e velatiow beiweem
predt smd carmorer discdossd by the sasbes way be iimmrated by
dingremn 1, im wheeh the commibenwon of te doferent compomems o
supiplr @t predusdly iscressing oost per wmit of tarmever v showw (o7 e
wemr 192225 % The bowest ewst peoe mrit. e, thauwe of the mosn prodsable
onreres. are placed om tbe bt amd hiyler ootz are arvasged 1 ssvend-
ing crder wuth the bensm profuable comcerss o the exttesse righn  Cost
& 3 percestare of Dareover. e, of sale price. it shown as the ondiane. *
amd the propertion of the total sales or armover m the abwesusa * The
o vesmibning whem cost exooods price is shows by shuedimg  The doagram
r;w-mmmmwwmmmawawmmmm
amg IV,

S Dusgrams 1 i shown in two dopemsoms. demgth herizowlsny wund
beortt verwealiy, bui, a8 preimimary o a furtser examchation of 18w
wiernal buildieg wp of tie ciemewn of prodis. i wil be comvemsexa e
chow it als im thres divemsiors, ss im dagram 2. In ths form. each
busimess i3 yepresewted by a sobud block, of whixh he thakuem suag OGN
raltphed by the widih slooe O represenis the amoast of the baomess
or tmwover of the swveral comcerms takem simgly. and the bewgha
mmovwmﬁmhammmdmww
o emch concerm. As befoce. the lowesm cues or koshest progi asaseras ane
o the Befi vhe highest com or greatess hes comoeres are oa tie bR
"dm“mmmm‘ydnqummﬂeum

m

shown in disgram ? represewts the same phemomenon of the reisuos of
opil w0 price aa i3 presexted In two dimesmens in doagrsm I

1. Te this disgram esch bock pictures the resalts of & yeur's trading
for » comcern. Bt thesw businem resuhis for 2 year as & whole sre the

* Ve hemves fr o grash sre taicm fram Takie 13 Fa V1 ssasmg tive Jugrrmss
of the peseacugs: of pruin w tarnsver.

* Tie avimee = the wertusl moasoemest o the ne o sz OF dovwn fous the
m&aﬂﬁﬁ-—-&m—m-ml—lcmox.
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PART V_THEORETICAL ANALYSIS SUGGESTED BY
THE STATISTICAL INVESTIGATION.

22, The statistics collected for each of the seven industnal groups
covered are not, of course, absolasely homogeneous, inasmuch a: each
group includes several sub-groups. Any objection on this ground pught,
indeed. be carried juriber by the contention that even in any particuiar
trade. the aggregaie supply and demand is scattered over numercas
markets. each distinguished by some particular peculiarity of pru = strie
or otherwise. There are two answers to this objection. First, if these
statistical groups presented are classified in smaller groups. the same
characteristic of a wide dispersion is found to exist, although the narmwer
wope of the sample makes the dispersion much more irreguniar. Sevendiy,
alihough separate markets for difierent species of obe genus mar be dis-
tizguished from one another by particular characteristics. the principle
of substitution maiztans comperition between them. Things Like 7> one
another in geperal uunlity may present many divergencies in detsil. but
cohsumers in seeking ihe mavimurm satisfaction of thewr wants wili pot
reitain from comparing their respective prices, having due regard at the
same time o their comparative advantages and disadrantages. The
selection of a motor car affords an exceilent illnstration of the working
of the principle of substituuon on competitive sapplies. .

29. The general charscieristic of dispersion of the relation between
profit aml swrnover disclosed by the statistics may be iliesirazed by
dizgram 1, in which the contribution of ibe differens cormpopents of
supply ar gradually increasing cost per unit of turnover is shown for the
year 192233 ¢ The lowest cost per unit. i.e., those of the most proécable
concerns. are placed en the left, and higher cosis are arranged in ascend-
ing arder with ihe least proSitable concerns on the extreme right Cost
a5 & pervenage of turnover, i.e., of sale price, is shown as the ordinate.t
and the proporiion of the total sales or turnover ac the aborissa *+ The
loss resuhiing when cost exceeds price is shown by shading. The d:agram
represents the agpregate of the sevem industrial groups dealr with im
Part IV.

3. Diagram 1 is shows in two dimenswons. lengih bonaontaliy and
beighi verucally, bat, as & preliminary to a further examination of the
irternal building uwp of the clement of produ. it will be comrenies: 0
chow it also in three dimescions. a8 in disgram 2. In this form. each
business s represented by a solid block, of which ike thicknes akegz OM
multplied by the widih along OF represenis the amount of the bunness
or turnover of the soveral comeerms taken singly, and the beighs
messured along OY again signtSes the average percentage of toss to pnee
for each concern.  As before, il lowest cost or hirhest profit conrerns are
on the leit. the hizhest cost of greasesi Joss comcerms are oa the Tight,
and those in between are apain arraved in order of magmitede of the
relation of o053 W price. In this diagram ' designed to relste to separate
conceras. the dramng is illwstrative oaly and does mot purport $o sdbere
to the precise actualities of the ststisiacs. umply becanse Ube complexity
of reality would destroy the lucidity of the diagram and cbscare the
tendency & is designed o illmsarate. Disgram 2 thwe showy in perspec-
hlmdMMmeﬂt&m.mww
seaiing & typical buasiness. The right-hand wde of the sohid series of steps
shown in diagram ? repregenis the same phencmencn of the relation of
cosi to price a8 I8 presewted in two dimensions in diagram 1
m-llﬂisdhz?ﬂentmmrhm}nﬂnmrﬁm
for a cemcers. hh‘dﬂﬂ:ﬁhhl}ﬂr--vﬁm&e

* The figwres for 1ow £raph aee takeq from Tabie 15 = Part Vi dhasiag 1 dispeormes
ddnp-—nsufl-:-m

+ The erdumtn & the vertical wepmpepest o the line or axie OT dezwn from the
ergin 0. and the sbaciam i ter harisnsy; pensscrmendt an the e or sou 0X.
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outcome of numerous separate transactions carried out over a period of
time. The block form of diagram 2 reduoces these transactions to an
average form and ignores the fact that the result of a year's trading is
. & compogite of the results of all the sales during that periocd. In actual
fact these sales may, and probably_ do, yield different percentages of
profit on the prices at which they are made. An average result does not
then dieclose the nctuslities. If by the technique of cost accountancy
accurate particulars of the separate sales and their relative costs could
be occllected and classified for each concern, it would probably be found
that the separate sales when arranged in order of magnitude according
to the percentage of profit on price for each irmnsaction would reveal a
dispersion similar to that obtained for each industrial group, as illustrated
by the genera! tables, and by diagram 1 for all groups taken together.
Iach trading transaction will have been carried out at distinct points of
the ocost schedule, in relation to equally distinct, and perhaps inde-
pendent, demand schedules, effective at the different dates of the trans-
actions concerned,

82. On this view diagram 2 is an artificia] and inaccurate representa-
tion of the true facts. The blocks representing the separate businesses
should not be monotonously rectangular, as shown, but should present
upper surfaces of considerable variety, eack one picturing the particular
cost schedule of the particular conocern represented.

33. Tt is not practicable to present with any clearness a new view of
diagram 2 showing these separate cost curves. All that is feasible is to
select typical individual business cost curves, representing three types, as
they nppear when viewed from point A looking towards point B in
diagram 8. These are presented in disgram 8. The uvits of turnover
in each of the typical oases selected are arrayed by reference to the
variable of profit on turnover, or, in other words, to the percentage rela-
tion of cost to price, without reference do the order of production of the
units of product sold. Case {i) in diagram 8 represents a highly profit-
able concern, one that would lie on the extreme left of diagram 1 or 2;
case (i) represents & moderately profitable business, lying towards the
centre of those diagrame, and oase (iii) one that is suffering a loss, and
Iying on the extreme right of diagram 1 or 2. The object of diagram 3

DiaGrax 3.
DS PERSION OF TRANIACTIONS ARRANGLD #4 ORDEN OF Trl
RELATON oF CIEY Y0 A4S Pavce. ma Twags srrakars 7voes U‘Comv

11 C& PO KXCEEDWS -~
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Cosr m P Cenvr o
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is to illustrate graphically the position suggested above, vir., that on
analysis the total results of trading by any business are not constituted
of like rates of profit on every transaction earried out or every unit of
product sold, but, on the contrary, aresbuilt up of unita of business
yielding various rates of profit, according o the momentary condifions
of supply and demand and other factors affecting the elusive element
of profit. Price is not, of course, in these circumstances a constant, but
a variable. All that is hers messured is the percentage relation of cost
to price.

34. Economic theory, as deacribed in Part II of this memorszdum,
depicts the producer endeavouring in every case to push his production
just to the point at which the cost of his final units of product is exactly
.equalled by the coet of their production.

One further disgram may serve to illustrate types of csses in which
the trader achieves, with more or leas success, his aim of attaining the
maximum of profit from the agents of production that he employs. ' In
diagram 4, the wunits of production are arranged in their order of

(i

(iii)
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Diaggay 4.
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production; on the first units, it is assumed that the cost of production
would exceed the price. As production expands the cost falls in relation
to price, on the assumption that most industrial enterprises to-day are
governed by the law of diminishing costs. Profits thus increase on
subsequent units, tending towards & maximum point. After that point,
increased supplies begin to affect demand price, and accordingly the
margin of profit falls, Three cases are shown, representing as before
typical grades of profitableness. Case (i), showing a high percentage of
profit on turnover, represents one in which production has not been
pushed to the margin where the sale price is just equailed by the cost
of production. In case (ii), the producer is assumed to have atfained
exactly this ecomomic balance; the last unmit of production is shown as
sold exactly at its cost price. Case (iii) illustrates a concern of which
the greater part of the turnover is done at a less, It would be found,
in diagram 1 or 2, at the exireme right. In between the cases
illustrated by cases (i) and (iii) of diagram 4 there willi be distributed
the producers in any trade group, each with his own particular curve
-of profitable &nd unprofitable turncver.

35. If this hypothesis of the dispersion of profit per unit of furnover
in the case of each producer is correct, there will be in the cases of
numerous producers a mmarginal amount of produnetion which iz marketed
-at a loss. The proportion of this marginal uaprofitable production per
concern depends upon its relative efficiency, particular advantages of
-situation, circumstances, and so on. But the most sensitive part of the
marginal production—that part which is most easily suppressed under
the pressure of loss—undoubtedly will be found among the producers
who are in the weakest financial position, i.e., those illustrated by
diagram 3 (iii). For thie reason, the increment of supply put on the
market by the producers working at a loss iz of apecial importance,
not only in its effect on price but also for the insuperable obstacle its
-competitive presence offers to any attempt elsewhere to pass on a tax
levied only on a profit margin,

38. From these general considerations, it may be deduced with some
oonfidence that at any given moment of time, there is, in any market,
a distribution of concerns offering supply along a relative cost schedule,
that is, a schedule of cost in relation to price, which is similar to the
distribution emerging from a year’s trading, i.e., similar to diagram L
The particular position of separate concerns on any day in relation to
the supplies offered for sale on that day may be very different from their
consolidated position in the particular trade group when the total
transactions for a trading year are aggregated. In fact, that position
may vary from day to day. But it is suggested that for any day there
will be a given distribution similar to that.of diagram 1. This diagram
is repented, in a smoothed form in disgram 5, together with illustrative
<urves of the demand and supply schedule. Both the demand and s_uppl.y
curves purport to represent the cenditions of the moment. Pncq is
fised by the equilibrium which is set up by their momentary relation.
It is shown by the intersection of the twe curves at E, through ,rhlc_h
passes the modal price line.* This diagram is timeless, that is, it
represente the conditions at a particular moment. The demand curve
D* D3 and the supply curve 8° B3, intersect at E. The modal price
line is drawn through this point. The whole turnover or aggregate
sale price is represented by the rectangle A¥; coet is repiresented by the
area OBDF. Profit is represented by the triangle ABC, and the l_oau
suffered by marginal concerns by the triangle CDE. Tax being levied
at the standard rate on the profits is represented by the vertically

* Although in the diagrams price is shown 28 & straight line, in res] life, no matter what
‘the market. there is probably not ane uniform price, but a dispersion closely gronped round
a modal fignre, It is this modal figure which the price line purports to represeut.
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shaded area BGC. With this pictorial guide, the effect of an increase
in the rate of taxation on trade profit considered in the aggregate may
be more closely examined.

37. The absorption by the Btate of a portion of the profit area in the
form of & percentuge rate of tax on profits exerts practically no pressure
on any of the forces producing the resultant position drawn in the
dingram. .

The smallest absolute amount of tax is taken off the smallest absolute
amount of profits, that is, as point C is approached, the tax gradually
diminishes, uotil it reaches xoro, when profits also touch that point.
The amount of aupply offeted is not diminished by the fact of taxation.
As for demand, it is often hastily supposed that the purchasing power
taken br taxation eimply disappears into the void, The national balance
sheet mnkes it clear, however, that all the revenue collected is disbursed
again.  As the tax is levied only on profit, it does mot affect the
diagonally shaded loss area CDE. Therefore, if the tax area BGC is
increased, still tapering to zero at point C, po additionsl foree is
axerted tending to change the relative positions illustrated, as the addi-
tional tax area is fixed only after the other lines of the diagram have
been settled by economic forces, Certainly no change in the wvarious
forces resulting in the equilibrium of price indicated by the diagram would
be anticipated from an increase in the number of ehareholders in the
tompanies concerned, and it is difficult to draw any distinction between
such an increases in the number of private indirviduals participating in
the profits indicated by the area ABC, and an increass in the participamia
arising from the fact that the State withdraws a share in the form of
Income Tax,
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PART VI.-COMPARISON OF PRE-WAR AND POST-WAR
‘ PROFITS. ’

38. An effort has been made to probe the matter further by making
comparisons with a pre-war year. Table 15, based on such information
as is available, in effect compares the estimated dispersion of the variable
8s it existed in the seven groups treated as a whole in 1912-13 with the
dispersion that would have existed for 1922-23, had there been no altera-
tion in the relative contribution of each industrial group to the total
turnover.

Tasie 15.—PROFIT A8 A PERCENTAGE OF TURNOVER.
Dispersion, 1912-13 and 1922-23. Aggregate of Seven Industrial Groups.

1912-18. 1922.23.
Value of the Percentage of the Percentage of the
Variable. * total Turnover.  total Turnover.

-20 and below ... 0-03 0-87
~19-9to —10 ... 0-03 207
-99, -5 .. 004 2-39
-48, -0 1-92 8-96
o , 9 9-44 833
1 , 19 7-69 9-86
2 ,, 29 11-02 10-25
3 , 39 14-57 6:45
4 ,, 49 8-69 7-41
5 , &9 11-45 7-48
6 , 69 622 5-52
7 ., 79 5-86 385
8 ,, B89 3-96 3-40
9 , 99 4-01 2.85
10 ,, 109 2.23 2-98
n , 1n1g .. - 2-59 1-76
¥ o, 129 2.95 1-29
13 ,, 139 .. 1-48 141
14 ,, 49 .. - 0-54 1-03
15 ,, 199 . 324 5-47
20 ,, 249 .. 110 8-31
25 ,, 209 ... 0-18 1-51
0 ,, 39 D-59 0-93
460 ,, 499 .. 0-05 0-88
5¢ and over ... vee 0-12 * 025
Total ... '106-00 100-00

80. The gimilarity of these disperaiom:ia very r?markable. though it
is not obvious at first sight. It will be better appreciated by the following
atatistical co-efficients for the two years, viz:—

1912-13.  1922-23.

Median ... ... .. e e e 4-61 4-11
Lower quartile ... e e 253 1.24
Upper quartile ... 787 8-16
Bkewness ... ... plus 0:19 plus 0-20
Average or mean e e e 5-80 5-43
Mean deviation from the median ... 8.59 6.01

The medians and the means (or ave ) are very close to one another
for these two years, separated by a 3ecade acd the cataclysms of that

period. If the 1912-13 median and average are each expressed by 100,
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then in 1922-28 the median was 89. and the average 94. That the general
distribution of the curve given by the dispersioms is similar is shown
by the close approximation of the measurements of skewness, plus 019
in 1912-8 and plus 0'%0 in 1022-23. But the gquartile measurements
indicate as clearly that the shape of_the curve haas altered. The lower
uartile hag fallen from 2-53 to 1-24 while the upper quartile has risen
rom 7-67 to 8.46. The range over which the middle half of the business
was done has therefore widened from 5:14 to 7-22. Apparently there was
& greater uncertainty in the results of business in 1922-23 than in
1912-18; it is messured by the increass of the mean deviation about
the median from 8-50 to 6-01, i.e., in the ratio 100 : 167,

40, A further aid to comparison between the two years is afforded by
Graph 1, which follows. The general coincidence of the two lines, when
allowance is made for the greater spread in 1922-23 is plain. This is
made clearer by Graph 2, in which the factor of the increased mean
deviation for 1922-23 is eliminated. Here the abscisss scales for 1912-13
and 1922-28 respectively are in the ratio 167 : 100 (see above), whilst
the ordinate soales are in the inverse ratio. The curves have been
plotted so that the mediana nre coincident. Om this basis the similarity
of the curves ia indeed siriking.

41, This general comparison, however, needs to be implemented by
scparate comparieons for each of the seven groups. The dispersions
for the seven eeparate groups are shown in Table 16, and the ocorre-
sponding statistioal co-eflicients in Table 17.



TasLe 16,—PROFIT AS 4 PERCENTAGE OF TURNOVER.

Dispsrsion 1912-13 and 1922-28.

Seven Industrial Groups,

Miacellaneous Wholesale Retail
Cotton. Wool. | Iron and Bteel. |yr, o1 Trduatries] 000 Distribution. | Distribution. Total.
Percentage of | Percentage of | Percentage of | Percentage of | Percentage of | Percentage of | Percentage of
V%lue_:glthe Tot:fe Total Total Total Taotal Total Total Percentage.
Ariabie. T'urnover. Turnover. Turnover. Turnover. Turnover., Turnover. Turnover.
'
1912-13/1922-2311912-15/1922-23/1912-13(1922-2311912-13:1922-23|1912-13(1922-23|1912-13[1922-23]1912-13{1922-23/1912-1 3’1922—23
1

—200nd below] — 1-88 — 081 008 1-87| 006 1-93 —_ 005 001 0-22 - 0-11| 0-03| 087
—19-9 to—10 -— h-15 — 1-42 | 008| 4'63| 0-13| 3-25 - 0-33 —_ 0-58 — 0-24| 003 2-07
-99,—5 —_ 710 — 096 | 017 | bH-42 - 209 —_ 0-76 - 0-58 —_ 1:20 | 0-04' 2-39
— 49,0} 1-16 | 1615 1-10| 6-09 | 1'95| 504 | 1:17 | 14-54 — | 10-17 | 3-3t | 9-08 — 381 1-92, 89
w 9| 085 827 0-48| 3-20| 2-68| 1-72121-28| 5-56 | 246 | 6-98 | 18-32 | 14-77| 1-80: 531 | 9-44 [ 8-33

1, 1'9) 240 7°51 | 066 1-71| 2°58| 0-92|10°61| 5631683 8-23 ! 10-78 | 18-18 — | 7331 769 9-86

2 , 29| 2:86} 6-95! 581 | 7-24| 4-86| 8-70 | 566 11-70| 5-29|13-15| 2051 | 11°98 | 7:80 | 17°48 ; 11-02 | 1025

9 , 88| B8-08] 6-62 . 5°59| 4-65|18-47| 160 | 9-02| 5-74 | 1870 | 6-50 | 16-73 | 8-82| 7-32| 9-15 - 14-67 | 6-46

4 , 49| 945| 489 6-33| 358 | 3-98 | 956 |11-34( 7-87| 921 | K23(10-75| 7-76| 7-3¢| 7-18| 8-69 | 7-4T

6 , 59| 1960 7-8212:85| 5-35|13-62 | B-64| 9-01| 4-18|20-91| 9-06| 5-85| 5265|1391 | 17-20 | 11'45 | 7-48

6§ , 691010 2-85| 451 386! 6:99; 3'85| 488 | B-50( 184 | 3-20| 3-45| 8041983 7-04! 622 552

T » 7'9110°86 ] 8-93, 7-79| 602 | 934 | 6-60| 098 | 8-46}17-23| 285 | 0-86| 232 | 644! 4-76! 588! 3-8

8 , 89)11-20] 8:865| B-19: 34| T-58| 5-44 | 8-00| 8-49| 2-41| 861 1'55] 1'65 — 5291 396 ( 5°40

$ ,, 90 Y29} 2-98|156-707 .3-18| 3-83( 6:75| 3-20| 2-87| 1-66| 2-06| 2-74| 1-01| 4:35! 924! 4-01| 2-85
10,109 6-85 ) 1-80 ) 10-02| 6-24 | 8-30| 5-73| 0-70| 848 { 0:905| 3-00| 0-82] 1-62] 2-32| 1-68| 223 2-98
11 ,11-9} B-02 105, 785} 4-46 | 2-53 1-50 | 2-94 | 2-82 — 2:91 2021 099 555 2:69 | 2:59 1-75
12 ,12:9} 0-79| 1-14, 6-28 | 7°82| 4-60| 1'67} 0-78| 2-16 —_ 1'26, 2714 0-40| 6-99| 102! 2-95' 1-29
15,139 1-29 1-27 . . 1'96 ; 2-74( 2-2b 2:00] 1-41 118 _— 153 ° 053] 1-18| 5-59 076 1-48 1-41
14 ,14:%; O-58 | 1'40' 090 5-47| 160 1-38| 001 | 1-23 —_ 068 — 049 | 1°46) 135! 0-54| 1-08
15 ,19-9| 2:0% 468, 3-48:10°76| 6-18{ 7+92 1058 | 9-11 020} 1123 062 1-89| 3-571 8-00| 3-24 | 5H-47
20 240 0:62) 8-28¢i — 371 1-234 802 245 316 2:04| 8346  — 1-32 | 367 064 1-10| 3-31
25,2090 — | 0421 — - 485 | 082 304| 007| 204 — | 163] —~ | 74| — | 0351 0-18| 151
80 399 - 0-07 -— 2101 1-44| 237 056} 0-26 —_ 1-3t 0 0-16 | 049 | 2:06( 0-12| 0-69 ] 0-93
40 499 -_ 004 —_ 0-49 —_— 058 0-12| 0-43| 0-37{ 0'81. — 0-18 — 0:02| 0:05{ 0-33
50 and over —_ —_ = 0-22' 004 | 0:15] 0041 0-23 - - 0-29 ) 050 — 004" 01271 025
Total ... {10000 1100-00 |100 00 '100°00 (100°00 [100-00 (100-00 [100°00 {100:00 [:00-00 100-00 ;100-00 100-00 {100-00 ;100-00 [100-00

76
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Tamn 17.

' Mean

Average gy
: : Lower | Upper Deviation
Industrial Group. | Year, |Median, Quartile. [Quartile. Skewneas, MZ: N from
Median.

1912-183 | 6-56 5-01 | 891 +21 700 2:54

Cotton ... { 1922-93 | 255 |—1-65 | 7°18 | +-05 | 247 | 6-63
Wool { 1912-13 | 860 5-43 | 10-56 —r24 8-19 2-04
na il B8 | g e | e | om ) s

1912-1 . 8-69 75 +-1 : .

Iron sud Bteel ... {| 1030 58 | 7-48 | 4.02 1322 | 425 | 7-74 | 830
Misoellaneous 1912-18 | 4-17 1-22 8-25 +°16 610 4-50
Matal Induutriali 1922-28 | 4-21 092 : 10-36 +-30 5-22 7-38
Food 1912-18 | 4-73 3-02 6-86 +-11 5:07 2:43
* 1] 1922-23 473 1:81 10-95 436 711 612
‘Wholeasle dis- (| 1912-13 | 295 1-50 4:68 + 09 3-90 2-54
tribution we (] 1922-23 | 2-56 0-99 558 +-82 4-14 3-92
Betail  distribe- §| 1912-18 | 6°60 508 11-72 + 54 8-48 4401
tion ... we { 11922-28 |, 474 2:40 . 6°84 —05 514 3-35

42. A cursory inspection shows that there have been considerable crose
movemsenta in detail, which tend to canocel out in gross. The misfortunes
of the cotton industry are all too appsrent. The median and the
average have both fallen heavily, although in 1922-283 & quarter ‘of
the business was atill done above 7-18 per cent. on turnover, as against
a corresponding figure of 891 per cent. in 1912-13. But whereas the
middle half of the business was done in 1912-18 at a rate of profit
between 5 and 9 per cent. on turnover, in 1922.23 the limits were a loss
of roughly 1§ per cent. and a profit of 7 per cent. No less than 30
per cent. of the trade sampled resulted in a loas. In the other manu-
facturing industries, there iz a general tendency towards (a) a slightly
higher median, normally accompanied also by a somewhat higher average,
and (b) & marked widening of the dispersion. Both quartiles show a
tendency to move outward from the median. Thus the mean deviationa
about the mean are greater in 1922-23 in every group, with the sole
sxception of the retail distributive trade. In the wool group, the
average rate of profit has risen, but the general distribution about the
median is less favourable, for the skewness has fallen from minus 0-24
to minus 0-10. The lowsr quartile has fallen from 543 to 3-7¢. The
iron and steel group shows the same kind of movement, though in a
smalier degree. Although the median point for the miscellaneous metal
industries has risen, the average rate has fallen alightly, but there is
the same characteristic of a wider dispersion, and an adverse movement
of the skewness from plus 0-18 to plus 0-30. It would seem plain that
the manufacturing food trades have improved their hroad position, for
the average has risen from 507 to 7-11, but the composition of the
group in the respective years is not entirely on all fours: less complete
information was available for 192323 in some branchea of this claes
of trade, which tend to show a low rate of profit on turnover. Whole-
sale distribution makes a poorer show in 1922-23 than 191%-13, far
although the average rate is alightly higher, the diapersion is mech
greatar, the median is stightly lower, and the positive ckewness has’
increased considerably. It is doubtful whether the particulars for the
rotail distributive trade are of great ralue, for it has been ascertained,
on inquiring into the discrepancy betwesn the results for the two years,
that it is dus in part to the omission (through the accidents of eampling)
of any food concerns in 1913-13, As their buasiness is normally cen-
ducted at & low rate on turnover, this omission invalidates the com-
parability of the figures. Apars from this group, however, ths broad
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tendency towards a widening of the dispersion seems plain. Just as
the mean deviation about the median is greater, so there is & broad
tendency towards an increase in the positive degree of skewness, indi-
cating a tendency towards the distribution of a greater part of the
trade about rates of turnover lower in relation to the median in 1922-23
than in 1912-13. But, as already noted, the median in 1922-23 is on
a somewhat higher level than that in 1912-13.

43. From the field of complexity offered by these figures, it is perhaps
difficult to draw any conclusion beyond the conviction that they must
be the result of numerous forces, acting in various directions. What part
has bee_n played by the movements of taxation of income? Nothing is
more difficult than to isolate the effect of one single factor, but the
problem may be approached from the other side by inquiring what
would bave been the effect of the increase in the rate of Income Tax,
had that increased tax been shifted in ite entirety from the profits of
industry on which it is initially laid to those who consume the producte,
all other factors being ignored.

44. For the year 1912-13, the general rate of Income Tax was 1a. 2d. ;
for the year 192223, the standard rate of tax paid by all companies
wag 5., or 4-28 times as much. If the turmoyer in 1912-13 yielded a
profit of Y per cent., and that percentage included the tax which had
to be paid thereon, then the trader’s met rate of profit was ¥ X Tﬁ{-g
or -9416 Y per cent., and the balance represented tax. Assuming, on
the f.heory that those in control of business will not carry on nnless they
receive the same net reward for their efforts, thai the company was
n a position to imsist on the same net percentage profit for 192223, then
the gross rate of profit on turnover for that year would rise to

240

9416 Y x 750 Per cent.

i.e., t0 1.25 Y per cent., or an increase on the original gross Y per cent.

of %ths of its value. This increass to be effective in its object would
require to be realised throughoui the whole range of the dispersion, or

at Jeast in all iis profit-bearing ranges. The preceding tables and graphs
offer no evidence in support of any such change. On the contrary, the
earnings of industry, asa & whole, before payment or deduction of Income
Tax, when related to the unit of the pound of turnover are practically
the same in 1912-13 and 1922-23, notwithstanding (@) the increase in the
rate of Income Tax by 328 per cemt., (b) the change in the relative
importance inter se of the individual concerns engaged in any one
industry which has undoubtedly taken place during the intervening 10
years, (c) all the distusbances associsted with the war and the subsequent
boom and depression, and (d) any diminution in the aggregate of real
production which may have followed.

PART VII.—THE INCOME TAX FIELD AS A WHOLE.

45. The foregoing detailed statistical investigation has been restricted
to seven industrial groups. It covers the chief manufacturing and dis-
tributive activities of the country. This course has been followed becaunse
the controversy as o the incidence of the Income Tax is confined almost
entirely to the effect of the tax on business. But it would be a mistake—
though one which is often made—to mssume that the aggregate income
within the Income Tax area consists wholly of income from business
sources.. Table 18 has accordingly been prepared to show the component
parts of the aggregate income liable to tax for the wyears 1913-13 and
1922.23. * Inocotne " here means income as estimaied upon the statutory
basis for purposes of Income Tax, that is, upon the average or other
base laid down in the Acta
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TapLe 18,
INCOME TAX, 1912-13 and 1922-23.
Distribution by Snurces of the Aggregate Income, United Kingdom.
- | 1912413, 1922-23,
Source. b
Percent er cent.
Amount, of total. Amount. of total.
I. Real Property :— £000 £000
(a) Real property owned and | 20,000 § 2421 22,500 09
oocupied for busincss
Eurpouen by companies,
{b) Other real property v [154,4:2 1 17°G2 | 169,776 721
Total ... |174,422 | 19-23 ] 192,276 8-17
o Farminfa profita and other profits | 5,360 059 25,465 1-08
Jrom
MI1. Sacnrities :—
(a) British Govt. (Sohedulo C.) | 13,450 1-48 86,650 3-68
W D, - —_ 76,000 319
) Dominion ,, E " C)| 28350 2:57{ B1250| 1'33
¢) Foreign , ( , C.)| 10,205 1-12 10,250 0-43
d) Dominion and FPoreign (05001 5+57 48,000 2:04
Govt., Corporate, Muni- .
cipnl, &o. !
(¢) Miacullaneous 10,500 © {16 15,100 0-64
Totd ... !108005 , 1190 | 266,250 ; 11-31
IV. Burinass ;— 1
(u) Mmmg. Manufacturing and §193 00| 21-81] 339,300 ! 14-42
Productive, i
{(b) Distribution, Tranaport and i |
Commun‘cation :— !
(i) Rauilways 1n the United | 42,900 473 46,000 : 1'95
Kingdom, !
(ii) Other ... e 1152900 | 16-85 | 325600 | 13-B4
(¢) Finanoe, Professions and @ 75800 8367 12440, 529
other buriness, i
Total ... |464900 | 51-25 | 835300 I 3550
V. Emplowmenis :— l
(a) meu employees .. e | 22000 2-43 1,003 l 8-83
() Weekly Mauval  wage. | - — 359575 | 15°28
sarners. l
(c) Employees of Private and | 132459 © 14:60 | 5 318 | 24-83
Corporate concerna i
Total ... | 154,459 08 | 1,33593  43-%4
Grand Tolals ... [mv,lss 106700 '. 208,184 © 100-00

46, Tho detaila shown in '.'l‘able 18 are not pad for'nd as exact
figuregs; they aro eostimates, and there are some disturbing factors,
These consisd mainly of changes in Income Tax law, movements of the -

price level and pancity of data,
89370
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47, Income from business formed 51 per cent. of the total in 1912-13
and 36 per cent. in 1922.28, The seven industrial groups investigated
in Part V fall within Classes IV (2) and IV (b) ii, which account for
88 per cent. of the total in 1912-13 and 28 per cent. in 1922-23. The
major part of these classes is covered by the investigation, the chiof
industries omitted being:

Mines, quarries, gas and water-works, docks, &o.; s:lk flax, jute
and hemp, lace, hosiery, bleaching and dyeing, and mlsoellanaoua
textiles; brewing, distilling, sugar and tobacco; patent medicines;
soap and candles; chemicals and allied trades; leather and clothing;
paper-making, printing, publishing, and miscellaneous stationery
trades; timber and building; pottery, china, glass and miscellaneons
manufacturing industries; retail liquor trade; shipping, tramways,
omnibuses, electric powsr and light. All concerns the main assets
of which are abroad.

. These omissions cover approximately 59 per cent. of Classes IV (a)
and IV (b) ii, so that the statistical investigation covers approximately
41 per cent. of the total income allocated in the table to these Classes in
1812-18, The 1922-23 percentage is rather higher, viz., 50 per cent.

48. The distribution of the actual produce of the tax among the several
sources set out in Table 18 is by no means the same as the distribution
of the total income there shown. It is onily possible to make a very
approximate estimate of the distribution of the net produce of the tax
among the various eources of income, The result for the year 1922-23

is shown in Table 19.
TasLE 19
NET PRODUCE OF THE INCOME TAX, 1922-23.
Distribution by Sources, United Kingdom.

Per cent, of
Bource, Amonnt, total,
1. Real Property :— £000
(a) Real property owned and oceapied for 5,400 1-83
business porposes by uompames, &c
(%) Other real property - ~ B2,700 11-08
 -Total .| 38100 1291
I, Farming Profits and other profits from Iand... |- 1,500 0-51
I, Securities :— s
{a) British Govemment 29,800 10-10
Scheduls C. and Scheduole D :
{#) Dominion Government, Schedule C. ... 6,300 214
2,200 074

(¢) Foreign Government, Schedule C. . N
{(d) Dominion and Foreign Government, 10,700 - 3-63
Corporate, Municipal, &e

{e) Miscellaneous ... e wes 3,400 1-15
Total ... 52,400 17-76
IV. Business :— .
(a) Mining, Manafacturing nnd Productive 66,300 22-47
(b} Distribution, Transport and Communi-
cation :—
(i) Railways in the United Kingdom ... 8,400 2-85
{ii} Other ... . 42,600 14-44
(¢) Finance, Professions and other bosiness 19,100 6-48

Total ... 136,400 46-24
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. . Per cent, of
Bource, Amonnt. | 77 oy
V. Employments :— £000

(@) Crown employees 7,100 2-41

Eb) Weekly Manual wage-earners .., 2,200 075

o) Employees of Private and Corporate 57,300 19-42

conoerns _
Total ... - 66,600 22-58
Grand Totals ... [ 295000 1 100-00

_'il .

