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IXTRODUCTION 

" FEDERAL Finance in Peace and War " is an Enquiry complementary to 
that made into the burden of taxation,1 and has been undertaken in 
consultation with the National Institute of Economic and Social Research, 
without whose assistance it could never have been instituted. It has in· 
volved a somewhat minute study of the Budgets and other Financial State· 
ments of the United States of America, Canada, Australia, South Africa and 
India. These countries were selected because they possess fundamental 
constitutional likenesses and continuity of history, which make the treat· 
ment of their systems of public finance a suitable single field of study. 
It was decided to restrict the Enquiry for two reasons. In the first 
place, it was not possible to cover all Federations in the world, such as 
Switzerland, Germany, Russia, Mexico, Brazil and the Argentine, and, 
secondly, a description of the temporary structures of totalitarian countries, 
such as Germany, would be largely dependent upon political analysis. 
)lunicipal as well as Provincial or State finance has been examined as 
it is intimately connected with the Central or Federal Government's 
finance. The years chosen for examination include the pre-rearmament 
year 1937-38 and a recent war year, usually 1941-42. The effects of the 
grt>atest depression of the machine age, that of 1929-32, have been so 
widespread as to affect to a very remarkable degree the tax structures, 
and on this account crisis finance could not be omitted. 

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

1 G. }'indlay Shirr88 and L. Rost88, Th~ Burden of British Taxation. The National 
In,titute of Eronomic and Soria! Research Studies No. 2, Cambridge Univt>rsity Press, 
1!142, also American Edition, The Macmillan Company, New York, .Jan. 1943. 

xiii 



xiv FEDERAL FINANCE IN PEACE AND WAR 

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

1 Accepted by the British Government in 1944, vide White Paper on Employment 
policy (Cmd. 6527), "The Government accept as one of their primary aims and responsi­
bilities the maintenance of a high and stable level of employment after the war." 
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expansion by curtailing excessive profits. In both cases stability would 
be assisted. Even if purchasing power is being restored by Government 
expenditures, a taxation policy is complementary and worthy of examina­
tion, as a tax system often has many taxes the effect of which is the 
curtailment, during a depression, of consumers' purchasing power. In 
other words, the effects of a taxation policy must be considered as well as 
a policy of public expenditures. Financial equilibrium is not merely 
equilibrium of Budgetary revenue and expenditure but equilibrium of the 
country's annual income and expenditure, an equality between spendable 
income and available resources. This may indicate in the future, at all 
events in the countries of chief industrial importance, the very countries 
which tend to save too much, the presentation of a Capital Budget quite 
apart from a Revenue Budget. For this and other reasons in this Enquiry 
a study of National Income, Public Expenditures and Public Debt has been 
linked up with an analysis of tax structures. 

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

I desire to place on record my deep sense of appreciation to the 
Governments which have not only provided official data but explanations 
regarding financial relations. My second duty is to thank the High Com­
missioners of Canada, Australia, South Africa and India ; the Dominions 
Office ; the American Embassy in London ; the American Treasury 
Committee, over which Professor Luther Gulick was Chairman ; the 
Rt. Ron. Viscount Bennett, P.O., K.C., LL.D., formerly Minister of 
Finance and, from 1930 to 1935, Prime l\Iinister of Canada and member of 
the Council of University College, Exeter ; Dr. S. A. Cudmore, Dominions 
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Statistician, Canada ; Professor Haig of Columbia University, New York ;, 
Miss MalSel 1. Walker, Director of the Tax Institute of the University of 
Pennsylvania ; and many other non-official experts. Mr. Henry Clay and 
Mr. Geoffrey Crowther have ·acted as the Sub-Committee of the Institute 
connected with the Enquiry, and their judgment on various points· 
has been of great. value. Mrs. F .. Stone, Secretary of the National 
Institute of Economics and Research, has always been most ready to serve 
the interests of the Enquiry, and her ability and tact have been greatly 
appreciated. Dr. G. Rusche and, especially, my Research student, 
Mr. J. R. L. Schneider, B.Sc., have assisted with the heavy statistical 
work, and Miss Joan Ambrose and Mrs. W. M. Timms haveperformed the 
secretarial work of the Enquiry with energy and success. Mrs. E. J. Condon 
greatly assisted with the proofs and with the Index. 

G. FINDLAY SHIRRAS 
15th J amlary 1944 



PAHT I 

CHAPTER I 

THE SC'uPE OF THE ENQUIRY 

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

In the last decade all Federal systems of government have been 
subjected to much strain, and the questions underlying Federal Finance 
have received a new emphasis. This has been especially true in the 
rnited States and in the Federal States of the British Commonwealth. 
The Federal State, as is known, rests on the assumption that sovereignty 
in a single State can be divided among several Governments which act 
illlh•pemlently of one another. There are always, however, two distinct 
and conflicting forces at work. In the first place, there is the unifying 
influence brought about by common interests and common aims which 
can best be promotfd by union. On the other hand, there is the desire of 
the States or ProYinces and Local Authorit,ies to preserve a large measure 
of their independence. A Federal State or Union is in fact a marriage of 
convenience. Interdependence reduces independence, and in recent 
years there has been a continuous drive towards centralisation. It is 
here that the Federal dilemma lies. On the one hand, with the great 
increase of tmn.sport and communications and the growth of large-scale 
organisation there has been considerable integration in the Federal State, 
as was well shown in the greatest depression of the machine age, the 
dt•pression of 1929-32. There has been a great development of Govern­
mt•nt intervention in economic and social matters. In short, there is the 
move towards centralisation, but, on the other hand, if the units do not 
resist this tendency t,owards centralisation, the Federal system may be 
seriously W€'akened at its foundations. With the rising costs of govern­
ment, new activities are demanded and higher standards are required 
for old ones. This can be seen in the large increases in e1.1>enditures 
on development as well as on the social services in all the countries 
studied. All Governments, including Federal Governments, are increasincr 

. 0 

cons1dt>mbly their grip on the economic life. Governments to-day are 
taking a much largt>r share of the national income H1an eYer before. In 

1 B 
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the United States, for example, Federal, State and Local taxes were the 
equivalent~ of 4 per cent of the national income in 1850, 10 per cent in 
1900, between 20 and 25 per cent in the years immediately preceding the 
war, 28 per cent in 1940-41, and in 1941-42 at least one-third of the 
national income excluding the social security taxes. The total expendi­
tures, National, State and Local, as given in Table VI, Chapter III, show 
that the total expenditure, as a percentage of the national income is not 
less than 41 per cent in 1942 as compared with 27 per cent in 1941. The 
Finance Minister of Canada has stated that the expenditures of the· 
Dominion Government, including the assistance given to the United 
Kingdom l,mt excluding all Provincial anq Municipal expenditures, 
amounted in 1942 to nearly 50 per cent of the national income. Before 
the war it was estimated that Federal, Provincial and Municipal authorities 
spent from 25 to 30 per cent of the national income, and this included 
heavy expenditures for unemployment and agricultural relief. 

In periods of national emergency, State and Local Government 
Budgets are eclipsed by Federal Budgets, but in normal periods between 
war and depressions, State ~.and Local expenditures have exceeded 
Federal expenditures. Thus, in the United States, although Federal 
revenues and expenditures have greatly expanded in the last ten years, it 
is only since the current fiscal year that Federal taxes have exceeded 
aggregate State and Local taxes. In Canada in 1937 Dominion taxation 
amounted to $464 millions while Provincial and Municipal revenues were 
respectively $244 millions and '$309 millions. 

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

With ~he passing of the Social Security Act of 1935 in the United 
States, the Federal Government increased its financial power considerably. 
In 1930 the grants to the States were less than $150 millions covering 
eleven State activities. Emergency grants in connexion with the depres­
sion and the Social Security plan of the New Deal brought the total to 
about $800 millions in 1939, and the aided activities increased to twenty­
one. About 14 per cent of the total revenues of the State Government 
now comes from Federal grants. Indeed, as will be seen later, there is 
springing up, in consequence of the dominance of Federal Government in 
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recent years, a new Federalism- a co-operative Federalism replacing the 
old Federalism in which the Federal or National Government and the units 
went their separate ways without regard to what the others were doing. 
Thus in one year, 1937, over one hundred statutes were passed by forty 
States to aid the United States Federal Housing Administration alone.1 

The scale of Government action, in short, is now such that it affects to a 
very large degree the working of the national economy of a country, and 
tends everywhere to increase rather than to diminish. The competition 
between Federal, State and Local Governments for revenues is growing, 
and there is a decided tendency for the Federal authority to use its wider 
taxation powers to control the layers of government below it. There is a 
good deal of overlapping as we shall see. In the United States, for example, 
more than 90 per cent of combined Federal and State tax yields come 
from common tax bases. Only customs duties are denied to the States 
and only the property tax and motor vehicle duties are not available to 
the Federal Government. The multiplicity of tax authorities has been 
much in evidence in recent years. The number in the United States is 
usually estimated at 175,000. 

Another interesting feature of Federalism is the changing nature of 
the tax systems of Federal and State Governments .which is in contrast 
to the negligible changes in local taxes. Customs duties and taxes on 
liquor and tobacco were, at the beginning of the present century, the 
main sources of Federal revenue in the United States; to-day they produce 
only one-fourth of the Federal tax revenues. At the present time State 
Governments are obtaining 75 per cent of their taxes from sources that 
were negligible or non-existent at the beginning of the century. Local 
Governments, on the other hand, still obtain~ great proportion of their 
revenue from the taxation on property.2 

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

This monumental Report will long be a locus classicus on Federal 

1 V. 0. Key," State Legislation Facilitative of Federal Action", Annal.s oftheAmtrican 
Academy of Political and Social Science, Jan. 1940. Cf. J. A. Corry, "The Federal 
Dilemma", Ca'IUJ(]ian JourMl of EconomiC& and Political Science, May 1941. 

1 Tax Relations anwll{l Governmental Units, Tax Policy League, New York, 1938 · 
Mabel Newcomer, Taxation and Fiscal Policy, New York, Columbia Press, 1940. ' 

a Ottawa, 1940. Vol. i, Canada: 1867-1939; vol. ii, Rerommtndations; vol. iii, 
r;ocum~nJ_alio_n. T~e Report was. accom~an_ied by rese_arc~ studies prepared for the Royal 
Commll!Swn mcluding C{)mparahve StatiStics of Public Fmance, British North American 
Federation, the Economic Background of Dominion-Provincial Relations National 
Income, Labour Legislation and Social Services. See Appendix I. ' 
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Finance. The. Commission was appointed because of general dissatis· 
faction in respect of Dominion-Provincial Relations, a dissatisfaction 
which reached an acute stage during the depression of 1929-32. Pro· 
vincial and Local Governments were unable to deal with unemployment 
and agricultural distress, and the resulting financial difficulties in regard 
to administrative responsibility meant a serious strain on national unity. 
By an amendment to the British North America Act, the Dominion was 
able to introduce, as from 1st July 1941, a nation-wide scheme of un· 
employment insurance much the same as that existing in the United 
Kingdom. As will be seen in Chapter IV on Canada, the Dominion 
Government decided to accept the Commission's proposals to take over 
the whole burden of relief for the employable unemployed and their 
dependants, and so relieve the Provinces and, therefore, also the Municipal­
ities. The Dominion Government also agreed to take over, as recom­
mended by the Commission, the whole burden of Provincial net debt. 
In return for this, as recommended by the Commission, the Dominion 
Government was to have the exclusive right to tax personal incomes and 
corporations and to levy succession duties. National adjustment grants 
which were to be made to the Provinces were calculated to enable them 
to maintain an average Canadian standard of essential services with an 
average level of taxation. 

Similar discussions had been going on in the United States prior 
to the appointment of a Committee by the American Treasury. The 
Chairman of the Board of Governors of the Federal Reserve system, for . 
example, addressed the National Tax Association at the University of 
Minnesota in October 1941,1 In this address the Chairman of the Board, 
Mr. Eccles, outlined some of the difficulties which were facing the United 
States to-day in so:m:e of the broader aspects of taxation. He pointed out 
that, except during major wars, the State and Local Governments of the 
United States had only been much more important from the revenue 
point of view than the Federal Government, and it was only in the fiscal 
year 1941-42 that Federal taxes exceeded aggregate State and Local 
taxes. Mr. Eccles stressed the importance of safeguarding against the 
danger of a relapse into what he called " the intolerable conditions of 
the early 30's ",by a" long run plan for public in~estment, adapted to the 
differing needs and conditions of the different geographical areas of 
the United States". He outlined a scheme for productive public invest­
ment which should be non-competitive with private enterprise and dealt 
with social security, old-age pensions and unemployment benefits. In his 

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

In view of these remarks from so high an official, it was no surprise 
that Professor L'uther Gulick was asked by the Treasury to conduct an 
:Enquiry into the tax system of the United States with special reference 
to intergovernmentaUinancial relations. It is not, however, only in the 
United States and Canada that in recent years the problem of intergovern­
mental financial relations has become acute, but also in other Federations 
which we have studied. In Australia there have been since 1934 the 
Reports of the Commonwealth Grants Commission, dealing with special 
subventions to the States of South Australia, Western Australia and 
Tasmania, in which the taxable capacity of these Provinces is shown to be 
less than in the more industrially advanced Provinces of Victoria and New 
South Wales. During 1941 the Commonwealth Government attempted to 
induce the States to accept a plan by which it would become the only 
authority in Australia to levy income tax, the Commonwealth Government 
providing for the States out of the proceeds of its uniform taxation. The 
difficulty arises from the fact that the Federal Government is hampered 
because the amounts levied in State income tax are in some cases very 
high. The taxpayer in Queensland, for example, has to pay to the State 
Treasurer more than twice as much as a taxpayer earning the same 
income in Victoria. · All the State Premiers, except the Premier of South 
Australia, opposed the proposal of the Commonwealth Government at 
the Loan Council of Canberra at the end of June 1941. The difficulties 
can well be seen by the statement of the Premier of Victoria, who protested 
that it was proposed to penalise Victoria for her long record of prudent 
finance to relieve the extravagant States and, if the State vacated the 
income tax field, there would be a large increase in Federal taxation· on 
low and medium size incomes in Victoria to bring the total taxation to 
that of Quee11'lland and New South Wales. A Committee, consisting of 
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Professor. R. C. Mills of Sydney University, the Right Honourable J .. H. 
Scullin, Prime Minister of Australia 1929-31, and .Mr. Spooner, subse­
quently appointed to consider a 11cheme of uniform income taxation for 
the Commonwealth, presented a Report recommending that the Common­
wealth alone during the war and for one year afterwards should be the 
sole income taxing authority, and tha~ a scheme of uniform taxation 
should take place from 1st July 1942, compensation being paid to the 
States for loss of revenue; The Report was discussed at a Conference of 

·Premiers of the States on 22nd Aprill942. As explained in the chapter on 
Australia (Chapter V, section II) a Constitutional Convention at Canberra 
approved a Bill in December 1942 transferring from the States to the 
Commonwealth fourteen specific powers foi purposes of post-war recon­
struction for five years after the cessation of hostilities. These new 
powers will be in operation only when the bill has been passed by all the 
States. Considerable opposition was offered to the passage of the bill in 
South Australia, West Australia and Tasmania on the ground that the 
powers proposed to be transferred were not sufficiently clearly defined. 

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

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



CHAPTER II 

THE METHOD OF THE ENQUIRY 

FoR purposes of analysis it has been necessary to classify tax systems, 
public expenditures and public debts and to lay down some basic principles 
which are widely accepted to enable us to arrive at the standards which 
go to make a sound system. As far as practicable an attempt has been 
made to evaluate the burden of taxation and to test its fairness, not 
merely between individuals and between taxes but also between regions 
in a Federation. It is sometimes forgotten how complex Federal systems 
are. In New York State, for example, there are approximately 150 taxes, 
100 of which are Federal, 38 State and 7 Local. The exact number, of 
course, depends on the dillerence of base and of rate. There is, too, a 
glaring inequity of taxation in some Federations. If, for example, we 
take the taxes in one Province as a percentage of the total income of the 
area or of the surplus income, i.e. the total income less the cost of sub­
sistence of the population in the area, we often find that the burden of 
taxation varies considerably between States or Provinces and that it is 
highest in those States or Provinces where the relative taxable capacity 
is low. It is on this account to-day that Governments aim at providing 
directly or indirectly normal social or developmental services, and in the 
carrying-out of this recourse is had to the progressive taxes, income taxes 
and succession duties, which, in order that they should be uniform through­
out the Federation, should be entrusted to the Federal Government. 
Every unit should supply an adequate minimum of the social services and 
developmental expenditure. If it does not, it endangers the Federation. 
Among the new problems affecting the financial relations of the Federal 
Government and the units, not least is the permaneat provision for the 
relief of unemployment. This is one of a number of problems that have 
arisen from the relative effects on Federal and State or Provincial finance 
of the great depression and of the financial policy undertaken in each 
Fedrration to solve it. In spite of the integration that has taken place 
in recent years, there is always present on the part of the less pros­
perous Provinces the'suspicion that their interests are disregarded by the 
Federal Government and the richer units. This endangers national unity. 
Nothing, in fact, has received so much attention in recent years as 
the necessity of maintaining econ01nic balance in federal systems. In 
Australia the State of Western Australia has considered withdrawing 

7 
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from the Commonwealth, as within the Federation where free trade 
prevails it cannot compete, it is alleged, with the industrially advanced 
States of Victoria and New South Wales.1 The interests of the Prairie 
Provinces and the :Maritime Provinces of Canada have received special 
attention in the recommendations of the Royal Commission on Dominion­
Provincial Relations. In the United States. the accumulated wealth of 
the Eastern States contrasts with the younger States which were gradually 
opened up to settlement. The former have found the latter an outlet for 
investment and a market for their industrial products. The Chairman of 
the Board of Governors of the Federal Reserve System emphasised this 
when he said that " The maintenance of economic balance in the country 
as a whole requires that citizens of debtor areas have enough money 
income both to maintain interest, amortisation and other payments on 
their obligations to investors in the creditor areas and to maintain at a 
high level their purchases of the output of the factories of the creditor 
areas. They must maintain their standing both as good credit risks and 
as good customers. This healthy state of national economic balance is 
continually being upset by forces that are entirely outside the control of 
the States or of the individual business man and the individual worker. 
The result is recurrent periods of breakdown and distress, bankruptcy in 
debtor areas, idle factories in creditor areas and widespread unemploy­
ment and hardship in the country as a whole. There is no essential 
difierence between this situation and that resulting from international 
debts. Both are, in essence, exchange problems. By tarifis, quotas, 
exchange restrictions, or even by resort to more punitive steps of a 
military or economic nature, including expropriation, nations attempt to 
redress the situation. The Federal Government alone can remedy this 
condition among the States- and taxation is one of the most effective 
means. Through that medium funds which the creditor areas drain out 
of debtor area~ through interest, dividends and rents, as well as payments 
on debt, can be kept flowing back to sustain employment, to keep mines 
and factories in the debtor areas in operation and continuing to yield 
returns to the creditor areas." In no other way can the debtor areas, in 
his view, continue to yield returns to the creditor areas. He advocates 
a progressive tax system bearing heavily upon savings concentrated in 
creditor areas and lightly upon the great mass of families of the low income 
groups.3 

Before examining the characteristics of a fair and efficient Federal tax 
1 Cf. the Government Report on "The Case of the People of Western Austre.l:ia in 

support of their desire to withdraw from the Commonwealth of Austre.l:ia ". Perth, 
Government Printer, 1934. 

' Address to the National Tax Association, 14th Oct. 1941. Federal Rmrve B11/letin, 
Nov. 1941. 
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system, it is desirable to make the meaning of one or two terms clear. 
In the first place, what is a tax ? A tax is a compulsory contribution to 
public authorities for public purposes. It has been held that there is an 
absence of a direct quid pro quo between the taxpayer and the public 
authority. In recent years with the development of social security legis­
lation there have been payments out of which the citizen cannot contract. 
It is preferable to classify such payments as taxes even if the proceeds 
are kept in a separate fund. Under the United ,States Social Security 
Act, 1935, these are termed "pay-roll" taxes earmarked for old-age and 
unemployment benefits. The Federal old-age benefit tax is 2 per cent 
of the pay-roll, one-half being added to the employer's costs and one-half 
being deducted from the worker's wage. The unemployment benefit tax 
is a combined Federal and State levy of 3 per cent of pay-rolls; in some 
States it is slightly higher and it is one of the most prolific of all Federal 
and State taxes. Indeed the Government has in recent years actually 
been borrowing from this source for other purposes. Licences, fees, 
conscience money and prices have also been included in the tax structures. 
Licences, such as licences for motors, usually more than cover the cost of 
service and are rightly regarded as a productive tax. Fees which are for 
governmental services and prices for services of a public utility should also 
be included. The net profits of public utilities and gifts to Government, 
which are often deferred payments as in the case of conscience money, 
are also included. Fines and the revenue from education and other 
services are usually deducted from expenditure and the net figure of 
expenditure shown. 

The expressions " progressive taxes ", " regressive taxes " and 
" degressive taxes " also require definition. Progressive taxes are taxes 
which take a larger percentage of a high income than of a low income, and 
in discussions on tax justice are regarded as the ideal taxes. We have 
moved a considerable distance away from the English Classical Economists 
who held that progressive taxation would arrest the expansion of industry 
because the rate of progression would increase until no motive remained 
to the individual to expand industry. Was it not J. S. Mill who held" to 
tax the larger incomes at a higher percentage than the smaller is to lay a 
tax on industry and economy " ? There is no real basis for this fear when· 
the progressive principle is not allowed to increase to the point at which 
it might imperil the accumulation of capital and industry. Mill preferred 
a proportionate tax, a tax taking the same percentage of all incomes. 
But with the rediscovery of progressive taxation in the present century 
and with the increased demands of the State for means to pay for the 
sol'ial SPrviees, especially education, unemployment relief and public 
health, a tax system without a good "dose " of progression is held to be 
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unsatisfactory from the viewpoint of tax justice. Although Adam Smith, 
167 years ago, said that taxpayers should contribute ",as nearly as possible 
in. proportion to their respective abilities, that is, in proportion to the 
revenue- which they respectively enjoy under the protection of the State ", 
he stated what is often forgotten in the same book (Book :V) of The Wealth 
of Nations, that" it is not very unr.easonable that the rich should contribute 
to the public expense, not only m proportion to their revenue, but some­
thing more than in that proportion ,;.1 . Taxes should be" raised with the 
equality of sacrifice in view, and witP. progressive taxes well rep~esented 
in the tax ~tructure the system is held to be far more satisfactory than 
would otherwise have been the case. Least aggregate sacrifice to the 
citizens of a country is then possible, the main progressive taxes being the 
personal income tax and succession duties. The less the aggregate 
sacrifice, the better the tax system. . In ordinary times, Governments in 
taxing aim at the maximum aggregate welfare. They aim at raising the 
standard of living as high as possible. In war-time they compress it in 
order that man-power and materials may be diverted to the winning of 
the war which, from the long-term point of view, may also be regarded as 
the maximum aggregate welfare. The least aggregate sacrifice means the 
taxing of those incomes which have the lowest marginal utility but not in 
a way to check the accumulation of wealth or to impede industry. While 
this is the sovereign principle of taxation it requires ir{ practice to be 
limited. 