49, The approximations furnished by Table 19 give s fair indication
of the reletive importance of the sources of yield of the Income Tax.
The incidence of the tax from business sources has formed the main

subject of discussion up ta this point, and a brief review of the tax
from other sources will serve to complete this inguiry.

50. (I. (a).) 1ax arising from real properiy owned and occupied by
companies for business purposes may by some be regarded as indistingunish.
ahle, in fact, from tax arising from their profits, on the ground that
the division of the aggregate profits between the two Bchedules (A and D)
of the tax is largely of an administrative character. But it would
probably be better to regard it as in the same category as the tax om
other real property. The annual value placed on such premises is deter-
mined in no manner different from that applied to property generally,
and the division between Schedule A and Schedule D of the aggregate

profits of & concern which owns ita premises is thus not administrative
but economic.

51. (I. (b).) Tax arising from other real property mainly consists of
that paid on the rental value of private houses, and of business premises
ooccupied by private and corporate traders (excluding cases covered by
the preceding clesz I. (a) and on the rental value of land). The tenant
of a private house has been protected by the Rent Restriction Acts
againat the normal economic effects of supply and demand, and, a fortiori,
against any increase in rent designed to reimburse the owner for the
inoreass in direct taxation. The tenant of business premises has been
exposed to the play of economic forces, but there is no apparent reason
why their effect should have been amplified by the rise in the Income
Tax, & rise which to the individual owner letting the premises is con-
ditioned by facts, o.g., his total income, marital state, &c., which are
totally unrelated to the demand for tha premises. (IL.) As for the tax
on the ocoupation of lands, the farmer, faced by the competition of
overseas supplies, has had little opportunity in recent years to load his
prices in consonance with higher income taxation. The index of prices
of agricultural produce published by the Ministry of Agriculture seems
to offer conclusive evidence om this point.

53. (ITL.) The yield of securities of tha highest gilt-edged type offers
the best measure of the general rate of pure interest on capital. The
inter-relation of that rate with movements of Income Tax is an extremely
dificult theme, which, because it trenches on psychological ground, hardly
falls within the scope of this memorandum. It i hard to deny that
there is some oconnection between the met rate of interest, i.e., after
deduction of Income Tax, and the stream of new capital, but it is even
barder to trace that connection or to find any measure of it. Im the
long run, the peneral rate of interest is no doubt governed by the

89870 . LT Da
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ele.me.r:tary forces of supply and demand, ‘interpreted by the' maréinal'
pn_nmp}e. In other words, eapital will be employed up to the limit at
wl_'uch its employment is profitable, and the marginal rate of interest
will be that at which the least profitable employment is found, As the
supply of capital increases in relation to the demand, so it must press
its way into less favourable employment, and the general rate of interest
will tend to fall. The real point in issue concerns the effect of the rate
of interest on the supply of capital, and in this way one is led to ask-—
what is the ultimate determinant of the will to save? Here one reaches
the realm of psychology, in which judgments are governed by impressions
and not by identifiable facts, There is a genersl consensus of economic
opinion that an increase in the rate of interest will stimulate saving,
and jcha.t a fall will depress it. But the elasticity of savings will naturally
be highly variable as 1t depends on many considerations quite unconnected
with the rate of interest, and therefore with the rate of Income Tax.
It is common ground that in the lowest regioms of income from which
savings emerge thg rate of Income Tax is of no account, for the simple
reason ‘that none is payable. The effect of the rate of interest itself is
also probably very small, inasmuch as the power to save is very limited,
and the will to save is likely to be due more to the influence of the
eapital put by than to that of the income to be derived therefrom. At
the other extreme of income, savings arise from the sutomatic excess
of income over expenditure rather than from the desire te accumulate
more. Only in the middle regiona of income is there likely to be a con-
sidered balancing of the respective attractiona of a present sacrifice and
a future iocome. The impersonal savings of companies are of great
importance in the aggregate of national savings, but their effect in the
present connection: flows out through the inflnence of the undistributed
or reserved profits on the distributed dividends. If there be a conflict
between the claims of reserves and dividends arising from a shrinkage
in the spendable undistributed profits—because the tax thereon is higher
—there is ground for saying generally that the claims of reserves will
tend to be preferrod. (On the whole, therefore, there it much to be said
for the view that the volume of savings is largely unaffected by the rate
of interest,

53. What, then, is the influence of & movement in the rate of Income
Tax? As the Income Tax is drawn mainly from the small but richer
section of the community, the effecta of "‘any cause leading to an
alteration in its rate are concentrated immediately on that sectien
and thus on those by whom the larger part of personal savings is made,
An increase in the rate of tax may tend to reduce the amount
immediately available in the hands of the wealthier classes; the im-
personal savings of the companjes may be maintained, but the net cash
dividends distributed will tend to fall. The sutomatic savings, of the
wealthy will be smaller. B0 also will the savings of other classes, as
far as they are fed from the stream of investment income. As a result,
the stream of capital seeking investment may shrink, the less remunera-
tive sources of employment for it may be cut out, and the gene‘r‘a]
rate of interest may tend to rise, in sympathy with the movement in
the rate of earnings of capital at the margin of its employment. When
the rate of tax is reduced the converse movement may take place.

54. But this lipe of reasoning cannot be entirely divorced from the
purposes to which the additional yield of the tax (arising from the
higher rate) may be devoted. Income taxation for social expenditure
may well be distingnished from taxation for the service of a debt, the
boldings of which are concentrated among the taxpaying class. Onm
the other hand, the change introduced by this facter may be one, not
so much of substance as of degree, dependent mainly upon the different
effects in point of time introduced by the various causes leading to an
increase in the rate of tax. In sum, then, it is probable that the rate
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of Income Tax has & consequential effect upon the rate of interest;
: thm_lgh that effect springs largely from the realm of psychology where
ft isa beyond practicn]l measurement. The yield on securities, while
pot intimately and directly connected with movements in the rate of
tax, will feol the effect of movements set up by auch an increase, though
in what degree cannot be predicated. As the number of steps in the
causative chain between rate of tax and rate of interest increases,
80 do the possibilities of disentangling the effect of the tax from that
of numerous other intervening forces become more remote.

56. Mr. A. H. Gibson, in an article contributed to the Financial
Bupplement of The Spectator of Tth March, 1925, on * The Future
Course of Investment Values ' contends that ‘¢ economic reasoning snd
past oxperience prove that the basic factor determining market values

of Government and other first-class stocks is the o¢ost of living.”
He says:— .

*“ The law of relationship between the cbst of living and investi~
ment values may be stated as follows:— S

‘* The course of the market prices of high-class fixed-interest.

bearing stocks is mainly indirectly determined by the cost of

living, a fall in the latter being usually accompanied or
followed by o rise im the former, and conversely.”

Among other factors, he includes:—-

* Taxation, its degree, incidence and application of proceeds.”
And under this hoad he remarks:—

1t The effect of taxation on the market values of investmenta is
one of the moat elusive factors to estimats, BSince the Great War
terminated, Income Tax has been reduced from B8s, to 4s, 8d. in the
£, and yet, on each occasion of announcement of s reduction, prac-
fically no effect was produced on the market values of investments.*

Mr. Gibson iliustrates the sympathetic movement of commedity prices
and the yield of Consols from 1820 to 1924 by a chart, based on the mean
price of Consols and the ** Statiast ** Index of Wholesale Prices, of which
the data were published mainly in the Bonkers' Moagazins for January,
1843, Using the Pearsonian oo-efficient of correlation,* the two sets of
data, for the 100 ysars from 1825 to 1924 give the following results:—

s Co-efficient Probable
Relstives. of eorrelation. ®ITOr.
Statist Index number | Grods yield of Consols | plus 0-893 ... -014
18351924, - io same X

Statist Index number | Gross yield of Conacls | plus 0-903 ... 012
1824—1933. in s

Statet Index nmumber | Gross yield ot “Consols’ plus 0°808 ... -028
1825—1924. in preceding yesr.

And for the 17 from 1908 to 1934, tho co-efficienta are:—for the
same yoar plus 0°30; for the succeeding yeart plus 091, and for the
preceding year plus 0'76. There is thus a high degres of positive correls-
tion, though it is doubtful whether this arises because ons relative is
the cause of the other. 1% seems much more likely that the correlation

a * A note on the Pearscuian co-sfficient of correlation and the probable error appesns in -
nmaxe 11L

+ For thia computation the Statist Index Now. 1907-1938 have beem taken. |
89470 - D3



102 OOMMITTEE ON NATIONAL DEBT AND TAXATION.

arises because these two sets of phenomena proceed from ome common
source, which, for so long & period, is probably to be found in general
econemic and monetary conditiona.

6. The close correspondence of the phenomena does, however, it is
suggested, throw some doubt on the emphasis usnally -laid on the rate of
interest as & factor in saving, and consequentially on the influence of
the rate of Income Tax on prices through the medium of the rate of
interest. 'I'oc test the matter a little further, the co-efficient of correlation
has also been taken out, for the past 17 years, between the net (after
deduction of Income Wax) yield on Consols and the ** Statist '’ Index.
For identical years, the co-efficient is plus 0-74; taking the yield on
Consols for the succeeding year, it i plus (-72. It will be seen, there-
fore, that there is a emaller degree of relationship for the net yield of
Consols than for the gross, the figures (for the succeeding year) being
plus 091 for the gross yield and plus 0'72 for the net. The implication
is that the Income Tax is an effective burden on the income, not thrown
off through & movement in the yield. Table 20 whick follows shows for
these 16 years the average price of Consols, the gross and pet yields,
together with an index figure for the net yield, based on 1908 as 100.
During the years immediately preceding the War, when the rate of
lncome tax was small and varying very little, there is a distinct move-
ment of the gross and net yield of interest. Again, in the past three
years, during which the rate of tax has been moving downwards, the net
yield was moving downwards in the two earlier years and upwards in the
last year. On this evidence as a whole, it seems very difficult to establish
any distinet relation in the nature of canse and effect between the rate
of lncome Tax and the rate of interest.

TaeLe 20.

Consols and Wholesale Prices (Statist Indez Number) 1908 to 1924.

Net Yield at Avernge Btatist Index of

Average | Gross Yield Inooms Tax. , Price. Wholesale Prices.

Year. f-Prlj'oe at rx}v_enge . ]

or Year. rice. .
YR pp— — R A
£ s d|s d| € ed £ eod

1908 | 864 218 1/1 0 211 2156 2 100-0 73 100
1909 | 83% 219 511 1 3 3| 216 2 101-8 74 101
1910 | 814 51 8}11 2 3 7(.218 1 105-8 8 107
1911 797 3 30|11 2 3 8219 4 1076 80 111
1912 | 763 3 5 8|1 2 3106| 3 110 1121 85 116
1913 ] 733 3 7111 2 4 0] 3 311 1159 85 116
1914 | 74§ 36 9|1 5 4 9|1 3 2 0 112-4 83 114
1915 | 65§ 3i6 4|2 4 811{ 3 7 5 122-2 198 148
1916 | 58 4 6 24 0 17 3 3 811 124-9 136 186
1917 | bH4i} 41 5|56 0] 1 210; 3 8 7 124-3 175 240
1918 | &6f 4 711{865 6 1 42,339 1156 192 263
1919 ¢ 54/ 412 6[6 0} 1 7 9! 3.4 9 117-4 206 252
1920 1 47 5 6 516 0 11111 314 6 1350 251 344
1921 1741 6 41016 0} 111 5; 313 5 1331 1?5 212
1922 | 56} 4 8 6]/5 6 1 4 4! 3 4 2 116-3 131 179
1923 | 58 4 6 2|4 91 1 0 6] 3 b 8 1190 129 177
1924 | 574% 4 7T 714 6 19 8 8 711 123-1 139 191
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. Co-efficient Probable
Relatives. of correlation. €rTor.
Statist Index Number | Gross yield of Consolr | plus 0-90 0-03
1908-1924, in same year,
Btatint Index Number | Gross yield of Consols | plus 0-91 0-08
1907-1923,. in succeeding year,
Statist Index Number | Net yield of Consols | plus 0-74 0-07
1908-1924, in same year.
Btatist Index Number | Net yield of Consols | plus 0-72 0-08
1907-1923. in succeeding year.

§7. (IV.) The business group has been mainly covered by the statistical
investigation made in Part V¥, but gome commenta may be made on
industrial groups in sub.heads (a) and (b) not there included. It is
not likely to be suggested that the coal-mining industry has passed on
the Income Tax borne on its profits to the consumer. As regards
the manufacturing industries not covered by the investigation, there
ia remson to suppoes that the position does not differ materislly from
that shown in the five large groups selected. In the case of all
public utilities, gas and waterworks, railways, &e., the restrictions
imposed by statute, either on the charges which can be made or on the
profita distributed, have been considersd s sufficient reason for their
elimination. Concerns which carry on the physical part of their
busineas mainly abroad, and are thus necessarily either competitors in the
world market nr catering for foreign consumers, seem also to be outside
the ambit of the general question. The conditions under which transport
concerns operate abroad, e.g., shipping, railways, tramways, appear to
admit of little influence of British taxation on the pricea at which their
garvices are rendered. The producia of such concerns as mining and oil
companies, tea, coffes, sugar, rubber and other plantations are sold on
the world market under ocompetitive conditions in which the normal
forces of supply and demand are paramount.

58. Thers remains only sub-head (¢), vis., Finanoe, Professions wnd
other business. In this gronp the main feature of the business carried
ou ia not the asale of goods, but the performance of servicen. As a
natural consequence, the method of investigation pursced in Part V,
namely, the examination of the relation of the amount of profit to tarn-
over, is not suitable to the characteristics of such businesses. These
considerations apply specially to banking, insurance and other financial
business, For the rest, ihe professions are practically all in private
hands, corporate enterprise playing but a little part. BSome evidenoe
to rebut any suggestion that the professional classes have recovered, in
their chargea, from the general public, the additional income taxzation
imposed since 1913-14, iz to be found in Table ¥1. This shows the esti-
mated percentage increase in the earnings of professional men, in typical
professions, holding representative positions fixed by their order when
the total earnings are arranged in descending order of magnitude.

380
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TaBLE 21,

Professional Earnings. Estimated Ratio of Increase per cemd. of Earnings
in 1922-23 over those in 1913-14,

Accountants. Holicitors.
Bepresentative |Perceniage increase;| Representative |Percentage increase;
point in 1913-14. [1922-23 on 1913-14,| peint in 1913-14.{1922-23 on 1913-14.
Average of 200 Average of 300
higheat 98 highest 57
£1,560 95 £1,617 58
£796 131 £885 69
£414 158 £492 75
£248 169 £217 76
Doctors. Dentists.

Bepresentative |Percentage increase; Representative |Percentage increase ;
poin in 191314, [1922-23 on 1913-14. point in 1913-14. [1922-23 on 1913-14

Average of 200 Average of 50
highest 36 hiagghaest 45
£1,218 45 £1,294 50
£800 64 £611 73
£484 78 £322 78
£314 94 £215 101

59, Thie Table showas that accountents have improved their position
considerably in relation to the movement of the Ministry of Labour
cost: of living index, which during 1922-23 was, on the average, 79 per
cent. above the base figure for July, 1914, It is not an unex
result, when regard is paid, inter alia, to the heavy and ibecreasing
demands which have been made upon their profession in comnection
with the great development in taxation and finance since 1914, For the
rest, only in the lower ranges of earnings of Doctors and Dentists, do
the percentage increases outrun that of the movement of the cost of.
living index,

ANNEXE |.
BUSINESS VIEWS ON DIRECT TAXATION.

(i) The F.B.I. believe that s reduction in direct taxation has pro-
bably the most immediate and general effect upon industry—

1. by directly reducing the coste of production;

2. by leaving over a larger surplus of national income over
national expenditure from which savings can be made to provide
the capiial for fresh developments.

Eztract from Memorandum sent by the Federation of British Indus
tries o the Chancellor of the Ezchequer, on Wednesday, the 27th
February, 1824. Quoted in the Daily Telegraph, 20th February, 1924,
_(ii.) Another burden from which we suffered was the burden of taxa-
tion, which added to the cost of production and reduced buying power.
Mr. George Douglas, Managing Divecior, Bradford Dyers’ Association
Limited. Annual smeeting.. Yorkshire Post, 20th February, 1924,
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(iii.) In our own trade the average increased cost of labour is just
over 150 per ceat.; in other words, labour that used to cost a shilling
before the war now costs half a crown. Taxation has grown still more
rapidly. The increase of national taxation, direct and indirect, is cal-
culsted to be well over 300 per cent.; that is to say, where we used
to pay o pound we now pay four. The increase of local taxation may be
put at 126 per cent., which means that this burden, which even before
the war was injuriously heavy, has been more than doubled. On our
own works and warehouses the rates payable have increased from £25,000
in 1914 to nearly £564,000 in the present year.

When these important elements in the cost of production—thé price
of labour and the burden of taxation—have risen at the rates indicated
by the figurea I have given you, the Chancellor's vague suggestions
for better utilisation of our national resources are not of much practical
pse to a business firm that has to find the money with which to carry
on industry, Mr, 8nowden would render a greater service to the
country if he would bring down the cost of government.

Mr. L. B. Lee, Chairman, Cdalico Printers' Association. Times, 19th
September, 1924, p. 18d.

(iv.) The dependence of this country on export trade is obvious, but
cannot be over-einphasised. In round figures we import annually food
to the value of nearly £500,000,000 and the bulk of the raw materials
of our staple industries from overeeas. To pay for these imports we
need exports. When this preliminary necessity has been satisfied, the
prosperity of our country requires a large export trade. In the course
of a century we have built up a specialised organisation for the pro-
duction of fine manufactures, metal goods, and coal, and for their sale
abrond, which we can employ to the best advantage ounly if we can find
markets for our disposable surplus. These are elementary, if un-
pleasant, truths that it is folly to ignore. At the preeent time, while
our production costs are relatively bigh, we are unable to extend our
foreign trade to its pre-war magnitude; we have an increased popula-
tion to employ and maintain; no policy, therefore, can provide permanent
velief for the unemployed, or restore the prosperity of industry that does
not help immediately to reduce costs of production. In these costa
taxation is the element that has increased most since 1914, and the chief
assistanos that Government can give to industry is to reduce taxation.
193“ Times. Lsoder on Export Trade and Unsmployment, 30th October,

{v.) There is & widespread impression that the Income Tax, the Super-
tax and the almost confiscatory estate duties are paid by the rich and the
vory rich. That is a complete delusion. The people who pay the Income
Tax have not a sufficient surplus to pay it out of their pockets. The
priucipal Income Tax pafers do so either by treating Income Tax pay-
ments a8 & business expense adding it to the price of the goods sold,
or they fird the necessary amount by cutting down their purchases.

Whether they adopt the former policy or the latter is perfectly
immaterial. In eithor case the bulk of the Income Tax is shifted on
to the consumers, and even the poorest man and woman has to pay
Iucome Tax, Super-tax and estate duties, in every loaf, in every herring,
and in every box of matches bought.

Brivacts from article entitled ' Coal Prices and the Income Tax,”
by an Bcowomist, Daily Mail, 13¢A March, 1954,

{vi.) That high taxes levied on the few who cuntrol production and
distribution are recovered from the masses is, as a general economic
fact, incontestable; and iz the best illustration of ancther economic
:.;:th. namely, that unjust and oppressive taxation doesn’t pay im the

g rua. :

Direct Taxation Again. Article by A. A. B. in the Eveni d

8tA September, 1934, by m e Trenine sm ards
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(vii) Income Tax does not merely fall upon the rich, it falls upon o
glrveat many people who are not rich, @t falls upon the working classes
also.

Sir A. Mond, Second Reading, Finance Bill, 1923, 14th May, 1923.
Official Report; Vol, 164, Col, 94,

. (viil.} Lastly, so far as tho encouragement of trade is concerned, there
18 another point. The Income Tax may be looked at mow, having got
to this enormous size, as a tax that is capable of being passed on to the
consumer. I+ is an undoubted fact, with Income Tax standing at this
huge figure, that the higher class man in business takes it into sccount
in fixing salaries. Salaries have to be incrensed very largely, not only
on account of the cost of living, but also on account of the increased
Income Tax, He may be able to hand it on in the price of goods, and
if he does, the general consumer suffers. I think it is a view which is
not sufficiently reslised, that one of the items of cost in the price of a
retail article is so much of the Income Tax paid by the manufacturer
and the retailer,

My, (now Sir Henry) Cautley, on the Budget Resolutions, Finance Bill,
1921, 2nd May, 1921. Official Report; Vol. 141, Col. 779.

(ix.) Direct taxation on & small minority of the population is the very
worst form of indirect taxation. It is not in the least true that the
penple who are not taxed do not pay. They do pay, but without in the
least knowing that they pay, and without any direct knowledge of the
consequences involved in excessive taxation.

Lord R. Cecil, Second Ileading, Finance Bill, 1921, 25th Moay, 1921.
Official Report; Vel. 142, Col, 169, ’

(x.) As to pricea, Mr. Leake computes that 85 per cent. of these taxa-
tion charges ie, in one way or another, reflected in the final cost to
consumers, and there is no doubt at all that one-third at least of the cost
of everything above pre-war is taxation cost. Out of every £1 of wages,
- then, from that cause, not less than 6s. 8d. is milked, and it is milked
out of the poorest of the poor.

The Financial News. Leader on Taxation Reform. 28th April, 1923.

(xi.) Miners’ wages and wages in general are far higher than before
the war because prices in general are considerably higher. The increase
in the cost of living is due to varicus factors, and among these the Income
Tax occupies a very prominent positivn.

Ecrtracts from article entitled ** Coal Prices and the Income Taz,” by
an Economist, Daily Mail, 13th March, 1924. .

fxii.) The reduction of ls. in the Income Tax, amounting to about
£50,000,000, made in last year's Budget was a relief to the pation. We
hope that the Government will have effected such economies in mational
expenditure as will enable further reductions t0 be made in taxes this
year, both Imperial and local. As a resnlt of the burden of rates and
toxes the nation has had to carry during the years since the war, trade
has suffered severe depression, so that any relief of this burden will give
an added stimulus to trade revival, and strengthen the national effort
to secure, in competition with other nations, our share of the trade of the
world.

Sir Woodman Burbidge, Chairman, Harrods, Lid. 23rd Annual Meet-
ing. Times, 8th March, 1923,

(xiii.) We find an increasing difficulty in meeting the competition of
other countries producing similar srticles to those your company manu~
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factures, owing to the heavy charges of taxation, and if these are made
a still heavier burden in the future, further curtailment of trade must
ensue with a consequent reduction in employment.

Mr. Oharles D). Morton, Chairman. A 12th Annual Meeting of
C. & E. Morton, Ltd. Times, 12th March, 1924, .

(xiv.) With reference to taxation, I should like to say this: That any
relief that can be given to the heavy bunden of taxation borne by the
citivens of the United Kingdom would have an immediate direct effect
in improving business, increasing demand and reducing unemployment.

The late Viscount Leverhulme, Chairman, Lever Bros.,, Lid. 26th
Annual Meeting, Manchester Guardian, 14th April, 1928.

ANNEXE 11.

NOTE ON BTATISTICS OF PROFIT AND TURNOVER.

1. Hitherto, no attempt has been made to apply statistical methods to
the problem of the incidence of income tax, and in the preliminary con-
aideration of the material which might be used for the purpose certain
difficulties were met with. The firat question which arcse was to what
independent variable the dependent variable of profits should be related.
At first sight, capital appeared the most suitablo base. New units of the
stream of capital, as they become available, tend always to seek the
highest remuneration available to them. BStrong forces are thus always
in motion to direct the flowing stream of capital to those industries in
which it will secare the highest return. At the same time, the gradual
deony of industrial capital permits of withdrawal from an industry which
is becoming lees profitable. Under the action of these two forces there is
s broad tendency for new capital to be offered approximately equal earn-
ings in various indnstries. Acoordingly, the best examination of the
dependent variable of profit appeared to be offered by ita relation to the
independent variable of capital.

2. The measurement of oapital iteelf, however, presented almost in-
soluble difficultiea. Liquid capital once invested in the appliances of
production derives ite value eolely from the produoce, measured by varying
considarations, expected to arise from those appliances.

“. . . the market value of a business being simply the present
vnluo of it suticipated sarnings, these earnings must yield the
ordinary rate of interest on it, allowing for the partaculnr risks in.
volved, whatever sum they amount te.”*

In other words, the value of such appliances rests upon a capitalisation
of their profit-producing capacity. Clearly this will vary with that
capacity, and the relation between them will be constant. The market
valuation of oapital assote would thus be sz unsuitable base for the
independont variable sought. A uniform base for determining the
capital employed in sach business, for the purpose in question, could
therefore only take the form of the amount of oapital, stated in.money
ar money's worth, actually invested in the conocern. Even in normal con-
ditions of & steble price level, such an asertainment of capital presents
many difficultien, owing 0 the internal accounting trestment of the
various assets and Iiabilitiea. losses, Teserves, etc. The transformation
of private businesses into joint stock companies and reconstructions of
compauies add to the tangle. The ascertainment aad arrangement of
the exact facts call for almost endless snquiry. But in the conditioms
which have characterised the pass 10 years, such an undertaking becomes

* Pygon.  Ecomsmics oft Weifare, 1990, p. 337,
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hopeless. The change in the price level has destroyed the validity of all
pre-war capital figures. ' :

“ since price levels are differont in different times,the
practice of estimating capital investments merely by reference to their
money value at the time they were made is incorrect. A real invest-
ment of 1,000 days’ labour will be called £1,000 if it is made in one
year, while an exactly identical real investment will be called £2,000
if it is made in another year.'’*

The comparability of pre-war pounds of business capital and pounds
invested since the outbreak of war has disappeared. The use of capiial,
expressed in the monetary units current in relation to real values at the
date of investment, as the independent variable to which can be related
the variable of profit would therefore yield results which would defy
interpretation.

3. The other unit of business available as a basis for measuring the
rate of profit was the unit of turnover. The pound of turnover varies
automatically with every change in the price level, and in this respect
it has not the disadvantages of the unit of capital. It functions always
in the present unhandicapped by events in the past. It has, however,
difficulties of its own. At times of rapidly changing prices, the rate of
change in the unit of turnover differs from that of the unit of correlated
profit, owing to the time lag between the date of purchase and that of sale.
Any given increment or decrement of price may equally affect both turn-
over and profit, and so it may very greatly disturb their relation to
one another. This difficulty is, however, minimised as soon =g prices
become more stable, and for the year 1922-23 the disadvantage is not
great enough to rule out the unit of turnover as a basis of measurement,
Another difficulty arises from the varying rate of turnover in different
businesses. As between distinct trades, this source of disturbance can
be eliminated by classification according to frade, but it remains
effective as between different businesses in the same trade. It reaches
its most acute form in a trade combination of a vertical kind which
carries out every stage of production of a commodity, from the extrac-
tion or growth of the raw material to the sale of the finished goods
ready for final consumption. Such s business will clearly require to
make a greater profit per unii of turnover than one which only carries
out one or two of the various processes in the whole chain. This factor
is, however, probably small when a fairly broad classification of industry
is adopted. But it may still have some effect if a business—treated as
8 separate entity for purposes of Income Tax—is in reality linked ap
intimately with other concerns, separately treated for taxation purposes.
Internal arrangements between bunsinesses so connected may possibly
bave the effect of artificially distributing the total profite arising from
the operation of all the businesses, in such wise that s greater rate of
profit than the actual is shown by one kind of business and a smaller
rate by another. Another source of disturbance as between different
years is to be found in changes which take place in the nature and
scope of various business concerns. Extensions of brnsiness may be either
in the direction of a greater quantum of business of the aame kind, or
in the direction of fresh activities. In the former event, a movement
of the rate of profit on turnover may be due either to the greater internal
economies possible in the business, or to the general forces of demand
and supply; in the latter event, the movement may arise entirely because
the new activities introduce 8 new relation between profit and turnover.
A further difficulty arises from the varying proportions in which different
businesses in the same trade derive their total earnings from remuners-
tion for services and the sale of goods respectively. A commission or
agency business, when combined with s distributive business buying and
selling goods on its own account, will tend to raise the rate of profit

* jbid, p. 828,
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on turnover for the whole business, because the more vocational the

.+ mervice the closer doss the amount of profit approach the amount of turn-
over. The Department is, in general, little concerned with factors of
this nature in the administration of the Income Tax, and no information
can be offered as to the extent to which the relation between profit and
turnover is affected by such forces, These or similar causes may offer,
in some conses, brond explanations of the presence of high rates of
profit on turnover where they occur., But it is not with that extreme
of the distribution of profits on turnover that the present investigation
is primarily concerned. The relation of the unit of profit (or loss) to the
independent variable of the unit of business turnover thus appears
to provide, when the price level is not Sfuctuating abunormally,
a basis for testing whether typical trade groups consist largely
of representntive concerns equipped with appliances and ability,
more or less on the same level, or, omn the other hand, of
concerna varying 5o largely, either as respects appliances or ability, that
their relative trading results show very wide divergencies,

4, The second consideration which arcse was the changes in the value
of the dependent variable likely to result from differences in the constitu-
tion of the ownership of businesses. The broad distinction here is between
corporate and private enterprise. The former, carried on mainly by
joint atock companies, receives a profit which may be analysed into the
two clements of romuneration of capital and remuneration for risk,
because profit for Income Tax purposes in the case of companies is arrived
at after debiting the salaries, fees, commissions and other emoluments,
not only of the ordinary wnge and salary earning staff, but also of the
directors, managers and other individuals controlling the conduct of the
business, The latter, earried on by acle and partnership traders, receives
a profit, which in addition to these two elements, includes a further sum
in respect of the personal remuneration of the work’ of the individual
proprietors of the business, ususlly termed, technically, the earnings of
management. As the proportions in which the three elements constitut-
ing profit in the cnse of private enterprise may be combined may vary
indefinitely, it is clenr that there is no satisfactory statistical basis of
vomparison between the proiits of these two classes of enterprise. For
these reasons, the investigation has been confined to the relation of
profit to turnover in the case of corporate enterprise.

5. A third dificalty in compiling statistics for the investigation arose
from the fact that out of the whole body of information available only
a certain number of cases yielded the necessary data. Sample information
only ia therefore available. Generally speaking, for sample statistical
investigations it is essential that every care should be taken to secare
a sample free from bias, and to further this purpose, the sample taken
should be random nnd independent. Very often randomness can be
secured by the accidents which make cases available, as in the present
instance. An exhaustive investigation is impossible, for obvious reasona,
and the reliability of the sample cannot therefore be dogmatically
asserted. On the other hand, the greater the proportion of the sample
taken to the universe sampled, the greater is likely to be the precision
of the result. The samples offered by the present investigation are fairly
large, and derive some added reliability from this fact.

6. The statistical measurement of a group of facts is commonly based
on the number of observations or instances of the warions values of the
variable, and it might have been expected that an analysis of the relation
between profit and turnover would harve been based upon the number
of businessea showing different magnitudes of that relation. This basia
would have been misleading. inasmuch as the magnituade of the business
done at various values of the variable does not depend upon the wumber
of businesses engaged, but rather upon the sggregate amount of turs-
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over proper to each value of the variable. For this reason, the unit of
reckoning has been taken as £1 of turnover. ’

7. Assessments to Income Tax in respect of the profits of trades, &e.,
‘are computed upon nn average of the profits of the three years preceding
the year of assessment which begins on the 8th April. For this purpose
the trader normally adopts the year for whick he makes up his trading
accounts. For instance, if his trading year ends on the 3lst January,
the three years entering into the average for the year of assessment,
1924-25, would be those ending the 3lst January, 1922, 1923 and 1924;
should it end on the 80th April, then the three years would be those
ending 30th April, 1921, 1922 and 1923. It follows that the extreme
rapge of time thet could possibly be covered by the last year’s aceounts
used for the computation of liability for any one year of assessment is
practically two yeers. For example, one concern might base its return
for the year of assessment, 1924-25, on its three years’ trading to the
6th April, 1928, and another on its three years’ trading to the 5th April,
1924. The period covered by the most recemt trading years of these
two traders taken altogether would stretch from the 7th April, 1922,
to the 5th April, 1924. In Tables 1 to 11 the particulars for. any one
year relate to accounts made up to a date ended within that year, i.e.,
within the Income Tax year beginning on the 6th April and ending
on the following 5th April. No average profite have been used in the
compilation of the statistics. Fach result included represents, subject
to the modifications described in paragrap 11, the trader's profit for
one year as computed for purposes of Income Tax.

8. Trade profit for any year, measured on this basis, means, broadly
speaking, the difference between the gross receipts of the business from
all trade sources and the expenses incurred wholly and exclusively in
carrying on the business. In addition to the ordinary expenses of
purchase of goods, remt, wages, salaries, rates and miscellaneous
expenses, there may be deducted in computing profit any debts which
are proved to be bad, and doubtful debts to the extent that they are
estimated to be bad. The Income Tax Acts prohibit deductions in
respect of capital charges, lost capital, losses unconnected with the
business and ull private and domestic expenses. The amount of Income
Tax paid by the trader 18 not a business expense. Bhounld the trader
own the premises which he occupies for theé purposes of his business,
the net annual value thereof upon which Income Tax, Bchedule A, has
been paid may be deducted in arriving at the profit assessable under
Schedule D, in order to avoid a double charge of tax on that part of
the total profit of the busiress., This course, it may be added, places
on a comparable basis the Schedule D profits of two traders, one of
whom hires, and the other ownms, his trade premises. If the trade
premises occupied consist partly of a dwelling house, the deduction in
respect of the trade part is restricted to & portion of the rent or neb
annual velue, Schedule A, normally not'exceeding two-thirds of the
whole. The Income Tax Acts also prohibit, as part of the system of
collection of the tax at the source, the deduction of certain charges
which would normaslly be regarded by the trader as business expenses.
Such charges include any interest on borrowed money, annuity or other
annual payment payable out of the profit, and any royalty in respect of
a patent. Interest onr shori loan, e.g.,, on overdraft from a bank is,
however, a deductible expense, Any Excess Profits Doty or Corporation
Profite Tax payable in respect of the profits of any year is allowable
ag a deduction in computing the amount of profits for purposes of
Income Tax. Repayments of the former duty sre, on the other harnd,
chargeable to Income Tax as a receipt in the year in which the repayment
was made, )

8. The Income Tax Acte also provide for sn allowance in respect of
- the diminished value, by reasou of wear and tear, during the year of
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assessment, of any plant and machinery used in the business and owned
by the trader, That allowance is not deductible as an expense in com-
puting the profit of the year’s account, which is ultimately brought into
the three-year average computation, but is deducted as & separate item
from the average profits assessable.