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

. the lower incomes. Such taxes are degressive. 
Jt is one of the cardinal principles. of tax justice that taxes should be 

direct rather than indirect. At first this classification was considered for 
the tax struct~e of those Federal countries analysed in the following 
chapters, especially as the distinction between direct and indirect taxes is 
well known and has even been enshrined in some of the Federal Constitu­
tions theinselves. This, however, has been the cause, as in Canada,2 

of much contention between t4e Centre and the units as regards taxing 

1 The Wealth of Nations, Book V, ed. Cannan, vbl. ii, p. 327. 
9 Vide chap. ix (The Constitution To-day), Book I, of the Report of the Royal Com­

mission on Dominion-Provincia.! Relations. 
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powrrs. Mr. Gladstone, it will be remembered, spoke of direct and 
indirect taxation as two attractive sisters introduced into the gay world 
of London, each with an ample fortune and both having the same 
parentage- Necessity and Invention- differing only as sisters may 
differ, where one is of lighter and another of darker complexion, or where 
there is some variety of manner, the one being more free and open and the 
other somewhat more shy, retiring and insinuating. "I cannot", he 
added, " conceive any reason why there should be any unfriendly rivalry 
between the admirers of these two damsels ; and I frankly own, whether 
it he due to a lax sense of moral obligation or not, that as a Chancellor of 
the Exchequer, if not as a Member of this House, I have always thought 
it not only allowable but even an act of duty to pay my addresses to them 
both. I am, therefore, as between direct and indirect taxation perfectly 
impartial." 1 

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

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

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

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

Before we leave the problem of an equitable or fair tax system under a 
Federal Constitution it is necessary to emphasise its importance not merely 
from the point of view of particular taxes but as between difierent regions. 
This is seen by comparing the total taxes, Central, Provincial or State, and 
Local, paid in each unit. This may be expressed as a percentage of the 
total income of the area concerned or of the total income less the cost of 
subsistence. If progressive taxes are levied by the Central Government, 
for example personal income taxes and succession duties, ·and adjustment 
grants paid to tne Prov:iil.ces or States in accord~nce with their needs, it 

. may be possible to avoid the territorial inequalities and to provide normal 
educational and other soci~l and also developmental services without 
recourse to heavy taxation and to types of taxation which in the long run 
would nullify the purpose of such adjustment grants. · 

For the reasons stated in the previous paragraphs, we have decided 
to classify the tax systems in Chapters III to VII (inclusive) on a uniform 
basis in an endeavour to bring out the characteristics of a good revenue 
system. We have grouped the taxes into four groups : · in the first group 
are the main progressive taxes - the personal income tax and succession 
duties. The taxes in this group are direct. In the second group are to be 
found the taxes on property. Property taxes in all Federations are an im­
portant source ofrevenue, especially for Local Authorities. The incidence 
of property taxes is somewhat complicated.' It is not possible to classify 
these taxes as direct or indirect, or as progressive or regressive without 
considerable explanation. On the whole, we are of opinion that the best ' 
method is to show property taxes as a group by themselves. As this 
group includes taxes on buildings as well as on land, there are in it taxes 
on consumption in addition to taxes on scarcity values. There is, in fact, 
rio clea~-cut division of property taxes, but it is the best possible for 
purposes of compar\son. The third group consists of taxes on busines~ 
which are sometimes levied on surplus and sometimes on costs. Where 
these are on net income, they are on surplus and fall on the shareholders ; 
where they are fixed taxes, they are on consumption, although under 
certain conditions and for short periods they may be absorbed by the 
producers. Group four contains taxes on commodities. These are taxes 
on costs and are normally paid by consumers. The classification oftaxes 
can never be perfect for all purposes. Sometimes a progressive tax may 
contain elements of regression, and consumption taxes elements of 
progression. ~he classification adopted, however, is on balance the one 

1 Report of the Royal Commission on Dominion·Provincial Relations (in Canada), 
Book II, chap. viii, p. 151. 
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which brings out most satisfactorily the characteristics of the revenue 
~ntems of the st>lt•cted countries. 
· Public expenditures are closely related to public revenues and the 

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

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

. it would ensure a 'considerable saving when refunding becomes necessary.1 

·· . After an analysis of the tax structures and public expenditures of the 
five Federations studied it will be necessary to examine very briefly the 
general problem of intergovernmental :financial relations with special 
reference to the conflicts between the Federal Government and the 
States or Provinces and between the latter and the Local Authorities. 
There are also the conflicts between Federal and Local Authorities, 
between States and States and between Federal Government and 
countries abroad. As long as there are Federations there will be irre­
concilable conflicts, and the most that can be hoped for is a series of 
beautiful ·compromises. There are, it should be remembered, various 
overlapping taxing authorities and communities are burdened with 
several layers of government. Tbis means competition for revenues 
between Federal and State and between State and Local Governments. 
In recent years there is a tendency for the bigher layer of government· 
to use its taxing powers to control the lower layers. " Although there 
is a more or less traditional assignment of_ functions ",,says Seligman,2 

" to the various agencies local, state and federal, the· shifting basis 
of economic life is gradually bringing about some alteration. This 
change is especially noticeable as between State and Local Governments. 
Recent decades have witnessed a decided drift. towards centralisation, 
partly for administrative, partly for economic reasons." Among the pro­
blems arising are the realignment of governmental functions consequent 
on the changes just referred to. There are also the devices of separa· 
tion, co-operation, of sharing. or the division of yield, of supplements 
or additions, of grants and of the ingenious plan of credits wbich in the 
United States has been used with success for succession or estate and 
pay-roll taxes by the Federal Government. The sphere of intergovern­
mental :financial relations also extends, first, to specific taxes and, 
secondly, to specific functions such as expenditures on the social services 
and on development. 

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

1 "The Co-ordination of Public Revenues", EC01W11!ic Essays in Ho11Q'Ur of Gustav 
CaJJsel, p. 573. London, Allen & Unwin, 1933. 



CHAPTER III 

THE PUBLIC FINANCE AND NATIONAL. ECONOMY 
OF THE UliTTED STATES 

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

I. THE NATIONAL ECONOMY 

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

17 c 
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in terms of the nineteenth century .:when agriculture was supreme, but 
agriculture and forestry in the twentieth century have had to give way to 
the remarkably high production of ma~ufacturing industry.1 Her mineral 
resources, -toe., ·are greater than those of any similar area in the world, 
and together with·'tlie British. Commonwealth she has two-thirds of the 
world's minerai output. Her output, ·however, is small in comparison 
with manufactures and trade. Of eight out.ofth&eighteen major metals 
she is the world's greatest producer. The character aii.cl$trength of her 
population are of great importance. From 1820 to 1940, 3S·3 millions 
of alien im.nrigrants landed in the country, and before 1914 immigration 
sometimes reached the :figure of a million a year. The war of 1914-18led to 
the spec~re of hyphenisation - of immigrants who, it was feared, dld not 
become completely American citizens in outl9ok, and laws were passed by . 
Congress restricting immigrants from certain countries. Quotas were :first 
:fixed on the basis of the Census of 1910, then of 1890, and, :finally, o:ri a 
figure which was said to represent the mak~-up of the population of 1790. 
Not only was the stream of immigration greatly curtailed but its character 
was changed, the" old" immigration whose predominance it was.desired 
to preserve being mainly from North-west Europe, ·and Protestant. 
This restriction of immigration was the natural companion of high tariffs, 
and it \vas believed that. with a predominantly North-west European 
strain assimilation of immigrants with the main population, especially 
in the more populous areas, would be less difficult. From the labour 
viewpoint trade union organisation would be far easier. In the fiscal 
year ended 30th June, 1940, 70,756 immigrant and 138,032 non-immigrant 
aliens were admitted, a total of208,788, while 21,461 emigrant and 144,703 
non-emigrant aliens departed, a total of 166,164. The net increase, 
therefore, for the year was 42,624. The foreign-born population of the 
United States to-day is 13·4 millions, of which 1-8 millions are Italians, 
1·6 millions Germans, 1·3 millions Poles and 1·2 millions. Russians. 
Norway, Sweden and the Netherlands together account for 1-1 millions. 
The foreign-born British population is 2·1 millions, of which 7 451000 are 
Irish. When the size of the country and also the variety of the racial 
9rigins of the people are remembered, the unity of the people, whose 
common language is English, i,s very remarkable. There are several 
factors such as transportation and the press, which strengthen this 
unity. The American railway system is the largest in the world, and 
air communications are more developed than in most countries, New 
York, Chicago, San Francisco and other great cities being within easy 
reach of each other. There are nearly 1900 daily newspapers, and 

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

Whereas the first characteristic of the national economy is unity over 
this vast continent, the second characteristic is the great differences 
between different areas, differences of climate, geography and, therefore, 
of production. This is illustrated in Chart III on p. 24. ·The North­
eastern States differ from the 1\liddle West States and the Middle 
West States from the Mountain and Great Plain States. The North-west 
Pacific States are also a region by themselves, as are the South-eastern 
States, the South-western States and California. It is difficult to delimit 
these groups with accuracy, and often historical accident makes even one 
part of a State differ from another, as, for example, Northern Ohio from 
Southern Ohio. These groups of States are more or less homogeneous 
from the economic point of view, and this has the result of cutting across 
State boundaries. " Sectionalism the habit of working as one political 
unit -is thus imposed by a variety of forces on groups of states, and the 
legal units, the States, are only convenient weapons for the sections to use 
in the endless battle of pressure groups for the favour of the Government 
of the United States. It is these six or seven sections, not the forty-eight 
States, that are the realities underlying the American federal structure, 
the internal obstacles to the more perfect union promised by the preamble 
to the Constitution." 1 Another point which reinforces sectionalism is the 
locality rule by which every senator and representative must be a resident 
of the State he represents, and this excludes from Congress men whose 
party is in the minority locally. They cannot be candidates elsewhere 
and cannot be elected at home: The Minority, because of the constitu-

. tional proviso, accordingly looks to senators and representatives of other 
States. Every State regardless of its population has two senators, so 
that Nevada with a population of 100,000 has the same representation 
in the Senate (but not in the House of Representatives) as New York 
with 12,000,000.2 Points of view in States not represented or ill re­
presented in the Senate frequently find their spokesmen from Western 
States. 

The national income is a measurement of potential economic strength 

1 D.\\'. Brogan, U.S.A.: An Outline of the Country, its People and Institutions, Oxford 
Unin"rf<ity l'rt-ss, 1941, p. 12. · 

1 This over-representation of area accounts for the importance of the "Silver" 
States in the Senate and explains the importance of silver in American financial policy. 
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which in turn depends on the interplay of the factors of production 
(natural resources, labour including the number and character of the 
population, capital and entrepreneurship or organisation) on each other. 
The total income is the.largest in the world and before the present war 
was three times that of Great Britain, and equal to that of Great Britain, 
Germany and Russia combined. The figure for 1938 per head at factor 
cost was £105 ( $508) as· compared with £97 ( $4:69) in Great Britain. 
In 1941 the corresponding figures were £186 ($74:9) and £133 ($534:). 
The average per capi«r, income in the United States is about one-fifth 
more than that in Great Britain. The American income is much more 
expansible and variable than that of Great Britain. For example, the 

· United States increased its production from 23 to 29 per cent between 
1939 and 194:1 1 while Great Britain increased its production by 12!- per 
cent between 1938 and 1941. . The United States to-day has a substantial 
margin of increase still to be absorbed in the war effort while in Great 
Britain 194:3 should see the ceiling reached. The Census Bureau reported 
that employment in the United States reached ·the record total of 
54:,300,000 during the week ended lOth July 194:3, a figure which is entirely 
confined to civilians and excludes the armed services. In August 1943 
the United States was producing about 60 per cent of the United Nations'· 
output of munitions as compared with 17 per cent for the United King­
dom, 5 per cent for the rest of the Commonwealth and Empire (of which 
the greater part came from Canada) and 18 per cent for Soviet Russia 

· and the other United Nations. So great has been the increase in pro· 
duction in the United States'since the war effort began three years ago 
that in the current year ending 30th June 194:4 the national income will 
be $150,000 millions. If the figure per occupied person is taken for 1937, 
the per capita income is £256 for the United States and £232 for Great 
Britain. If the fully employed worker only is taken, the value of goods 
and services he produced in 1937 was a;bout £340 in the United States 
and £260 in Great Britain. The diagram on page 21 shows the size of 
average incomes in the two countries and is from America's Economic 
Strength, by C. J. Hitch. a 

The average income per occupied person is greater in the U.S.A. than 
in Great Britain. If we compare wage rates, the difference is very much 
greater; in 1930 they were almost twice as high as in Great Britain. In 
1_929 the U.S.A. income per occupied person was £300, but in the depth of 

1 Of. Mr. R. Stone's pape~ on "The National Income, Output and Expenditure of the 
U.S.A.,l929-41" (Economic JO'Urnal, Jun&-&pt. 1942): cf. Economist, 5th Sept.l942; 
" On the average of years, however, it seems probable tha.t the a.verage British income 
lies somewhere between three-qua.rters and seven-eighths of the American.- 80 per cent 
might be a fair average figure to ta.ke for prima fru:ie comparisons ". 