10. Profit, as determined for Income Tax, on the lines broadly de-
scribed above, is thus calculated upon uniform principles for each trader.
It represents the whole profit of the business, irrespective of ite distri-
bution among the different persons entitled to share it, e.g., in the shape
of interest on & loan invested, in the business by some person other than
the trader himself. In cases such as have been used for the statistics,
the Income Tax profit is normally asrrived at after investigation of the
accountsa by the Inspector of Taxes and after discussion.between the
trader (ar his expert advisers) and the Inspector of any points arising
from thet investigation.

11. In order to gecure, for the present purpose, & true comparison
betwesn the amount of profit and that of turnover; the Income Tax
profit has been eubjected to three modifications. The first two consist
in the exclusion of any effect of payments or repayments of Excess Profits
Duty and Corporstion Profits Tax. The profit is presented as it would
have been had these two taxes not existed. Had this course not been
followed, the profit included in the statistics would not have been the
whole profit arising, but only a part therecf. Excess Profits Duty, it
will be recalled, extended to all businesses, whether carried on by private
traders or companies. Corporation Profits Tax, on the other hand, was
levied only on limited liability companies. The third modification re-
lates to the allowanco for wear and tear, or depreciation, of plant and
machinery. For the present purpose, the amount of the allowance for
the year of assessment in which the final date of the account fell has
been deducted from the amount of profit shown by that account.

13. The turnover tabulated represents the total receipts of the business
from the sale of goods or from remuneration paid in respect of services.
It excludes any receipta from rents or property let, interest on loans,
dividends on investments, &e.

18. Concerns have been claasified according to the description of their
trade usually furnished by taxpayers in making their returns for Income
Tax purposes. When & taxpayer carries on two or more kinds of buai.
ness which fall intg different trade classifications, each class is dealt
with separately when separate acconnts are rendered for each class, and
liability to Income Tax is separately computed. In other cases, the con-
oern ia ususlly assigned to the class from which the greater part of the
profits is normally derived. It ia not nncommon, of courss, to meet with
ooncerns which combine’ wholeeale or manufacturing business with retatl
trade; if in such cases there is & preponderance of retail! trade not dis-
tinguishuble, the entirs profits are classified as from retail distribution.
Concerns which, in addition to their menufacturing business, carry on
also the business of wholesale distribution, are normally clasified by
reference to the manufacturing business, unless that element is negligible.

ANNEXE 1.

DEFINITIONS OF MEDIAN, QUARTILES, MEAN DEVJATION

FROM MEDIAN, SKEWNESS, CORRELATION CO-EFFICIENT
AND PROBABLE ERROR.

1. The median observation is the actual or calculated observation at
the (g plus §)th poind, when all the observations are arranged in arder
of magnitude, and their total number is N. It is the point above and
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below which there are equal numbers of observations. In table 1 {cotton),
June, 1920 quarter, the total turnover was £44,025,000. Taking
£100,000 of turnover as the unit (in order to facilitate calculation), there
were 440 cases or observations; the median point was the 220ith case.
This was taken to be the point half-way between the average percentiages
of profit for the 220th and 221st £00,000’s of turnover, In the same
table for the September, 1920 quarter there were 153 units of turnover,
an§l 1;the percentage of profit on the 77th unit represented the median
point.

2. Similarly, the lower gquartile is the unit below which there is one-
quarter of the total number of cases and above which there are the

remaining three-quarters; for the upper quartile these proportions are
reversed.

3. The mean deviation of a series of values of a variable is the
arithmetic mean of the deviations of the respective values from some
origin, taken without regard to the sign of the deviation. The origin
chosen may be either the median or the arithmetic average of all the
observations, obtained by multiplying each value of the variable by the
frequency of that value and dividing by the total number of frequencies,
The median is the natural origin to use, as the mean deviation is least
when so measured. *

4, If the numbers of instances at the various points of observaticn in
tables 1 to 11 were plotted on squared paper, with the values of the
variable as abscisse and the percentages of total turnover as ordinates,
graphic frequency curves would be obtained. The forms taken by =
frequency curve vary infinitely, and ite simplest form, that of absclute
symmetry, with the frequencies decreasing symmetrically on either side
of the maximum is very rare. The normal form in economic statistics is
the moderately asymmetrical or skew form, with the frequencies
decrenasing more rapidly on one side of the maximum than on the other.
There are various measures of asymmetry or skewness, and for the pre-
sent purpoee one of the simplest, based on the quartile points, has been
adopted. The difference between the deviations of the two guartiles on
either side of the median indicate skewness, and to measure its degree
it ie necessary to relate the difference to some quantity of the same
dimensions. *‘ The gimplest to compute is as follows:—

Let g, be the excess of the upper quartile over the median, and ¢, the
excess of the median over the lower quartile; then

q’_q].
5 =

2,+4,

i5 8 measure of skewness. If the curve is symmetrical, ¢, = ¢, aqd
s=0;if g, is greater than g,, s is positive, and if g, is less than q,, 5 i
negative. s becomes plus 1, if g, = 0, that is, if the medisn and lower
quartile coincide, and # becomes mines 1, if g, = 0. & is therefore a
measnrement which never exceeds 1 numerically, and has a definite signi-
ficance at zero and its extreme values. . . . . The significance of
various values can only be obtained by experience, but it may be sug-
gested that 0-1 is a moderate degree of skewness, and 0-3 & considerable
degree.” (Bowley, Elements of Statistics.)

5. Where it is found that in s pumber of instances two variables tend
always to fluctuate in the same direction or in opposite directions it
is masumed that a relationship exista between them. This relationship
is known as “ correlation.’” [If the linked observationa constantly deviate
in the same direction the correlation is said to be direct or positive,
while, if the movements are in opposite directions, the correlation is
inverse or negative. Correlation between two variables may be roughly
illustrated by frequency graphs. Graphic methods are, however,
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deficient in that they cannot give s numerical measurement of the
degree of correlation existing. For this purposs it is usual to adopt the

Pearsonian formula, the working of which is illustrated in the following
table :— -

(1) ' Btatist ' Index No.
(2) Gross yield of Consgols in same year.

Correlation for period 1908-1924.

* Statist " Index No, Gross yield of Oonsols (in pence),
Yar. | o |Pyation] | o DRBROR
for \ or . .

yoar, Avg{ﬂ:ge. year. Avarl.;ge.

(1) (2) (3 4) 85) ! (6) Q) ®
1908 ... 73 - 5b 8,025 697 —256 65,636 | 414,080
1909 .| 74 | —54 | 2916 | 718 | —240 | 57,600 | +12,960
1010 ... 78 : — 50 2,500 740 -213 45,369 | 410,630
L TY N — 48 2,304 766 ~197 88,09 | 4 9,456
m 85 — 43 1,849 788 —165 27,225 | 4+ 7,095
1013 .. 85 — 43 1,849 Bib —138 19,044 § -+ 5,934
194 . 83 — 45 2,023 801 —152 23,104 |+ 6,840
1916 ... 108 - 20 400 916 — 37 1,369 |+ 740
1916 ...} 136 + 8 64 1,034 + 81 6,661 |+ 648
97T .. 178 + 47 2,209 1,097 + 144 20,736 | + 6,768
1918 ... 192 + 64 4,096 | 1,065 +102 10,404 | 4 6,528

1919 ..., 206 + 78 | 6,084 1,110 +167 24,649 1 412,246

1920 .. 251 +128 |15129 | 1277 | +324 |[104,976 | 489852
1921 .| 155 + 27 720 | 1258 | +305 | 93,025 | 4+ 8,235
1928 .| 13 + 8 9 | 1,062 | +109 | 11881 |+ 327
1928 .. 5 129 + 1 1 (103 | +81 | 65614+ 81
1924 .| 140 + 13 144 | 1,051 | 4 98 | 9604 |+ 1,176
Averages. | 128 - 2,667 953 — 33,321 "+ 8,448
phandad . /5667 =51-6. gﬁfﬁ = 33321 = 182'5.

. . . Average of products of Deviations _
Uo-eflient of Qorrelation = Product of Standard Devistions
8,448 .
+ sl-a x 182-5 = + m-

Probable Error = —GZLL-_——")
n

( where r = the co-efficient of vorrelation, » == the namber of observationa.)

= 67— % — ) = 08.
viT
Here the year appears in colomn 1 and the relative ** Statist " Index
No. in columu 3. The deviations of this variable from the average
for the 17 years are given in column 3, due regard being paid to eign
(+or =). In colomn & the deviations are squared, and the syuare root
of the average of the squares, known as the " standard daviation,™ is
calkculated. Columns 5, 6, and 7 contain similar particulars relating
to the gross yield of Consola in the year. The deviationg from the
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respective averages for each pair of linked observations are multiplied
together, having regard to sign (+ or —), and the products shown in
column 8. The average of these products divided by the product of
the standard deviations gives the co-efficient of correlation. A co-efficient
of + 1 indicates perfect direct correlation; — 1 perfect inverse correla-
tion. In the present instance the co-efficient of + .90 shows a high
degree of direct correlation.

8. The present exemple of correlation is based on & comparatively
emall number of observations, and it is quite possible that if an
investigation were made for another period & different co-efficient would
result, Tt is often desirable to be in a position to estimate the probable
variation in the resulta which would be arrived at. In the present
instance the ‘' probable error,” calculated as shown in the table, amounta
to -03. In other words, if the correlation of the *‘ 8tatist "’ Index No.
and the gross yield of Consols were investigated over a large number
of 17-year periods, half the resulting co-efficients might be expected to
lie between + -87 and + 93 (-90 £ -03). It is generally considered that
marked evidence or correlation exists if the co-efficient of correlation is
more than six times the probable error. The derivation of the formula
for the probable error is too complex for discussion in this Memorandum.

APPENDIX XII.
INCOME TAXES AND THE PRICE LEVEL.*

Epwin R. A. BELIGMaN,
McVickar Professor of Politicel Economy, Columbia University.

The connection between taxes and prices has long engaged the atten-
tion of scholars and the eolicitude of statesmen. Whereas in former
times the practical controversy turned about the tariff, of recent years
it has come to the forefront of discussion in connection with the sales tax
and now with the income tax, The problem is a subtle and difficult
one, and there are perhaps few questions on which there exists a
greater divergence of opinion, if not among scientists, at least among
business men. It is the endeavor of the following paper to probe this
question to its foundation, so far as thg income tax is concerned.

I. Are Al Tazxes Shiftedf

The most obvious way in which the influence of a tax om prices
wanifests iteelf is through the process of shifting. For if a tax is
shifted or rolied off from the producer to the consumer, the price to
the consamer will naturally be increased by the amount of the tax.
By the ehifting of the tax we mean its transfer from the original
taxpayer to some other person; and as the latter wmltimately bears the
burden of the tax we may call him the tax-bearer. In order that the
tax may be shifted stitere must, of course, be some economic transaction
as between the two parties. In the great mass of cases these trans-
actions take the form of an exchange or a tranmsfer of ecomomic rights
—generally through purchase or sale, or through rent or lease; and
the question nesolves itself into one of a change of price as between
the two parties to the exchange.

There is, however, another way in which prices may be affected,
apart from the immediate shifting from the original tazpayer to the
tax-bearer. The payment of a tax may so modify the position of the

¢ This ia reproduced, by Professor Beligman's permission, from * Wealth and
Tmtiou.'}nl?“ ings of the Ayoadam nf Political Science in the City of New York
{Colun.bin Um'unit.y;, May, 1924, Vol No. L.
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taxpayer as to influence his future actions. 1t may, for instance, cause
him not only to change the price, but to alter the cutput of the
vommodities or services in question, and it may affect his desire to save
or to spend or to invest or to do other things of economic imporiance.
Any such change in his economic attitude may have a reaction upon
other classes and may ultimately modify the prices of goods or services
which are oauly indirectly connected with the original taxpayer. In
other words, a tax which affects the situation of the original taxpayer
may alter the equilibrium of economio forces subsisting between him
and his neighbors and may have widespread consegquences upon the
community, comparable to the ultimate effeots that may be produced
by any other change in the relative prices of goode or services,

It is obvious, however, that such a consequence depends upon the
existence of further relations between the original taxpayer and other
individuals., It is necessary here again to hold in mind the distinction
between the direet relations which make possible a shifting of the tax
and the indirect relations which depend on the ultimate effects of the
tax. This distinction is neglected by those who believe that all taxes
are shifted to the consumer in the shape of higher prices—the so-called
doctrine of the diffusion of taxation. Over a century ago s Frenchman
by the name of Canard contended that the imposition of a tax was
like the injection of a drop of liquid into the veins of a human being:
although introduced at m mingle point, it will at once be carried through-
out the body by the circulation of the blood. Economic transactions
in the community are like the circulation of blood in the individual.

In this widely held opinion there are two fallacies. In the first
place there are some tuxes which do not involve any further direct
relations. A poll tax or an inheritance tax, for instance, is not
necessarily concerned with snything that the individual produces or
eells; it is diffoult to ses how euch & tax can be shifted when the tax
involves no further direct economic relation between the taxpayer and
other individunls. It is only in & very indirect way that a poll tax, by
affecting the general purchasing power of the individual, may modify his
demand for economic goods or servioes in general, or that a high
inheritance tox, affecting the 'readiness of the testator to accumulate
wealth, may exert a sabtle influence upon the entire economic process.
But such indirect effecta are very different from the rise of prices
traceable to the imposition of the tax., There can, in other words, in
such oases be no shifting of tha tax, because there is no further imme-
diate economio transaction between the taxpayer and other individuals

The second fallacy in the general-diffusion theory consists in the fact
that, even where thiere are such further relations between the taxpayer
and other individuals, economio foroes may prevent any shifting of the
tax. Take, for example, a tax imposed upon the pet profita of &
monopolist or upon the rent of a piece of unimproved land. In the
cags of & monopolist, like the owner of a patenied process, the price
of the article produced will alwaye be fixed at the highest paint con-
sistent with the preateat sales; this is the point of maximum monopoly
revanue. If the monopolist were to try to raise the price beyond ihat
point, his sales would fall off to such an extent as to reduce hia net
profits. If a tax is imposed upon the ocutput or the gross profits of
the monopolist, it may indeed lead him to revise his price schedule,
becanse the point of maXimum monopoly revenue will now have beem
altered as a consequence of the tax upon hiz cutput or cost. That is,
although he may now sell less units than before, his net profits. may
be greater because of the new margin between cost and price. But
if the tax is imposed upon his pet profits, it will not Jead him to
increase the price; for, if he could do this without cutting down his
tales, he would have done it before the tax was imposed. What the
consumer is willing to give is unaffected by what the producer i
compelled to take. In the case of a tax on output he may find it to
hia interest to sell a little lema at a higher prioa; becanss the less be
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sells, the smaller his tax: but in a tax on net profits his tax is reduced
bot by the falling off in output but by the falling off in profits; and
if he increased the price he would suffer s double loss, namely in his
lower profits 26 well as in the payment of the tax. He will therefore
prefer to maintain his profits and to pay the tax, that is, he will not
shift the tax to the consumer.* .

The same thing is true, although in an entirely different way, with
2 pilece of unimproved land. Iie price depends upon the amount of
gimilar available land and the demand of those who desire 0 use the
land. A tax upon the landowner does mot of itself affect either the
one or the other. The amount of land is not influenced by & tax on
the land, differing in this respect from a tax on the house which stands
upon the land. A house is a piece of capital; and unless house-builders
secure the usual return from the investment of their capital, they will
not build houses; and the consequent shortage of houses will raise rents.
In s tax on land on the contrary, the aupply is unaffected by the tax;
and there is nothing to compel the user of the land to pay more than
he did before the impnsition of the tax. The result of a new tax upon
the land, therefore, will be to bring about a lowering of the value ot
the land in the hands of its preeent owner; for a new purchaser of the
land, who will have t0 pay the annual tax, will make allowance for this
in the purchase price. But a tax om land cannot, as in the case of a
;«axdon a house, lead to an increase of price to the person who uses the
and.

We have thus seen that the doctrine of the general diffusion or
shifting of taxes iz a fallacy, first, because some taxes, like the poll
tax and the inheritance tax, do not give rise to any further direct
transactions; and second, because even where there are such direct
transactions, conditions may cause the taxpayer to nresume the tax
either voluntarily, as in thé case of a monopoly, or necessarily, as in the
case of land. In other words, some, but not all, taxes are incapable of
heing shifted.

We have mentioned some taxes that cannot be shifted. About some
taxes that are generaliy shifted, there is also no dispute. In a tax
on commodities auch as the ordinary excise or customs duty everyone
agrees that the tax tends to be shifted from producer to consumer in the

* Let it be assumed that » monopolist can sel), st the price of 5 dol. each, 1000 anita of
& particalar article. Let it be further assumed that the cost of each unit in 2 dol. His

ross receipta will then be 5,000 dol., and his net profits (5—2 dol.) X 1,000 or 3,000 dul.
ff be charged more, the sales wonld fall off; if be charged less, the receipta would be
smaller. In eitber case bis net profits wonld diminish. Let it be sssumed that, if be
charged 6 dol. a unit, the sale would fall off to 700 onite. His gross ncm&u would then
be 6 dol. X 700 or 4,200 dol., and his net profits (6—2 dol.} X 700 or 2,800 dol., or leas than
before, If, on the contrary, he charged unly 4 dol. & unit, his sales would incresse, let ns
say, to 1,200 units, his gross reeei;)tl would be 4,800 dol., and his net profits (4—2 do]ﬁ x
1200 = 2,400 do). He will therefore under the oomditions always prefer the price b ol,
which marks the point of maximom mon I'Lmvenn_e. .

If the government now imposes » tax of 1 dol. & unit, what will be tke resalt? The not
return on each unit ie reduced to 2 dol., the total net profite to 2,000 doL.  If the monopolist
attempta to add the whole tax to the price, he will sell only 708 urits; and since the sost
per unit has been inoreased by the tax to 8 dul, bis net profits will be 760 X (6—3 dol.)
= 2,100 dol. Grantipg that this is the highest net return th'a.t I'.he_ new conditions admis,
the monoy olist will increase the price from & dol. (which gives him 2,000 dol. profita) to
6 dol, (which gives him 2,100 dol. profits). The entite tax will be shifted to the consumer,

But suppose on the other hm(r that instead of & tax which, as in the abuve enmplei
amounts to 5096 of the cost per unit, or 209¢ of the original selling price per unit, a tax o
409% is imposed on net profita. 'Taking the sams figures, with no chunge in price or output,
the monopolist mast. pay 4694 of 3,000 dol. or 1,200 dol., and bis remainiog surplus will be
1,800 dal. LE he attewpts to add the tax to the price and raises the price t0 6 dol.. his
taxablo net profits will E,' as above, 2,800 doL, his tax 1,120 dol. and his sorplos 1,680 dol,,
instead of 1,800 do). He will therefore refrain from adding the tax to the price. His
final profits are indoed less than before in both casos—but it will be clear why be prefors
the tax per unit of product or sales to & tax on income. It is also clear why, with the
particular figures here selected, an income tax is for the community #8 & whole preferable
to a tax on product or on sales. For while the producer saffeis moie under the income tax
than under the tax on sales, the difference is more than compensated by the extas loss im -
posed on the conzumer by the tax on product or the sales tax.
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- -ghape of higher prices. The only question at issue is firat as to the exact

proportion of the tax which is shifted and secondly as to the possible
uiterior consequences., Into the niceties of _this argument it is im-
possible to go here. Those who ure interested in this particular problem
many be referred to a volume that has been written on the subject.*
It may suffice to say that the proportion.of the tax which is shifted,
dopends partly upon the elasticity of the demand and partly upon the
elasticity of the supply. In everyday language, the degree to which the
producer will find it profitable to raiee his price dependa partly upon the
probable falling off in sales and partly upon the change in cost per unib
which mey attend the diminution of his output. As regards ulterior
consequences, it will suffice to say that even where it is posible for the
producer to shift only part of the tax to the consumer it may affect
the various producers in different waye and; by changing the conditions
of the market, may confer an advantage on the larger producers which
in some canses will even tend to produce a monopoly. Again, even
though it is true that the tariff is a tax, the indirect effects of ‘the
tax may-—~not to say, as claimed by the protectionists, must—confer such
advantages on the domestic producer, especially in young industries,
as ultimately to compensate for the increased burden on the consumer.
But in all these cases there is no dissent from the opinion that the
original texpayer shiftn the tax, in whole or in greater part.

In a snles tax the eame is true; the only poind at issue here ia as to
whether the consumer suffers by more than the amount of the tax, or,
in other words, whether there iz a so-called pyramiding of the tax
whereby not only the iax but a aum over and above the tax is taken
from the ultimnte comsumer. The problem to which we shall now
address ourselves is whother the income tax is like the poll tax, the
inheritance tax, and the land tax, in not being susceptible of tramsfar
in the shape of higher prices: or whether it resembies a tax on com-
modities or a snles tax or the tariff, in being usually shifted to the
consumer,

The ordinary business man finds but little difficulty in answering this
question. He is accustomed to include all taxes in his outlays or cost
of operation; and when he considers the price at which he shall offer his
goxls, he is apt, in the case of a tex, to add it to the cost of his raw
materials and his overhead and then, after figuring a reasonable profit
on this cost, to fix his price accordingly. But when we come to study
the notunl results of the operation, the situation is by no means so
simple. It needs, in fact, a rather careful analysis of the various
complicated elements in the problem.

II. The Shifting of Special Taxes on Income.

In the first place we must distinguish between a uniform or general
tax on all incomes and “a partial or epecial or sxclusive tax on certain
forms of income. Where the income is derived from property, the
latter kind of income tax would be tantamount to » special tax on
particular kinds of property. Examples of this are very common. In
the case of property, we may have a special tax on land or a special tax
on moneyved capital or & &pecial tax on mortgages and the like, In the
cose of an income tax an interesting illustration is afforded by France.
The French income tax is composed of two parts. One cousists of a
general tax upon the entire income, sa is the cwss with our federal
tax. Another part, however, consists of taxes on the separate con-
stituents of ivrcome, such as income from lund, from professions, from
moneyed oapital, from business and the like. Each of these taxes of
the constitnent kinds of income is or has been levied at a different rate.
Whews such taxes apply to the income from praperty, there is but little
difforence botween them and the customary property taves, provided
tho latter permit, as & not always the case, a deduction of debis.

* Seligman, The Shifting aud Incidence of Tuzation, 4th od-, 1920
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‘Where, as in some of the American Btates, indebtedness is not deductible
from property, as for inetance in the case of Teal estate in New York,
the tax is tantamount to the impersonal taxzes or taxes om the yield
or.product of property, as they are still found in Europe. But where
-debt-s are deducted and the tax is imposed on net assets or net property,
it makes little difference whether we call it a tax on property or a tax
on the income from property; for the selling value of property tends
to be equal to the capitalised value of the income to be derived
therefrom.

Where we have a .series of special taxes on income, it is necessary to
consider each class by itself. If we are dealing with ordinary competitive
conditions, many such special income taxes will be shifted. If a tex,
for instance, is imposed on the profits of a particular class of business,
the tax will usually be ehifted. The argument is snalogous to that in
the case of a special tax om the income of houses or on the income of
moneyed capital loaned at interest. Why ehould the individual con-
tinue io keep his capital in a particular kind of business, subject to &
special tax if, by transferring his eapital to some other field not subject
to taxation, he can increase his net returns? 8uch special taxes, there-
fore, tend to be shifted; for otherwise the individual will withdraw his
capital from that class of enterprises and ihe consequent diminution -
supply will inevitably lead to an increase of price.

The same argument applies, with certain reservations, to income fre-
personal exertions like wages and professional salaries. In the case
ordinary unskilled labor, if wages are near the minimum of smbsistens
a special tax on wages (which in modern fimes is not found because
the individval and family exemptions in the general income tax)
be apt te be ehifted in first instance to the employer in the shap
higher wages; and he in turn may be able to pass the tex on tc
consumer in the shape of higher prices. Where wages are aboviC
minimum of subsistence and enable the laborer to enjoy a higher sta-g
of life, the question as to whether he will be able to shift the tax po
employer in the ehape of higher wages, or whefher he will have ty
the tax himself and thus suffer & reduction in his standard of life, ¢
upon many conditions which ean be summed up under the head’
relative resisting powers of both parties. Under actual condition
the standard of life is tenaciously maintained, as in the United
a tax even on the higher clasa of laborers will tend to be
The aame would be likely to be true of the éarninge of the pr
classes, like physicians, lawyers, architects, engineere and the I
in the long run, if such classes were subjech to an exclusive tax,
under conditions of free competition, lead to a gradual exodn
occupations not aubject to tax; and this decrease in the eng,
caturally lead to an increase of the remuneration of those that
Tkere are, indeed, exceptional cases where high profesciona:
represent either monopoly returns or incomes that are fixed b
eather than competition; and in guch instancea, like railway | ,
and great surgeons, it ia not at all impoasible that, having already charged
8ll that the traffic will bear, they would refrain from adding the tax
ta their charges or ealaries. In the great run of cases, however, & special
tax on profemional imcomes, like a tax on wages where the workmen are
well organised, is apt to bp passed on.

While special income taxes are thus ordinarily ehifted, this result does
not apply in all cases. For, as was pointed out above, a tax on the
income of a monopolist, whether he be s business man or a professional
man, cannot be shifted. Monopoly price is always at the point of
maximum monopoly revenue: the monopolist will always charge what the
tratfic will bear and a tax will not enable him to charge more. In the
same way, B we have geen above, a tax on land, exclusive of impruve-
mentas, cannot be shifted, because there cannot be, as in the case of
bousee or other forms of capital, a change in the supply. An exclusive
tax on land, however, like an -exclusive tax on the dividends or atock
of some particular class of corporations, even if it cannot be shifted,
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lll be capitalised into a lower selling value of the property, so that
© new owner or purchaser will not bear the tax. There will be a change
f prioe, and the new taxpayer will thus suffer no burden.

IIL. The Shifting of a General Income Tax.

% In the main, then, a epecial tax on the income of particular classes,

" with the exceptions just noted, will lead to changed prices, either higher

, prices ab in the ordinary case of shifting, or lower prices as in the case
of land or of securities where the tax is capitalised rather than shifted.
Inasmuch as the individual business man ordinarily thinks of himself in
the light of one who is subject to special taxation, it is natural that
he should pgemeralise the above conclusion and hold that iacome taxes,
like so many other taxes, are shifted to the purchaser ig the form of
higher prices.

Aa a matter of foct, however, the situation is different when we deal
with & general income tax such as our federa! income tax.® If every-
one is taxable upon his income, from whatever source derived, there is
ro taxiess field to which he cap repair. 1f he pays the tax in the first
instance, he cannot improve his position by transferring his capital and
his energies to some other business or occupation ; for he would meet in the
new enterprise precisely the same conditions, so far as the tax is oon-
cernod, as in the old one. How then can such s change in the relations
of demand and supply be brought about as to render passible a shifting
of t¢he tax or an incresse of priceP If the tax is on profeasional earn-
irgs there wiil be no exodus from the profession because there will be no
resulting improvement to the taxpayer. The recipient of income from
houees or from interest on capital will not be led to diminish his inveat-
ments, because in whatever new fieids he might be tempted io invest,
he would suffer the same burden. The business man subject to a general
income tax would also be in precisely the same predicament. So that in
cases of a general income tax thers iy no difference, as before, between
conditiona of monopoly and conditions of competition.

But how shall we meet the objection of the ordinary business man
who tells us that he adds the income tax, like the tax on product or
on sales, to his cost and thus to his price? It is obvioas, however,
that therea ia a fallacy in this contention, at all events when we deal
with & graduated income tax. For the larger sum paid as & suriax
is measured by profita, not by sales. Let us grant, for the momeat,
that the smaller taxpayer, subject only to the normal tax, will add the
tax to the prios of the commoditiea. Then, if the high profits of hm
fortunate competitor, subject to large surtaxes, are due not to greater
sales but to lower cost ar more efficient management, it iz clear that the
addition per unit made to the price by this fortunate individual muat
be considerably greater than the addition to price made by the competitor
who pava only normal taxea 1f the surtax-payer attempts such an
axvesstive Tine of prios per mnit, his sales will fall off, his market will
be captured by the competitor eubject only to normal tax, and his profits
will disappear. He will accordingly refrain from adding the high iax
to the price. I is clear therefors that in the above case only the normal
tax, and not the suriaxes can be added to the price.

Sappose, however, that the higher profits are due o greater sales,
s that the surtax-paver will disiribute his tax among » larger number
of unita than his competitor. Ewven then, however, the addition which
he would make to the price would turn out to be the same as that made
by his amaller competitor only in the very excepiiona]l case where the
smount of his sales before and after the change of price would bear
the same proportion to the amount of his competitor's eales sz would

ral tax
ak

. * Tha ouly poaint which militates aguinet the accoptauce of the fede
income tax s the 12}4r Tate ua cerporations with individwal oredit for dividends.
gkuuwdithrﬁvﬁcndnqpﬁ-ulyhthwhxdi-ﬂili_



120 OCMMITTEE- ON NATIONAL DEBT AND TAXATION.

the rela.tive_ ratio of their taxes, For only in -that way would'"t,ha'
graduation in the amount of sales keep exact pace with the graduation
in the amount of taxes.

Barring this highly exceptional case, it therefore remains true that
the surtaxes will not be shifted to the consumer in the shape of higher
prices. Even if the normal tax or an amount equal to the tax paid by
the least heavily assessed individual is shifted, the excess above that
amount in the shape of a suriax or supertax cannot be ahifted. The
belief so widely prevalent among business men that imcome taxes are
added to the price thus turns out to be fallacious, at least so far as the
surtaxes are concerned.

But it can now be ehown that the same is true of the normal tax.
Despite the widely held belief to the contrary, even a proportional
income tax cannot be shifted. In order to prove this, however, it is
necessary to discuss somewhat more fully the conditions which fix prices.

How are prices fixed? It is obvious that while prices are affected by
the conditions of demand and supply, the normal point around which
the market prices oscillate is in close Telation to the cost of production.
Bome commodities oscillate around a hundred dollars a unit; others
around one dollar a unit. But when we say coet of production, we have
at once to inquire: whose cost of production? Producers obviously differ
in ability and in opportunity. It is true that at any given time ail
similar units in the supply of a given commodity must sell in- the market
st the same price. If prices differ, it is because of differences in the
brand or in the quality or in the speed with which the order can be
filled or some analogous reascn. But while there is only ome price for
exactly similar units of the same commodity in the market at any given
time, there are under conditions of competition always differences in cost.
Bome producers have more azbility; some factories are more favorably
situabed ; some employers get better results from their labor force; some
individuals are able to reduce their overhead or to organise more
successfully their advertising or selling campaigns, In short, some have
relatively high costs and some relatively low costa of production. At
any given: time the normal price will tend to equal the highest cost of
production. As long as the demand at any particular time is sufficient
to take off the total supply of commedities produced at different costs, the
price at which the whole supply will be sold tends to be fixed at the
point of greatest cost. Inasmuch as the price is fized at the cost of
producing the most expensive portion of the supply that is actually sold,
the difference between the lowest cost and the actual price—that ia, the
difference between the cost of producing the article and bringing it to
market under the most disadvantageous circumstances and that of pro-
ducing it under the more favorable eonditions, constitutes the pro-
ducers’ surplus or profits. Profits are the result of the industrial process;
they represént not cost, but surplus over cost.

The next obvious point is that i actual life, under competitive con-
ditions, the situation is continually changing. The more efficient
producer or perhaps somme newcomer in the field with more capital, or
with improved machinery, or with better facilities for marketing the
product, or with move ability to cut down his overhead, will endeavor
to capture a part of the market by putting out an incressed supply at s
lower cost of profduction. The fact of thia increased supply will tend
to lower the price; and, although his percentage of profits may be
smaller than it wonld have been at the old price, the more fortunate
producer expects larger total profits because of his ability to sell more.
This increase of supply, at a lower price, must manifestly injure the less
efficient producer at the margin of profitable production. In every
business there are always some producers who are able only just to
make both ends meet; their machinery is antiquated, their caplt.gl'u
depleted, their private expenses are too great, their business activity
and knowledge are no longer. what they should be, and as a consequence
their former profits tend to vsnish. They may decide for a time to
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continue the struggle, hoping against hope; they may live on their
capital; or they may deceive themselves by a fallacious system of book-
keeping, and figure out & nominal profit. But sooner or later such
producers will find that t.hey are getting no return or no adequate
return on their industrial capital.” They will abandon the business and
their place will be taken by a more efficient individual.

All industrial progrees consists of such a change at the top and the
bottom of the line of producera. Fresh capital is continually coming in;
the discouraged are continually stepping out. Under such conditions of
change, normal price tends in the direction of the cost of production
under the most favorable, not aunder the least favorable, conditions;
it tends toward lowest cost, not toward highest cost., The actual price
in the market at any given time is indeed always fixed at the point of
highest ocost; for at any given moment there is always some unlucky
producer who furnishes & part of the supply at cost. . But next year
he will be orowded out and his place will be taken by eomeone who can
produce at lower coet.

What is the bearing of this analysis upon the problem of taxationP
Tt resolves itself into the question of how the marginal producer, the
producer at the margin, is affected. A tax on a commodity per unit
affects the cost of the marginal producer as well as of every other pro.
ducer and therefore tends to be added to the price, because whatever
increases marginal cost must ultimately increase price. But a tax on
income is & tax on net profita; and net profits are not ocost, but the
surplus over cost. A tax on profita cannot reach the man who makes
ro profits. But the man at the margin who makes no profits, or who
makes anly the minimum profita which correspond to wages of manage-
ment or recompenae for the risk, pays no tax because he makes no
profits or pays only a negligible tax upon these minimum profits. If
the man at the margin who at any particular time fixes the price for the
entire supply of commodities that ie sold in the market pays no tax, how
can the income tax be added to the pricef The tax on profita ia paid
only by the man who makes profits, that is by the intra-marginal pro~
ducer, not by the marginal producer. But the tax paid by the intra-
marginal producer cannot affect the price which is fixed by the marginal
producer who pays no tax.

IV. The Business Man's Theory.

The ordinary business man who thioks that he ia adding the tax to
the prioce is in reality not doing so. Whether he can get the price which
he bas eet depends not upon himself, but upon market conditions. If
bis competitor who paye a smaller tax because of smaller anticipated
prefits, or who perhaps paye no tax at all, marks his goods at a lower
prioe because of the smaller tax, all the others will have to follow suit
whether their taxes are high or low. Where a man has added the tax
tn the price, the inability to dispose of his goods at this higher price
will lead him quickly to mark down his goods; with the result that his
anticipated profits may not materinliss. There is many a slip ‘twixt cup
and lip. The profits of & business man at the end of the year depend
upon & multiplicity of perkaps very imsignificant factors; he can never
tell at the beginning what his profits are going to be at the end. The
mere fact that he adds his anticipated tazes to the asking price will not
by any means enable him always to get the price that he aske. The
profita upon which he pays taxes come at the end, and not at the begin-
ning, of the period. 1f every man could fix his profits at will by charg-
irg increased prices hecause of anticipated incressed taxes, the making
of profits would be a very simple proposition. Unfortu.nnt.eb, however,
business life does not work that way.

It might indeed be claimed that, if the business man were correct

in his opinion, it would be stupid for him to object to high income
taxes. For, if the business man reslly adds the incoms tax to hia



122 COMMITTEE ON NATIONAL DEBT AND TAXATION,

cost and then charges proportionate profits on this increased coet, why,
it might be asked, would not high income taxes increase his profita?

This argument, however, is really invalid.* For the producer doea
not necessarily remain acatheless even if his taxes are shifted. He may
be able, under a tax on product or on sales, to increase the price of his
commodities; but the increase in price will almost eurely lead to a falling
off in' consumption and will therefore tend to restrict his profits. This
i the reason why the business man does not welcome taxes on his pro-
duct, even if the tax is passed on. iIn the eame way, even though the
producer should be able to add the income tex to the price of his goods
and thus increase his profits per unit of output, he would, in all prob-
ability, sell so many less units as to diminish his total net profits. The
business mran, therefore, is quite justified in objecting to high taxes on
business profits, even if he thinks that he is able to shift them to the
congumer. -

As_a matter of fact, however, as we have seen, the business man is
not able to do this. The chances are that if he did not increase the
price by his anticipated income taxes, hia actual profite at the end of the
year would probably be the same. For in the first place it is not at all
sure that he can hold to the higher prices in the face of the lower taxes
imposed on eome of his competitors; and, secondly, even if he should be
able to hold to the higher prices for n time, he would find his sales
falling off to such an extent as to lead to a new and lower price schedule.
In other words, business profits are a result of business operations: they
are a consequence of price, not a cause of price. A tax on business
profits is not a part of cost as is & tax on business products. The latter
can be ghifted; the former cannot be shifted.

It might be claimed by some that the above reasoning is defective,
Producers, it might be eaid, will not permanently remain in business
unlees they secure the uswal returns, whick in the ordinary run of cases
can be fixed at, say, six per cent., Not only the producer below cost.
but the producer at cost or with profits of less than six per cent. will
be continually stepping out, and the real marginal class, it might be
claimed, is the six per cent. class. Even a normal income tax will then,
8o the argument rumns, be ghifted because otherwise it would reduce
thoir profita to eay, five per cent., with the result that their falling out
of the race will reduce the supply and thys increase the price.

This objection, however, is doubly defective. In the first place, it
does not follow that the fall of profitsa to five per cent, will lead to
an exodus of the previous six-per-cent. producers. For there will now
be no other field of business to which they can repair. If the tax is s
general tax, the entire level of profite will be reduced from six fo five
per cent., and the producer will have 1o content himeelf with tlge smaller
profits. It is "only when the normal tax is so excessively high as to
reduce the general rate of profits to a figure where all business enterprise
will be checked, that prices can be affected. But, as we shall see below,
even this means not a shifting of the tax in the shape of higher prices,
but & prevention of what would otherwise be a tendency o lower prioces

In the second place, if the price of the commodity is raised as a result
of the addition of the isx made by the six-per-cent. producers, all of
the lower-profit or no-profit producers-——whether we call them marginal
or sub-marginal—who pay emal] taxes or no taxes at all will now also be
able to charge tha higher price. They will consequently be in a position
to increase their output, with the result that their more effective com-
petition will soon lead to an abandonment of the higher price by the
six-per-cent. producers. For even five-per-cent. profits are preferable
to the still lower profits which would ensue on a loss of the market.

Thus the snalysis stande: a normal income tax cannot be shifted, any
more than can a surtasx.

* It has novertheless been advanced by some writers.
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.-.There is only one possible weakness in the above analysis. In a period
of rapidly rising prices, we may have what is commoniy called a sellers’
market. Everyone is then anxious to buy; every producer is turning out
gooda at the miximum rate, and stocks are being depleted almost more
rapidly than they can be replenished, Even the producer with the
bighest cost~-the old marginal producer—will now find that he iz making
money, because the price of his goods is considerably higher than his
cost. Being in w position to markoet his entire output, there will be no
inducement for him to cut prices in order to secure a atill larger pro-
pertion of the total sales. Under such circumstances, indeed, the
imposition of & tax of any kind, whether on income or anything else,
will afford the producer an excuse for asking a etill higher price, and
the conditions of the market may enable him to hold to that price. But
after all, the tax will then be an excuse for, rather than a cause of, the
higher prices which he wwould probably have been led to demand in any
event. And at best, such business conditions can be only temporary.
For the large profits due to a sellers’ market will speedily lead to a fresh
investment of cepital and an incressed output on the part of some
competitors; nnd as goon as this condition shows itself, the heyday of
the oid producers is gone. As o matter of fact, the sellers’ market is
before long apt to be guccesded by a buyers’ market, when sll the advan-
tages will be on the eide of the purchasers, and when the producers will
aslash prices, tax or no tax, in order to dispose of their accumulated stocks.
Just es everyone mrakes money in good times, so everyone loses money
ip poor times; and what the consumer has suffered in the first case by
high prices, he will now gain by low pricea.

Under normal conditions, however, when there is neither a business
boom nor & busineas depression, when there-is neither a sellers’ market
nor & buyere’ market, but just an ordimary, normal, average market,
the producer will not even have an excuse for adding an income tax to
the price, For, esa we have pointed out sbove, prices will tend, under
normal conditions, to be fixed at the cost of production of the margimal
competitor who pays no taxes because he finds ut the end of the year that
he has made no profits.®

V. The Indirect Effects. of on Income Tax.

While, then, it is @ fact that taxes on business incomes cannot be
directly pased on in the shape of higher prices, the guestion still
remnins a3 to whagtsthe indirect effects upon prices may he. Here we

* ‘Phe above conclusions as % the shi of the income tax are in harmony with the
dootrine of Ricardo. His statement ia as follows: “To me, however, it appears con-
vincingly oortain thad neither the incomne tax, the azsemed taxes, nor many others, do in the
least atfochk the prices of commodities. . . . The income tax, were it fairly imposed,
would lsave evory member of the community in the samo relative sitvation in which it
fonod him. Each man's expenses must be diminished to the amouns of his tax; and if the
seller wounld wish to rolieve himeslf from the burthen of the tax by ruisine the price of his
commuodity the buyer for the sawe reason wuuld wish tu buy d:urr. These contending
intervats would so exwotly eounterech each othor, thas prices would undergy no alterstion,
The same ohssrvations are applicable 40 the ssscsand taxes, and to all other taxes which are
not lovied on commodities.  But, if the tax should in its operssion be unequal, if it should
fall partivularly heavy on one class of wrade, the profits of that trade wonld be diminished
below the generul level of mereautile profits, and thoss engaged in it wounld either deasrs it
fur one more prufitable, or they d mmise \ne prioe of the commodities in which they
doaldt, 20 aa %0 bring it %0 produce the sume raie of s a8 ovher Wades.

“ Taxes on commoditis would osrtainly raise the prioe of the commodity tared to the
full amount of the tax. The prioe fur sa mmmditien:;{hmﬁdﬂsdndiud@ ino -
fwo portions; ons portion, 1t onginal sud nasural prios, the other a tax for the liborty
of consuming it. 1f this tax again were latd on & commodisy, the consemption of which,
by each individual, was in sxach proporsion o his incoms, no csher comwodity would rise
but the one taxed: bub if it were not in such proportion, those who puid more than their
'rlﬂrndtnwulddmduinmmd price for the commodity in which they dealt, and,

¥ obs ‘-ﬂ-ihtho ioty would be pat in the same relative sitsation in which they wore
before pleced.” Duvid Ri y o Mr. Besmnguet's Pructical Obsrrvetions e the
Repert of the Bulfiom {omminiee, 1811, pp. 117-118. In MoUsllooh's The Works of Daved
Ricarde, uow ed., 1875, this passage will be found on p. 857. . .




124 COMMITTEE ON NATIONAL DEBT AND TAXATION.

enter upon the thorny path of the general effects of taxation. It may:
be said at once that all sorts of ultimate effects are possible. It is
conesivable, for instance, that if imcome taxes are so high as to check
the investment of capital, very definite consequences to the entire com.
munity may ensue. The continual growth of a country’s prosperity
depends largely upon the readiness of the able and the venturesome to
start new enterprises and to take the risk of the unkmown. Where the
hazard is great, the profits must be correspondingly great; for in the
long run ir new and untried fields the profits of some are likely to be
counterbalanced by the losses of others. If the government, however,
dgmands too large a percentage of these anticipated profits, the indi-
vidual may prefer not to subject himself to the risk and may decide
to be content with a smaller, but a surer, return, Or, if the income
tax is still more excessive, it may decrease the margin above living
expenses and thus retard savings and the accumulation of capital. In
both cases, whether there is less capital to invest or fewer venturesome
individuals to utilise the capital, the result will be the same. The rate
of interest will tend to rise, thus to this extent increasing cost and
therefore augmenting price. And, on the other hand, the relative
slackening of demand for new production will check the increase of
employment and the rise of wages that normally go with increased
productivity and the growth of capital. This, again, will prevent the
gradual fall in the price of the particular commodities subject to the law
of increasing productivity. The history of modern ecapitalism, especially
in the United Btates, shows a steady increase in wages and the laborer’'s
standard of life and a steady decresse in the cost of the mannfactured
articles which enter into erdinary consumption. To the extent that
excessive income taxes actually check accumulation and enterpriee, they
may therefore have this indirect result. But this result will be not so
much an increase of price {except in so far as the rate of interest actually
rizes) as the prevention of a further reduction in the prices of com-
modities and a further rise in the rate of wages which is itself compatible,
under the theory of the economy of high wages, with lower prices.

Whether taxes on business income will engender such indirect conse-
quences depends, however, on n variety of circumstances. It depends
first upon whether the taxes are used for fresh expenditure or to pay the
irterest on an old debt. If the taxes are used for new expenditure, t}ge
problem becomes one as to the relative productivity of private and public
ontlay. The statement so often heard that 'it is alwaye better for the
government to let capital fructify in the hands of the private individual
is by no means correct. Certain forms of government expenditure or
investment may be far more productive than certain forms of private
expenditure or investment. The money spent for new roads or for new
schools may be far more productive, in the real sense of the term, t_han
the money invested by private individuale in the manufacture of opium
products or of the munitions of war.

There are of course considerations on the other gide. I thg govern-
ment attempts to run the railroads or to manage the cagl mines it s
entirely probable that the enterprise will be less productive of wealth
than if it were conducted by private individuals. It is undoubtedly
true in general that there is apt to be less extravagance and waste
under private than under public management. But when the com-
munity has entrusted to the government the earrying on of what are
_ everywhere conceded to be proper co-operative functions it does mnot
follow that the results will be injuriove, The taxes may be so high as
to retard accumulation and investment; but if they are spent for govern.
mental purposes that are acknowledged to be necessary or advisable,
the smaller evil may be swallowed up in the larger benefit. The problem
is really one of the proper limits of government expenditure, and of the
choice between low taxes on the ome hand and the accomplishment of
desirable governmental purposes in an adequate, albeit economical,
fashion on the other.
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The 1problem differs when we deal with taxes imposed to pay the

. interest on an old debt. This is the situation in the greater part of the

oy

world to-day. In the United States a large part of our present high
taxes is devoted to the debt service. - It is immaterial whether we con-
sider the war expenses productive or unproductive of wealth or of welfare:
the money has been spent, the debt has been contracted, and taxes must
be imposed to pay the interest and to provide for amortization, The
chief consideration now is the rapidity of debt payment, Jf the tazes
are exceasive, it may be better to go slow in discharging the debt rather
than further to retard eapital investment and enterprise. But if &
definite policy of taxation for debt service has been decided upon, the
next consideration is whether the debt is a foreign or a domestic debt.
If the debt is held largely or exclusively abroad there can be no advan-
tages to compensate for the excessive burdens upon the domestic pro-
ducer. If the debt is & domestic debt, the funds taken from the taxpayer
ave handed over to the bondholder, The capital -still remains in the
country and is presumably available for investment by someone.’

A further snalysis discloses the fact that conditions may here be very
different, If the bonds are held largely by the small man who will now
increase his pemsonal or family expenditures becavse ‘of the money
received from government, there are no advantages to the community
as & whole which will compenaate for the burden of taxation. But if the
bonds are held by the wenlthier classes who now have more money to
invest, or by people in more moderate circumstancea who put the
intereat into the bank, rather than spend it upon themselves, there may
indeed be compensating advantages, It is true that the business man
who paye the high taxes will have less capital to plough back into his
business; bub to the extent that he is alsoc a bondholder, the deficiency
will be made good. That is doubtless the reason why, despite the high
ircome taxes in the United States during the past two years, the volume
of accumulated investment suffered no perceptible reduction. .

Even with this qualification, however, it etill remains true thai
excessive income taxes may discourape enterprise and thus prevent a
reduction of price. For while the old capitalist may find that his bond
interest will reimburee him for his taxes, the venturesome individual
who would otherwise embark upon a new and untried course may still
be prevented from devoting his energies and abilities to the hazardous
enterprise if the excessive rate of taxation threatens to reduce his
profits below what he considere adequate. To the extent—but only to
the extent—that progress depends upon the entrance of the new man into

the industrinl field does the argument as to this ultimate effect of
;income taxea upon prices remain trua.

We have limited ourseives to a discussion of what is apt to be the

effect of income taxes upop priced. We have not discussed the more

important problem of government policy. It is conceivable, for instance,
that a tax aystem might be so arranged as to prevent any ulterior effecta
upon prices and nevertheless be entirely unacceptable. An aristocratic or
plutocratic government might conceivably raise ita entire revenue from
a tax on the poor or the moderately well-to-do coneumer and wholly
exempt large business. Such a policy would indeed mot produce any
of the injurions eflects on enterprise and investment that have been
mentioned above. But it would so obviounsly contravene the principle
of equality and of ahility to pay as to be wholly inadmissible, A
democracy which is educated both ecanomically and morally will seek
in its tax eystem to preserve the proper balance between the principle
of ability to pay on the one hand and the principle of what might
be called innocuity, ¢.e., harmlessness of taxation on the other. Into
this field of discussion, howerer, we are not called npon to anter.

In conclusion then we may sum up as follows: Taxes upon the ssps-
rate classem of income will or will not be shifted according to the
particular oategory or the particular circamstances. A general or
universal tax on all income, if actually enforced, cannot be shifted
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directly. But in so far as taxation brings about a new equilibrium of
economic forces, even a general income tax may ultimately and in-
direetly afiect prices, either by leading to a readjustment of interest rates,
or by preventing an increase of productivity with ita usual accompani-
ments of higher wages and lower prices. For the greater the pro-
ductivity in any field of enterprise, the lower will be the prices of the
products in that field, despite the rise of wages. An excessive income
tax may accordingly interfere both with an otherwise to be anticipated
fall in prices and rise of wages, thus standing directly athwart the
interests of the consumer as well as of the laborer. Even if an income
tax cannot be shifted, it may, if excessive, disadvantageously affect the

position of other classes besides the immediate taxpayer,

APPENDIX XIII.

INCOME TAX AND SUPER-TAX..-AMOUNT AND EFFECTIVE
RATE OF TAX ON SPECIMEN INCOMES, WITH GRAPHS
SHOWING THE EFFECTIVE RATES FROM 1911-12 7o 1925-26.
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Tans II.—Married Individua! and Three Children: Income all Earned
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of their total incomes,

APPENDIX XIV.

Tables prepared by the Board of Inland Revenue.
INCOME TAX AND SUPER-TAX-—Year 1919-20,

pproximate distribution of the amounts of iucoms, allowances,
together with the approximate number of incomes in each class,

rl

INCOME TAX AND SUPER-TAX STATISTICS (1919-20) RELATING TO VARIOUS INCOME-CLASSES.

&c., among taxpayers, clasaified sccording to the amonnt
and the tax paid by each class.

Class. Number of Iucomes. |
| . Net Net
Facirel Abatell:ienta. Produce Pro;luce T

e relieve . B ] of o otal
~+ Tncome. from tax Actual rsonal Net Income |Incoms Tax.| Super-tex. |[Income Tax

by the ' | Chargsable | Total, Income. allowances, paying iex, Year ear and
operation of] with tax. (Ses 1919-20, 1920-21. | Soper-tax.
abatements footnote.*} (Ses (See .

Exosed- NO;,“' uno;,:gl " footnote.t) | footnote.})
ing. |eeeding. || ") (15 l(1a)and (1) @ (3) (4) () (6) ()

£ £ No. No, No. £ £ £ £ % £
130 160 | 2,610,000 | 980,000 | 3,490,000 | 488,887,960 | 468,698,242 20,189,718 | 2325761, @ — 2,395,761
180 200 1,085,000 936,400 } 2,081,400 355,250,000 318,310,000 36,940,000 4,123,000 — 4,123,000
200 260 235,000 516,700 751,700 165,000,000 129,000,000 36,000,000 4,174,000 — 4,174,000
250 300 556,000 356,000 411,000 110,700,000 74,195,000 36,505,000 4,211,000 _ 4,211,000
300 400 5,000 367,900 872,900 126,206,191 67,199,288 59,006,903 6,963,000 : — 6,963,000
400 &00 - 150,000 | 180,000 78,890,000 28,577,438 50,312,567 | 6,067.000 |  — 6,067,000
b0 HL) - 108,700 108,700 58,696,107 17,397,449 41,298,658 6,626,000 —_ 6,626,000
600 700 — 74,850 74,850 47,904,000 9,946,286 37,957,714 6,267,000 — 6,267,000
T HO0 — 60,400 60,400 44,696,000 4,784,983 39,911,017 6,624,000 — 6,624,000
ROO vy - 47,640 47.640 40,022,000 878,000 39,144,000 6,529,000 - 6,529,000
HILL IRLEY] — 88,020 38,920 | 36,583,000 875,000 35,708,000 6,007,223 - 6,007,223
1,000 1,60} — 18,430 98 430 118,088,285 2,137,886 115,950,399 | 23,912,233 _— 23,912,233
LA | 2000 — 44,440 44,440 75,554,481 1,327,474 74,226,957 | 18,163,440 — 18,163,440

Total | ;‘l
s 130 __2_,099 1 s.9qn,ooo g_.n_ﬂ_i),_aa_u 7,710,380 | 1,746,477,974 1,123327,041 | 623,150,933 | 101,992,657 |~ L iMOLRORGAT, .

8¢I
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2000 2500 F — 24 870 24870 | 54701849 | 1399526 | 53302323 | 15,127,906 955,000 | 15,382,908
2500 | 5000 - 37.760 37760 || 130,030,000 2,390,000 | 127,640,000 | 37.940,000 | 5,040,000 | 42,980,000
5,000 | 10,000 - 16,720 16720 | 114,870, 1500000 | 113)370,000 | 33700,000 | 11,475,000 | 45,175,000
10,000 { 16,000 - 4,850 4850 f 58,650,000 700,000 | 57,950,000 | 17.230,000 | 9,020,000 | 26,250,000
15,000 | 20,000 - 2,043 2,043 | 35,005,000 400,000 | 34605000 | 10,300,000 | . 6,220,000 | 16,520,000
20,000 | 25,000 - 992 992 | 22,022,000 240,000 | 21782000 | 6475000 | 4,250,000 | 10,725,000
26,000 | 0000 - 850 650 | 17,680,000 180,000 { 17,500,000 | 5.205000 | 3,615.000 | 8.820,000
80,000 | 40000 | — 685 635 i 23,471,000 207000 | 231264000 | 6915000 | 5,135,000 | 12,050,000
40000 | sooo0 | — 390 390 | 17,333,000 139,000 | 17194000 | 5110,000 | 4,040,000 | 9,150,000
50,000 | 76000 | — 858 358 | 21,467,000 166,000 |  21301,000 | 6,330,000 | 5,270,000 | 11,600,000
75,000 {100,000 |  — 187 137 11,782,000 82000 | 11,700,000 | 5,480,000 | 2,990,000 | 6,470,000
100,000 { — — 185 165 || 33,690,000 226,000 |  33.464,000 | 8,950,000 | 9,190,000 | 19,140,000
Total ) X '

2 - - 80,620 89,620 | 540,701,840 7,620,526 | 633,072,323 | 157,762,906 | 66,500,000 [224,262,906
Tc:;u: i(Lnnom; 8,900,000 | 8,900,000 | 7,800,000 | 2,267,179,823 | 1,130,956,567 | 1,156,223,266 | 259,765,563 | 66,500,000 [326,255,563

stribute

lmonf‘nt indi- -

vidasls).
Other income (ses - - — 260,000,000 - 260,000,000 { 76,800,000 — 76,800,000
Note 10), : : '
GranD TOTAL ... | 8,900,000 | 3,900,000 | 7,800,000 | 2,547,179,823 | 1,130,956,667 | 1,416,223,256 | 336,555,563 | 66,500,000 408,055,563

. * In the onse of incomes sxoeeding £1,000 the only allowanoe is for Life Insurance premiuams. Nona of these allowanoes is made for the purposes of Supex-tax.
, 4 By ~ Not Prodnce * is meant the estimated yield of the tax assessed in the ixrespective of the date of sotusal collection, - It does not, therefo d

. +with the amonnt of tax paid to the Excheqner in the financial yoar, e pear poctive « " h e forreapon
' The * Met Produce™ of the Buper-tax in the estimatod amount that will actually be received for the year 1920-21 (ses Bxplanatory Note 9). The net produce
o ‘!:;r this g!ut; is given in oomjuncilon with tho net prodnoe of the Income Tax for the preceding year 1919-20 because the Buper-tax is charged on the Income Tax
oume ¢ praseding year.

- .
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ExpranaTony NoTEs. - »

1. The figures set out in the Table are partly estimated. In preparing
the statement the Board have made use of all relevant information
available, but elements which are incapable of accurate measurement have
of necessity entered into the ealculations.

In particular the available data for estimating the amount of non.
personal income and of income seccruing to residents abroad are
inadequate, and the figure of £260,000,000 attributed to these items
(vide. the foot of Column 2 of the Table) must be regarded =4 subject to
a considerable margin of error. . The constituents of the figure are atated
in Note 10.

2. Year.—The Table relates to income assessed to Income Tax in the
year 1919-20, whether actually assessable for that year or for sn earlier
year. It'does not include income assessable for the year 191920 but
remaining unassessed at the end of that year. The amount thus carried
forward frem one year to another is, however, relatively small and fairly
consiant.

8. Income.—The income dealt with is income as computed for purposes
of Income Tax and is therefore in part computed by reference to the
income of the year and in part by reference o the income of the pre-
ceding year or of an average of preceding years. The income dealt with
does not, therefore, correspond with the real income of taxpayers received
in the year.

4. {Columns 1la and 1b.)

Number of Incomes.—The total of the two columns {la and 1b) repre-
sents the estimated number of individuals with incomes in each class and
is divided in order to show:— .

(@) The number of individuals who, although in receipt of incomes
above the limit of exemption, were entirely relieved from Ineome
Tax by the operation of the personal allowances—for example, a
married man with & wife and three children under 18 years of age
would pay mo tax if his total income did not exceed £260, tho
whole being covered by allowances as follows:—

£

Abatement veoe s aee 120
Wife 50
Three Children ... . ... 90
Total Allowances ... 260

Balance to be taxed ... ... Nil

{b) The number of individuals actaally paying tax
The class with incomes exceeding £130 but not exceeding £160
does not include scldiers, eailors, merchant ssamen, etc., having
incomes within those limits, as they were entitled to the pre-war
limit of exemption, viz., £160, and are consequently excluded
from review.

6. (Coiumn 2.)

“ Actual ' Income.—Subject to the foregoing explanations this repre-
sents, broadly speaking, the total net income of the classes above the
exemption limit of £130 after eliminating all expenses incurred in earning
it, but before consideration of abatements and personal allowances.
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8. (Column 8.)

Abatements and Personal Allawances.—In 1019-20 thess were ae
follows: — S

{u) Abatementas,

Income. Amount allowed a8 Abatement.

Exceeding. Not Exceeding. Soldi.en, Bailors, &c. | Other Taxpayers.

£ £ L £
130 300 160 SRRt 1§
300 400 120 0 | 120
400 600 000 - b 100
600 700 B [ T B

(b) Insurance premiums on the life of the taxpayer or of his wife
within a limit, generally lpenking,'of one-sixth of the total income.

{¢) An allowance of £60 for a wife, and in certain cases for a
housekeeper, and of £25 for certain dependent relatives, where the
total income of the taxpayer did not exceed £800.

{d) An sallowance of £40 for one child and of £25 for each remain-
ing child (including adopted children) under 16 yoars of age where
the total income did not exceed £800, with similax allowances for
every such child beyond the first two if the income, while exceeding
£800, did not exceed £1,000. The allowance was also granted for
children over 16 years of age when they were receiving full-time
instruction at an approved educational establishment.

7. (Column 4.)

Nel Inecome poying Tox.—Thia is the income on which tax is finally
levied after all the allowances due have been deducted.

8. (Ooluma 5.)

Net Produce of Income Tax.—This in the amount of tax actually kmed
on the income in the previous column. It is somewhat smaller than the
figure that would be produced by calcalating the tax on the income at
the appropriate rates in foros for the year 1910-20 for the following
Teasons ;= .

(¢} Some of the assessments made in the year relate to liabilities
for varlier years charged at lower rates. (Ssze Note 3 above.)

(b) Inceme which has sufiered Dommlon Income Tax ia aliowed a
corresponding relief (up to a maximum of 2. 6d. in the £) from
British Income Tax.

(¢} Incomes slightly above sny limit at whie.h the rate of tax alters
or allowances cense are graxhed such relief as will obviate the possessor

of the income being made poorer by payment of the tax than the
man with an incoms which only just reachea the limit.

9. (Column 6.)

Net Produce of Super-lor, 1920-21 . —~Super-tax {payable by individuals
whose total incomes exceed £2,000) is computed for any year by roference
to the Income Tax income of the preceding year. Consequently, the actual

income shown in Column 2. which, subject %0 the reservation explained’

in Note 2 above, ia assessable to Income Tax for the year 1919-20, will
not bo amessable t0 Super-tax until the following year, 1920-21. Broadly

39570 - R3
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speaking, therefore, the statement indicates that 89,620 individuals resi-
dent in the United Kingdom with .an aggregate actual income of
£540,700,000 should be assessed to Super-tax in the year 1920-21. Even
allowing for normal annual growth, these figures are umlikely to be
realised. The anticipated deficiency, except so far as accounted for by
a margin of error in the estimate, is attributable to the leakage which
is inherent in a system of direct assessment as opposed to a system of
collection of duty at the source. This deficiency is additional to a Joss
of Super-tax which occura through the non-distribution of companies’
profits or their distribution in s form other than income. Buch profits
are included in the £260,000,000 * Other Income’ at the foot of
Column 2 of the Tsble.

10. ““ Other Income,” viz., Non-personzl Income and income accruing
to non-residents.
The income under this head is made up of the following items:—
(i) That part of the actual income of companies which, though
charged t6 Income Tax, is not distributed to the shareholders in
dividends, but is retained for the purpose of increasing reserves, etc.
{This item accounts, for two-thirds of the total.)
(ii) The income from the invested funds of insurance companies
retained to meet future liabilities.
(iii) Income distributed to .residents out of the United Kingdom,
including not only dividends and interest, but also profits arising from
trading in the United Kingdom by foreign firms, etc.

(iv) Other items, such as income of clubs, corporations, etc.

APPENDIX XV,

THE PROPORTIONS OF EARNED AND INVESTMENT
INCOME IN THE INCOMES OF SUPER-TAX PAYERS
(NCOMES. EXCEEDING £10,000).

Statistics provided by the Board of Inlond Revenue.

In response to an early request from the Committee a sample® inveati-
gation has been made into the compogition of incomes exceeding £10,000

assessed to Super-tax for 1913-14 and 1922-23. As desired, incomes.

have been 8o analysed as to throw light on the proportions of earned
and investmeni incomes in each year. A classification was also desired
according to age-groups, in connection (it is nnderstood) with the ques-
$ion which had been raised before the Committee whether high taxation
causes men to retire early from business. For 1913-14 there are no
dats for such an analysis: for 1922-23, however, certain figures are
given, with particular reference to the age-group 66 and over.

# The gample includes 43 per cont. of the incomes exceeding £10,000 for 1913-14, and 85 per
cent. for 19‘32228. Spevial l:utrhntion has been given to the ranges of income over £75,
for which the psrcentages inoladed are as tollows: —

Range of Income, 1013-14. 198223,
£75,000-100,000 61 57
Over £100,000 S *

i
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"“T'ABLE 1,-—Iricomes evceeding £10,000 assessed 1o Super-taz 1913-1423 and 1922-
( United Kingdom).

Total Income in each Range and percentage division thereof between
Earned Income and Investment Income,

{Percentage figures based on sample.)

1913-14. 1922.23,
RangootTnoome | toa | Fmmage STl o Pprmtase of To
Income Income
in in &
Karned Inveatment) ; Earned [Investment
Range. | 1oome.| Income. Range. | 1ycome.| Income.
£ £ (;EOO(Jg Per cent.| Per cent. | (£000) {Per:cent.| Per cent.
10,000~ 15,000 28,94 31-4 686 51,337 ; 30-T. 69-3

16,000~ 20,000 | 17,272 [ 821 67-9 | 20981} 265 | 735
20,000~ 25,000 | 11,489 | 266 | 73-4 | 20,1556 324 | 67'6
26,000~ 80,000 78731 212 | 728 13,596 341 | 659
80,000~ 40,000 | 10848 | B1-4 | 688 9125 | 286 | 714
40,000~ 50,000 7,710 | 20-6 | 794 | 12644 265 | 735
50,000- 75,000 | 10,002 | 17-0 | 83-0 { 16927| 30-0 | 700
75,000-100,000 5912 | 824 | 678 | 10286 318 | 682
Excesding 14,396 | 22-6 | 774 | 26261] 210 | 790

£100,000

Total o | 114,245 | 2747 72-3  |200512 | 28-7 -8

Tanre 2.—Incomes exceeding £10,000 aszessed to Super-tax 1913-14 and
1922-23 (United Kingdom),
Number of Individuals falling within each Range of Income, and
percentage division thereof between--~
(1) Individusls having Earned Income.
{2) Individuals having Investment Income only,

(Percentage figures based on sample.)

1913-14, 1922.28.
Percentage of Totul Parcentage of Total
Total Nuomber in Range. Total Number in Range.
Range of Income.
Number Havi Number Havi
Binge | Barief Tavestman| p . | ESTI Invenimens
Income Income
Inoome. only, Incoms. only.
£ £ 'Par cent| Per cent, ll"ol' oent.| Per cant.
10,000- 15,000 2398 | 798 27-% 4,244 | 69°8 30-7
15,000~ 20,000 1,002 | 147 25-3 1,748 | 68-3 31-7
20,000~ 25,000 514 | 75-% 24-8 904 | 78-2 26-8
25,000~ 36,000 2]/ | 67-2 32-8 498 | T4°8 25-2
30,000- 40,000 31| 738 26-7 583 | 75-0 25-0
40,000~ 50,000 170 | 726 -4 W4 00 30-0
50,000~ 75.000 167 | 63-3 85-7 26| 735 2%-5
. 'lfn(ll)—ll)ﬂlll) T | 829 <171 119 | 82-4 17-6
i 80| 192 26-8 1341 75-2 24-8
£100,000

Total .| 4988 73-0 270 8770 | 706 - 294

g
be



Taers 3,—Incomes ea:cec;iiﬂg £10,000 assessed to Super-taxr 1513-14 and 1922-23 (United Kingdom).
Income from various sources shown as percentage of Total Income in each Range,

{Percentage flgures based on sample.)