3 C. J. Hitch, America'• EcofW711ic Strength, Oxford University Press, 1941, p. 22. 
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the gre~t depression it fell to £170 (in 1932), and rose to £256 in 1937.1 

The difierence between the two countries in per capita national income, 
i.e. total national income diYided by total population, is much less than as 
between occupied persons, because the United States, unlike this country, 
had in 1937 a large rural population of which the unemployed and im­
poverished were no small part. In that year farmers were 23 per cent of 
the tDtal occupied population, but the country produced a greater agri­
cultural output than any other country in the world. This 23 per cent 
receiwd only 15 per cent of the national income, agriculture being, as 

CHART I 

AnRAGE L"\com:s IN THE U:siTED STATES As coMPARED wiTH THOSE IN 

GREAT BRITAIN 

U.S.A. G.B. 
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1925·34 
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compared with services and manufacturing industry, the least gainful. 
In 1820 agriculture employed 70 per cent of the population and 54 per 
cent in 18i0. Land is less fertile in proportion to the population than it 
was, and antiquated methods of farming still obtain : in some regions, as 
in the " Old South " and the western part of the Great Plains, the returns 
are poor. The South, with half the total farming population, produces only 
30 per cent of the farm incomes as contrasted with the lliddle West, where 
33 per cent of the farming population lives but produces 40 percent of the 
income, efficiency in agriculture in the )Iiddle West being comparatively 
high. In California agricultural production is the highest in the world 2; 

1 ~Ir. R. Stone (<tp. cit.) gi1es the net national income of the U.S .. ~. at factor cost as 
f<•llmrs: S87·6 billions in 19:!9 and S!2·S billions in 193:!; Si:!·6 billions in I9:r; and 
Sll9·l billions in 1941. 

1 California's producti>e power is truly remarkable. Xot only does the State possess 
a mo;t mluable specialised agriculture, particularly fruits and \·egt'tables, but in industry 
re<'<1rds are being broken. In 1943 in Los Angeles county alone, aeroplane production 
was double Germany's and four times Japan's. The shipbuilding industry in the State 
is grt'ater at the moment than in the rest of the world. (Cf. Economi>l, 18th Dec. 1943, 
p. 810.1 
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the per capita farm income is four times the American average. In the 
United States as a whole agricultural output has greatly increased in the 
present century. The increase is estimated at 50 per cent between 1900 
and 1930. On the other hand, agriculture in the United States is not as 
productive per man engaged in that occupation as it is in New Zealand, 
Australia and the Argentine, where there is a proportionately large meat 
production. It is more or less on a level with Danish agriculture and 
somewhat more productive than that of Great Britain, the Netherlands 
and Germany.1 The explanation of the high American national income 2 

is not to be sought in agricultural production but in the high production 
of manufacturing industry which employs 25 per cent of the occupied 
population, and in the high proportion of those engaged in distributive and 
other services -50 per cent. Owing to the large amount of capital 
employed, the large scale on which production is conducted and the great 
progress in technique in recent years, the output of secondary industry is 
several times greater than that of Great Britain, although the numbers 
engaged in the United States are less than twice as great as those employed 
in Great Britain. Two important facts of the national economy must 
not be forgotten- first, the contrast between the average income by 
occupations and, secondly, the contrast between regions in the United 
States. These are well brought out in Mr. Hitch's two diagrams (Charts I 
and II). 

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

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

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

CHART II 
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West a Germany, and the Far West a Siberia. That this has not happened 
is due to two events which occurred at the end of the eighteenth century; 
one primary, the adoption of the Federal Constitution; the second 
subsidiary, the inclusion in that constitution of an economic clause 
entrusting the Federal Government with the regulation of interstate 
commerce, and forbidding the States to levy tariffs on it. The Federal 
Government's regulation has, for the most part, taken the form of active 
encouragement : it subsidised the early railways by grants of land, and 
has spent large sums in the improvement of through highways and the 
development of air transport. The Federal Constitution succeeded in 
creating the greatest area of free trade in the world, in which an extensive, 
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if not perfect, division of labour enabled each region -and each state to 
specialise in the production of the goods which it was best suited to make, 
and which made possible the utilisation of the nation's capital for the 
efficient manufacture of commodities on a mass production scale." 1 

Especially since the great depression of the early thirties attempts have 
been made to circumvent the Federal Constitution in regard to internal 

CHART III 
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The Paoiftc North-western States are Washington, Oregon and Idaho. 
The Middle States are Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa and Mls· 

80
"¥he Mountain and Great Plain States llni North Dakota, South Dakota, Nebraska, Kapsas, Mon· 

tan~~~~~~~~~~ri;ag~~s~~e80~l~~;~~~-Texas, New Mexico and Arizona. 
The South-eastern States are Virginia, North Carolina, South Carolina, Georgia, Florida, Kentucky, 

Tennessee, Alabama, Mississippi, Atkansas and Louisiana, 

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

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

1 C. J. Hitch, op. cit. p. 31. 



01. III FIXASCE A..';D ECOXOl!Y OF UXITED STATES 25 

the rnited Kingdom taking the first place. The exports of primary 
industry- agricultural products and raw matf'rials- were in 1937 not 
quite a quart~r of the total exports as compared with 75 per cent, the 
average in the second half of the nineteenth century. The remaining 
three-quarters were manufactured or semi-manufactured goods, mainly 
machinery of all kinds, mot{)r cars, aircraft (especially since the war). iron 
and steel, raw cotton, petroleum and oil, and chemicals. Imports have 
also changed. Raw matf'rials and articles of food (not produced or only 
produced in relatively small quantities) such as crude rubber, pulpwood 
and products, cane sugar, coffee, vegetable oils, raw silk, wool, tin and 
chemicals are now the main imports and not manufactured goods. 
Exports are a fraction of total production, about 5 per cent. In recent 
years the direction of trade has been changing; the percentage of foreign 
trade with Europe has been declining in favour of Asia, South America 
and Africa. But in 1937 Europe (including the whole of the U.S.S.R.) 
still took 41 per cent of _.\.merican exports, though it supplied only 27 per 
tent of its imports. Since the war of 1914:-18 the United St.ates has become 
a credit{)r country. But she has not behaved as a creditor country, viz. by 
importing more than she exports, or malcing loans r-ather than by importing 
gold. She has imported gold since the defaults of the thirties, which has 
been an expensive policy to the • .\.merican Treasury and to the country as 
a whole. .-\.s a shipping country she holds the second place after the 
rnited Kingdom, but in railway mileage she is easily first with a mileage 
of 248,000 miles.1 The general conclusion from the international view­
point is that the rnitf'd States is not, like Canada, in a vulnerable position 
in international trade. She depends mainly on her home market. On the 
other hand, her natural resources are so great and her industrial production 
so efficient that Europe and other contine{ltS look to her for her products, 
but the exports of these products are a small part of her total production. 

Ihe fnited States Ecotwmy in lfar-Time 

The most arresting fact of • .\.merican economy in war-time is its great 
reserw of productive power. This is clearly seen in the increase in national 
income and in the increase in production. In the calendar year 1938 
American national income at factQr cost, i.e. excluding indirect taxation 
and subsidies, was S66·1 billions 2 ; in 1941 it was $99·1 billions, an in­
crease of 50 per cent. (At the end of 1942 it was of the order of $125 
billions.) Between 1938 and 1941 the British national income increased 
from £4595 millions tQ £6338 millions, an increase of 38 per cent. In 

1 llilt>agt> operated bv stt>am rail wan in 1939. 
I rnitt>d Stat<'S billions (ll\1\1) millions); not the million millions as used in Great 

Britain, 
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1939--41 United States production rose between 23 ·and 29 per cent 
according to Mr. Stone's estimates in the Economic Journal,1 as compared 
with 12! per cent between 1938 and 1941 in Great Britain.2 "This large 
increase in American output is mainly to be attributed to the comparatively 
low level of the employment of resources in that country even at times of 
' good ' trade. The level of unemployment has. been high in the United 
States for many years, and average hours of work have been sufficiently 
low to allow a considerable rise in output through their increase. Thus, 
between 1939 and 1941 civil non-agricultural employment is estimated to 
have increased by some 4;3 millions, or 12 per cent, while in the latter 
year there were still some 4 million workers unemployed. Over the same 
period average weekly hours in factories increased by 2·9 hours per week, 
or nearly 8 per cent." 8 Another factor is the lower proportion of men 
called up for military service. Increased' output rather than diminished 
consumption and disinvestment accounted for the increase in national 
income in the United States since the war. In short, full economic 
mobilisation is still distant in the United States, whereas in 1943 this has 
been almost achieved in Great Britain. This greater elasticity in the 
American National Economy is reflected in the increase in Federal 
expenditures, which were as follows : 

TABLE I 

GOVEIWMENT EXPENDITURES IN THE U.S.A. IN RECENT YEARS 

($billions) 

1938-39 194Q-41 1941-42 

Federal 9·1 13·3 32·6 
State and Locai 10·5 10·0 11·0 

-19·6 23·3 43·6 

Soorce.-EcotW111U!, 24th Jan. 1942, p. 106. 

The United States is indeed fortunate in being able to make a gigantic 
war effort with so little effect on present consumption or on its future 
wealth, a contrast with Great Britain. In ordinary years the United 
States per capita income is from 10 to 15 per cent higher than that of 
Great Britain, but it is very much more variable froll1 year to year. At 
the present time it is 25 per cent greater. 

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

1 Economic Journal, June-Sept. 1942, p. 169. 
1 N. Kaldor, "The 1941 White Paper on National Income a.nd Expenditure", 

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

TABLE II 

DisTRIBUTION OF THE NATIONAL bcoME IN REAL TERMS 

(Net national income of base year= 100) 

Base Year 1940 1941 1942-!3 

! 
c.s., U.K., u.s. U.K. u.s. U.K. u.s. U.K. 1939 1938 

Personal expenditure 78 77! 82! 71! 88 69 76! 64 
Go>emment expenditure 171: 16 lSi 49 26! 61 69 67 

: Xet in>estment 4i 6! 8! -16! 11! -19 2! -17 

Net national income at ! 
market prices 100 100 i 109! 104 126 : lll 148 114 

I 

The figures in the table are approximate, but they show that in the 
pre-war years, both in the American and British econmnies, there were no 
great differences in the distribution of expenditure between consumers' 
expenditures, Government expenditure and net investment. The changes 
in 1940, 1941 and 1942-43 are very noticeable. The Economist, on the 
assumption that the cost of the war measures the increase in Government 
expenditures, distributes the increase as follows, the figures being -like 
the totals in the table above percentages of the net national income in 
the base year : 

TABLE III 

DISTRIBUTION OF THE INCREASE IN GOVERNMEl."T EXPENDITURES, 1942-43 

U.S.A. U.K. 

From increased output 48 14 
From diminished consumption. ll 13! 
From reduction in net invest-

ment (or from drafts on 
capital) 2! 23! 

51! I 51 

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

TABLE IV 

PROPORTION OF TllE NATIONAL INCOME DEVOTED TO GOVERNMENTAL ACTIVITIES 

1941 1942 
1938 1939 1940 1941 

1st 2nd Srd 4th 1st 2nd 
qr. qr. qr. qr. qr. qr. 

Consumption 0·81 0·78 0·75 0·70 0·72 0·72 0·69 0·67 0·65 0·60 
Governlllent goods and 

services 0·18 0·18 0·18 0·22 0·20 0·20 0·22 0·26 0·32 0·41' 
Net investment 0·01 0·04 0·07 0·08 0·08 0·08 0·09 0·07 0·03 -O·Oll 

Source.-Paper read to the Manchester Statistical Society, 28th Oct. 1942. 

II. THE CoNSTITUTION 

The United States is governed in accordance with a written con­
stitution, interpreted by the Supreme Court. The Supreme Court of nine 
judges interprets the Constitution in the light of what it calls " the rule of 
reason", and this means in effect what the majority of :five thinks reason· 
able. It gives not merely a legal but a political or philosophical meaning 
to its decisions, and, be it noted, it has no hesitation in changing its 
opinions. The reversal of previous decisions, particularly since 1937, has 
been of great constitutional importance, especially from the viewpoint of 
financial relations. The meaning, for example, of the " due process of 
law" in the Fourteenth Amendment given in 1935 in Colgate v. Harvey 1 

was reversed in 1940 in Madden v. Kentucky 2 when the Supreme Court 
found the 1935 decision" repugnant", and declared that it" must be and 
is overruled". The decisions in Adkins v. Children's Hospital 8 in 1923 
and the Tipaldo case 4 in 1936 were reversed in 1937 when the Court 

1 Colgate v, Harvey, 296 U.S. 404. 
2 Madden v. Kentw;ky, 309 U.S. 83, 93. 
8 AdkiM v. Children's Hospital, 261 U.S. 525. 
• :Morehead v, New Yorke:~:. rei. Tipr.zldo, 298 U.S. 587. · 
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upheld the minimum wage law of the Stat~ of W ashingt()ll 1 and repudiat~d 
the doctrine that used the due process clause to forbid minimum wage 
legislation generally. "The rase of Adkins v. Childrm's Hospital", said 
the majority of the Court, "should be, and is, ov-erruled." Even before 
changes in the Court's personnel took place which brought the number of 
Roosevelt appoint~es to sewn in a Court of nine, the due process clauses 
of the Fifth and Fourt~enth Amendments were no longer regarded as 
restraints on the legislativ-e control of eeonomic policy. The reversal of 
the Supreme Court's in,·alidation of the Co11eo-ressional1rts relating to the 
Xew Deal, such as the Xational Recovery Act of 1933 3 in 1935 and the 
first Agricultural Adjustment Art 3 in 1936, is well known, as is the up­
holding of the Xational Labor Relations Act in 193i and the Fair Labor 
Standards(\\ age and Hour) Act of 1938 4 in 1941. Who would have antici­
pat~d so precipitou.s a change from the position taken up in 1935 and 1936 
in the interpretation of the Constitution ? The Supreme Court rightly 
statt-d in 1938 taat ")lathematieal or rigid formulas ... are not 
providl.'d by the great roneepts of the Constitution, such as ' interstat~ 
CO!fimerce ', 'due process' and' equal prot~ction' ".$ 

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

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

(2) The Congress shall have power to lay and coiled taxes, duties, imposts 
and excises, to pay the debts and provide for the common defence 
and general welfare of the rnit.ed States; but all duties, imposts and 
excises shall be uniform throughout the r cited Statf:'S ; 
To regulate commerce with foreign nations, and among the several 
States. (Art. I, Sect. 8.) 

(3) :Xo capitation or other direct tax shall be laid, unless in proportion 
to the census or enumeration herein before directf:'d to be taken. 
Xo tax or duty shall be laid on articles exported from any State. 
(Art. I, Sect. 9.) 

(!) The powers not delegat-ed to the rnited States by the Constitution, 
nor prohibited by it to the States, are reserved to the States respecti>ely 
or to the people. (Amendment X, 1 i91.) 

(.5) Xo State shall make or enforce any law which shall abridge the 
privileges or immunities of citizens of the rnitf:'d States; nor shall 
any State depri'V"e any pmon of life, liberty, or property, without due 

I w~~ Coa.!1 Hotll Co. \"". ParriM, 300 t:'.S. 379. 
I ScJt~dtltt Po~Itry CQt'porotio11 v. t.S., :?95 t:'.S. 495 (1935). 
' C~tild Stat~' v. Bulltt, :?97 L.S. 1 (1936). 
• .\"a/i(•lllli Lalx-, Rtlatioru Board v. Jo11u d.- Laugllli11 Stu/ Corporalio"' 3tH t:'.S. I. 
• Sallla Cr~z En~it Paci'1111J COtllpaii!J \"", Satio11al Labor RwuioiV! Board, 3L)3 t:'.S. 

!53. !ti7. 
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process of law ; nor deny to any person within its jurisdiction the 
equal protection of the laws. (Amendment XIV, 1868.) 

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

Except for Amendments X, XJV and XVI above, the sections quoted 
are those drawn up in 1787 and brought into force on 30th Aprill789 after· 
ratification by eleven out of the thirteen original States. In the century 
and a half of its existence it has changed less than perhaps any other 
system of govel11ment in the world. It has, however, a very different 
meaning to President Roosevelt from any that could have been conceived 
by Alexander Hamilton. It is no mere antique symbol but a living 
influence upon the lives of Americans, as the history of the New Deal has 
shown. 

In three directions it differs from the British Constitution, although 
both nations start from the same foundation -government by consent 
of the governed. In the first place it is not a Parliamentary system of 
government. Since the time of their first President, George Washington, 
the American people . feel themselv:.es represented primarily by their 
executive officer, the President, and by members of hiS Cabinet rather than 
by Congress. In 1868 in the clash between the Executive and the Legis­
lature over the impeachment of President Andrew Johnson it was the 
Constitution and the loyalty of Americans to it that made the Executive 

. supreme. A second difference from the British system, perhaps a unique 
feature of American polity, is the absence of that opposition between the 
Government and the ind~trial classes which has been traditional in 
Europe. The whole American social and political system is based on 
industrial property right, and American lawyers accordingly have held 
that the Fifth and Fourteenth Amendments apply to all" persons", real 
or fictitious, i.e. the corporaM persons of industry hav~ also their rights, 
the Supreme Court being the custodian of all American liberties, whether 
of individuals or of corporations or of cities or of States. A third· contrast 
with the British system is the idea .of federation, an idea subsequently 
adopted by Canada, Australia and South Africa:. The Centre is the trustee 
of federation which will always· be the central thread of American con­
stitutional development. The gradual strengthening of the Central or 
Federal Government, as the Amendments to the original Constitution 
have shown, is the most characteristic development of the Constitution 
to-day. In no small degree this is due to the increased complexity and the 
increased. cost of government. The States or the people have all those 
powers not delegated to the Federal authority, but they have to accept the 
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lrad of the Centre even in activities in which they are nominally sovereign. 
As the New Deal has shown, a new federalism has sprung up which 
requires for its effectiveness 1 co-operation by the States in the form of 
legislation. Federal financial power has had powerful centralising influ­
ences in recent years, and the States have been willing partners in national 
action. This has been essential to ensure uniform or integrated action on 
common problems. In 1930 the Federal Government gave grants to 
States amounting to about $150 millions to assist eleven different State 
activities. Nine years later the total was $800 millions, and the number 
of assisted activities was twenty-one. Fifteen per cent of the total 
revenues of State Governments now comes from federal grants.2 The 
Constitution links the spending power of Congress to general welfare, as 
in Section 8 of Article I "The Congress shall have power to lay and 
collect taxes ... to pay the debts and provide for the common defence 
and general welfare of the United States". The Supreme Court in 1938 
declined to permit private utilities not operating under exclusive fran­
chises to challenge the grants and loans of the Public Works Adminis­
tration to municipal and other public electrical plants,3 and in 1939 went 
further and supported the Tennessee Valley Authority's contention that 
it was not merely within its rights in damming the bed of the river but in 
making contracts for the supply of power to neighbouring cities.' Experi­
ence shows that in a federation the Federal Government must be in most 
cases the leader. A policy which takes into account the interests of all 
does not satisfy everybody. National or Federal interests and State 
interests do not invariably coincide. If they did, federation would be 
meaningless and unnecessary. The American Constitution was and is the 
embodiment of the idea of Union, the idea that the States of the Union in 
their own interest and although unequal in size and wealth must forgo 
their jealousies and transfer elements of their sovereignty to a central 
Government. The trend of judicial interpretation by the Supreme Court 
is in the direction of extending the powers at the Centre. John Marshall, 
Chief Justice of the United States from 1801 to 1835, was the first to erect 
the Constitution as a superior paramount law, and invoked the concept of 
political nationhood as against the rights of the States. Roosevelt, like 
Jackson, has used the Constitution to good purpose ever since he came 
into office, which was at a time when the United States was feeling the 

1 Cf. The Rise of a New Federalism, by Jane Perry Clark. New York, 1938. 
2 Cf. J. P. Harris, The Future of Federal Grants-in-Aid; A. F. MacDonald, 

"Federal Aid to the States: 1940 Model", American Political Scieru;e Review, vol. xxxiv, 
l!l40, p. 489. 

8 Alabama Power Company v. Icku, 302 U.S. 464; Duke Power Company v. Green­
wood County, 302 U.S. 485. 

' Tenne8see Electric Power Company v. Tenne8see Valley Authority, 306 U.S. 118. 
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results of the great depression more severely than any other country of the 
world. His aim was to cure, " under the framework and in the spirit and 
intent of the American Corutitutfon ",the causes of the great depression 
at a time of world-wide change, creating problellli! "for which the masters 
of the old practice and theorj; were unprepared·,. These causes· were 
mainly the concentration of economic power in the hands of the few and 
the lack of investment. In spite of all that has been said and done, " We 
have ", he said, " not weeded out the over-privileged, and we have not 
effectively lifted up the under-privileged". Social justice was a definite 
goal and he had no quarrel with the profit motive, which he defined as 
" the right to work to earn a decent livelihood for ourselves and our 
families". He declared, "Americans must forswear that conception of 
the acquisition of wealth which through excessive profits creates undue 

\private power over private affairs, and, to our misfortune, over public 
affairs as well". That this was an accurate diagnosis of the facts was 
undoubtedly true. The diagram on p. 33 shows the catastrophic fall in 

'.the national income .between 1929 and 1933, and the recovery from that 
year to 1937. There was a fall from 1937 to 1938 followed by a rise, so 
that at the end of 1941 the national income was larger than in 1929. 