¥el

1918-14. ! 1922-23,
Percontage of Total Income in Range, : Percantaye of Total Income in Range.
Range of Income. Total . ‘ Barned Incomo. | _Total Earped Income,
Income || Incomes _ .
in Tnvest n - Invest- i
Range. ment | Mines |Distribu-i Profes- | Employ- { Range.  mapt Mines | Distribu-| Profes- | Employ-!
Income, and tion and ; sions, ments, Total * Imoome. and tion and sions, medts, | qposa)
Mauu- | Trans- | Finance, | D.rectors . Mann- | Trans- | Finance, | Dwrectors’ g
factures.| port. &e. I'ces, &o. fuotures. [ port. &e. Fees, &o.
. | 1
Per Per Par (- Per Per Per Per | Per Per | Per Per Per
£ £ £000 oent. cont. oent. cent. cent. | cent. £000 cent, cent. cent. cent, cent. | cent,
10,000— 15000 | 28948 | 686 5-9 12-0 ) 7-0 | 31-4)] 51,337 | 69-3 5-9 75 5-8 115 | 30-7
16,000— 20,000 | 17,272 | 679 64 10'b6 8-7 66 | 32-1| 29,981 78°b 45 [ 6-9 6-4 87 | 265
20,000— 25,000 | 11,489 | 73-4 ] 81 71 39 | 266 20,165 | 67'6 84 9-0 @ 54 9-6 |32-4
26,000— 80,000 7678 728 8-8 83 5-2 4-9 | 27-2| 13,596 | 65-9 9-8  11-1 5-0 82 1 34-1
80,000— 40,000 | 10,843 | 68-6 4-3 10-9 12:6 36 | 314 19126 T1-4 W 52 @ 108 ' 48 7-8 {286
40,000— 50,000 17,710 [ 794 41-8 69 75 1'4 (206 ] 12644 | 735 | 44 = 12-1 4-6 54 | 265
50,000— 75,000 | 10,002 ) 830 9-8 1'6 4-3 1-3 | 17-0 | 16927 | 70-0 9-2 | 11+H 36 5-7 3 300
75,000--300,000 5M2 | 67-6 12+0 8-1 8-4 39 1324 10286} 68-2 10-0 ¢ 13-0 51 3-7 131-8
Ezxceeding 100,000 | 14,396 | 77-4 6-7 1-3 13-7 09 | 226 ) 262611 79-0 8-7 ' 69 1 3-5 1'9 | 21-0
Total - 1114245 | 723 &9 8-2 8-3 43 277 1{200312| T1-3 6-9 8-9 61 78 {287

"NOLLVIVI dNV 1Lgdd ‘IVNOLLVN NO FELIINWOD



Tasrs 4.—Incomes exceeding £10,000 assessed o Super-tax 191314 and 1922-23 (United Kingdom).

b+ Nuamber of Individuals having Income from various sources shown as percentage of Total Number in eack Range,
g (Percentage figures based on sample.)
1915-14. 1922-28.
Pargentage of Total Number in Range. Pereentage of Total Number in Range.
Bangs of Income. Total Having earned Incoms. Toial Having earned Incoms,
Number | Having Nomber { Having -
1 Invest- i Inveat
Bange. | ‘ment | Mines | Distribu-| Profes- | Employ- Range. | ment | Mines | Distribu-| Profes- | Employ-
Incomse and tion and | _sioos, ments, | moo Income and tionand [ sions, . | ments, Total
only, Manu- | Trans- | Finsnce, | Directors’ - only. Mann- | Trane- | Finance, | Directors’ *
factures. | porte ko, Feos, &o. factores. | port. &c, Fees, &c.
; P £ Per Per Pey Per Per : Per Per Per Per Per Per Per
oent, oent, cent. cent. cent, | cent, cent. cent. cent. cent. cent. | cent.
10,000— 35000 | 2888 | 27-2 $-1 17-2 116 34-9 7T2-8| 4244 30-7 75 108 11-4 39-6 | 693
15,000 20,00 1,002 | 258 10-1 14°6 186 865  74-7 1,748 | 31-7 6-0 11-2 11-2 39-9 | 683
20,000— 25,000 bl4 | 24'8 11-0 13-8 9-8 41-6 . 75-2 904 | 26-8 9-8 '12-9 11-5 39-0 | 73-2
26,000~ 80,000 281 | 82-8 13-4 12-7 8-2 32-9  67-2 498 | 25-2 14+3 17-0 74 36-1 | 74-8
B0,000-= 40,0600 818 267 86 17-2 17-2 30-8 | 73°3 563 | 25-0 8-3 15-7 11-6 39-4 {750
40,000 50,000 1791 27-4 98 18-7 109 28-4 | 726 284 | 30-0 60 15-0 8-0 41-0 | 70°0
80,000 75000 | , 167 | B6-7 18-7 3-8 100 833 | 63'3 276 | 26-H 11-3 168 9:2 36:2 | 73°b
75,000—100,000 67 1741 17-1 21-9 17-1 26:8 | 82-9 119 | 17-6 13-2 206 [ 13-2 35-4 | 824
Exoeeding 100,000 80! 28-8 8-5 70 22-5 85-2 1 73-2 134 | 24-8 147 14-0 10-9 456 | 752
' ] Total | 49881 27-0 10-1 15-8 12-1 856 730 BIT0| 29-4 8-1 123 11:0 39-2 | T0-6
- ’

Norg.~Individoals baving earned income from employments as well as from trade or profession ave clansified under the laiter,

"AX XIQNAJIAY

gel
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Tasre 5.—Incomes exceeding £10,000 assessed to Super-taz, 1913-14 and
1922-23 (United Kingdom).
Increase (+) or decrease (-) in 1922.23 as compared with 1913-14 of—
(i) Earned Income expressed as -a percentage of Total Income in
Range.
{(ii) Nos, of Earned Incomes expressed as a percentage of Total Nos.

in Range. _
(Results based on sample.)
(N.B.—“ 0’ represents no change.)
s P Employ-
Mines and | Distribution Professio ments
Manu- d o2 | pres | Total,
Range of fmt?:s. Tra:nsport. Finanoe, &o. %l:::ti:
Total Income, e
Income,| Noa..Income.| Nos.[Income.| Nos.[Income,) Noa.Income.| Nos.
£
10,000-15,000 ... O || — = —|=}t + |F+]| — | =
1500020000 ...{ — | —] — | =} — | =] + |4} — =~
20,000-25,000 ...| + |—| + |[—] — | +}| + | ~]| + | —
25,000-50,000 ...| + [+ | + |+ — |—=] + |+]| + |+
3000040000 ...| + |~ — |—| — [—]| + [+ - | +
40,000-50,000 ... | — [—| + |+ — [=]| + |+} + | —
50,000-75000 .| — | —] + |+}| ~ = + |+ + |+
75,000-100,000... ] —~ |—| 4+ | —| — [=] = |+ | = [ =
Over 100,000 + [+ 4+ |+ ==+ |+]| - |+
Total ..} O |—~| + |—| — =] + |+ + |—

Tasre 6.—Incomes exceeding £10,000 assessed to Super-tax, 1922-23
{United Kingdom).

Classification by Age-Groups and Srmrce.of Income of Individuals in
each Range in receipt of Earned Income. ’

(Figures based on' sample).

Total ’ .

Bangoof | Number | Number of Cases | NOmbers ot Age Gronps.
1o uom: of Super- | with Earned Income - P

) iax payers in Range. p to an

in Range. 45, |46-50156-651 o

) ) ,

10,000-15,000 4,244 A 576 821 144 206 144
. B 1,316 206 | 452 | 391 | 267

0 1,049 103{ 288 | 453 | 205

Total ... 2,941 391 684 (1050 | 616

15,000-20,000 | 1,748 A 192 21| 64| 86| 21
. B 704 171 171 ] 213 ] 149

C 298 64 64 | 106 64

Total ... 1,194 256 | 2997 405 | 234
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Taprz 8-—continued.

Total B

Range of Number | Number of Cases Numbers st Age Groupa.
Inogme of Super- | with Enin:d Income - ¥ 66 and

) tax payers in Range. pto| o an

in Range, 45. 46-55.} 56-65. aver.

£

20,000-26,000 904 A 131 51| 86| 22| 22
B 356 22| 116 | 109 | 109

0 175 22| 44| 37| 72

Total ... 662 95 196 | 168 | 203

25,000-50,000 498 A 8 | . — | 27 48| 10
B 159 10| 53| 487 48

C 128 21| 87| 43! 27

Total ... 372 81| 17| 139; 85

80,000-40,000 563 A 59 14] 15| 22! 8
B 267 37| 52| 89| 89

C 96 22| 7| 52{ 15

Total ... 422 78| 74| 1631 112

40,000-50,000 284 A 31 _ 8| 16| 8
B 130 15| 61| 81| 93

C 38 | — 8, 8| 22

Total ... 199 15 7| 54| 58

80,000-75,000 276 A 56 8| 12] 16! 19
B 89 12| 19; 38| 20

c 53 8| 12| 3, 4

Total ...{ 208 e8| 43| 8! 43

75,000-100,000 | 119 A 28 10| — 3! 15
| B 2 | — 18| 18 6

C 28 8] 4f 14 7

Total ... 98 13! 2! 35 g8

Over 100,000 14 A 3 2] 4 18; 11
B 47 s 137 19/ 11

c | 24 ) - 9! 1

Total ... | 101 10| 17} 4] 33

Torars .| 8770 ' A 1,187 | 188 _isﬁfo{ 31} 58
B 3110 | 477 9551 956 | 722

c 1895 | 27| 454 57| ;@

} Total ... | 6,192 | 912 |1,729 {2,144 1,407

-

Note.— A indicates Income from Mines and Manufaciures. [
i

B . " w Distribution, Transport, Profeasiom,
Finance, &o.

C " . w Employments, Directors’ qud, &c
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TasLe 7.—Number of Individuals. aged 66 or over and in receipt of
Earned Income expressed as a percentage of the Total Number of
Texpayers in the Range, 1922-23,

. (Figures based cn sample.)

‘Where the sarned income is derived from

Rangs of Income. | . Digtribution,| Employ-
Mﬁ:;:?d Transport, mel:lt?,r Total
factarea Professions, { Directors’ :

* | Finance, &c.| Fees, &c.

£ £ Per cent. Por cent. Per cent. Per cent.

10,000— 15,000 3-4 6:3 48 14:5
15,000— 20,000 1-2 8-5 3-7 13-4
20.000— 25,000 2-4 12-1 8-0 22+5
25,000— 30,000 20 96 54 170
30,000— 40,000 1-4 158 2'7 19-9
40,000— 50,000 2-8 8-1 77 18-6
50,000— 75,000 6-9 7-2 1-4 15-5
75,000—100,000 12-6 50 5-9 235
Over £100,000 62 8-2 8-2 24-6
Total 2-9 §-2 4-9 16-0
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APPENDIX XVII.

THE TRANSFER OF RESIDENCE ABROAD BY BRITISH
BUSINESS CONCERNS AND BY INDIVIDUALS.

Note by the Board of Inland Revenue.
I.—Business concerns,

1. The Board of Inland Revenue have since 1916 noted 128 cases in
which the head office and control of & concern assessable to Income Tax
under Schedule D was transferred abroad, so that the profits formerly
liable to Income Tax in the United Kingdom, or a part of those profits,
ceapsd to be liable. The pumber includes 13 cases of private traders,
the balance being companies.

2. The following statement shows, year by year, the number of
concerns where tho control was transferred abroad, and the total amount
of the Schedule D asseswment made on the profits of such concerns for
the last year for which they were liable to Income Tax. (The eight cases
not included were concerns where a part only of the business was trans-
fetred, but no fizuree were available of the profits earned by the
transferred branches,)

Net Assessment

Year, No. of cases, Schedule D,
£

1915-16 5 167,000
1916-17 16 808,000
1917-18 e i1 235,000
191819 ] 488,000
1919-20 15 175,000
1920-01 18 796,000
1921-23 18 1,671,000
192223 14 126,000
1923-24 17 197,000

Totals e 120 £4,653,000

3. The following mt.ement snalyses the 123 cases by trades (showing
tha profita for the 190 cases) and duungumlu- those whose main amets
and activities are abroad.

Net Adssessment
No. of cases. Schedule D,

¥
I,—Cuncerns harving their main
activitiee or branches in the
Unived Kingdom :—

Varioua mmuimmsh Du- ¢ 70,000

Wholesale Agents, ppon,
tributars, eto. s - s 20 £98,000
2% 698,000
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, Net Asaessment ...
No. of cases. Schedule D.
£

IT.—Concerns having their main
assets abroad : —
Tramways, ete., Gas and Electric

Supply Companies ... 10 900,000
Mines, various , 10 250,000
Ten, etc., Pl.a.ntat:ons, Land and

Farmmg Companies 23 435,000
Textile Mills, -Factories, et.c 10 943,000
Metal and Engmeermg Works ... 8 58,000
Tobacco Factories, Chemical,

Rubber, etc.,, Works .. 28 1,122,000
‘Wholesale Wa.rehouses, Agents etc

and Retail Stores ... 13 247,000

102 3,955,000
Totals ... 128 £4,653,000

4. It will be observed that cases with their activities mainly in the
United Kingdom fall almost wholly into the class of agents, shippers, &c.,
and that only six cases carried on manufacturing activities in the United
Kingdom,

5. Of the 128 cmses reported, it is seen that 102 are concerns whose
madn assets and activities are abroad. In most of these cases pressure
of taxation is alleged as the cause of the transfer of control abroad, and
this reason is particularly relevant in the four cases where the great bulk
of the shares (not merely, as in many cases, the predominant part) be-
longed to residents out of Britain. But there are indications that other
factors were also at work in many cases. No increasing tendency towards
transfer abroad is discernible.

6. If it be nssumed that the sassessable proﬁta of these 128 concerns
might now reach £5,000,000 per annum, it would seem st first glance
that the tax lost annually might be as munch as £1,000,000. It must be
remembered, however, that a large proportion of the dividends of these
companies, or the profits of firms, is paid to shareholders or partners
resident in Britain and that British Income Tax is payable on the
amounts so received. The net annual loss to the British Exchequer is
therefore only a fraction of the eum named above.

II.—Trensfer of Residence by Private Individuals.

7. Among British subjects who seek to avoid Imcome Tax by going
abroad, two general types may be distinguished, those who give up their
residence in this conntry for at least a definite period of considerable
length, and those who go abroad for indefinite periods or from time
to time.

8. An individual who effectively transfers his residence ceasea to be
liable to British Income Tax in respect of any income arising abroad,
any interest, etc.,, payable in the United Kingdom on foreign and
Colonial stocks, etc., and eny interest on certain British Government
securities. In regard t0 general sources of income in this country he
remains liable.

9. The Board have Do evidence of any appreciable tendency on the
part of British subjecta definitely to absndon their residence in this
country in order to escape Inmcome Tax. It appears to exist in some
slight degree among retired persons. There is alsc a minor tendency
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among persons whose sphere of work has been wholly or mainly abroad
to refrain from taking up residence here on retirement. There is no
reason to think that the tendency is materially increasing.

(It ds of course not overlooked that residence abroad in such cases
may be due to various considerations quite apart from those of taxation,
such aa health, comparative cost of living, ete.)

10. The Board’s attention was directed during the years immediately
following the end of the War to a tendency among certain classes of
well-to-do and moderately well-to-do people, short of completely trans-
forring their residence, to adopt e nomadic type of life and to spend
the greater part of their time out of this country. This was largely due
to o widespread impression that liability to British Income Tax could be
avoided simply by not retaining s house in this country and residing

here for less than six months of the Income Tax year. Steps have been

taken to correct this impression and to resist ill-founded claims, It is
thought that the movement abroad, elthough at one time it appeared to
bs reaching apprecisble dimensions, has received a considerable check
and that the loss of tax has not at any time been serious.

APPENDIX XVIII.

TABLE showing (1) the TOTAL GROSS CAPITAL OF ESTATES
LIABLE TO ESTATE DUTY (excluding fired duty estales), (2) the
amount included therein for GOVERNMENT AND MUNICIPAL
SECURITIES, STOCKS AND SHARES OF JOINT STOCK
COMPANIES, ete.,, and (3) {the amount included for LIFE
POLICIES.

Great Britain, 1923-24,

Married Men. Widowers. Bachalors.

f Eo o | Life o | Lite Bevu-
taten. it iti i it .
Hangee Total | 100 | fpeun [ Totad | Soka | phaon | Total [ Mt | Life
canital and ance u.p“l't:l and anoe “‘"’-.“L and anoe
PIWL | ghares, | polivies. * | shares, | palicies. shares, | policiea
&o. ! &o. &e,
. T : | |
Not ex- ! .
cooding | £000 | £000 | £000 | £000 | £000 | £000 | £000 | €000 | £000
£ net. -
1,000 | a902] 1966[ 1,125 | 2525 | 396 | 197} 1997 ' 543 136
5000 | 26351| 6923 21999 | 9997 | 2579 | 481§ 6.4% | 2458 | 219
10000 | 18456| Gu61| 1,298 | 6,378 [ 2247 [ 331 | 4057 | 2158 3
25000 | 98877] 13:256{ 1,559 {11,063 | 5413 ] 469 7887 | 417 | 108
50.000 R 12,778 935 | 9,045 | 4,819 329 | 6674 429270 56
100,000 | 26,560 15490] 886 10,455 | 6.293 274 6,701 ' 4813 67
260,000 | 25906 | 17,663 o9 f11,142 | 6887 | =4 ! s 29% . 4
= | 45006 | 26,747 1,068 (31514 {10,458 | 200 [11375 | 8.293 L 15
663

Total w 208,350 1009831 9722 |B1, 413 (40,091 | 2495 , 50,521 ,30,177_‘
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APPENDIX XIX,

PRIVATE TRADERS AND THEIR CAPITAL
RESOURCES.

Note by the Board of Inland Revenue.

1. Among the several statistical investigations conducted by the Board
during the progress of the inquiry by the Select Committee of the House
of Commons on the War Levy in 1920, was one relating to the capital
-resources of private traders. )

An examination was made of the trading accounta, profit and loss
accounts and balance sheets of 3810 private business concerns engaged
in manufacturing industries and wholesasle distribution, Typical
industrial and urban areas were selected. Omly large concerns were
included in the investigation. Omn that occasion, the accounts examined
ran to yarious dates in the year 1919.

2. The resuits of the investigation are fully eet out in Bection O of
* Further Note by the Board of Inland Revenue on the Possible Effects
of a War Levy apon Businesses,' printed oo page 289 ef seq of the
Appendix to the Report of the Select Committes (H.C. 102 of 1920).
Since those particulars were collected and analysed at the time of an
unparalleled industrial boom, industry has experienced a great depression
and conditions are still largely influenced in many trades by war and
post-war causes of disturbance. In order to examine the effects of these
changes the Board have again colleeted particulars of the resources of
the private traders (individuals and firms), who constituted the subject
of the 1920 investigation, and the result of this later examination is set
out below. During the interval between these two investigations, changes
in the constitution of some of the concerns originally included have
taken place. Bome have been converted into joint stock companies;
others have been amalgamated with existing limited companies and so
on. In comsequence, particulars are available for a recent year for 216
concerns only. In drawing comparisons between 1919 and 1923 (the
latter being the most recent year for which details are available), atten-
tion has therefore been confined to this smaller sample.

8. The broad facts which the investigation was desigued to elicit were
the concerns’ credit or debit balance at the bank at the clese of their
trading year; the apgregate net capital of the business at the end of
the trading year as compated on the lines laid down for purposes of the
Excess Profits Duty, that is, broadly speaking, on the basis of the actual
cash invested in the business, irrespective of the date of investment; and
also the magnitude of the capital resources of the individual proprietors
of the business, other than the resources invested in the bnsiness.

4. Of the 218 eoncerns, 136 or 63 per cent. had a credit balance at the
bank at the end of the 1919 trading year, and B0 or 37 per cent. had a
debit balance or overdraft. At the end of the 1923 trading year, 13} or
61 per cent. bhad a credit balance, and the remaining 85 or 39 per cent.
had a debit balance. 84 businesses which had a credit balance in 1919,
* had a debit balance in 1923, and 29 businesses which had a debit balance
--in - 1918 - had @ credit balance in 1923. The original investigation,
covering the 810 concerns in 1919 showed remarkably similar results,
63 per cent. of the businessea then having a credit balance and 87 per
cent. a debit balance.
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5. The cases under examination thus fall into four groups, which msy

he conveniently shown in tabular form:—

Descrl tion by reference No. of No. of
position at the Year. Cone YIndividual
bank. oneerns. Proprietors.
. 1 ' Y 25
In credit both years ... .. }g2g : igg 308
In oredit in 1919 ; in debt 1019 84 69
in 1928 1923 84 65
In dvbit in 1919 ; in oredit 1619 28 66
o A
. 1
In debit both years ... 1928 b1 119
6. The summarised balance sheets for each group show “the following
positions:
L 102 Concerns in credit in both 1919 and 1923,
1919. 1923.
£000. £000.
Net cash in hand or at the bank .., . L0694 1,488
Jnvestments : —
(a) reckoned as capital for E.P.D. purpooea - 292 682
b) not so reckoned 842 1,121
Buildings and land .., Tl 651
Other business assets, less bualnm hwblhuea . 2839 3471
Total businesa capital shown by the balance sheeta ... 6,278 7,411
34 Concerns in credit in 1019, bdut in debit in 1928.
1919, 1923,
£000. £000
Net cash in hand or at bank in 1919 and net overdraft
in 1923 |, - . .. 972 404
Investments : —
(a) reckoned as capital for E.P.D. purposes . 77 20
(b) not sc reckoned e 543 216
Buildings and land ... 214 216
Othor business assete less business lmbxhhea, other than
overdraft in 1923 ... e 813 1,484
Total business capital shown by the balance sheeta ... 32,019 1,641
29 Concerns in debit in 1919 but in credit in 1923,
1919. 1923
£000. £00d.
Net overdraft in 1919 and net cash in hand or as bank
in 1983 ... - e 441 %4
Investments : —
(a) reckoned as capital for E P.D, purpoau 238 3
(b) not s0 reckoned . - e 150 128
Buildings and land ... 150 141

Other business assets leas bmnm hnblhhes, oﬂl;r thl.n :
overdraft in 1919 .. . .. 1,838 .

r—

Total business capital shown hy the balance cheets - ... 1485

——

FIF:
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51 Concerns in debit both in 1919 and in 1923.

1919. 1923,

] . £000. £000.

Net overdraft at bank ... ... 2,026 2,058
Investments : —

(@) reckoned as capital for E.P.D. purposas .. 1,622 122

{b) not so reckoned vee 958 1,339

Buildings and land ...... 363 380

Other business assets less other busmess llablhtles .. 3,233 3,030

Total business capital shown by the balance sheete ... 4,060 2,818

7. As already stated, capital for purposes of the Excess Profits Duty
represented, broadily speakmg, the cash actually invested in the acquisi-
tion of assets of the business still in nee at the date of the oomputatmn,
reduced, iz the case of assets suffering in profit-earning capacity, accord-
ing to the proportion of the life expired. Although the Excess Profits
Duty was no longer in force in 1923, the computations for that year
were made on the same lines. The figures for that year are, however,
on that sccount, subject to some elight margin of error, because the
inquiries made in dealing with the 1923 accounts were not eo close an
respects fluctnation of capital. In 1919, nc particulars were gathered
of the capital value shown in balance sheets of property owned and
occupied, and the capital value was accordingly taken at 25 years’
purchase of the pet annual value assessed to Income Tax, Schedule A.
In making the 1923 inquiry, these capital values were ascertained and
have been used in the statements above. It should, however, be stated
that such values did not support a multiplier of 25 years’ purchase,
but indicated one of 16-25. The variation between the capital values
placed on land and buildings in the two years is partly due to this
factor, which does not, however, disturb the accuracy of the aggregate
value of all business assets,

8. The method adopted in reckoning capital for purposes of the Excess
Profits Duty does not purport to give the value of the assets at the
date of computation, and no such mearming eshould be read into the
figures stated. Insemuch as the purchasing power of the pound sterling
has not been constant throughout the period during which the assets
may have been acquired, there may be important inconsistencies between
book values and true values at the dates of these computations, but
this fact shonld not materially affect the validity of comparisons of the
position at different times, w8 it is to be assumed that the balance
sheet values placed on fixed assets will tend to remain stable. Accord-
ingly, the comparative fizures presented are of value as ehowing the
broad changes in capital resourcee, expressed in terms of cost, between
the two years in question,

9. In addition to making these s¥mmaries of the accounts, a compu-
thtion has been made of the private or non-business resources of the
individoal proprietors of the businesses, as shown by their returns for
Income Tax purposes. The private income from investments of all kinda
has been capitalised at a flat rate of 14 years purchase. This multiplier
has been adopted as a rough average applicable to all classes of invest-
ments, ranglng from a gilt-edged security, through every class of
indusf.rml , to a short-life interest in trust funds.
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10. On this basis, the movement of the estimated capital value of
private resources in the four groups has been as follows:—

No. of Estimated capital
individual vulue of privete In
Group. roprietors resources in : cmt
(a) in 1919, per cent.
(0) in 1923.1 1919 | 1923,
! {£000) (£000)
1-—Qoncerns in oredit at } (a) 225 7,804 —_ —_
*a5. bank in both years. (b) 208 - 9,139 17
Il.wl(:,ogeenan in téro;lit in (a) 69 790 _ —
19 and in debit in =
o 1%23_ - (b) 65 928 29
- oncarns in a it 66 464 — —
in 1919 and in credit | { 7
IV.—Concerns in dobit in {a) 116 2,893 - —
both years. (&) 119 — 3,463 20

11, The two parts of the_inquiry, the business part and the private
part, may now be brought together, in the following statement.

Aggregats Resources, Trude and Private, of 218 Private Concerns.

' Description of Resources.
Number Nuﬂl&:r Business Assebas.
G Year.| of Con- of i= .
R corns. | vidoals. Land Private | ASETe
Cash 4 Asasta, | A%
i Ov Invest- | and Tutal Amsta.
! Tatt | ments. | Build- -
{ inga.
o (50 | em|m| | g
L~Conoerna in eredit at }; 1919 ; 102 1,694 . 7 i X
bank in both years §' 1938 | 1ug 208 1486 1,308 651 74N | 9139 | 16550
Movement ... — | =17 |~ 10814 669 |~ 60 |4+ 1,138 |4 1,385 |4 24638
Il.~Conoerns in credib tt}i 1919 M 6% 4 B2 620 e[ 2019 720 | 2,720
bank in 1918 and in } e ¥ totl sl s1e! Tsa| sl Tees
dsbit in 1938, Wil | B st o Lt
Movement .. —_ - 4 |- T b Y= 4l 28— 0
H
L —Concerns in dohit at)’ 1919 0 68 - 441 838 150 485 464 1.949
bank in 1919 aud in (3] oL 181 141 1 888 i
aredit in 1933 W B + 08 139
Movement ... B §+ T |— W7 —  IH B4 AW M2
i o |
Y. —Conoerns it at 1919 )} 116 |—30% 240 3 4050 2 Ry 6,543
hnkinmm ; 38| & 19 |— 2038 ! 146t E 80| W18, e | €
Movement .. — 1+ 8 |~ Gi=w e+ 17 |-1me }"L 570 |— e52
C1e19 | 16 76 j— ool | C46¥] AR ] 1ake | oy %5713
ToraLs... { :m ne 3 (— I e ! 138 1337 ' 1 A13 | 37490
Movement ...‘ —_ - G WG {— W2 30— &M q.m ;+1.m
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.
12. These aggregated results show that for thé 216 concerns taken as
a w_hole, covering 476 individuals in 1919 and 454 in 1923, the aggregate
capital resources (business and private} amounted to over £253 millions
in 1919 and to over £27} millions in 1923. Of these totals, the businews
assets comprised 54 per cent., in 1919 and 48 per cent. in 1923, Concerns
numbering 13@ which were in credit at the bank in 1910 (Groups I and II),
umproved thgu capital position by £2,198,000, of which £655,000 was
shown as business assets and £1,543,000 is estimated as private asseta.

18. In 1919, the remaining 80 concerns were in debit at the bank
(Groups. IiI and IV), the total overdraft amounting to £2,467,000. The
net bu_smess assets after deducting this liability amounted to £5,535,000,
of _w.hxeh £2,868,000 represented investments and £513,000 land and
buildings. In addition, the proprietors of these businesses possessed
private assets totalling £3,357,000. By 1923, four years later, the posi-
t_wn_ .had changed considerably, not so much in respect of the total
liability to the bank, as in respect of the magnitnde of the business
assets. The net liability to the bank had fallen from £2,467,000 to
£1,788,000, that is, by £678,000; 29 concerns which formerly had a debit
balance and iatterly had a credit balance had improved their position
by £705,000, while the other 51 comcerns, which were in debit in both
years, had lost ground to the extent of £27,000.

The net business assets of these B) concerns in 1923 had. fallen to
£4,326,000 compared with £5,5635,000, but on the other hand, the private
assets of the partners had increased from £3,357,000 to £4,346,000. A
decrease of £1,209,000 in the business assets was thus largely off-set by
an increase in the private assets of £989,000. But this eummary gives
a misleading impression as regards those 51 concerns which were in debit
at the bank in both years (Group IV). In this group, the debt to the
bank remained practically unchanged at about £2 millions, but the
business assets fell by nearly £13} millions, against which the set-off for
an increase in private aseete amount to about £i million.

14. In the foregoing calculations the business capital is calculated by
reference to cost or money put in, This, of course, is not the same as
the current market value of the business. No material is available on
which reliably to estimate this latter figure. All that can be said is that,
on consideration of sach gemeral evidence as is available, the Board are
inclined to think that the figures lie in the following region:—

Trade Capital.

On basis of On basis of
cost. market value.
(£000) (£000)
1919 © e 13,832 26,000
1923 13,278 17,800

APPENDIX XX,
ESTATE DUTY AND PRIVATE BUSINESSES.

Note by the Board of Inland Revenue.

1. It was understood at an early stage of the Committee’s enguiry that
the burden of the death duties had been represented as Ialling with
particular severity upon the estates of persons who had been engaged
in private business: in large estates of this kind the duties could only be
met by raising bank loans of such s magnitude as to be highly injuriow
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_ 2."1jhe validity of this oriticism of the dedth duties appears to rest
‘imphcztly upon the sssumption that men with large private businesses
ordinarily invest in them the whole, or by far the greater part, of their
fortunes, In other words, it appears to depend on the actual constitution
of estates, and, this being o, the Board undertook, at the desire of the
Commiites, to attempt & sample analysis of estates which might throw
light upon the question,

3._The Estate Duty offers no exception to the rule that, in the daily
npphcg,tion of the rigid provisions of any statute, there will be found+
cneed involving some messure of hardship and some degree of adverse
consequences, which, from the standpoint of the individual, cannot be
lightly regarded. As always, the crucial point is the degree of prevalence
of the evil complained of. :

4. The Estate Duty records have been investigated on the following
lines. Affidavits and other returns rendered for purposes of the Estate
Duty contsin particulars which enable trade assets, and shares in
private companies to be gegregated. Stetistics have been ex-
tracted, for a period defined below, of all estates of & total net capital
value exceeding £10,000 which included trade assets, except where these
were confined an interest in a private firm, or holdings in a private
joint stock company, of a value not exceeding £1,000. This course was
followed on the sssumption that, if a deceased person's interest in a
private business (including in that term s business conducted by a private
company) was resiricted to so small a proportion of the total estate as
£1,000 (out of a minimum of £10,000), then either the private busivess
was not the main occupation of the deceased, or the burden of the
Estate Duty on his business interests was negligible. The estates included
in the sample were the entire estates of the individuals concerned; the
investigation extended to all estates in England and Wales complying
with the conditions above which ¢ame before the Department in the
throe mouths from lst January to the S1st March, 1922, the most recent
period for which reliable information was available.

5. In the statistios which follow, the figures expressing valnes of assets
of varioua’ descriptions, amount of duty payabls, &c., have been strictly
confined to the appropriate actual figures relating to the free astate only,
Thus no credit haa been taken in reckoning the barden of the duty for
the existence of sottled assets, which practically never include trade assets,
Nor has credit been taken for the fact that on the death of a person
interested in trade as a partner in a business there is commonly a liability
resting upen the surviring partners in the firm to pay out in readily
realisable form the capital value of the interest of the deceased partner.
This liability was » matter of established usage long before the first
imposition of the Estate Duty,

6. During the period taken 1,342 astates of a value exceeding £10,000
came under the notice of the Department, and in 373 cases (274 per cent.)
the ostate included trade mssets of the description.stated. The approxi-
mate aggregate net capital valne of all estates in the sample amounted
to £54.000,000; that of the estutes which included trade asseta amounted
to £92,000,000, or 41 per cent. of the total. The distribution of the
tows]l number of estates included in the sample, and of the vumber
including trade essets, according to the total value of the estate was as

follows : —
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Tapie 1.—Number of Estates exceeding £10,000 Net Capital Value n
England in the three months ended 31st March, 1922, and number:
of such Estates of which Trade Assets formed a part.

Estates containing Trade Asseta.
‘ (38 defined in para. 4),
Range of Net Capital { Total Nomber
Value of Estate, of Estates,
Per cent. of.
Number. Total Number
in Range.
£ £ Per cent,
10,000—25,000 828 209 25-2
25,000—50,000 e 308 89 28-9
50,000—100,000 128 37 28-9
100,000—250,000 56 25 44-6
250,000—500,000 12 7 58-3
Over £500,000 ... 10 6 60-0
Total . ... 1,342 373 27-8

7. The proportion of the number of estates including trade asseta to
the total number of estates increases steadily with the increase in the
range of fotal value. Between £10,000 and £25,000 it is as low as 25 per
cent,; between £100,000 and £250,000 it stands at 45 per cent.; and in
the highest range, of estates exceeding a value of £500,000, it has risen
to 60 per cent. On the face of these figures, it seems as if the effect of
the Estate Duty onm the preservation of a private business may be of
very considerable importance, but it can only be determined by s com-
parison between the magnitude of the trade interest and that of the
total capital resources, that is, of the value of the whole estate left
by the deceased.

8. Unfortunately, no simple analysis by reference to the amount of .
the private business intereat is possible. Estate Duty is payable, breadly
speaking, in the normal case of an individuasl who was domieiled in this
country, upon the net principsl value of all the property which passes
upon death, eubject to-the exception that immovable property situste
out of Great Britain, devolving as such, is not liable to duty in any
circumstances. The net principal value of the property is represented
by the aggregation of the principal valnes of all the itema of property,
less the total deductions allowed in respect of debts, incumbrances, &e,
Debts are not, commonly speaking, earmarked to specific assets, and in
the present statistical investigation some difficulty arises from this
fact. Values placed upon trade assets represent gross values, except
ag respects shares in partnerships, which are nef. Trade debts are not
distingunished in compiling statistics of capital values. The only avail-
able figures, therefore, for trade assets are those shown on the credit
side of the estaie, comsisting of a composite total of the net value of
any interest in a partnership, the groes value of ordinary trade assets
and the market value of any shares, &c., in private joint stock com-
panies, within the limite stated above. This composite total is, for the
sake of convenience, referred to subsequently as the ‘* gross trade assets.””

9. The problem to be investigated is whether the Estate Duty payable
in those cases in which part of the estate consista of s private business
is of such weight, when viewed in the light of ail the relevant circum-
stances, as to endanger the continuance of the business or to render its
conduct much more difficult through the depletion of liquid capitsl. The
tables appended, numbered 2 to 23, have been drawn up in order to
throw as much light as possible on this question.
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190. It haa already been shown by Table 1 above that the proportion
of trade cases rises concurrently with the increase in the weight of the
Estate Duty. Table 2 seta out the relation of the gross trade assets to
the total net estate, Vertically, the 373 estates including trade assets
are olassified by reference to the net value of the whole estate. Hori-
zontally, the number of these estates in each range is classified sccording
to the percentage of the net estate represented by the gross trade assets.
It will be borne in mind that some portion of mny debts encuambering
the gross estate must be allocated to $he trade asets, so that by basing
the percentages in question on the gross trade assets, the relative
importance of the ¢rade nssets in these cases is somewhat exaggerated.
Out of the 373 estates, no less than 335 (or 90 per cent.) are of a vaiue
not exceeding £100,000. In these 335 estates, the gross trade assets
constituted not more than half the net estats in 281 cases, or 78 per
cent. of them all. In 24 cases (or 7 per cent. of the total) the gross trade
assots exceeded B0 per cent. of the net estate. When attention is turned
to estates of & net value between £100,000 and £250,000, it is found
that there are 25 estates including trade assets out of 56 estates sampled,
and that, of these 25 cases, only four include gross trade assets amount-
ing to more than half of the total estate. In the higher ranges, over
£250,000 in value, no cases were found in which the groes trade assets
exceeded half of the total estate.