The concentration of economic power was clear from the fact that the 
proportion of the occupied population employed by others had risen from 
50 per cent in 1870 to 80 per cent of the total occupied population in 
1935. It was also seen in the unequal distribution of income and in the 
growth oflarge corporations. Three per cent ofthe population, according 
to one estimate, owned shares in 1929, and three-tenths of 1 per cent 
received 78 per cent of the dividends. In 1930 1 per cent of the corpora­
tions owned half the wealth of all corporations, and it was calculated that 
-if the 200 largest grew as fast as they did in the 1920s they would have 
half the country's wealth by 1950. The decline in investment was due to 
several factors such as the slowing-down in the growth of population 
assisted by the decline in immigration, the completion of the railway 
system and similar means of investment, and the state of Europe making 
investment too risky.1 President Roosevelt, therefore, set about t'he 

1 Cf. C. J. Hitch, op. cit. chap. v, ''DepreSsion and New Deal". Also Hansen, Fiscal 
Policy and Business Cycles, U>ndon: .Allen'& Unwin (New York: Norton .t Co), 1941. 
Professor Hansen distinguishes between a circuJa.r.flow economy in which consumption 
and net income are equal and a dynamic economy where there is a. constant tendencJ 
for consumption and net income to be unequal. A dynamic economy tends to run doWll 
like a clock and require& winding up repeatedly - by fresh opportunities for investment 
This is the best book yet written on full employment as it affects the United States to-day 
According to Professor Hansen, the decline in investment was ea.used not so much by th1 
decline in the demand for consumption goods as such as by that in the demand for resi 
dential construction. In his view, the United States ceased to have an expanding economy 
partly because the growth of population and immigration have declined, and monopol~ 
and other fa.ctor& have produced a rigid price structure which prevents the growth o 
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solution of these problems by legislation. In order to remedy the bad 
effects of the first factor, he tried to make the worker more secure and more 
powerful in bargaining with capital. To this class of measures belong the 
Social Security Act, the National Recovery Act, the Wagner Act and 
amending Acts, the Wages and Hours Act. He also assisted farmers by 

10 

CHART IV 

NET NATIONAL INCOME, 1929-41 

(Income of 1929 = IOO) 

0 0 
1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 

Not,.-The net national inrDme figures are those in Table Jon p. 162 of Mr. Stone's article on" The 
Xatiunal Income, Output and Expenditure of the U.S.A.", EcoiWIIIic Journal, June-Sept. 1942. 

raising the prices of farm products. Legislation was passed to deal with 
the concentration of economic power, both industrial and financial, such 
as the reduction of regulated prices in certain industries in which corpora­
tions or large firms were dominant. Attempts were made to increase and 
stimulate investment by" pump-priming" the control of credit, and the 
construction of public works by the W.P.A. (Works Progress Adminis­
" intensive " private investment. On the depression and the New Deal, a.s well a.s the 
general background, see also Allan Nevins and Henry Steele Commager, America: 'l'he 
SIQI'!J of a Free People, Oxford University Press, 1942, especially pp. 408 ff. 

D 
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tration) and the P.W.A. (Public Works Administration). 
The war has brought rather different :financial problems. On 7th 

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

Ill GOVERNMENT REVENUES AND EXPENDITURES 

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

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

1 Cf. W. B. Graves, "The Future of the American States ",American Political Science 
Review, vol. xu, 1936, p. 24, where the dominance of the Federa.l Government in recent 
years is discussed. 
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1910 1915 

A. Expenditures : 
National. 0·9 1·0 
State 0·5 0·5 
Local 2·0 2·2 

------
Total 3·4 3·7 

------
B. Revenues : 

National . 0·6 0·6 
State 0·3 0·4 
Local 1·7 1·9 

------
Total 2·6 2·9 

TABLE V 

GOVERNMENT EXPENDITURES AND REVENUES IN THE U.S.A. 
( $ billions) 

Fiscal Year ending 30th June 1 

1920 1925 1930 1931> 1938 1940 1941 1942 

------

6·0 3·5 3·8 7·3 7·5 10·3 . 13·3 32·6 
0·9 1·4 2·1 2·2 3·6 4·5 4·3 4·7 
3·3 5·6 7·2 5·5 5·9 6·0 5·9 6·0 

------------------------
10·2 10·5 13·1 15·0 17·0 20·8 23·5 43·3 
------------------------

5·7 3·1 3·6 3·7 5·3 4·9 7·1 11·6 
0·6 1·1 1·8 2·1 3·1 3·3 3·5 3·9 
2·4 3·7 4·9 4·8 4·7 4·7 4·9 5·0 

------------------------
8·7 7·9 10·3 10·6 13·1 12·9 15·5 20·5 

Percentage Increase 

1938 1938 1942 1942 
over over over over 
1915 1930 1915 1938 

------------

650 100 3160 330 
620 70 840 30 
170 -20 190 ... 

------------
360 30 1070 150 

------------

783 47 1830 120 
675 72 870 30 
147 -4 160 10 

------------
352 28 610 60 

Note.-Various statistics are available, especially for National and State figures; but it is very difficult to get comparable figures for aU three layers of government. 
For this reason we have taken Dr. 1\Iabel Newcomer's figures for Expenditures and interpolated those for 1938 and extrapolated those for 1910, 1941 and 1942 (with the 
help of some official figures in the U.S. Statistical Abstract in the cases of 1910 and 1937, and that of figures given in the Ecanumist for 1941 and 1942). Revenue figures 
are figures of taz yields only (excluding social insurance contributions) as published by the Tax Institute, University of Pennsylvania (figures for 1940, 1941 and 1942 
extrapolated as for Expenditures). The percentage increases given are rounded figures, except in the cases of the percentage increases in Revenues in 1938 over 1911> and 
over 1930. 
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and they had to cut down expenditures accordingly. The State and 
National Governments had to come to their aid, and before long the 

, responsibility for relief was largely taken over by the higher layers of 
Government, especially after the coming of the New Deal in 1933. The. 
expenditures of the National Government doubled and trebled during the 
1930s. Taxation was increased, but to a much lesser _extent, partly 
because it would have been difficult to do more during the depression, 
partly for a more important reason. That reason is the New Deal policy 
of" pump-priming", that is attempting to stimulate recovery by invest­
ment in durable goods through continued large-scale deficit financing, 
which was not on a sufficient scale to restore activity to the spending 
levels of the 1920s. It has been suggested that amounts equal to at least 
three times the amounts in the Budget would have been required to 
restore activity. This is further illustrated by Table 21 in Part Ill. Then 
came the rearmament programme and the present war, which greatly 
reinforced the tendency of National Government expenditures to increase 
out of proportion either to revenues or to State and Local expenditures. 
F!lderal Government expenditures in 1937-38 were 7} times what they 
had been in 1914--15 and double those of 1929. By 1941-42 they were 
over 4! times as great as in ~937-38, and 32! times as great as in 1914--15, 
while the Budget for 1942-43 provides for an estimated expenditure of . 
$58·9 billions (o{which $52·8 billions is for defence), or nearly a sixty-fold 
increase over 1914--15! In August 1943 aggregate expenditure of the 
year which began on 1st July 1943 was estimated at $106 billions. The 
increase in Federal tax revenues has been somewhat less spectacular 
since the depression; but even so, Federal tax revenues in 1937-38 
were 883 per cent of the corresponding 1914--15 revenues and 147 per 
cent of those of 1929-30, while those of 1941-42 are over 19 times and 

. those budgeted for 1942-43 ($17·6 billions, including non-tax revenue) 
over 25 times as great as those in 1914--15. The increase during both 
wars has been associated with a ~e in the relative importance of the 
income tax, though this feature was much more marked during the 
last war than it has been so far during this. 

The proportionate increase in State expenditures and revenues between 
1914--15 and 1937-38 was of a magnitude similar to that of the corre­
sponding changes in the finances of the National Government. The 
percentage increase in expenditures between 1929-30 and 1937~8 was 
naturally somewhat iess than that in Federal expenditures (70 per cent as 
~ompared with 100 per cent for Federal expenditures), but still very 
considerable. For, as we have seen, State GQvernments have participated 
in the movement of taking over from Local Governments and developing 
further such functions as relief. The system of unemployment insurance 
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introduced by the Social Security Act of 1935 is worked by Federal and 
State authorities together. The increases in State revenues and expendi­
tures since the outbreak of war have naturally been much smaller than 
the corresponding changes in Federal figures. 
. As might be expected. in these circumstances, the changes in Local 
Government revenues and expenditures have been far smaller than has 
been the case with the higher layers of Government. The figures never 
rose to much more than 2! times the level of 1914-15, and there was 
actually a slight decline, both in expenditures and revenues, after 1930-31. 
No very great changes in the Local totals seem to have been caused by the 
present war. 

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

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

Two more points should be noted in this connexion. In the first place, 
the burden of taxation and the weight of expenditure are rather heavier 
than in most of the other Federations studied in this Enquiry. In the year 
1937-38, Government revenues in the United States from taxation alone 
amounted to the equivalent of 19 per cent and expenditures to 24 per cent 
of the national income.1 This compares with 17 per cent in South Africa 
(total revenues only), 13 per cent in India (for both revenues and expendi­
tures) and 25 per cent (for both revenues and expenditures) in Australia. 
Since the war the contrast has become even greater, especially in the field 
of expenditures, where the American percentage reached 27 in 1939-40 
and approximately 41 in 1941-42. The Budget estimate for 1942-43 
provides for an expenditure of something like 60 per cent of the national 
income (all Governments), though such figures should be used with caution 
as merely indicating the order of magnitude of the proportion. Mr. 
Stone, in his paper referred to above, 2 compares percentages calculated on 

1 See G. Findlay Shlrras, Science of Public Finance, vol. i, 3rd ed., Macmillan & Co., 
London. Of. Facing IM Tax Problem, A Survey of Taxation in the United States and a 
Program for the Future, The Twentieth Century Fund, New York, 1927, chap. 5 and 
pp. 393-4. • 

2 Richard Stone, op. cit. pp.l57 and 158. See also Table 20 in Part III of this Enquiry. 



TABLE VI 

GoVERNMENT ExPENDITURES AND REVENUES EXPRESSED IN TERMS oF THE NATIONAL INCOME 1 

Fiscal Year ending 30th June 

1910 1915 1920 1925 1930 1935 1938 1940 1941 1942 

National Income • ($ billions) 34·3 41·0 63·0 80·5 81·8 53·6 . 69·4 75·9 89·5 106·0 
Revenuea: 8 

(a) $ billions: 
National . 0·6 0·6 5·7 3·1 3·6 3·7 5·3 4·9 7·1 ll·6 
State • 0·3 0·4 0·6 1·1 1·8 2·1 3·1 3·3 3·5 3·9 
Local 1·7 1·9 2·4 3·7 4·9 4·8 4·7 4·7 4·9 5·0 

Total 2·6 2·9 8·7 7·9 10·3 10·6 13·1 12·9 15·5 20·5 

(b) As per cent of the National 
Income: 

National 2 I 9 4 4 7 8 6 8 ll 
State I 1 I 1 2 4 4 4 4 4 
Local 5 5 4 5 6 9 7 6 5 5 

Total 8 7 I4 10 12 20 19 16 17 20 

Expendit'U1"es : 8 

(a) $ billions: 
National 0·9 1·0 6·0 3·5 3·8 7·3 7·5 10·3 13·3 32·6 
State 0·5 0·5 0·9 1·4 2·1 2·2 3·6 4·5 4·3 4·7 
Local 2·0 2·2 3·3 5·6 7·2 5·5 5·9 6·0 5·9 6·0 

Total 3·4 3·7 10·2 10·5 13·1 15·0 17·0 20·8 23·5 43·3 ----
(b) As per cent of the National 

Income: 
National 3 2 10 4 5 14 ll 13 15 31 
State 1 1 1 2 3 4 5 6 5 4 
Local 6 5 5 7 9 10 8 8 7 6 -

Total 10 8" 16 13 17 28 24 27 27 41 

• Bee also Table 20, Part III. 
• National Income: 193o-41: net national income at factor cost, ns given by R. Stone in the Economic Journal . .TuntrSept. 1942. As Mr. Stone•s figures are for 

calendar yeara., we have taken as the national income for e&ch fiscal year the average of the figures for the two calendar years concerned. For 191Q-25 a.nd for 1042 the net 
national income is estimated with the llelp of Mr. Stone's figures and those given in Lutz, Public Finance. ' 8 See Table V. 
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a somewhat different basis with those given for the United Kingdom in 
the Budget White PaperY His percentages for expenditures are : in the 
United States 20 per cent in 1938 and 1939, 21 per cent in 1940 and 26 
per cent in 1941. In the United Kingdom, 19 per cent in 1938, 44 per cent 
in 1940 and 52 per cent in 1941. The following figures represent the 
proportion of the national income devoted to taxation : United States, 
20 per cent in 1938 and 1939, 21 per cent in 1940 and 24 per cent in 1941 : 
United Kingdom, 25 per cent in 1938, 29 per cent in 1940 and 37 per cent 
in 1941. Estimates on another different basis appeared in the Economist 
of 24th January 1942 (p. 106). According to these, total Government 
revenues in the United States were 22·1 per cent of the national income in 
1938-39, 21·6 per cent in 1940-41 and 24·1 per cent in 1941-42. The 
corresponding estimate based on the Budget figures for 1942-43 is about 
33! per cent. The figures given for total Government revenues in the 
United Kingdom are 27·8 per cent of the national income in 1938-39, 
31·2 per cent in 1940-41 and 37·3 per cent in 1941-42. Total Government 
expenditures (and in brackets those on defence or war) expressed as a 
percentage of the national income are given' as follows : United States-
1938-39, 29·1 (1·8); 1940-41, 28·4 (7·6); 1941-42, 45·9 (27·4); 1942-43 
(on the basis of the Budget estimate), 66·5 (51). United Kingdom-1938-
1939, 30·9 (8·7); 1940-41, 58·8 (42·1); 1941-42, 67 (45-50). For the fiscal 
year 1st July 1943 to 30th June 1944, $38 millions out of the total 
expenditure of the Federal Government (or about 36 per cent) are pro­
vided for by taxation. The total national income is estimated to reach 
$150 millions in the same period. Great Britain's taxation to total 
expenditure is 52 per cent and Canada's 47 per cent. 