11, One of the unavoidable disadvantages of taxation is that tHe
demand of the Btate is for cash. In the case of the Estate Duty, when
the deceased is the scle or part proprietor of s private business, this
demand comes at a time when active earning power has cessed. The
extent of the command of the estate over readily realisable rescurces is
therefore of no slight importance when the burden of the duty is under
consideration. For this reason, an attempt has been made to carry the
present investigation a step further, in Tables 3 to 9 appended,
by classifying the estates in the sample taken (a) by the total value
of the net estate, (b) by the percentage relation of the gross trade assets
to the net estate, and (¢) by the relation of the cash and liquid sssets
to the amount of Estate Duty payable. A separate table has been pre-
pared for each range of estates (Tables 8 to 8), and also for all estates
taken together (Table 9). In each table the percentage relation of the
gross trade assets to the net estate is shown horisontally, and the
relation of the cash and liquid asseta to the duty payable wertically.
The number of estates falling within the various sub-divisions forma the
basis of this analysis. The description ** cash and liquid assets ™ covers
the following free and settled assets:-— .

Money in the honse or at the bank, whether on current or deposit
acoount;

Lifs insurance policies, free or ssttled;

Government and municipal stocks;

Debentures, shares, etc., in ocompanies, excluoding holdings in
private joint stock companies classified aa trade assets;

Mortgages on real estate;

Money out on bonds, bills, notes and other securities.

Realty and leaschold property have not been regarded as liquid assets,
although this view prejudices the burden of the Estate Duty vis-d-vis the
trade aswets in estates inclading considerable investmenis in land and
buildings.

13, Looking at the sample as a whole, Table 9 shows that out of the
373 caves in the sample, in only 24 were the cash and liguid assetz in-
auficiens $0 meot the Estaie Duty pavable. In 13 of these cases the
gross trade acsets were more than half the net estate. Four of these
13 cases were in the range of estates between £10,000 and £25,000;
eight were in the range from £35,000 to £50,000. and the remaining one
was in the range from £50.000 to £100,000. There were 35 ectate in
the sample of a value between £100,000 and £250,000, which corresponds
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roughly with the range to which comsiderable importance has been
attached from the business point of view. In four of these cases (Table 68)
the gross trade assets were more than half the net estate. In three of
them, the cash and liquid assets were between two and three times the
amount of the Estate Duty, and in the remaining case, such assets
were between one and two times the amount of the duty.

13. In the foregoing observations, no account has been taken of debts
due by the estate. As already stated, this factor complicates the problem,
for it is not possible to allocate the debts, except upon very broad lines,
to the different categories of assete. An attempt has, however, been
made to deal with the debts, in two ways,

14. In the first instance, the debits have been regarded as strictly appor-
tionable among sll the assets, each description of naset bearing its rateable
share of the total debts of the estate, This method ignores whatever
degree of aflinity may have existed between particular assets and debts,
e.g., the fact that, on the one hand, the bulk of the debte may be business
debts strictly to be regarded as diminishing the trade aseets, or, on the
other hand, that they may be mainly incumbrances on the real estate
assefs. ‘I'he number of estates in the sample including trade assets has
Jbeen tabuiated (a) by range of total value of net estate, () by the per-
ceptage relation of the net trade assets, so computed, to the total net
estate, and (c) by the relation between the net asseta—excluding the net
trade assets—and the Estate Duty payable. The results are shown in
Tables 10 to 16; ‘F'ablegs 10 to 15 deal with the various ranges of valoes
of estates, and Table 16 deals with all the estates as a whole.

15. From 'I'able 18 it will be seen that out of the 373 cases in the sample,
in 65 cases (or 17 per cent.) the net trade assets comprised more than
half of the total net estate. In the remaining 83 per cent. of the total
number of estates in the eample, the net trade assete were less than half
the net estate. Out of these 85 estates, consisting mainly of trade nssets,
in the cass of three only were the net non-trade asseta lees than the
Kstate Duty payable. Difficulty would doubtless have srisen here in
preserving the private business untonched by the burden of the Estate
Duty. ' The measure of the difficulty, viewing the whole field, ia indicated
hy the relation of these three cases to the total of 373 estates including
business assets, that is 0-8 per cent., and by their relation to the total
number of estates covered by the investigation, viz.; 1,342, that is 022

er cent. . ro
P Even if it is assumed that difficylty may srise in cases where the net
non-trade asssets are less than three times the Estate Duty payable, irrespec-
tive of the proportion of the total estate formed by the net trade assets,
only 30 estates out of the 373 (or B per cent.) can be brought within
consideration,

18. Turning to the separate ranges of estates, it will be found that of
the three definite cases of hardship, two are in the range from £25,000
1o £50,000, and one in the range from £50,000 to £100.000. There is no
such case in the higher ranges. Extending oconsideration sagain to the
wider field in which the net non-trade nesets are less than three times the
duty payable, the 30 cases concerned out of the 373 estates tabulated are
distributed in the following rangee of total value of estate, viz.:—

Range. No.
£ £
10,000 to 25,000 ... 5
25,000 = 50,000 ... 12
50,000 100,000 .. .- b
100,000 250,000 .. . 4
250,000 500,000 .. . 11!

500,000 —

17. The final tabulation applies the most exacting test of sll. In this
instance, the whole of the debts of the estate have been treated as a
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" chirge on the non-trade assets, and the gross trade assets, being thus freed
fromy all debt, have been preserved intact. As is to be expected, the
burden of Estate Duty sppears more formidable on these hypotheses, The
estates including trade nseets have again been tabulated, by number, on
o triple classification, viz.: (a) by the total value of the estate, (b) by the
peroentage relation of the gross trade assets to the net estate, and (c)
by the relation of the excess of the net estate over the gross trade assets
to the amount of Xstate Duty payable, Tables 17 to 22 show the results
for the various ranges of estates, and Table 23 brings the whole of the
ranges together,

18. Even on this severe, and in fact unjustifiable, basis, out of the
378 cases including trade anssets, Table 28 shows that in only 12 estates
were the non-trade assets (after deductionr of the whole of the debts)
insufficisnt to meet the Estate Duty payable on the whole estate. In
each of these csses, the gross value of the trade nsseta either closely
approached or exceeded the net value of the entire net estate. OFf these
12 estates, eight were in the range from £10,000 to £25,000, two in the
range from £35,000 to £50,000, one in the range from £50,000 to £100,000,
and one in the £100,000 to £250,000 range. In other words, 3-2 per
cens, of the 373 estates including trade assets, or 0-89 per cent. out of
the total number of 1,342 estates examined, were cases in which the
burden of the Estate Duty may have been a cause of serious difficnlty
when viewed from the special standpoint of preserving intact the whole
of the gross trade assets, any trade debts being regarded as a charge on
the private assets.

19. The Board are very sensible of the fact that the most laborious
statistical examination of a problem of this description cannot pretend
to give a full picture of the real measure of hardship in cases where
hardship occuras, Nor in the infinite variety of human circumstances
can such an inveatigation take account of the close interrelations which
must often exist betwesn the employment of the various assets comprising
one man’s resources. It has been necessary in this investigation to draw
distinctions between trade and private assets, and in individual cases
this hard and fast line may obscure and distort the true facts when
wviewed as a whole. Buch defects are nnavaidable. But making every
consideration for abnormalitiea of this kind, it is suggested that, viewed
broadly, the burden of the Estate Duty does not appear to be & major
factor tending towards the disintegration of private businesses, whether
carried on by sole or partnership traders, or through the medium of &
private joint stock company.

TaiBLe . —Tvade Assels. Relation to Tolal Net Estale.

-

; Numbers of Estates.
. Parcantage of the Total Net Estate represented by Trads Asseta (Gross).

Range of Net

Capital Valoe | ' . : I
of Estate. %N.E.llo-lfm-l 30-1|40+1{50-1/60°1]70:1180-1 901 {Over| g, ¢

; IO'-SO‘-SO -i0 —60:—60 ~70 | -80 ! -90 *l(lli IOOi
£z ; N i oo
10,060-25000 | 566 | 42| 28 82| M| 7 0|8 .32 7 209
B/000-50000 ; 27 13| 18 5 5| 6 6] 3819 |1 1 89
S000-100000 ¢ 9 5 b | 4 6| 4 4] 2 j— - 1 37
woowass0000 - 11| 2 1] 8] €= 2! ]__ Z i1, %
BOOG-H0000 ¢ 4 1 1 — 1§ —_ = - = 7
Over 500000 6] — | —j) —1 —{— —_——_ - g._ L— 6
Torar, .. 18] 63| 45 | 80|17 [ 2| 12| 3w
Percext....; 30§ 17} 12! 12 8| 4 6 4 3 1 3 160
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TaBLE 3.-—-Relation of Gross Cash and Liguid Assets to amount of Estate Duty.

Range £10,000 to £25,000.

Number of cases
in which the Czsh
and Liquid Assets

Number of casea in which the Trade Assets (Gross) bear a percentag
relation to the total Net Estate of ;—

(Gross) are &

maultiple of the |N.E.|10-1|20-1130-1|40-1/50-1|60-1{70-1 Taid
E.D. payable of :— 201! -30 | 40 | -50 | 60 | -70 | 80 ¥
7
Up to 1 2 2 | - 4 | = 1 | — 1 1 | — 1 12
1'1-2 1 (— | 2|3 {t|—~|1{1]2]|1]1] 13
2:1- 3 — |1 |=— |11 411|221 ]|—=]= 1| 11
31- 4 — |t =11 |=f=1}383|=]|=1]1
41-5 1| —|—[1]=|=1]1|[1]=]=|=
5'1- 6 3|22 |1]2({—]|1]|=1|={—=|=/] 1
6:1- 7 — 11216 |— |18 ===/ ~/]1
7-1- 8 — 143|218 |=—|=]—]=]=1]T1
8:1- 9 6 [ 1|8 21— (=]~ |~~~/ f—/]18
9-1-10 5 | 46! 3]|3|—|=]1}—~1]1]2]2
Over 10 38 (26 {10 | 8 | 1|1}~ |—j— |~ |1]S8
ToraL .. |56 |42 [28 |32 {14 | 7 |10 | 8 | 3| 2| 7 203

TaBLE 4.—Relation of Gross Cash and Liquid Asgets to amount of Estat‘e Duty.

Range £25,000 to £50,000,

Up to 1 A =1 [=|=|=12|~]|4¢f1] 1} 18"
1'1- 2 — === = 1Z|={38]=]=1 4
2:1- 3 {1 1 | — 1 1 |1 — i1 2 2 | = [ = 9
31-4. |— 1|1 |—=|=]1, 1|1 |{=|~|=1i 5
4-1- 5 2 '— 1 1 2 2 2 /- |- |{=- | = 10
5-1- 6 2 1 (11|21 !—=|w—= =]/ = 8
6-1- 7 s (s|1|le|l=-]l2!—|~=|=1|—={=1mn
7-1- 8 211 |a]j=]=]=1=|=]=|=1=1]71
8-1-9 s sl =Z == 1Z2f=|=1{1w
9:1-10 2|1 ]=f=|=|=|=|=|=|=1]10

Over 10 sl - 1-1--|-1—-!—i—= —|= = b

ToraL ... 8 (138 [ 5|6 |6 |63 |91/ 1|8
TABLE 5.—Relation of Gross Cash and Liguid Assets to amount ¢f Estate Duty.

Ranae £50,000 to £100,000.

Up to 1 === = |=]=i=f=j=]1] 1
P2 —|l1f=]1 == l=i1]=Il=1-1 3
2:1- 3 1 l=(=1t1 1]le|s|1|=|~]=1]9
3-1- 1 e 1 ]l1i=- 2]2]1|=]={=|=1"129
415 —{r]=]2 2f|=|=j=[|=|={({—=1{ 5
5'1- 6 I | — |— e === [} |— {— 1
61- 7 21— = —|=|=|=|=|=-|=13
7-1- 8 2 [ 1 |= 1= 1 fj—f—-la === 1 4
81-9 . (1 |— 11| —|=Il—-i=]=1|=]=1 2
9-1-10 — —-— — — — —_ - — —_— — - ——

Over 10 _ |- - = ]|= |- : - == -

Tora .| 9 |51 2i4 6] 4f[da);2]—]= 37
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TABLE 6.—Relation of Gross Cash and Ligquid Assels to amount of Estate Duly.
o Range £100,000 to £250,000.

153

’ Number of casss | Number of cases in which the Trade Aasets (Gross) bear a percentage
in which the Oash relation to the total Net Estate of :—
and Liguid Assets
{Gross) are a |
multiple of the (N.E.[10+1(20-180-1!40-1]50-1|60°1(70°180+1]|901|Over Total
E.D. payable of:—| 10 |-20 | -30 | 40 | -50 | -60 | -70 | -80 | -90 [-100| 100 | ~ °*&!
Uf to 1 —_— - = f--- ] |- == = = -
‘1- 2 —_— = | = 1 {— [ — |- 1 [— |—  — 2
2:1- 8 —_ ] - 1 1 2 (-2 |- |- |- 1 7
8:1- 4 2 | | |- 2 |- |- |=|=-]=- = 4
4'1- 6 — 2 | — 1 - |- - 1= = }— |- a
5'1- 6 8 |- |- |- |- || |—§|=|—|— 3
61~ 7 b | —m |- | =] || |- |- b
7'1- 8 1 |— |- =} ||| |- 1
8-1-9 —-_——]— = |- = === |- | - —_
9-1-10 —_ |- - |- |- === | = -
Over 10 —_ - - |- == |- |- | - —
Toran. .| 11| 2 1 3 (4 |— 2{1]— |- 1 25

Tastn 7.—Relation of Gross Cash and Liguid Assets to amouni of
Estate Duty,

Range £250,000 te £500,000.

[Number of cases in which the Trade Amseis

Nomber of cases in which the (Grross) bear & percentage relation to
Oash and Liquid Asseta (Gross) are the total Net Estate of ;
multiple of the E.D. payable of : NE.[101] 201 801 | 401 | ey

10 | -20 | -30 | —40 | -50*

Up to 1 e e | = = = =] =] =
Pez U TSI |ZZ=
2.1- 8 v - e 3 _ 1 —_ 1 4
3' l‘- ‘ . LYY (1] 1 l — — — 2
41- b e e 1 - - | = - 1
5'1-6 . A el el B I
61~ 17 B e Tl T SR IR
7-1- a e (LT e — — — — — —
8' l“ 9 un s san -_— — — — — —
9-1-10 v ome | — = = =] = —

Over 10 o |- - —_ — N -
TO‘!'AL (11 (LY L3} ‘ I l —— l i 1

* In uo case was Ahe parcentage relation higher tham 50,
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TaLr 8.—Relation of Gross Cash and Liguid Assets to Amount of
Estate Duty.

Range £500,000 and over.

In none of the six estates in this range do the Trade Assets (Gross) bear
a percentage relation to the total net estate exceeding 10.

The Cash and Liquid Assets (Gross) are multiples of the Estate Puty
payable, as follows:—

Up tel .. 1
11,5, 2 e e e .
2L, 8 e e e 3
31,4 v e 2

Total ... ... . 8

TasLE 9.—Relation of Gross Cash and Liguid Assets to amount of Estate Duty.

All Ranges.

Number of casea in] Nurober of cases in which the Trade Assets (Gross) bear s percentage

which the Cash relation to the total Net Estate of :—
and Liquid Assets

_ (Gross) are a

multiple of the |N.#.|10-1[20-1130-1,40-1{50-160-1170-1/80°1{90-1|Over| 4y .

E.D. payable of:— 10 | 20 | -30 | -40 ;' 50 | -60 | -70 { -80 | -90 |-100| 100

|

Up te 1 'I 4 2 ] 4] —i 1 2 1 5 1 3| 4
1-1- 2 1 2 2 5 1] — 1 3 5 1 1] 22
2:1- 38 7 2 2 4 9 3 8 4 2 — 2| 43
31— 4 7 4 2 1 5 3| 2 4] — — 1] 29
4'1- 5 4 3 i b 4 2 3 1| — —} —| 23
b'1-6 9 3 3 2 4 1 1| —| — =] —| 23
6:1-7 10 5 3 B| - 3 5] —| —; —| —] 34
7'1- 8 5 6 7 2 2 3 —] —] — —1 -] 2
81- 9 1y 4| 71 2| 1} - -] —] — =l —| 2
9-1-10 12 6 7 3 3| —' — 1| — 1 21! 35
Over 10 43 26| 10 8 1 | —f —] —. ~— 1| 90
Torat ... | 113 63] 45 44 | 30 17| 22 14 12, 3 10 | 373
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TABLII 10.—Relation of Net Assela (Ezcluding Trads Assets) to Amount of Estats Duly.
: Range £10,000 to £25,000.

Number of cases in Nuamber of cases in which the Trade Assets (Net) bear a
which the Net Aesets, . percentage relation to the total Net Estate of:—
other than Trade
Assota, ure s multiple i
ot E.D, payable N,/ }10-1|20-1/80-1{40-1|50+1|60-1{70-1 /801,901 Total
ofi— . 10 | -20 | -80 | ~40 | -50 | —60 | ~70 { -80 | ~90 |~100 y
i i : ‘
Uptnl - -]} == |- |- ! —_ —_
1'1- 2 — === ]= === {1.:1 2
2:1- 8 - === === 1| 2= 3
3-1- 4 — —— f— —_ —_ — — —_— P o —_—
4-1-5 - |- === |= 2 i | — - 3
5-1- & —_— |- == == 2|1 |=]= 4
6-1- 7 _ - | ==} — 1 10 | — | — | — 11
71- 8 —_ | - 1 | — 3 1 1 |— | — | — 6
8:1- 9 — ==t 1 12} 4|=|=|=1= 7
8-1-10 — = |=186|6|=|=]|]=]=i=/]12
Over 10 57 |48 |27 |23 6 |oe | — {1 — |— | — |161
Torar .. |57 (48 |28 |80 (17 ‘ 6 |18 3 5 1 | 209

TanLe 11.—Relation of Net desets (Encluding Trade Assets) to Amount of Estate Duty.
Range £25,000 to £50,000.

Up to 1 l
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TagLe 12.—Relation of Net Assets (Excluding Trade Aasets) to Amount of Esiate Duty.
Range £50,000 to £100,000.

Uptol — -] =} -] =l -] - = =11 1
11~ % | = - =] =t =] = - =} =] =
21-35 | ] =] =] =11 20— -] — 4
81- 4, —_—] -] = -] —1 8 1| - =} - 4
41-5 —_t =] —] —| & e e el 5
5'1- 6 —_) =l =151 ] = = = sl ] s
A1-7 -11 1 - =] =] - - =] = ]
71-8 5f ¢ 1 - - = - - =] - 8
819 6} —| —| —! —! =] =} = == - 6
9-1-10 ] -] -} =} 1 - - - = - 1
Over 10 _] - -] -} - = - = =] =] -
TotaL .4 11| 8 2 5 7 4 4 - —11 37
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TaBLE 13.—Relation of Net Assets (Excluding Trade Assets) to Amount of Betate D
Range £100,000 to £250,000.

Number of ¢ases jn - Number of cases in which the Trade Assets (Net) bear a
which the Net Assets, percentage relation to the total Net Eatate of :—
other than Trade
Asgsets, ars s multiple
of E.D. payable |N.E.[10-1{20-1(80-1j40-1|50-1|60-1[70-1{80°1]|90-1 T
of :— 10 [ 20| -30 | 40) -50 | ~60 | =70 | —80 | —90 [-100

(=]
g
(-3

1
O D00 =3 T3 U OB D =

by

|

O OD =3 O Ot Q0 D
bk bk ok ek ok ek ek b ook

|
LELrrrrreel
PtEer ot

PUT T Teomld ]
LTErr et
T el 11
FELTT N Tt L
FLELTT -
(R N I O Y I O IR
I I I I IR I oy

|1 leamw! 11T

g
g
[

-
o
|
w
-
-
)
—
|
|

ToraL ...

TanLe 14.—Relation of Net Assets (excluding Trade Assets) to amount
of Estate Duty.

Range £250,000 to £500,000.

o Number of cases in which the Trade Assata
Number of cases in which (Net) bear a ntage relation to the
the Net Assota, other than total Net Estate of :—
Trade Assets, are a multi- -
ple of E.D. payable of :— | N.£, | 10-1 |'20-1 | 301 [ 40°1 | 50-1 |m .,
10 1 -20 | -0 | —40 | -6O | -60 ’
Upto 1l ... e | — - —_ — — - —_
1?1- 2 . R - — — — — —
2-1-3 ... e | — _ —_ —_ 1 - 1
31-4 . .. 2| V] 1| =] =] =14
4-1-5 ... - 2 — — —_ _ —_— 2
5916 v wer| — | — | = | -] =1 — ] —
61-7 v | — L — | —| —} ===
718 w |l = = —=|=|-1=1]=
8'1— 9 T - - - - - - - -
9-1-10 ., - |-l =1 =-1-=-|-1-
Over i0 .. von [m == - - - - - -
ToTAL ... . 4 | 1 1 — 1 —_ 7
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Tanin 16.—Relation of Net Assets (excluding Trade Assets) to amount
of Estate Duty,

Range £500,000 and over.

In none of the six estates in this range do the Trade Asscts (Net) bear
a percentege relation to the total Net Estate exceeding 10.
The Net Assots (excluding Trade Assets) are multiples of the Estate
Duty payable, as follows:—

Up t0 2
2'1 » a
3'1 IT) 4

Total

ol wel

Tanie 16. Relation of Net Assety (szcluding Avade Assets) to amount of Estate Duty.
All Ranges.

Number of cages in
which the Net Assets,

percentage relation to the total Net Estate of -—

Number of cases in which the Trade Assets (Net) bear a

A:::m than 'l‘l'guclel
ts, are a multiple
of B.D. payable of:— 1\;52
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TaBLE 17.—Relation of Net Assets (excluding Trade Assets) to Estate Duty, all debts
being charged against Assels other than Trade Assets.

Ran e £10,000 to £25.000,

Number of cases in| Number of cases in which the Trade Asseta (Gross) bear a percenta
which Not Estate relation to the total Net Estate nf :—

minus Gross T'rade

Asseta is a multiple
of E.D, payable |N.E [10-1720°1)30-1[40-1|50-1]/60°1{70-1|80-1]90-1| Over T
of:— 10| ~20 | -30 [~40 | ~50 | -60 | ~70 | -80 | ~90 |-100| 100 | 1°F
'l

Up to 1 —| =] = = = = = -] =] 1! 7] 4
I'1- 2 el = =0 = = =] = =] 1] 1| = |
2-1-3 —t = = = = =] - 1 11 —| — %
3-1- ¢ —| =1 = = =] =] =] 3] 1| =] —

4-1- 5 - = = =] =] =] - 3| —| —1 - 3
51- 6 —| =t = =] =] =] 4] 1| =| =| =| 5
6-1- 7 - -1 = =] - 2 3| —f -] —| — b
7°1- 8 - = = - 1 2 3] —f —| —1 — &
8:1- 9 —| = = 3| 1| 8 —| =| =| =| =| 7
9.1-10 —| = =" 503/ —| = —=| =| =~! =] &

Over 10 B8 421 2 24| 9| —| —| —1 —1 —~| —|159

ToTaL 56 | 42 ) 28 . 32| 14 7] 10 8 3 2 7 ' 209
TaBLE 18.—Relation of Net Assets (excluding Trade Asaets) to Estate Duty, all debis
being charged against Avsels other than Trade Aesets,
' Llange £25.000 te £50,000,
| :

Upto 1 S R I T
11— 2 — = =] = =] =] = =] 1= = 7
g1- 8 — - = =t =] = =) 1] 2] =t =] s
3-1- 4 - = e = = =1 4] 2 = =, = &
41- 5 —i = = = =] 4| 2| =1 = —i —|
51- 6 —i = = —| a|.2) =] =] =1 — ~| 8
61~ 7 - -] = 3 1| = —| —] — = — 4
7'1- 8 — =] 2 = = | = =] == =] 2
81-9 —1 4 4 2 —| —| =~ — = —! —| 10
9-1-10 8 ’ 3] 7, —| =} =1 =] = —| — —1 18

Over 10 lg-i 6} —i —| —f —| —| =} —| —"' ~1! 25

ToraL 27| 1Bf 13 5 | 51 6| 6| 3| 9 [ 1 1] 8
‘TABLE 19.—Relation of Net Assets (exciuding Trade Assets) to Entate Duty, oll debts
being charged against Assets other than Trade Assets,
Range £50,000 o £100,000.

Upto 1 - — =] -] —¢ —1 - ll _ =] - | 1 1
1-1- 2 —| = = =l =] = =7 =] = =] —| =
2:1- 8 - - =1 =] = = 2, 2} —f =i —| 4
3'1- 4 = = = = a] sl el S = =] -~} 7
41- 5 — —f = = 8] = =t =] = =] =] 8
5'1- 6 —_] - 1 4 1| —| —| —| = —] =] 6
6'1-7 —_— 3 1 - =]~ == =] == 4
7-1- 8 s 2 —| —=| =| =] =] = =] =1 = 6
8:1- 9 50—} —| | ~{ —f =] =] —=f =i —=| &
9-1-10 - =] -] = 1] -] = =1 =] —1§ - 1

Over 10 | e} =] =] — e =] =] =] =] =} =

ToTAL 9| &6} 2| 4| 86| 4| 4] 2| —| —1 1| 37
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TanLg 20.—Relation of Net Assete (excluding Trade Aasets) to Estate Duty, all dehis
: : being charged against Asseta other thun Trade Assets.

Range £100,000 fa £250,000,

Lum’har of casenin| Number of cases in which the Trads Assets (Gross) bear a percentage
which Net Eatnte relation to the total Nt Eatate of :—

minus Gross Trade

Angota ia s multiple
of E.D. payable [N.E.(10°1/20-1180-1(40°1150-1160-1|70-1(80-1190'1|Over}m .|
of :— 10 [ -20 | -80 [ —40 | -60 | -6 | =70 | —80-| —90 |-100]| 100 | *©*&*
Uptol - = =] =] =~ =] = - ’ - 1] 1
1-1- 2 —| =t = = = =] 1| 1] =1 = ~] 2
2-1- B _ =t =} = 1| =] 1| = = = —] 2
8-1- 4 - - =] =] 8| =} —| =} =l =1 —] 8
41- 5 = =1 1} 8| —| =1 =] =] =] =1 =] 4
51- 8 3] 2) =} —| —=| —=| =] =| —} =1 =} &
6'1- 7 6| —| -] —| —-| = =] = = —" ~1}1 &
7-1- 8 2| —| —| —| —| =| & =] = —, =] 2
81-9 _] = =] - = =] =] =] =] =} =] -
9'1—10 — — — — —_ — — — pu— —— e J—
Over 10 _] -] =] = =] =] - = = e —| -
ToraL o.| 11| 21 1| 8| 4| —| 2| 1 -i - 1] %
I

TanLe 21.—Relation of Net Assets (exeluding Trade Assets) to Estate
Duty, ull debts being charged against Assets other than Trade Assets.

Range £250,000 to £500,000.

Nuwmber of casges in which the T'rade Assets

Number of cases in which Net| (Groes) bear a peroentage relation to the total
Estate minua Gross Trade ) Rat Bstate of :—

Aassota is » multiple of E.D.

payable of: NE. | 101 1201 ] 801 [ 401|801 |

10 | -2 ; -80 | -40 | -6 | 6O y
Upto 1 - .| = - —_ — - - -
1'1- 2 . “ | — _— —_ —_ -_ -_ -_
21-3 w | - —— -— —_ 1 . 1
3-1- 4 we ] 1 1 — —_ —_ 4
4¢+1- 6 . “w | 2 - - - - - 2
6. l" e Y e -— — — -_— - - -
6'1"‘ ? e e — - - _— -_—f - -—
T1-8 - — e -— - -, - -
8:1-9 “ |- —_ - -_ _ = —
9"-]0 ..n - — - _— - - - -
om 10 ane T — - -_ - - i - i -
Totak w. | 4 1 i -1 =t
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Tanre 22.—Relation of Net Assets (excluding Trade Assets) to Estaie
Duty, all debts being charged against Assets other than Trade Assets.

Range £500,000 and over.

In none of the six estates in this range do the Trade Assets (Gross)
bear a percentage relation to the total Net Estate exceading 10,

The net estate, minus gross trade assets, is & multiple of the Estate
Duty payable as follows:— ' '

Up to 2 Ceee
21,08 i
3'] T 4 s iee van are

ol wes !

Total

TABLE 23.—Relation of Net Asseis (excluding Trade Assets) to Estate Duty, all debts being
charged against Assets other than Trade Assets. !

All Ranges.
Number of cases | Number of in which the Trade Assets (Gross) bear a pereenta.gé
in which Net relation to the total Net Estate of :—
Estateminus Gross
Trade Assets is
a muitiple of E.D.| N.E.|10-7 [20-1{30°1!40°1]50°1{60°1]70°1|80-1|90-1|Over TotJ
payable of :— 10. | -20 | -30 | 40| -50 { -60 | ~70 | -80 | -90 |-100]| 100
|
Uptot —_ = = =] =] = =} -] =] 2 10 1
1'1- 2 — | = = =) =y = 1| 1] 81| =] 1
2-1- 3 3] —{ —] — 2] — 3 4 3| | — 1
3-1- 4 5 1 1| — 4 4 6 5 1! — | ~—
41-5 2i — 1 3 3 4 2 3 —| —| — 1
b-1- 6 3 2 1 4 5 2 4 1{ —| -] — 23
6:1- 7 6 3 1 3 1 2 3| —] —| —| — 1%
71- 8 6 2 21 — 1 2 3] —| —| —| — ’lg
8'1-9 5 4 4 5 1} 3| —) —| —} =] — L
9:1-10 8 3 7 5 4| =] =} —=| —| —| —:! 2%
Over 10 5| 48 28| A4 9| — —} —| =} =] —; 18&
ToraL .. |113]| 63| 45} 44| 30| 17| 22| 14 12 ! 3| 10 373.'
4

APPENDIX XXT,

PROSPECTIVE INCREASE OF POPULATION IN GREAT
BRITAIN, 1926-41.

Note by the Committee.

1. Giving evidence before us on the 1st October, 1924, Professor Bowley
provided two alternative estimates relating to prospective changes, up
to 1831 and 1941, in the population of Great Britain over the age of 15.
The first eatimate was on the basis of death-rates as in 1910-12, no allow-
ance being made for emigration. (For the purposes of the age-group
15-20 in 1941, the annual average of births 1921-23 was assumed to equal
the average 1921-26.) (E. in C., 4). The second estimate was on » basis
averaging thia hypothesis with the hypothesis of death-rates and emigra-
tion as in 1901-11 (E. in C., 5). ’
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2. We did not regard the hypothesis at the bagis of either estimate
88 conclusive, As regard death-rates, the average mortality for 1901-11
was very much higher, and that for 1910-12 substantislly higher, than
it hon been in recent years, As regards emigration, it appeared that
for the yeara 1921-24 the average was higher, not lower, than in 1901-11.

We therefore took steps to prepare an independent eetimate on the
following baais : —

{1) Death-rates a8 in 1923: these are the lowest recorded, but in

;;he Rogistrar-General's opinion the rates, ean hardly fail to go still
ower : '

(2) Emigration at a figure paying regard to the record of recent
years, and also tenking some account of the history of the whole
period from 1871 to 1921, :

8. We do not propose to discuss the estimates given before us by
Professor Bowley, as he himsslf hsas since published figures—in the Man-
chesier Guardian of the 9th November, 1925—based on the average death-
rate of 1921-28. These later figures, so far as they cover the same ground,
do not differ widely from our own results, but we have taken five-yearly
periods instead of 10-yearly, between 1921 and* 1941, and we think these
are much more illuminating, since the rate of inerease in the population
is diminishing very notably; thus the average increase for the whole
decennium 1921-81 ia oconsiderably higher than that for 1926-81, and the
avernge for 1931-41 than that for 1036-41, Throughout we are indebted

to the Registrar-General for the ocalculations leading to the figures which
we show,

4. From the passenger figures and such other records as are available,
it is estimated that there was an average met emigration from Great
Britain alone for 1981-85 of 93,000 persons per annum; in view, however,
of the data being incomplete, the estimate mush be regarded as liable to
& very oonsiderable mnrgin of srror.

The oompeaition of the 03,000 is as follows:—

Males. Females.
Under 15 .., ... 10,000 7,000
Over 16 ... .. 43,000 33,000

5. If the hypotheses be taken (i) that the present death-rates will con-
tinue unaltered till 1941 (¢f/. pora, 8) and (ii) that emigration will
throughout be at the rate of 3,000 per aupum, they lead to the foliowing
figures of avermngs annual increase for successive guinguennia in fhAs
population of Great Britain of ages 15-65:—

(1) Grox average annual increass (before allowance jor emigration).

Persons.  Males, Il'm

Between 1081 and 1996 ... .. 359,000 180,000 \
" 192¢ ,, Jeidt ... e 260,000 134,000 126,000
w1881 , 1988 ... .. 133000 74,000 59,000
1836 ., 1941 .. .. 98,000 61,000 37,000

(3) Net avevage annval increass (afier allowenos for mmhu at
98,000 per onnum).

Perzons. Males, ’Nmﬁl)

Between 1926 and 1931 ... w. 184,000 91,000 X
" 193t ,, 1838 ... w. 49,000 96,000 23,000
" 1996 ,, 1941 ... - 5,000 8,000 —3,000

59670 |
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If it be assumed* that the future proportions of occupied to total popu-
lation will correspond with those of the 1911 or 1921 Censuses—about 96
per cent, of males and 37 per cent. of females, the following figures are
obtained for occupied population :—

(3) Net average annual increase of occupied population (after allowance
for total emigration of 93,000 per annum).

Persons, Males. Females.

Between 1920 and 1931 ... o 121,000 87,000 84,000
» 1931 ,, 1936 ... e 34,000 25,000 9,000

» 1936 ,, 1941 ... 7,000 8,000 —1,000

6. Tlu_a years 1821-25 are of course a short period on which to base any
emigration forecast, the more go as the figures for the last five intercensal
periods show_ a striking lack of continuity :—

1871-1881 ... w. 25,700 per annum,
1881-1891 ... ... 81800 »
1891-1901 ... e .. 12,2000 .
1901-1911 ... .. 75,800 »s
9111921 ... .. .. 8590 , .

The average emigration over the whole 50 years 1871-1921 was
approximately 56,000 per annum. JIf this rate were substituted for the
recent rate of 93,000 per annum, the figures of nef increase of populatien
would become : —

(a) Net average ennual increase (afier cllowance for fotal emigration
of 58,000 per annum).

Persons. Males.  Females.

Botween 1926 and 1031 ... .. 214,000 108,000. 106,000
, 1981 ,, 1936 .. .. 82,000 45000 37,000
o 1936 . 1941 ... .. 42,000 29,000 13,000

(b) Net, guerage annual increase of occupied population (after allowance
‘ for emigration at 56,000 per annum).