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

1 Cmd. 6347, sections Band E. 
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ments, and therefore unemployment remained at a high level. 
We turn now to a feature in which the United States differs from the 

other Federations studied in this Enquiry -the relative importance of 
Local Government in public finance. Until the depression Local expendi­
tures exceeded Federal ones- before the war of 1914--18 they were con­
siderably larger . than Federal and State expenditures combined. The 
contrast, even now, is larger than the tables suggest, because a substantial 
proportion of State expenditures- one-third in 1936-37 consists of 
grants, mostly in aid ofspecilied activities, to Local Governments. Never­
theless, as we have seen, H. C. Adams was mistaken when, in 1898, he 
expected Local expenditures to increase more rapidly than State and · 
Federal expenditures.1 As the modern community grows and becomes 
more complex, there is not only a steady tendency for Government func­
tions to expand and to multiply, but also for the higher layers of Govern­
ment to assume an even greater share of the responsibility. The case of 
relief during the great depression has already been mentioned. We shall 
return to this question when considering the details of public expenditure. · 
Meanwhile, it is necessary to analyse briefly the tax structure of the 
United States. -

• 
Government Revenues 

Revenues fro~ taxation only have been given, because of the difficulty 
of obtaining comparable data of other revenues for all three layers of 
Government. Detailed statistics are very scarce, especially in the case of 
Local finance. Fairly complete data for a considerable proportion 2 of 
Local Government units are collected at ten-year intervals, but the last 
year for which they are available is 1932. Figures for cities of 100,000 or 
more inhabitants are available for other years. To the total tax collections 
of these cities in 1937-38, amounting to $1940 Inillions has, there.fore, 
beell: added a rough estimate 3 of $2800 Inillions representing all other 
Local Authorities. It has been assumed that the g(>Jleral property tax 
accounted for 95 per cent of all Local tax revenues, and not only of those 
of cities with a population of 100,000 or more. This is probably not very 
far from the truth.4 Local figures for "Iniscellaneous taxes" contain 
items which, if data were available, would be classified under other heads 
such as business or consumption taxes. The Local totals exclude grants 
and shared taxes. 

1 H. C. Adams, Science of Finance, New York, 1898, p. 45, quoted by Dr. Mabel 
Newcomer, Taxation and Fi8ca! Policy, New York, Columbia University Press, 1940. 

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

8 Made by the Tax Institute, University of Pennsylvania. 
4 Dr. Mabel Newcomer (op. cil. p. 28) gives the proportion of Local Government tax 

revenue detived from the property tax as 87 per cent in 1900 and 94 per cent in 1939. 
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State revenues from taxation given in Table "\11 represent total collec· 
tions bv the States, whether or not shared with Local Governments, plus 
the St~te share of locally collected taxes. Separate data for individual 
and corporate State income taxes are not available for all States, though 
in some cases they are available for a few years other than 1937-38. In 
the latter cases the figures have been utilised to estimate roughly the 

TABLE YII 

THE REYESUE SYSTEM OF THE U.S.A., ALL GOVERNMENTS, 1937-38 

(Tax Yields only: S millions) 

National Stat~ Local' 1 Total 

GROUP I. Progrestrire Taxes: 
Personal (net.) income taxes 1286 224 .. 1,510 
Estate and gift taxes 417 145 .. 562 

Total 1703 369 .. 2,072 - ---GROUP II. Taxes Q1l Property : z I 

~~9 I iial.<;, Capital Stock I 139 
General Property I 4,688 

----------
Total 139 253 4435 4,827 

GROt'!' III. Taxes Q1l Business: -.-----
Corporate (net) income taxes 1 ll24 178 .. 1,302 
Excess profits tax I 37 .. .. 37 
Pnjust enrichment tax • 

I 
6 .. .. 6 

l'ndistributed profits tax 176 .. .. 176 
Franchise taxes 5 1 107 .. 108 
Insurance company taxes . .. 85 .. 85 
Chain store taxes .. 7 .. 7 
Licence taxes .. 14 .. 14 
Stock transfer and document registry I 42 27 .. 69 
Tonnage I 2 .. .. 2 

Total 1---;a;-1-ru-j-.-. 1,806 
-~--

1 So detailed data for all Local Authorities are available except for 1931-32. Tax rewnues of cities 
of 100,000 or more inhabitanti! amotmted, in 193i-38, to S1940 millions, of which $1815 millions 
n>presented the propert)· tax. Total tax revenues of other local governments were estimated at about 
~~.;uo millions by the Tax Institute, rniYmity of Penru;ylvania. Jt. has ~n assumed that the pro­
portion of totallO<'al tax revenues derived from the property tax was the same as in the ca~ of cities 
of 100,000 or more inhabitants. (See al.w text.) The totals do not include shared taxes grants, 
sNvi<'t' charges for Ct!.m'nt ~W>nices and other minor items. Details for cities of 100,000 'or more 
inhabitants in 1936-37 are I(! Yen in Table 9 in Part ill. 

' Group 11 includes tali:ation of property of various ldnds, not only real estat~. as it has not ~n 
J»'<ible to separate out the latter. Tllis fact should be kept in mind when comparisons are made 
llith other charkrs of this Enquiry. 

1 This excludes (a) taxes on gross receipts or turool'er of bttsines.<es, which have ~n given under 
Gt-neral Sales Taxe<, aou (bl the l'njust Enrichment Tax, shown separately. 

' A tax le\ieU on net income arising from Federal excise taxes shifted to the vendee but not paid, 
Fe<.teral excise taxes shiited by the vendee for wllich he Wllil reimbursed by the vendor, and refunds 
Rn•l Cl'e\lit~ of Federal excise taxes shifted to others. 

' Licences and fees for the pri\ilef;!e of eonducting btt<iness. exrept (a) those based on net income 
(indu•ted under income taxes) and (b) thO>e !Hied spedftcl\ll)' on public utilities (included under 
uuht)' taxes). [Table ttmtirmed omltaf 
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TABLE VII-(continued) 

National State Local' 

G:souP IV. Mainly Conaumption Taxe8 : 
Customs 357 .. .. 

PT. I 

Total 

357 
--------·-· ---

Excise and Similar Select.ive Taxe8 : 
Liquor 568 221 .. 789 
Soft drinks, etc. 1 3 .. 4 
Tobacco 568 56 .. 624 
Sugar 31 .. .. 31 
Oleomargarine, etc. 30 1 .. 31 
Severance 6 • .. 62 .. 62 
Gasoline and lubricating oils 235 786 .. 1,021 
Motor vehicles ; 90 381 .. 471 
Racing .. 11 .. 11 
Utilities 75 117 .. 192 

Sub-total 1598 1638 .. 3,236 
------------

General Sale8 and Similar Taxe8 : 
Sales and use, gross receipts and gross 

income 53 447 .. 500 
Admissions and dues 1 27 6 .. 33 

------------
Subtotal 80 453 .. 533 

-----------
Miscellaneous . 12 10 305 327 

-----------
Total 2047 2101 305 4,453 - - -GRAND Tout (excluding pay-roll taxes) 5277 3141 4740 13,158 

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

------------
GltAND ToTAL (including pay-roll taxes) 6020 3887 4740 14,647 - - - -
N ote.-In order to ~et comparable figures for all Governments, the table has had to be limited 

to revenues from taxat1on. This should be borne in mind when comparisons are made with other 

cha~~rsu~!n~ J!~~~:· t~ej~J'(};:~ment to the States, from the Slates to the Lor.al Autlwrities 
and from the latter w the Statts, see Table 10 in Part III. 

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

· Sources.-Tax Yields, 1940; Statistical Abstract for the United States, 1940. 

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

The revenue syst~m as a whole can hardly be said to be either very 
progressive or very regressive. There is a tendency for it to become more 
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progre~sive and it is among the more progressive of the revenue systems 
studied. 

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

We have said that the revenue system as a whole is neither very 
progressive nor very regressive. But there are great differences in this 
respect between different Governments. The Federal revenue system is 
mueh more progressive than the others; in fact, it goes very far in that 
1 St·e Facing the Tax Problem, The Twentieth Century Fund, New York, 1937, pp. 460-63. 



TABLE VITI 
THE REVENUE SYSTEM OF THE U.S.A., ALL GOVERNMENTS, 1937-38 

(Tax Yields only : percentage distribution) 

Percentage Share of 
each Government in 

Total Revenues 

Percentage Distribution of 
each Government's 

Revenue 

State Local Total / tfo:~, state Locsl Total trori~1 
~-G_R_O_UP __ I __ -p-,~--~---~--~-~---.. --1----1--- l-------l----·1-----l----1 

J Personal (net) income . 85 15 • • 100 24 7 , , 11 

I

. Estate and gift • • 74 26 100 8 5 5 
Total , , • 82 IS - 100 32 12 -- 16 

GROUP II. T~ on Property: 1 

Capital stock . . . 100 . . 100 3 • . 1 
I General property . • 5 95 100 • • 8 94 35 

Total 3 _!. 92 100 3 . 8 94 36 
GRoUP III. T~ on Busine.!s: 

Corporate (net) income 
Excess profits . . 
Unjust enrichment . 
Undistributed profits 
Franchise • • 
Insurance companies 
Chain stores • 
Licence • • • 
Stock transfer and document 

registry 
Tonnage 

Total 
GRoUP IV. Mainly OQMUmp­
tionT~: 

86 
100 
100 
100 

1 

61 
100 

14 

99 
100 
100 
100 

39 

100 
100 
100 
100 
100 
100 
100 
100 

100 
100 

21 
1 

3 
3 
3 

10 

-- ---- -----·-------
77 23 - 100 26 13 .......;.:.;... 14 

Customs • 1100 100 3 
Excise and Similar Seledi~ 
T~: 

Liquor. • 
Soft drinks, etc. 
Tobacco 
Sugar . • 
OleomMgarine, etc. 
Severance • • 
Gasoline and lubricants 
Motor vehicles 
Racing 
Utilities 

Sub-total 
General Bales and Similar 

T~: 
Sales and use, gross receipts 

and gross income . , 
Admissions and dues 

Sub. total 
Miscella111l1JU8 

72 
27 
91 

100 
97 

23 
19 

28 
73 
9 

.. 100 11 

.. 100 .. 