Persons. Malea, Females.

Between 1926 and 1931 ... ... 144,000 104,000 40,000
, 1931 , 1936 ... .. 58,000 43000 15000
» 1936 0 1941 ... .. 34000 28,000 6,000

7. In speculating as to the near future, we cannct ignore the question
how emigration is affected by trade prosperity or depreasion. Professor
Bowley said that he presumed *‘ that emigration is rapid now owing to
the difficuity of getting work and of getting houses, and is definitely
associated with the growth of population.” (Q. 8830.) Mr. A. W. Flux
takes a different view. **I ghould like to emphasise,” he writes, *‘ the
general conclusion derivable from the study of passenger records over a

*The various factors appear to be too little kmown to ju refinement on this
sssumption, Of the 63 per cent, women assumed to be unemployed, the bulk wonid be
married women with honsshold duties who wonld not be available in any but extrems
circomstances. There are, of course, many minor infloences which may tend st any time
t0 raise or lower the proportion of unemployed, e.g.—

(1) Earlier retirement owing to availability of pensions may tend to reduce maa
power and so lead to the absorption of & bigher lpomunnge at the earliar ages.

{2) On the other hand if, as spems rensonable, lower mortality at later ages may mean
increased vitality at those ages, men may not be so willing to throw np employment
for the sake of & pension muoch smaller than theirpsy.

{8) Again the extension of educational facilitics leading to the continuation of
studies and technical training into the 15-65 age period must mean some redoction in
the proportion of foll-time workers in that peri

Over all personal factors such as thess there is the much more importans one of iruds
itself and availability of employment for such s oan taks advantage of it.
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:t:ng m_ar:les c;f y:z_a.rs, th;t emigration, broadly speaking, has been active
ériods of active and prosperous trade, and has falle i i
e detive Prosp 3 n away in perioda
“ The agreement in time is not of & high order of precision, but it is
far nearer the truth to say that prosperous trade stimulates emigration
than to say the opposite. The fact appears to be that it is the attraction
presented !15[ the prospects of life in the new country rather than disgust
with conditions in the old that is reflected in the mass figures of
emigration. As economic prosperity is in its larger manifestations EY
world phenomenon, it ia when we are prospercus here that there is also
prosperity in the United States, Canada, etc., and those countries pre-
sent their maximum attraction, and when business is dull here the
prospect of quickly securing remunerative employment in overseas
countries is mot very bright.” :

8. Thia latter view is corroborated by the Report of the Bpecial Com-
mittes appointed by the Imperinl Economic Conference on the 9th
Opto_ber, 18928, to consider problems connected with overses settlement
within the Empire (Omd. 2009, page 187), and also by the Report of the
Oversea Bettlement Committee for the year 1924 (Cmd. 2383). The
Oversea Settlement Committee point out that, 40 years apo, Bir Robert
Giffen regarded the statistics then availabie as indicating a connection
b_atwean emigration and trade prosperity in the country of destination :
time has borne out his principles in a remarkable degree. Passing to
prosent conditiona, they state that—

" While, as Sir Robert Giffen says, prosperity or the reverse in
the country of destination is s far more important factor in deter-
mining the volume of migration than conditions at home, still the
psychological effect upon workers in this conntry of the present
depression in trade is probably, owing to its prolongation and
severity, more acute than during similar periods in the past.
Unemployment hos not only left those out of work without TeBOUrces,
but has impaired their confidence and made many of them dis-
inclined to try new ventures, even with the considerable measure
of assistance which is now offered by the British and Dominion
Governments, The Committee would not wish to suggest that thia
attitude is nuiversal, but there can be little room for doubt that
it is widespread. Due weight must also be given to the fact that
the Unemployment Insurance Benefit which iz svailahle in this
country is not awailable in the Dominions.”

' Tt seems, therefore, safe to assume that the outflow of migration
is unlikely to approach its former levelz* until further progress ia
made towards the restoration of trade. It is not for the Committes
to forecast when this will occur, but they note with aatisfaction that
confidence seema to be reviving. Australia and New Zesland are
benefiting from the strength of the world's demand for wool, and
it would seem reasonable to anticipate thas agrieultunl_ int.erutg in
the Dominions will derive advantage from the recent rise in prices
of wheat and other produce.’

9, It is difficult to resist the conclusion that better trade will be an
influence in favour of increased smigration. In considering recent years,
it has to be borne in mind that, apart from the trade position, there
bave been various special difficulties in the way of emigration, and on
the other hand that State aid has been given since the Empire Settle-
ment Act, 1933, while the fact that the War took large numbers out of
the United Kingdom for the first time may have besn a certain stimulus,
An sdverss condition of importance is the United Gtates policy of limiting
immigration. Thers are many factors the deovelopment of which cannot
be foressen. On the whole there seems 0 be & fair chance that the

* This presumably refers to the high level of 1310 &0 1918,

83370 r:
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estimated rate of emigration for recent years of .bad trade, viz. 98,000,
will not prove to exceed that for the next fifteen years. We think it
prudent, however, especially in view of the margin of error to which this
figure of 93,000 is itself liable:— -

(a) for 1926-31, to round off the net increase figures in paragraph
5 in an upward direction;

(b) for 193141, to take the average of the net increase figures im
paragraphs § and 6.

10. The following forecasts, then, are suggested, although we only put.
them forward as speculative.

Net average onnual increase in total population of Great Britain
between agés 15 and 65, after allowance for emigration.

Persons. Males.  Females.
Between 1926 and 1931 ... - 190,000 94,000 96,000
» 1981 ,, 1886 ... .. 65000 35,000 30,000

s 1936 ,, 1941 . . 24,000 18,000 6,000

Net average annval increase in occupied population of Great Britain
between ages of 15 and 65, after allowance for emigration.

Persons. Males, Females.

Between 1926 and 1931 ... . 125,000 90,000 85,000
1931 ,, 1938 ... ... 46,000 84,000 12,000
» 1938 L, 1941 ... ... 920,000 18,000 2,000

APPENDIX XXII.

THE PRACTICABILITY OF A CAPITAL LEVY.

Note by the Board of Inland Revenue.

1. The following note deals only with aspects of the question of the-
practicability of a Capital Levy. It should not be takem as reflecting
any opinion in regard to the expediency of such an impost. As desired
by the Committee,* the note takes its starting point in the official
memoranda presented io the Select Committee or the War Levy snd
published with the proceedings of that Committee (H.C. 102 of 1920).

2. These officia] memoranda were directod to the practicability of
imposing a War Levy in the 1920 Session of Parliament. That tax
would have been applied in principle to war-time wealth, and its nature-
and the occasion of it would have coincided with the gemeral sentiment.
of the country at a time when the war was only just over. The present
note, on the other hand, is written without any definite assumptions.
having been postulated as to the date at which a Capital Levy might be
imposed, the conditions which might rule at that date or the feelings—
of assent or otherwise—which it might attract among the persons.
chargeable. For this reason, it is necessary at the outset to state in
general terms the extremely importent reactions of the manner of its
reception on the practicability of a scheme of taxatien.

3. In the first place, successful administration of any large tax requires
that the great majority of persons called upon to pay it should be able
to feel that it ia a fiscal, as distingnished from a political, measure and

~ ® fiap letier annoxed.
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therefore that their assent can be reasonably expected and given. If
that sesent is complete or nearly complete, and taxpsayers readily seek
out the information—sometimes voluminous and difficult to ascertajn—-
which ia necessary to enable them to compute their liability, even a very
complicated measure can be sdministered by a competent trained ataff—
not indeed with ease, for in any conditions the task is sn onerous one—
but with appreciable success and p relative absence of friction. The point
may be illusirated by the success of the Lxcess Profits Duty and the
failure of the Land Values Duties. * If, on the other hand,” to repest
words used by the Board in evidence before the War Levy Committee,
4 taxpayers a8 & whole resented the charge and were anxious to raise not
merely all legitimate questions of substance, but also all the points of
technicel legal detsil by which the execution of a complicated duty could
be clogged and delayed, the successful administration of the duty would
be gravely endangered.” This observation was not made out of caution.
It is based on experience and is fundamental. In the consideration of
any project so great as a Capital Levy, this circumstance must be borne
vonstantly in mind.

d. In the second place, if & Capital Levy were to arouse’ among the
taxpayeras wideapread anxiety as to its economic consequences, that
snxioty—whether it would be well-founded or ill-founded is immaterial
to the issue—ocould hardly fail to affect capital valnes in such s manner
or to such an extemt as to render the tax profoundly uncertain in its
resnlt, and profoundly difficult to collect owing to the distortion of ita
incidence and the resultant inequalities.

5. For the purposes of the remainder of this memorandum, the assump-
tion is taken that the levy, if imposed, would receive a normal measure
of assent from the taxpayers and would be nssessed and collected under
normal economio conditions, Whether in the event this assumption wonid
prove to be a correct mssumption cannot be predicated, and the atate-
ments which follow muat be regarded as qualified throughout by what
has heen stated above,

6. The extont of the practical task of raising & Ospital Levy would
turn, in considerable degree, npon the exemption limit selected. The
first memorandum on the War Levy contemplated that persons owning
leas than £5,000 would be exempt from the levy (para. 57, page 2&_39).
With the same exemption limit, the number of charges for a Capital
Levy would be very materially larger; with a substantially lower limit,
it would multiply very greatly. The number of individuals (exclusive of
their dependants) who actually own £5,000 of capital and upwards is
estimated to be approximately half a million; those owning between
£9,500 and £5,000 are sstimated to number about 400,000. ;

7. The number of charges has an important bearing on the practicability
of the lsvy, although the difficulty of administration does not necessarily
increase in the same ratio as the number of charges. ‘The Board pointed
ou$ in their first memorandum on the War Levy (pava. 106, page 333)
that they had sssumed throughout that it would be found possible to
supplement their staff with suitably equipped and exparienced persons
from outside the Service; and this assumption has of course alzo to be
wade in the present connection.

From nical point of view—subject always to the considera-
ti:;lin pMBuﬁMomﬁeqﬁofllithﬂity %o Capital
Levy in & given oase would normally be less difficalt than a corresponding
assessment b0 War Levy, The Oapital Lavy mm_lm tha waluation of an
individoal's amssts at a given moment in the immediate past, s taxk
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at a date long anterior. The levying of & tax on a margin of this
- character—a margin which might often be very narrow—intrinsically re-
-quires a greater degree of precision in valuation than the levying of s
"tax on the whole value of a block of capital. For purposes of a Capital
-Levy also some of the special adjustments and reliefs which were con.
templated for the War Levy, and which added greatly to its intricacy in
some spheres, would become unnecessary. If, however, the difficulties
mentioned in paragraphs 2 and 8 came inte play, they would altogether
outweigh the coneiderations mentioned in this paragraph.

9. The Official Memorandum on the War Levy contemplated (paras. 83
et seq., page 231), that a War Levy would be paid in part in cash in a
lump sum, in part by surrender of Government securities and other
private securities, in part by cashk in instalments over an extended
period. In the case of the Capital Levy, an important factor would be
the extent to which payment by surrender of Government securities was
encouraged by the ailowance of a premium or otherwise, the range of
other securities which might be allowed to be surrendered in payment
and the encouragement or discourasgement offered to payment in eash.
These questions of method of payment involve other serious questions as
to the effect of the levy on eurrency, credit, trade, etc., which lie outside
the scope of this note, and unless those questions were first settled the diffi-
culty of the practical task could only be gauged in the very roughest
way. Another important factor wonld be the rate of duty, and the scale
marked II would present far less difficalty from this point of view than
the other scales. -

10. One of the official memoranda {on Limited Intereste arising under
Bettlements, etc., page 244 ef seq) dealt with the meane of charging
the War Levy in respect of settled property. The methods there sug-
gested pre-supposed that the interests of life tenants and remsindermen
-in settled property wounld be separately valued and dealt with as an
integral part of the total property of the persons interested, and a
variety of complicated provisions and adjustments were suggested for
overcoming the main difficulties which the aubject presented. The
matter, though very complicated, was not of the first practical import-
ance in connection with the War Levy, as property comprised in eettle-
ments was, on the whole, property which had not greaily increased in
money value during the War. ‘

1i. The same problem, viewed in relation to the Capital Levy, takes
on a different aspect. The subject is of much greater practical import-
ance, as probably about cnesixth of the property smbject fo the levy
would be settled property. The scheme of treatment suggested in the
" memorandum would not necessarily be appropriate for the purpose of a
Capital Levy.

12. If it were decided for purposes of such a levy to deal eeparately
with the interests of life tenants and remaindermen, treating them aa
part of the property of the individuals concerned, the charging of the
levy would present difficulties of a very baflling character, and the best
means to circumvent them would need much consideration. An alterna-
tive course would be for the levy to be imposed, not on the separate
intereste of individuals and payable out of their estates, but on the
whole value of settled property and payable out of the setiled fund,
the rate of duty both for the settled fund and for the free wealth of
the life tenant being found by agaregsting the value of the settled
property with the life tenant's other property. If this course were
taken, the problem would be assimilated roughly to the same level as
that arising in the case of free assota. The question which of these
varions possible methode of approaching the matter is the most appro-
priate raises questions of pripciple which are outside the scope of this
‘- note,
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18. At the outeet of this note it was indicated how great an influence
upon the practicability of a Capital Levy might be exercised by the
attitude of the taxpayers themselves. But even assuming the moat
favourable conditiona, it muet not be imagined that the raising of &
levy would be other than a task of the first magnitude. In the firet
official memorandum on the War levy it was written that the effort
of raising the duty would transcend in difficulty any previous effort of
taxation in this country. That observation applies certainly no less to
the present case. :

Cory o LETTER FROM THE CHAIRMAN OF THE COMMITTEE TO
. 8Bm R. V. N. Horgmvs, K.C,B.
Treasury Chambers, Whitehall.
20th July, 1925.
Dear Bz RiomaRD, '

Commitiee on National Debt and 'Ta:cation.

While hearing witnesses on the question of & Capital Levy, my Committee
bave had before them the evidence relating to a * Duty on War-time
Wealth ** which waa supplied by the Board of Inland Revenue to the Select,
. Uommittes on Increase of Wealth (War) in 1919 and 1920. This evidence
hes, moreover, been referred to several times by witnesses.

The Committee apprehend that to some extent the practical difficultiea
of valuation and collection involved in a Capital Levy are similar, in kind
if pot in degree, to thoss which would have attended the Duty on War-
time ‘Wealth, had it been brought into operation: they are sensible, there-
fore, of the value to them of the Board's evidence for the purpose of their
presant enquiry.

At the mame time they are aware that as between the difficulties of a
Capital Levy undor present conditions and a Duty on War-time Wealth
under the conditions existing at the time when it was considered, there
can be no exact or complete parallel. In these circumstances the Committee
would much appreciate the assistence of the Board, if they would be
prepared to give evidence as to the practical difficuliies of & Capital
Levy, particularly as regards valuation and collection, showing how far
and with what modifications their conclusions in regard to the War-time
Wealth proposal spply to a Capital Levy. They would be glad if the
Hoard would consider this in relation to the three scales annexed and
with particular reference to the following questiona:—

(1) A2 regards valuation.

(a) How far would the evidence given to the War Wealth Com-
mittee require modification owing to the lapse of time, and the change
of conditiona sinos that evidencef .

(b) How far are the difficulties of valuation which were discussed
i comnection with the War Wealth propossl a measure of the
difficulties of valuation for a Capital Levy?

(2) 4z regards collechion.

How far would the Board'r views as to practicability be affected
{a) by the numbers of those who would be liable 0 & Cnplhl
Levy, ss compared with the numbers who would have been liable
to the War Wealth Duty;
(®) by the comparstive amount %o be oollected; and
{¢) by the comparstive weight of the burden upon the individual
under the various scalds,

The Committes would also very much like to have any help which the
Departmens can give in regard (a) to the probsble yield of a lery, and
() to the net anoua! eaving, under each of the thmacalu. By '_'not
annual saving ” is meant the excess of the saving in interest axpenq:t?n
over the average annual loss in the Jong run in the yield of existing
taxes &b existing rates which would sutomatically result. The Commities
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would be glad to know whether, in the time availahle, it would be possible
for the Board to provide an approximate estimate, within 5 per cent. to
10 per cent. of the yield and net annnal saving under each of the three
scales; or, if that should not be possible, whether the Department could
give them such assistance ss may be within their power.

Yours sincerely,

(8gd.) Corwyw.
8ir R.-V. N. Horxxvs, K.C.B,,
Inland Revenne.
Annexe.
POSSIBLE BCALES FOR A CAPITAL LEVY.
Scale I. { Scale IT. | Scale II_I.
Levy Levy | Levy

per cent. | per cent. | per cent.
First £5000 ... £0 — £5,000 0 0 0
Next £1,000 ... £5000 — £6,000 ) 1 b
” £2000 ... £6,000 — £8,000 10 2 6
» £2000 ... £8,000 — £10,000 15 3 5
" £5000 ... £10,000 — £15,000 20 4 10
" £5000 ... £15000 — £20,000 es 25 b 15
» £10,000 ... £20000 — £30,000 30 7 - 20
n £20000 .. £30000 — £50,000 - 35 10 25
» £50,000 .. £50,000 —  £100,000 40 15 30
» £100,000 ... £100000 —  £200000 ... 45 20 40
» £300000 .. £200000 —  £500,000 50 25 50
» £500000 . ... £500000 — £1,000,000 b5 30 60
Remainder Above £1,000,000 o 60 35 70

Per cent. | Per cent, | Per cent.
of of of

his total | his total | his total

fortunse. | fortane, | fortune.

These scales would work ont as follows :—

‘A man worth not exceeding £5,0600 would pay nothing.
£6,000 would pay s
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Note—Bcale I in that pfopoaed in * Labour and the War Debt, 4
Statement of Policy for ths Redempiion of War Debt by o Levy on
Accumulated Wealth.”
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APPENDIX XXIII,

CAPITAL LEVYI.—YIELD -OF CERTAIN SCALES OF
LLEVY AND THE CONSEQUENT EFFECT ON THE .
FUTURE YIELD OF INCOME TAX, SUPER-TAX
AND DEATH DUTIES.

Note by the Board of Inland Revenue.
I. Yievp or THE LEVY.

1. The Committee submitted three scales of levy on capital to be
charged on the value of the property (movable and immovable) owned
by individuals living nt the present time. The levy waa not to apply
to Companies, Corporations, ete.

The suggested acales of levy were as follows:—

Scale I Scale IL Scale ITIL
“8lice " of Estate. Rate per cent,| Rate per cant.| Rate per cent
on slice. on slioe, on slice.
First £5000 .. .. .. Nil Nil. Nil
Next £1,000 (upto  £6,000 6 1 5
w £2000 (, ,  £8,000 10 2 b
w  £2000(, , £10,000 15 3 b
w £5000(C, .  £15,000) 20 4 10
n £6000(, , £20000) 25 b 156
» E10,000 ¢, ,  £90,000 80 7 20
w £20,000 (,, ,  £50,000 85 10 25
o £50000 (, .,  £100,000 40 15 50
w £100000 ¢, . £200,000 45 20 40
» £300,000 (,, , _£500,000 60 25 50
w £500000 (,, , £1,000,000 55 30 60
Bemainder... . 60 35 70

2. The informmtion in the Board’'s possession relating %o the capital
owned by individuals does not extend to those living but i confined
to the fraction of the population dying annually. In the cases of
decsased persons owning more than £100 of property at death, th}n
Department receives full details of all the property in the deceased’s
ownership and of his limited interests, if any, under will or settlement,
These particulars are contained in the afidavits and accounts which are
rendered to us for the purpose of the death duties, and are classified
in various tebles, otc., the most important of which are published
annually in cur Reporta. This information enahles an estimate of the
capital valwe of property in the hands of living individuals to be made
by treating the property declared annually for deceased persons as a
sample of the property in the hands of the living. This estimate mainly
rests upon the distribution of the capital valves charged to Estate Duty
acoording to the age of the deccased, as shown in Table 32 of our 67th
Report. The capital value in each age-greup is multiplied by the ratio
between the estimated number of individuals living end the number
dying in & year in that agegroup—a ratio based on statistics furnished
by the Registrar-General. N

3. By this method the aggregate value of astatea exceeding £5,000 ia
the hands of living individualy is estimated to be £11,000,000,000. Thiy

. -
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aggregete iz estimated to be distributed among living owners according
to age-group and according to range of wealth as follows:—

Estimated Classification of Capital by reference to Vtzlfue‘ of Estate and
Age of Owner,

(Estates exceeding £5,000 only.)

£ millions.
Age—Groups.
Range of Estate,
' 20-24 | 25-34 | 35-44 | 45-54 | 55-64 | 65-74 | 75-84 %%‘f Total,
£ £
5000 to 10,0001 21 110 257 | 450 | 418 | 242 | 96 17| 1611
10,000 ., 25000 | 22| 95| 440 | 614 | 690 | 414 | 174 | 82| 2481
25000 ,, 50,000 60{ 83| 240 396 | 461 | 363| 132 ] 26| 1,761
50,000 ,, 100,000 — 48 | 256 | 849 | 377! 285| 117 | 25| 1,457
100000 ,. 250000 | — | — | 315| 355! 384 | 302 | 154 | 28| 1,538
250,000 ,, 500,000 72| 26 2| 237! 209 165 59 9] 779
500,000 , 1,000000 | 5| 1 105( 162| 1541 113| 38( 15| 593
Exceeding "£1,000,000 | — | — 8| 236 341 117| 57| 21| 780
ToraL... .. | 180 | 363 [1,623 [2,799 [3,034 [2,001 | 827 [ 173 |11,000

4 Before passing to estimates of the yield of the various scales of levy,
it may be observed that the walues in the above Table are based on the
values ruling in estates declared in 1923-24. There have, however, been
but slight fluctuations in the aggregate value of stocks shares, ete, (the
bulk of the property declared), since that year, the index of security
values published by the Bankers’ Magazine showing an average of 1156
for 1923 and of 1154 for 1924, and standing at 1185 for December, 1925,
It may therefore be assumed that the current aggregate value of all pro-
perty in the hands of living individuals who would be subject to the levy
would not differ materially from that given ahove.

5. Applying the supggested pcales of levy to the total capital of
£11,000,000,000 classified as in the Table in paragraph 8, the following

figurea represent the yield :— ®
£ .
Aggregate Yield of Seale I ... .. 2,500,000,000
13 1 ”» . I .. cee  3,000,000,000
" " » D § § R . 2,000,000,000

These figures are practically arithmetical reeults arrived at withont
making any allowance for evasion, defaults, or other difficunities inherent
in such taxation, and are therefore maximum figures which might not
be attained in actual fact if a Capital Levy were imposed.

-8. The following Table shows the amount of the levy and the effective
rate per cent. charpeable in respect of certain selected capital volues
under each of the ecales, viz, ;—
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Levy Payadble on Specimen Estates,

Bcale I Scale IL Scale ITL
Lovy payable. Levy payable. Levy payable.
Capital
Valus of
Estate. Per cent. Por cent. Per cent,
Amount. of Amount, of Amount, of
Estate. Estate. Estate,
£ £ £
5,000 Nil —_ Nil —_ Nil —
14,000 550 550 110 1-10 250 2-50
15,000 1,660 | 10-38 310 2-07 750 5-00
20,000 2800 | 14-00 560 2-80 1,600 7-50
25,000 4,300 | 17-20 910 3:64 2,500 | 10°00
80,000 6,800 | 19:33 1,260 420 8,500 | 11-67
40,000 9,300 | 23-25 2,260 565 6,000 | 1500
60,000 12,800 | 25°60 8260 | 6-52 8,500 | 17-00
60,000 16,800 | 28-00 4760 | 7-93 11,500 | 19-17
80,000 24,800 | 381:00 7,760 | 9-70 17,500 | 21-88

100,000 82,800 | 3380 10,760 | 10-76 23.600 | 23:50
150,000 55,300 { 86°87 20,760 | 13-84 43500 | 29-00
200,000 77,800 | 8890 80,760 | 15-38 63,600 | 31:76
250,000 | 102,800 | 4112 43260 | 17-30 88.500 | 85-40
300,000 | 127.800 | 42-60 55760 | 18'69 | 113,500 | 3783
400,000 | 177.800 | 44-45 80,760 | 20-19 | 163500 | 40-88
500,000 | 227800 | 45-56 | 105760 | 21-15 | 213500 | 42-70
600,000 | 282800 | 47-13 | 185760 | 22-68 | 2735500 [ 45-58
800,000 | 892800 | 49-10 | 195760 | 24-47 | 393500 | 49-19

1,000,000 | 502,800 | 50-28 | 255760 | 2558 | 513,500 | 51-35
1,600000 | 802,800 | 53:52 | 430760 | #8-72 | 863,500 | 57-57
2,000,000 | 1,002,800 | 55-14 | 605760 | 80-29 | 1,213,500 [ 60-68
2500000 | 1,402,500 | 56°11 | 780,760 | 31-23 | 1,563,500 | 62-54
8,000,000 | 1,702,800 | 6676 | 955760 | 81-86 | 1,913,500 | 63-78
4,000,000 | 2302.800 | B7-67 | 1,805,760 | 32-64 | 2,613,500 | 65-34
5,000,000 | 2,902,800 | 58-06 | 1,655,760 | 33-12 | 3,313,600 | 66-27

II. Erreor or Levy on Frmp or Revanus.

7. In accordance with the Committes's request, the Board have caused
s estimate to be made of the annual loss of revenus to be expected if a
levy under the auggested scales were carried ont. This estimate proceeds
on the assumption that the full arithmetical meaaure of yield given above
in paragraph § is attained, that the prooseds are used wholly for the
redemption of Government securities and that the only change in ocon-
ditions is the reduction of National Debt and interest, the subtraction
of the amount of the levy from the wealth of those aubjected to its charge
and the payment to the redeemed security bolders of the amount of their
bond. The dynamio effects of & levy in its reactiona on credit, prices,
eaving and the national economy—effects that might prove of outstanding
importance and might sericusly prejudice revenve ectimates based on
static conditions—are not taken into acoount, as the Board feel that the
appraisement of revenue gaina or lomes resulting therefrom lies in the
fisld of speculation rather than of estimate.

8. Income Tar—For the purposes of the estimate of the loss of Income
Tax, it han bosn assumed that the securities redeamed ars on & § per
cent. basis, and the loss of Income Tax has been measured by the tax on
the saving of Nationa! Debt interest, with an allowanoe in respect of
such intereshs as does pot yield the full rate of tex by resscn of the small
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income of the security holder. The saving of interest and estimated loss
of Income Tax are as follows:—

Saving of interest. Loss of Income Taz.
Beale I ... 125,000,000 23,000,000
» II L 50,000,000 9,000,000
» HOI ... .. 100,000,000 18,000,000

9. Super-tax.—The loss of Buper-tax has been estimated by reference
to the results of a sample analysis of the distribution of investment
income and earned income in the Super-tax paying classes without refer-
ence to variations in the rate of yield of investment income, a factor
whi;'.hIl it was not found possible to provide for. The loss is estimated
a8 followe: —

Loss of Super-taz

Scale I e e e e e a £24,000,000
Seale II wr e e e e a. £11,000,000
Scale ITT ... .. .. e e £22,000,000

10. Death Duties —The loss in Death Duties has been estimated by
taking the capital in each range of value and in each age groeup,
deducting the levy and determining the loss of revenus attributable to
the fall in the capital value and in the rate of death duty payable.
Looking solely at the deaths of individuals who were subjected to the
levy, and assuming normal death rates in all ranges of wealth, the loses
in death duties should be at its maximum in the first full year after
the levy had taken place, and should show a diminution as years pase
by. But, in addition to the loss of death duty revenue on the death
of a holder of property who had been subjected to the levy, there will
be, even in the years immediately following the levy, a further loss
of revenue by reason of the deaths of individuals who inherited property
that originally had paid a levy, and taking all this loss into conmidera.
tion, it is estimated that the annual lose of death duty revenue will not
be & declining amount, but will remain at s more or less constant level,
represented by the losg in the firet full year, for at least the first 10
-and probably for a8 many as 20 years after the imposition of the levy.
This annoal loss is estimated as follows:—

Annual loss of

death duties,
Beale I . £30,000,000
Beale IT e ... £13,000,000
Scale ITT ... £26,000,000

APPENDIX XX]IV.

THE CAPITAL LEVY AND OTHER COUNTRIES.
Note by the Commitiee.

1. Little or no help can be derived from etudying the experience of
other countries. In certain cases a levy haa beem put into force, but
either the provisions of the levy iteelf, or the conditions of ite applica-
tion, have been such as to invalidate comparison with the propomal in
this country. A capital tax, as well ag a tax on increases of capital,
was imposed in Osecho-8Blovakia in 1919, but the circumstances relating
to it were peculiar, as explained in Colonel Rigby's evidence on the
6th May, 1925. The imposition of the iaxes was intimately bound wp
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with the punitive lawas of 1918 and 1919 for the confiscation of land,
aimed particularly at Austrian landlords. A levy was enacted in Italy
in 1920, but the scheme allowed the payment to be spread in such a
way that it resembles an annusl tax on a capital basis and the distine-
tive features of a levy as underatood in this country sre absent, Again,

the levy imposed in Greece in 1923 has rates which are comparatively
very low.

2. In Germany and Austria, levies were enacted in 1919 and 1920 at
high rotes, but as events turned out, they were rendered ineffective by
deprecintion of the currency. The same thing happened in the case
of Hungary,

3. A levy was proposed in Switzerland in 1922, being submitted to
& vote of the people upon an ' initiative.”” The proposal was defeated
by a heavy majority. The depression which followed upen the threat
of a levy, oven though there was apparently little prospect of its being
carried through, ia very striking; it is, however, difficult to judge how
far the results might have differed if the propozal had been viewed
with some measure of good-will, In any event, the Swism proposal
differed in important respects from that which has been suggested here
by the Labour Party: in particular, ite direct object was to provide for
social benefits, not for debt redemption, and ita scope was to include
companies as well as individuals, For these and obther reasons it is mot
possible to press too far any comparison between the two countries.

APPENDIX XXV.

THE PRICE LEVELS AT WHICH DEBT, HAS BEEN
CREATED.

Note by the Treasury.

1. The Treasury understand that the Committee wish to have & state-
mei::d ‘* showing the price levels at which the varions War Loans were
ra J

Owing to the numerous oconversions, the gquestion so put is extremely
dificuls to answer in any form which is relevant to the actual dead-weight
debt as now constituted. The following figures may, however, sufficiently
indicate the general pasition.

9. The mominal dead-weight debt is compared in the following table
with the Statist Index Number (which assumes 1913 = 100).
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D ]{)’r«z—;arded ti];;abi: F")lthor NIndai
: . ebt (Faon an Float- um
— F:l[t;:.;ltng F]g:%lr,gn Debt and | ing, Foreign | Total Debt, ntj
. . Terminable and 31s
Annuities). Pre-war, Marel
!
Blat £ £ £ £ £
Joly, |
1914 |
(approx. ) ! 15,000,000 — 612,500,000 —_ 645,000,000 96-¢
* 17,500,000 (318t
3ist | July)
March, | ;
1915 ;77,150,000 - 611,330,818 399,090,758 | 1,104,967,076 | 122-Q
| * 17,395,500 :
1916 586,722,500 60,616,438 | 344,619,148 " | 1,141,189,568 {2,133,147,644 | 153-4
1917 | 671,644,500 | 400,311,220 | 341,832,277 |2,597,857,911 |4,011,445908 | 1988
1918 {1,134,332,153 | 1,048,673.961 | 339,633,620 |3,349,210.903 |5,871,850,637 | 221-2
1919 11,338/944,000 | 1,364,852,657 | 338.273.972 |4,392,878,800 | 7,434,.949,420 , 217-8
1920 11,263.583,000 | 1,278,713,405 | 334,265,924 |4,955,181.971 |7.831,744,300 | 308-0
1921 11,243,181,000 | 1.161.563.174 | 332,535,060 |4,848,130.456 | 7.585,409,690 | 2085
1922 11,020,915,500 | 1,088,669,915 | 330.714.478 |5.235,995.216 | 7.676,295,109 | 156-8;
1923 809 907, 500 1,155,653,503 | 327,901,806 |5478,933,699 |7,772,396,508 | 156-1'
1924 " 774,475,500 | 1.125,813,339 | 327.478.952 |5.452:855.562 |7.680,623.353 | 161-2;
1925 E 742,195,000 | 1,121,599,874 | 326,812,004 |5,455,764,910 [7,646,371,788 | 164-8,

3. Omitting (1) Floating Debt, (2) Foreign Debt, (3) Pre-war Debt as
not affected by past British price levels, there remains a figure of
£5,455,764,910, out of a total nominal Debt of £7,646,371,788 as on

3lst March 1928,

* Pre-war Exchegner Bonds,

This ﬁgure of £5,455,764,010 may be estimated to correapond with a

figure of actnal cash raxsed of £4,741,551,000.

This cash figure may be rough.ly distributed ns follows : —
£

342,843,000

612,299,000

1914-15
1915-16
191617
1917-18
191819
1919-20
1920-21
1921-22
162223
1923-24
1924-25

4. It will be seen
£1,268,000,000 (net)

level of prices wan
£3,475,000,000 (net) when the level of pricee was more than 184 (and

s

that out of a cash total

1,308,7

14,000

883,452,000
1,068,026,000
437,609,000
—107,030,000
250,220,000
109,324,000

~— 31,877,000
- 17,229,000

£4,741,551,000

of 2£4,741,551,000 about
may be regarded as having beem raised when the
leas than the present figure of 164, and about

consequontly the value in commodities of pounds sterling was less).
27th October, 1925.




APPENDIZ XXVI. ' 175

APPENDIX XXVI.

THE RIGNANO SCHEME OF DEATH DUTY TAXATION.

Note by the Board of Inland Revenue.

1. The Board of Inland Revenue understand that the Committee on
National Debt and Taxation are desirous of having their views upon
the question whether the Rignano echeme of Death Duty Taxation could,
from the practical point of view, be effectively put into operamon in
this country.

2. In the following remarks the Board bave limited themselves to the
practical aspect of the gquestion, and have not attempted to express any
views upon the policy involved in a proposal of this character or the
soveral effects which might be anticipated from its introduction.

8. The Rignano scheme of death duties contemplates differential
taxation of different parts of the estate left by any deceased person. The
total estate would be divided into three portions, the first representing
property which the deceased had received at any time during his life
by way of inheritance or gift from a donor who had acquired it in a like
manner; the second, property acquired by inheritance or gift from a
donor who had soquired it by his own labour or saving; and the third,
property which the deceased had accumulated by his own lakours or*
saving, Exemption from the duty would be granted, or alternatively,
& light rate of tax would be applied, to the third category of property,
i.0., that which the deceased had acquired by his own efforts; a much
heavier rate of duty would be imposed on the second category, and total
approprintion would take place of property uired by inheritance or
gift from a donor who had also acquired it by inheritance or gift. The
inberited property thus falls into two parts, (i) inherited from gifta
{by will, deed or otherwise) and (ii) inherited from savings. The saved
property is determined by deducting from the value of the total estate
the value of the inherited property. The scheme is apparently upon a
value or money basis and not upon a real basis, i.e., it does not trace
particular properties through their various changes of ownership, or
give any weight to the question whether they have increased or decreased
in value, or even ceased to exist, since being inherited.

4. Before they would be in & position to express an authoritative opinion
aa to whether & acheme of this character could bs put into effective
operation in this country, the Board would require to make s prolonged
and detailed enquiry, for unsuspected difficulties, even of a serious
character, may only becom¢ apparent after much investigation, Bui
from an examination of the proposal within the limited time awvailable,
the Board think that it would not be impracticable to introduce in the
oountry an effective scheme of death duty taxation on the lines of the
Rignano proposal, subject to the following considerations:—

{i) Any such scheme would necessitate the keeping of very elaborate
and ocostly records. o

(ii) A tax of this character could not in its initial stages be fully
and effectively sdministersd 30 as tou secure » correct assessment
and equality as between one taxpayer and another. Probably it
would only be after the tax had been in operation for & considerable
period, aay, two generations, and full and elaborate records had been
socunmulated that it ocould be anticipated that the administration of
the tax would approximate to the standard prevailing in the case
of the other main direct taxes, .

(iii} Special provisions would be required a: to the disclosure of
gifta, and drastic penalties for pon-disclosure would have to he
jmposed, Even with such provisions, the imcentive to, and the
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opport'unitiea for, evasion would be considerable. Joint investments
and joint banking accounts would also afford means of evasion which
it would probably be very difficult to control,

(iv) The introduction of such a tax would involve not only the
abolition of the existing death duties, but also, if the high rate of
tax contemplated by Rignanc was applied, a large modification of
the existing system of settlements and trusts.

(v) Many questions would require to be dealt with specially, the
aolut.pn' of which would require careful detailed examination, e.g.,
the division of properties, the treatment of business assets, and of
foreign property, ete.

5. In elaboration of the considerations which have been set out in the
preceding paragraph, it may be observed that the whole scheme rests
upon the practicability of determining the amount of property which
has been acquired by inheritance or gift and of allocating that property
between assets acquired by the donor (a) by inheritance or gift and (b)
by savings or labour. The task of doing so must rest very largely upon
the Btate, as the knowledge of executors on this subject will often be
extremely limited, and it will always be to the interest of the executors
(on behalf of the beneficiaries) to put the amount of inherited property,
whether previously inherited or saved, at the lowest possible sum in order
to avoid the heavier rate of tax. Leaving aside for the moment the
difficulties as respects gifts, the ascertainment of the amount of property
acquired by the deceased by way of inheritance during his life, and ite
origin, depends entirely upon an adequate system of records. At the
present time the Btate acquires in respect of every death full particulars
of the manner in which the estate is intended to be distributed, but it
has little or no knowledge of the actual final distribution. If the
Rignano plan is “to be put into operation, it is essential that on the
occasion of the death of every person a declaration should be made by
the executors and irustees showing how the net capital value of the
estate, after payment of Death Duty, has been distributed smong the
different beneficiaries either on the death or on the happening of subse-
quent contingencies. In this way, a series of records would ultimately
be in existence showing the amounts which living persons had received
and the proportion in which inherited property was attributable at the
time of gift to (i) previous inheritance, and (ii) savings, respectively.

6. The successful initiation of the scheme must therefore depend
largely upon—

(a) particulars furnished by the executors, and
(b) such information as can be obtained from a wide investigation
of all past Estate Duty records.

The latter investigation would be laborious and costly. In the initial
years therefore the Rignano plan cannot be expected to yield very large
results, as there will be many opportunities for evasion on & large acale.
Asg time passes on, this avenue of evasion should diminish in proporiion
to the sccuracy and completeneas of the records described and, broa_dly
speaking, there seems to be no insuperable difficulty from a practical
point of view in distinguishing between property inherited and property
saved, '

7. Different considerations, however, arise as respecta gifts. Unless
these can be traced and recorded, there would be a loophole of escape
from a differential rate of duty upon donated property. A considerable
stimulus. would be given towards gifts during the lifetime of persons
owning considerable wealth. The Rignano plan cn_lll upon beneficiaries
to whom gifts have been made to bring the gifts into the tou.l eatate.
The difficulties of tracing them would be comsiderable. The incentive
to conceal them would be very strong. It is difficult to formulate any
plan to collect information as to gifte infer vivos which would not be
difficult to work and objectionable in practice, Bomething might be
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done by way of information collected from conveyances, by way of
voluntary disposition, and also perhaps from regular examination of
Income Tax returns, i.e., by comparing them with previous returns and
calling for explanations wherever there were large incresses in incomes
from investment sources which could not be satisfactorily explained by
normal savings out of income. These enquiries, however, might drive
the trouble uwnderground and lead to further falsification of Income
Tax returns, with consequent resction on the yield of Income Tax and
Super-tax.  Bearer shares, which are already a possible source of
evasion os respects death duty, would have their importance for this
purpose considerably enhanced, and it is possible that in course of time
legislation might be necessary either to collect information as to owner-
ship irom banks, etc., cashing coupons, or to suppress them,

8. Life interssts would under the Rignano plan involve much com-
plicated work in tracing their initial sources. With the tripartite
division of property left by any person it would not be possible for him
to leave more than a single life interest as respects property which he
hnd inherited from previcusly inherited sources, or more than two life
interests in property inherited from savings. Power would apparently
be necessary to lay the duty, as respects suck life interests, on the
trustees holding the capital funds. In reckoning duty on life interests,
they would apparently have to be valued at the full capital value of
the property producing the life income. The whole scheme would involve
& revolution 1u the practice of settlements. It wouid be s question
whother testators should be sllowed to charge interests on different por-
tions of their estate, e.g., on the doubly inherited portion, the inherited
portion arising from savings, or on the ssved portion, or whether
interests in an estate should all be apportioned pro raia to the sources
of origin of the property on which they were charged or out of which
they izsued.

9. In geneoral, the Rignano scheme, although it appears simple in its
vonception, is bound, if applied in this country, to give rise to very
difficult aad complicated questions. It is, of course, drawn up with the
iden of its opplication te Italy, where conditions sre different from thoee
in this country, and where the system of trusts and settlementa is prac-
tically, if not wholly, non-existent. The Board cannot express an opinion
whether such & scheme could be worked practically in Italy. They are,
however, of the opinion that in this country it ia perbaps doubtiul
whetlier it vouid be worked practically; but it could only be so worked
on the understanding that very drastic provisions and penalties would
be required, and with very definite reaction on the existing system of
setilemonts and trusts,

APPENDIX XXVII.
THE PRACTICAL ASPECTS OF AN INHERITANCE TAX.

Note by the Board of Inland Revenue. -

1. The Board understand that the Commitiee on _Nationll_ _l)e-ht
and Taxation would be glad of their views upon the practical adnmr.t.r_:-
tive aspects of a proposal to replace the present scheme of death duties
by an inberitance Tax. - o

2. Under a wheme for an Inheritance Tax, s £ Board under-
stand :;ne (‘:mmitm to have in mind, tax would be charged upon any
benefit reosived (whether umder a will, intestacy or setilement) by any

59870 &
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person consequent upon the death of another person, the rate of duty
being graduated by reference to
(o) the amount of the benefit received or, aiternatively, to
(b) the amount of the total wealth of the recipient at the time
when the benefit accrued to him.

3. Upon the merits or economic aspects of such a proposal the Board
express no opinion. But from the point of view of practical administra-
tion, the Board, so far as they have been able to examine the proposal
within the time available, are of the opinion thst such a tax, ot a rafe
graduated by reference to the amount of the benefit received, couid be
effectively administered, provided that

"{z) Executors, administrators and trustees were made primarily
liable for collection and payment of the tax to the Revenue, as in
the case of the Estate Duty. This would involve considerable altera-
tion of the existing law relating to the disposition and devolution
of property in this country,

(b) Btatutory obligation was imposed upon executors, administra-
tors and trustees to furnish full information mnecessary teo enable
the Board to assess and collect the tax,

(¢) Drastic provisions were introduced to check possible methods
of evasion, d

{d} The tux was applied to gifts made within three years of death,
as is the case in connection with the present Estate Duty.

Before, however, the Board could definitely state that the administra-
tion of such a tax could be put into effective operation in a manner
comparable to that applying in the case of the present major direct
taxes, close detailed examination of the scheme and the necessary legis-
lation involved would be required.

4. If the tax were to be imposed at a rate graduuted by reference to
the total wealth of each beneficiary, different considerations would arise.
Before the duty oould be levied it would be necessary to ascertain not
merely the amount passing to each beneficiary but the total wealth of
each beneficiary. This would be a large problem, the degree of difficulty
varying according as the graduation proceeded by a few large stages
or by a multiplicity of small stages; in the former event the wealth
of each beneficiary would in many cases have to be ascertained only in
broad outline and not with meticulous accuracy.

If legislative provision were made under this scheme to require the
executors or trustees to pay the proper amount of duty before dealing
with the estate, great delay would be likely to be interposed and could
not be controlled either by the executors or by the taxing authority.
If no obligation were imposed on the executors to do more than fu.nish
information to the taxing sauthority, the recovery of the duty would
present many dificulties especially in cases of property passing to nen-
residents, Conceivably the obligation could be placed on executors to
pay to the Exchequer and subsequently to deduct duty at the maximom
rate leaving the beneficiary to claim refund on a declaration of the total
amourt of his wealth; or at an intermediate rate leaving the beneficiary
to pay any balance or claim any refund om such a declaration. It is
quite likely that methods could be found by which problems of this nature
could be surmounted and the duty rendered reasonably workable, but
an exhanstive enquiry would be necessary before s definite scheme could
be evolved and a definite statement made as to its degree of practica-
bility.

5. The present Estate Duty is collected very cheapily. Either of the
schemes dealt with in this note would be very much more cosily in
working.
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APPENDIX XXVIII.

QUESTIONNAIRE ISSUED BY THE COMMITTEE
REGARDING INCOME. TAX AND DBUSINESS
RESERVES. '

I,—Resenves ror ExransioN or BUsINEss.
General Questions of Principle,

(1) Do you agree that the British Income Tax is a tax on income, and
that income, as defined by the Acts, exciudes sny profit arising from
capital transactions, e.g., sale of capital assets at a profit, or increasing
capital resources arising from appreciation of assets, creation or building
up of goodwill, ete.P .

{2) Do you agree that reserves of all kinds may be formed out of two
kinds of funds (a) funds arising out of capital transactions or variations
of the nature just referred to, and () reserves srising out of profits falling
within tha scope of the Income Tax Acts?

(3} 1t is presumed you would, therefore, not claim any allowance in
respect of reserves in the first category, if only on the simple ground that,
this kind of profit not being income within the meaning of the Acts, any
particular application of it would not thereby give a title for exempting
from taxation income which does fall under the taxing ActsP

(4) 1t is necessary, therefore, to draw a clear distinction between reserves
arising out of these two sources?

{56) T'he second main peint to be put to you is whether you agree that the
mechanism of accountancy leaves it open to any concern to deal with
reservea out of profits in a positive or negative manner. By the positive
method is meant the clear appearance on the liability side of the balance
sheot of an entry for the reserve, whether shown separately or merged
in sny other item, e.g., creditors. By the negative method is meant
the writing down of an entry on the nsset side, either clearly by show-
ing the deduction of the reserved amount, or by showing the item
ulfected ab & lower value.

(8) Do you agree that the positive method and the negative method
may he, and often are, combined in any siogle balance sheet?f )

(7) The third point concerns the difference between real and apparent
valuea in & balance sheet. You will agree that for every item om a
balance shest there is, theoretically a# least, a true or real value, i,
one that on the fullest consideration of the facts would be arrived at by
n competent judge as truly representing the value of the asset concerned?

(8) Wouid you agree that sometimes there may be two or more values
for ditierent purposes or from different sspects, ¢.g., an outside market
value of an ssset in isolation and s particular value in combination,
and that there is no clear and absolute ruling as to which must prevail
for a bhalance sheot in all circumstancesP .

(¥ Would you agree that there is similarly no question but that
modern balance sheets very often do not purport to be confined eclely
to figures repressnting those trme values, that the figures presented are
commercial ligures, erring in the generslity of cases on tha prudent
aide P '

(10) 1f this be 30, would it not follow that, betwean the balance sheets
ot the beginning and end of a tradings year, there may be:

(a) a relation between real values, in. thres ways, up, down ar
s of book-k val in the thres ways
b) & relation -keaping ues, in same :
nndtl:(nnnhofthesamhﬁommnyhnimmfoﬁfwbl
the positive method, ar the negative method. or a combination of the two?
f11) Is it no%, therefore, clear that, in order o awertain the facia,
there must be & clear and aocurate disentanglement of the actual move-
ments and chanped relationshipa that have taken place?
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(12) lnasmuch as the possible permutations of -the factors mentioned
are very numerous will not a considerable amount of detailed investiga-
tion be necessary in every case? Do you think such an investigation
could always give a determinate vesult upon which taxation liability
could rest?

(18) ln view of the fact that appreciative movements of capital value
are not chargeable to Imcome Tax, would you claim that depreciatory
movements should be made a source of claim for diminution of the
existing liability to Income Tax?f
 (14) If not, does not this involve that the suggestion of an allowance
in respect of reserves for extensions should be strictly limited to those
net extensions which are unbalanced by contractions, and that it should
rigidly exclude any allowance in respect of sums reserved out of profits
against downward movements of true capital values, even though
other assets have been extended?

(15) Can this be guarded against in any manner except by insisting
upon & detailed analysis of the actnal book-keeping and real movements
that have taken place in the balance sheet values?

{18) While the beok-keeping movements can be ascertained with aub-
stantial safety, on the certificate of the auditors who have arranged
the necessary entries, what safeguard would you suggest for the Revenue
in ascertaining movements of real values, which may either appear or
not appear on the face of the balance sheet?

-{17) If the allowance is to be confined to reserves for true net exten-
sions of the businees, do you consider that reserves for maintenance of
the capital assets must be excluded? (This is developed in concrete
detail in Section IL.)

{18) Would you agree that hefore a capital depreciation in an aaset
is deducted fromr & gross reserve in order to see how much of the reserve
is free and allowable, appreciation in the assets must be determined and
set off against the depreciation?

(19) Is the' Revenue to rely solely on the certificate of the auditor as
to the movements of true values, or is that certificate to be supplemented
by certificates of the management as to such values, or ia a further
safeguard to be sought in certificates of independent valuers? If the
latter, would you consider that the Revenue should have the right to
verify such valuations by means of enquiries conducted by ite own
Vatuation Department? '

(20 Assuming that all these difficulties could be satisfactorily disposed
of, ie the claim for reserves in reapect of extensions confined to extensions
actually to be made of each separate business concern dealt with?

{21) ¥or instance, i a reserve intended to be invested in acquiring
a controlling interest in an allied concern an extension of the business
of the aequiring concern? . )

(22) If so, at what kind of point is this extension by investment to
become too remote for the allowance in question?

(23) For instance, if the reserve is invested in Government securities,
pending acguisition of shares in an allied concern, is that a reserve for
extension of the businessP

(24) Would it be necessary, as & measure of practicability, to confine
attention to extensions of each separate business claiming the allowance?

(25) If eo, would it uot also be necessary to withhold the allowance
until, in fact, the extension is actually made, by investment in appliances
of production, e.g., stock, plant and machinery, land, buildings,
patents, eto.?

(26) Would not that course be preferable, for the sake of simplicity,
mn order to avoid granting an allowance when a reserve is made with
an intention, and its subsequent withdrawal when that intention is
negatived by the necessity of employing the reserved moneys for the
maintenance of the capital nssets already existing at the date the
reserve was made?
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{27) ls the underlying busis of your case for an allowance for exten.
sions, the encouragement of investment in industrial enterprisep

(28) ls there any sound basic reason for restricting this encourage-
ment to companies carrying on business? Would you extend it ta
individuals gnd firma in such trades?

(29) Would you contemplate the grant of the allowance to all enter-
prise, e.g., concerns carrying on amusement undertakings, theatres,
cinemas, and also to concerns carrying on luxury trades, e.g., hotels,
1nns, eto.? Would you grant it to property-holding ecompanies, in
respect of extensions of their ownerships of property? If so, would you
also grant it to investment trust companies, life insurance and other
1nsurance companies, in respect of their additional boldings of securities?

(30) if mo, is there any logical reason for refusing it to private in-
dividuals, professional men, employees, ete., in respect of their invest-
ments, or any other additions thut they make to their capital assets,
e.g., the purchass of a private motor oar?

(31) Might not the ultimate end of the allowance tend to be a revolution
in the gonecept of a tax on income? Might it not convert the tax into
one on expenditure?

(32) If o, is not a tax on expenditure one which nltimately tends
to transfer much of the burden of taxation from the shoulders which are
rich enough to bear it to the shoulders of classes which need all their
income to maintnin themeselves in their existing condition of ability to
- producaP ls “ the ability to pay "’ of a man who has £10,000 and can
save £4,000, spending only £8,000, the same as that of a man who has
£6,000 and saves nothing?

[1.—SPEULFIC QURSTIONS UPON THR PROPOSAL TO GIVE DIFFERENTIAL TREAT-
uent IN INcomm Tix 7o *‘ RRSERVES MADE YOR THB NXTENSION OF
BUSINESS,"” THESE QUESTIONA BEYNG DESIGNED TO ELICIT MOAE EXACTLY
THS TRUB NATURE OF THE PRINCIPLE PROPOARD BY SPACIPIC ILLUSTRA-
vrons, (Thess duplicate, to some extent, the general questions, but
a3 they are in sequence hare this has not heen thought an objection.)

1. Raserves in velation o Investments.

(1) Buppose that a business has £100,000 ** shares in allied businesses.”
They are unquoted, but it ia thought by the management that they
may be depreciated, and a reserve of £35,000 is set up agasinst this.
It & yepresented by additional plant and machinery in the business,
le this regarded as & reserve for * extension P

(D) If answer to (1) is in the negative, doss the discrimination depend
upon the title of the reserve, or upon proved intent at the time it was
st upt .

(3) 1If answer to (1) iz negative, suppose the depreciation actually
pacsee away by re-appreciation the following year, doea the reserve then
pass into the allowable category? If so, at what rate of tax—the old
or the newP .

{¢) Buppose the circumstancss %o be as in (1). save that the securities
are quoted, and the deprecimtion is, therefore, a known figure, the
reserve is set up to cover it. Is this allowshle?

{6 Repeat question () aa in circumstances of (4).

(e} 3) »o» ”" L1 ” . e

L) Su;?poao th: nimtimnhnm to be as in (4), but insiead of pmndm.g
a Teserve on the liabilities side, the asset itself is written down. Ia this
s reserve? If a0, is it in * extension of the business *'P

(If the answers %0 1, & and T are nok all positive, can the resasoa for
the distinction be given Py . .

Ry (n) Would s recerve creaded by appreciating an inwesiment .abave
its cost be favourably treated? (3) If nok. iz a reserve which provides a
net halance of depreciation (after setting against depreciations those
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cases which show an appreciation) to be allowed only on the net sum
reserved or on the groas depreciation of the securities showing
depreciation ?

(9) 1f the answer to 8 (b) is the mef, would you, in the case of a
business making & reserve for the depreciated cases only, require a set
off of the appreciations for which credit might have been taken, in order
only to allow a net figure?

(10) If in case (1} the depreciated shares are afterwards sold and a
loss 1s realised which has the effect of reducing the reserve, is the allow-
ance originally given revised or cancelled?

(11) If the anawer to (1) was N0, and the reserve was not ellowed
when it was made (year A), suppose the securities are subsequently sold
at a loss in yegr B and the loss is borne out of profits leaving the reserve
intact, does the reserve, though not created in year B, rank as if it
were created out of profits in year B, for allowanceP

(12) If the answer to (11) is in the affirmative would all cases of writing
off realised losses, after the date of the new enactment, rank as though
they were the creation of reserves out of profits for the purpose of allow-
ance (provided that commensurate reserves actually existed at such date)?

(13) If =0, would you wish to ascertain whether such reserves were
. actually made originally out of profits? : )

If such reserves had been made but had been turned into share capital,
would that affect the allowance?

2. Reserves in relation to Machinery and Plant.

(1y It is presumed that a reserve which merely represents trne wear
and tear would not rank for allowance. If se, would an amount put to
reserve greater than the allowance for Income Tex for the year be
regarded as eligible? '

(2) If the sum put to reserve for this purpose in a year is less than
the Income Tax pllowance, would the difference be deducted from any
other kind of reserve in order to ascertain how much of the latter is
allowable P

(8) If over a period of years £60 has been reserved and £70 allowed
for Income Tax and then £30 (the remainder of the cost) is allowed for
obsolescence, would any amount that is discharged out of profits be
allowable as a reserve?

3. Reserves in relation fo Wasting Assets.

(1} If a mining company puts up a sinking fund reserve to meet the
exhaustion of its capital subject {and the fund is represented by plant,
rolling stock, etc.), is this to be an allowable reservef

() If it makea general reserves, but no specific provision, against the
wasting aseet, would the case be regarded as the same as (1) above?

(3) Having regard to the recommendations of the Royal Commission
on fhe Income Tax, is any distinction to be drawn between different
wasting aseets, i.e., coal mines in the United Kingdom, dismond mines
abroad? Assets that waste physically against those disappearing by
effiuxion of time only (leaseholders)?

{4) If such & reserve, having been allowed for, is ultimately realised,
snd the shareholderas get back their original capital, is it intended that
it shall have received an allowance as if & business had been

“ extended " P .
4. Reserves vin relation fo their form or embodiment in Assels.

(1) A reserve is made, but the asssts representing it wre outside
Securitios. It does not * extend ** the bunsinees any more than if the

proprietors had drawn their dividends and personally invested them.
But at 8 later date the investmenta are sold and plant is bought, the
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* Reserve ’’ not altering, Does the sum involved then become allowable?
If 0o, at the rates of tax for the date when originally reserved, or when
changed F

(2) A reserve is made in year ‘* A '’ and is represented by plant. Ib
is allowed for. In year *“ B the plant is sold and outside investments
bought. 1s the allowance cancelied and if so at what rate?

(3) What kind of investments would rank as extension? Would you
have the pame kind of tests as in the Excess Profite Duty for * Capital
EKmployed in the Business " P '

(4) Buppose in a given year £100,000 appears to reserve and there
is also £100,000 bank overdraft, or mortgage. Assets are increased:
£50,000 plmt, £160,000 investments. Is the outside investment rega.rded
as standing prmmnly against the overdraft, or against the resarva, in
the absence of any specific hypothecation ?

5. Reserves in relation to the sharsholder,

(1) Suppose a reserve has been buiit up out of profits and allowed for
under this principle, It is then capitalised, and bouus ehares are iasued.
Are these shares to be liable to Income Taz or not, unconditionally in the
hands of the recipientaP

(2) LIf not liable, is it becauss any reinvestment by a shareholding pro-
prietor of his profits drawn from & business, in that business, as distinct
from another, should be encouraged and differentially treated in
principlef

(3) If 8o, is the case distinguishable in essence from an offer of share
capital with priority of allotment to existing shareholders? Would yeu
give them any special tax benefit and if a0 what?

(4) Ur would you make the distinction that the introduction of new
oapital from outside could mot be allowed, but if profits had not been
tschriically drawn out of & business they could be invested in extensions
and allowed for, and then capitalised P

(6} Would there be any tendency to dissourage new businesses as against
maliug existing businesses largerP

6. Ganerul.

(1) Bupposs it is seen thab a businesa ia on its development to require
£100,000 capital, The ordinary method is to call for this amount in stages
iu share capital. A new method may be to say Capital Issune £50,000
~ with & dividend limited to § per cent. while the remainder of the profits
are being accumulated (as.'* reserves ’’) to another £50,000. Is it desired
to provide thia alternativelf

(¥) In there any desire on your part, in qubstance, to slter the definition
of profita by allowing for writing down or losses in capital mssets and jor
inchiding for taxation gains in capital assets?

(8) It & reserve for unexpired risks turns out ultimately to show a
surplus, does this aurplus rank ss an allowable reserve when it emerges?

{4) If a reserve once allowed for is diminished, ia the diminution re-
charged? If 90, do you draw a rigid distinction betwesa reserves
do‘:nminatd a» such and ** carry forwarda ’P If a0, on what principlef

Rarry 10 tan Forroonse QuesTioNNARS SUBMITIED aY Sik Axraus Lowss
Droxmaon, F.C.A.

In my evidence-in-chief I have laid stress on the effect of high taxation
in_discouraging savings,

Itfouonthumrodmnonmtmmahouldbomdeslgmduw
produce the maximum increase in swvings. While a general all round
reduction in the rate of Iocome Tax would undoubtedly have the effect
of increasing savings, it would also probably increase the expenditare
onb luxaries, which an itself is economically unsound.

It ia therefore suggested that reduction in taxation might well take the
form of exempting, either wholly or partially, from taxation s much of
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the profits of industry as are definitely set aside to provide for future
extensions and expansions of business. :

Any such general exemption to all Income Tax payers wouid be un-
workable, owing to the difficulty of ensuring that any funds so set aside
were in fact used for the purposes intended, and further it would seriously
mfrmgg on the principle that taxation must be levied to a considerable
extent in proportion to the ability to pay. .

Legisl_ation bas given to n certain class of taxpayer, viz,, incorporated
companies, special privileges and imposed on them special liabilities;
and has accepted as a principle in the Corporation Profits Tax (now
repealed) that special taxation may be imposed on them.

It would eeem, therefore, that the contrary principle may be accepted,
viz., that relief from taxation in the general interests of the community
may be granted to such companies; the more so as it has been generally
admitted that the Corporation Profits Tax was a hindrance to the progress
o; industry while the relief now to be suggested would have the opposite
effect. ’

The plan is as follows:—

(1) That any Incorporated Company, whether public or private,
and whether incorporated under the Companies Acts or under special
Acts, including undertakings carried on by Municipalities and County
Councils, be empowered to set aside, out of profite earned after the
passing of the necessary legislation, sums to be placed to the credit
of a Development Account. '

{2) That any amount so set aside dn any year out of profits be
wholly or partially exempted from Income Tax; provided that, if
in any future year the Development Account is reduced by (1) distri-
bution to shareholders in any form, (2) applying any part thereof
to make up losses or depreciation in aseetse which must legally be
made good out of profits, (3) by liquidation of the company, the
amount by which the accouni is so reduced should become liable
wholly or in part to Income Tax at the’'rate in force in the year
in ufh.ich such reduction takes place.

(3) 'The auditors of the company would be required to certify to
the Inland BRevenue authorities on the accounts of each accounting
period, that the amount standing to the credit of the Development
Account is intact, and that no part thereof is required to make good
depreciation or losses on assets which should legally be made good
out of profits, or alternatively should certify the amouni of reduction
in the account required for such purposes.

The effect of such provisions would be that a definite increase would
be made in the assets of any company setting aside profits to the Develop-
ment Account over and above the masets previously existing, and this is
equally' the fact if, to take an extreme case, the whole of the previously
existing assets may be subsequently lost.

The Development Account, as long as it remains intact will be repre-
sented by either:—

(1) Additional buildings, plant and machinery, or

{2) Additional working capital, i.e., stocks, book debts, etc.,
enabling & larger business to be done, or .

(3) Additional investments in securities, the purchase of which
would eet free the capital of other persons for increased investment.

The additional questionnaire submitted by the Committee on National
Debt and Taxation appears to be directed to showing that any such plan
of total or partial exemption from taxation, if applied indiscriminately
to all taxpayers, would be impracticable and would conflict with certain
accepted principles of taxation. .

This conclusion is accepted but the plan here outlined meets theee
objections, and each question is here answered on the assumption that

Fd
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the questions are directed against this limited plan, instead of against
the wider proposal of exemption to each individual taxpayer.

It should be premised that tax laws never have been, and never can
he, entirely’ conaistent or without discrimination, and that the plan
suggested is in this respect no different in degree from many other
discriminating provisions either now existing or which have existed in
the past, e.g.:— ‘

Qorporation Profita Tax. Rent payable annuslly allowed as an
expense but if payable in advance for a period of years, e.g., pur-
chase of @ lease, is disallowed. . .

Expenses incurred by a trader in earning his income are allowed
83 & deduction, but expemses incurred by a Recorder are not so
allowed,

Mineral royalties are submitted to special taxation.

Allowance is made for depreciation of plant and machinery but
not for depreciation of buildings or exhaustion of minerals,

Companies are as a rule exempted from Buper-tax.

Other instances oould be cited.

It may be urged that if the suggested allowances are made in the case
of companies there is no ground for refusing them to private individuals
ocarrying on an identical business., The answer would seem to be that
a company is already subjected to restrictions and entitled to privileges
which do not apply to the private individual; and if the latter is
aggrieved ab his exclusion from .the proposed concession his remedy, vis.
to incorporate as B company, is an easy one, :

GexERaL QuuartIioNs.

1. Yo, oxcept in the case of finance companijes which are asseasod
on oapital as well as revenue profits.

2. Yes,

3. Ne.

4. Genorally it is desirable to distinguish clearly between capital and
revonue reserves, but in the plan proposed the question does not arise.

6. Yos.

6. Yes,

7. Yes,

8. Yea,

9. Yes,

10. Yes.

11. Buch a disentanglement may be desirable, but it is very doubtful
if it is generally possible, nor is it neosssary for the suggested plan.

12. To the firat part, yes, and to the second part, no. But the question
is not pertinent to the plan suggested.

13. No, except where depreciation arises from wear and tear or
obsolescence.,

14. Oertainly not under the plan proposed. To take an exireme cass,
the whole of the capital assets existing before a Development Reserve was
seb up might be lost, and yet the company would, by reason of the
D{dopment Reserve, have more assets than it would have had without
it.

15. The suggested course is quite unnecessary under the plan proposad.

16. No safeguard of the kind indioated is required under the plan
8 .
17. Reserves for the maintenance of existing capital assets are quite
distinct from the asswts created ander the plan proposed out of the De-
velopment Reserve. It must be remembered that it is vot incumbest upon
a company to creats out of profits reserves for depmcinhim! in the value
of capital assets, sxvept to the extent that such depreciation arises out
of wear and tear and possibly ohsolescence. 4

18. Yes, but this has no bearing on the plan suggested. ‘
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19. Under the plan suggested the Revenue will have no concern with
changes of value, except that they should allow adequately as a charge
against profits for wear and tear and obsclescence,

20. Under the plan proposed the amount of reserves for extensions
upon which total or partial exemption is to be allowed is confined to
the amount of. Development Reserve that, in accordance with the certifi-
cate of the auditors, remains free and wnimpaired.
angsle’ 22, 23, 24, 25, 26. Under the plan proposed these questions do not

2‘_7. The underlyipg- basis of the case js the desirability of encouraging
savings by companies in place of a distribution of profits up to the hilt
in dividends.

28. The basic reasons for restricting this encouragement to companies
are:—-

(1') That companies are already subjected to restrictions, and
entitled to privileges whick do not apply to individuals or partner-
ships, e.g., they are not nssessed to Super-tax.

(2) That it would be impracticable to allow the suggested con-
cesgions to individuals or partnerships because there is im their
~eages no such statutery division between capital and income as exists
in the case of companies,

(3) That %0 make similar concessions to all Income Tax payers
would infringe the principle of taxing according to ability to pay.

29. Yes, provided they were incorporated bodies. The investment of
the Development Reserve in securities would either crenste new industries
or set free capital for this purpose.

80. Yes, as set forth in answer to question 28.

31. Not if the plan suggested were adopted.

83. Not mecessarily, but in the plan suggested this question does not
arise. In the abstract, by a system of aHlowances for normal expenditure
up to some definite figure which would represent a reasonagble ecost of
subsistence, any such Tesult could be avoided.

8recFic QUEsTIONS.

1 and 2. Reserves in relation to investments and machinery and plant.
Any reserve found to be meceesary or desirable in respect of existing
assets ig, according to the plan, definitely excluded from exemption from
taxation. ‘

Under the plan suggesied the only factor of importance is that
additional capital represented by the Development Account has been put
into the business.

Appreciation or depreciation of asets other than by wear and tear or
obsolescence (which should be covered by sallowance for depreciation) is
entirely ignored. If any portion of the Development Account is required
to meet depreciation in assets which should be, but has not heen, made
good out of profits, then 0 much ofthe Developmert Apeonnt as is
required for thin purpose becomes immediately subject to tax at the
rate then in force. Development Reserve must be created omt of profits,
and cannot be added o by appreciation in value of assets any more th}n
it can be diminished by depreciation in value.

3. Reserves in relation to wasting assets. Reserves for wasting assets
ghould be allowed ss a charge against profite so a8 to reduce the amount
assessable to Income Tax. Thia is an entirely distinct question from that
of a Development Reserve which necessarily provides assets which would
not otherwise have existed, which* amets must also be properly maintained
out of revenue, 50 far as lepally required,

4. Reserves in relation to their form. As already set out the form
in which the Development Reserve is represented by assets is immaterial,
provided such assets are properly msaintained out of revenue to the extent

legally required,
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5. Reserves in relation to the shareholder. In aoccordaunce with the
plan any distribution to shareholders which diminishes the Development
Reserve, at onoe subjects that reserve to Income Tax at ihe ruling rate
on the amount of such diminution. Distribution in such case covers
capitalisation by issue of bonus shares or distribution in kind as well as
in cash.

6. General. No alteration is suggested im the existing practice of
creating or dealing with reserves. It is only suggested that an additional
reserve, under the title of Development Reserve, be created in effect as
capital, and never distributed in any form to the shareholders, and be
axempted from Inoome Tax in whole or in part: If the whole, or any
part of this reserve is capitalised or distributed, or if the company goes
into liquidation, the part so distributed or ocapitalised, and in the cnse
of liquidation, the whole, immediately becomes subject to 1ax at the pre-
vailing rate at that time. General reserves, carry forwards and accumu-
lations of profits in any form, which are mot carried to Development
Reserve, are not, under the plan, entitled to any exemption from tax.
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