.. 100 11 

.. 100 1 
3 • . 100 1 

100 .. 100 .. 
77 .. 100 4 
81 .. 100 1 

100 .. 100 .. 

2 

2 
25 
12 

6 

1 
8 
4 

39 61 • . 100 1 4 . . 1 
~4~9-l~5~1-l·~.~.-l-~1oo' 1~3~01-~52"1~.~.-l-2~5-

11 89 .. 100 1 15 .. 4 
82 18 100 1 .. .. 15 85_100_2_15_ .. ___ 4_ 

-4--393100 _6 ___ 2_ 
-- -------------------

Total • , • ...!!!,. 47 7 100 39 67 __!.. 34 
GRAND TOTAL (excluding pay. 

rolllax€8) • • • 40 24 36 100 88* 81• 100 • 90 I 
Pay-roll taxes • • • 50 50 .. 100 12• 19• .. 10 I 

I GRAND TOTAL (including pay. -- --- ---- --,----
! roll taxes) • • , 41 27 32 100 100 100 100 100 
I ---

1
• Group n includes taxation of property of various kinds, not only real estate, as it has not been 

~~~~:h: c'r:~;f::: 0~~~~~~~- This fact sbould be kept in mind when comparisons are made 
•47'40Th~1e1 . are per$centages of the grand tcltal induditlll pay-roll taxes ( $6020 millions; $3887 millions; 
• m1 1ons; 14,647 millions). 
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direction compared with the other Feder-ations studied in this Enquiry. 
Income and estate and gift taxes of all kinds accounted for 53 per cent of 
all Federal tax revenues ; individual income tax for 24 per cent, estate 
and gift taxes for 8 per cent (a total of 32 per cent for Group I -Pro­
gressi>e Taxes). Corporate income taxes accounted for 21 per cent, the 
excess profits tax 1 for I per cent, the tax on undistributed profits for 3 
per cent and those on stock, transfer and document registry for 1 per cent 
(a t-otal of26 per cent for Group III- Taxes on Business). The only other 
taxes yielding a significant share of total Federal tax revenues were 
customs (7 per cent), and among excise and similar selective taxes those 
on liquor (11 per cent), tobacco (11 per cent), and gasoline and lubricating 
oils (4 per cent). All excise and selective taxes combined produced 30 
per cent and general sales and similar taxes 2 per cent of Federal tax 
receipts, making (together with cust-oms) a total of 39 per cent for Group 
IY- )fainly Consumption Taxes. In Group II - Taxes on Property -
there was only the tax on capital stock (3 per cent). 

Finally, there are the pay-roll taxes, or social insurance contributions.3 

These have only been making a significant contribution to revenues since 
1936-37, and on a full scale only since 1937-38. In that year they 
produced 12 per cent of all Federal taxes induding pay-roll taxes (a figure 
comparable in magnitude with those given above for other taxes would 
be 14). According to Dr. )label Newcomer,3 "the pay-roll tax is the 
youngest member of the tax family in this country, and promises to 
become the largest of all the State and Federal taxes. It may, in time, 
owrt.ake the local property tax if the present movement for the relief of 
real estate continues." 

State pay·roll taxes' ,on account of unemployment insurance, intro­
duced together with the Federal ones, amounted to $19 millions in 1935-
1936, $333 millions in 1936-37, S746 millions in 1937-38, $801 millions in 
1938-39 and $851 millions in 1939-40. In 1937--38 they accounted for 
19 per cent of all State taxes including pay-roll taxes, and a figure 
comparable in magnitude with those given for other State taxes above 
(per cent of total State taxes excluding pay-roll taxes) would be 24. 

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

1 C'f. Fa(ing tht Ta:c Problem, The Twentieth O:ntury Fund, Xew York, 1937, 
pp. 491-4. t Ibid. pp. 494-500. 

a l[abel Xewcomer, op. cit. pp. 25 and 26. 
• Including those in the District of CQlumbia. 
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some extent on excise taxation. A similar change has taken place in State 
revenues. The poll tax has dwindled into msignificanc.e. The property 
tax is still the mainstay of Local Government finances, and partly for this 
~eason the States have, with the general rise in expenditures, tended to 
relinquish it more and more, and to develop new sources of revenue. . The 
general property tax now accounts only for 8 per cent of State tax revenues. 
Among the new State taxes those on income (of which about 7 per 
cenfis on individual incomes) and estate and gift (5 per cent, making a 
total. of i2 ·per cent for Group I) are indicative of the trend towards more 
progressive taxation. · Other taxes on business (excluding public utilities) 
account for 6 per cent (a total of 13 per cent for Group Ill). But generally 
speaking, various sales and excise taxes, motor vehicle licences, etc., are 
far and away the most important part of the State revenue system. Group 
IV (Mainly Consumption Taxes) comprises no less than 67 per cent of the 
total. Of this, the most important iteinB · are taxes on gasoline and 
lubricants (25 per cent), motor vehicles (12 per cent), sales and use, gross 
receipts and gross income (15 per cent) and liquor (7 per cent). Actually, 
these figures hide the very great differences between individual States, 
which. are illustrated by Table 14 in Part III. There is some degree of a 
general pattern, the principa:I feature of which is the reliance on con­
sumption taxes, especially those on gasoline and motor vehicles, which 
marks the State revenue system as regressive. Nevertheless, the variations 
between States are very striking. At one end of the scale is New York, 
with far greater revenues (and expenditures and debt) than any other 
State, and, for a subordinate unit of Government, with a very progressive 
revenue system indeed. various tax~ on net income comprise 39·7 per 
cent of the total, of which 27·8 per cent of the total, or 7() per cent of 

·income tax revenue, represents taxation of personal income. Estate 
taxation comprises 7 ·7 per cent ; · the property and poll taxes are entirely 
absent, and even gasoline represents only 15 per cent of total tax revemte. 
On the other hand, thirteen of the forty-eight States levy no income tax 
at all;. Nevada lias nd estate or similar taxes. A few States like Nevada 
still rely heavily on propertJ taxation ; others, such as Georgia and 
Florida, derive about half their tax revenue from gasoline. Texas, 
Oklahoma and Louisiana receive a considerable proportion of theirs from 
severance taxes 1 which do not exist at all in twenty-eight States. Again, 
the relative yield of individual taxes sometimes changes rapidly ; ·for 
instance, general sales and similar taxes were of no importance before the 
depression; even in 1932---33 they comprised only about 1 per cent of 

1 Taxes levied upon natural resources at the time of production, or severanoe from 
the earth. Examples are taxes on mineral resources, oil and gas, timber, and sea 
products. . 
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total State tax collt•ctions. In the next year they suddenly shot up to 
9·~ per cent; in 1937-38 they represented U·4 per cent., and two years 
later 15·2 per cent of all State tax receipts. Taxes on liquor, which 
comprised 11 per cent of Federal and 7 per cent of State tax revenues in 
1937-38, were, of course, practically non-existent during the Prohibition 
era- one of the main reasons why Prohibition was abolished at the 
bottom of the depression. 

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

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

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

The importance of the property tax for all types of Local Authorities 
is obvious. Only ."cities, towns, villages and boroughs" derived a 
considerable revenue ( S487 millions) from public service enterprises. 
The importance of the school districts should be noted. It is really greater 
than is apparent from the above figures, as there is much overlapping 
bt'tween school districts and cities, towns, etc. A characteristic of Local 
Gowrument in the United States is the enormous number of Local 
Authorities, many of them small or overlapping. In order to sum up the 
situ11tion we can hardly do better than to quote Dr. Newcomer on this 
subject: 1 

There are approximately 175,000 taxing jurisdictions in the United 
States. Xew York alone has 12,000. Many of these jurisdictions are too 
small to give efficient service. This is often true of the rural school district. 

1 Soo Taule 10 in Part III. 1 Mabel Newcomer, o-p. cit. pp. 10 and ll. 
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! 

TABLE IX 
LOCAL GOVERNMENT REVENUES AND EXPENDITURES, 

SUMMARY FIGURES, 1931-32 
( $ millions) 

" 

Revenues Expenditures 

Tul olaf:~::!d 
Civil Division (includ· 

Total 'ing Property Total Public pro- Tax General Service perty 
1 

Govern· E~ter: tax) 
1 

ment pmes 

Interest 

1--------I----
Counties • 1314 1021 ,877 1412 981 .. 8 119 
Cities, towns, villages, 

boroughs, • 3374 2251 2057 3594 2070 283 424 
School districts 1 1515 1121 1119 1537 1250 .. a 109 
Townships 248 208 195 253 187 2 17 
Other civil divisions 2 194 115 112 261 60 16 63 

Total 6645 4716 4360 7057 4548 301 732 

Out-
lays' 

--
311 

817 
178 
47 

122 

1475 

' Exclusive of schools under administration of counties, cities, towns, villages and boroughs, 
' Includes townships of Missouri, South Carolina and Washington, 
' Less than $500,000, 
• Capital expenditure out of revenue, 

Moreover, there has been a tende~cy to transfer functions from the smaller 
to the larger jurisdictions as improved means of communication have become 
available. This rarely results in the abolition of the smaller unit of govern· 
ment. Too many political offices are involved. Corrsequently, the useless 
shell of government remains long after its activities have been abandoned. 

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

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

To sum up, the Local Government system of taxation has changed 
very little during the past decades. It still relies mostly on the taxation of 
property, not always organised in the most economical manner. It is 
definitely regressive, a feature common to Local Government revenue 
systems. 
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On the other hand, the Federal and State systems of taxation have 
undt'rgone revolutionary changes during the present century. In 1900 
the Federal Government drew nearly all its revenues from customs and 
from excise taxes on liquor and tobacco. In 1937-38 these had declined 
to 28 per cent of Federal tax revenues and a little less than 25 per cent 
of total Federal revenues. Apart from the tax on gasoline, the new taxes 
which are now the main Federal revenue-producers are almost entirely 
taxes on individual and corporation income and estate and gift taxes. 
Thus, the Federal tax system has changed from a very regressive to a 
considerably progressive one. 

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

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

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

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

1 See Chapter VII, Table VI, pp. 202 and 203. 
E 
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United States, are summarised in Table 3 of Part III. According to this, 
75·9 per cent of State revenues in 1936-37 were derived from taxation. 
Of the remaining 2H per cent, 14·3 were derived from grants (13·8 
grants from the Federal Government and 0·5 from Local Authorities), 
4·4 from charges for current services, 1·2 from contributions from public 
service enterprises, 0·1 from special assessments and special charges and 
4·1 from all other sources. Thus, the proportion of revenue derived from 
taxation is appreciably lower than in the case of the Federal Government. 
A figure comparable with the 84-6 per cent given for Federal tax revenues 
would be even lower than 75·9 per cent, The definition of a tax used by 
the United States Department ofCommerce, like that used in the Enquiry 
into the Burden of British Taxation,! is appreciably wider than that used 
by the Tax Institute, University of Pennsylvalii.a, on whose compilations 
Tables VII and VIII are based. 2 The figure of total State tax collections 
given by the Institute for 1936--~7 ($2932·2 millions less $260·0 millions of 
local shares of shared taxes, making .a tax revenue of $2672·2 millions) 
represents 65·3 per cent of total State revenues as given in Table 3 of 
Part III ( $4093·2 millions). This compares with 73 per ce;nt in the case of 
the Indian Provincial Governments. 

The latest detailed Local Governmel}t figures, as has already been 
mentioned, are those for 1932, sinc.e when the totals have declined as a 
result of the expansion of National and State Government functions 
consequent on the depression and the New Deal. In 1932 total Local 
revenue receipts, as shown in Table 6 of Part III, amounted to $6644·0 
millions. Of this, taxes comprised $4715·9 millions, or 71·0 per cent.3 

Since then the proportion may have rise:d. Thus, ·for all Governments 
together, the percentage of revenue derived from taxation in 1937-38 
must have been in the neighbourhood of 78 per cent. 

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

First, there is a much closer link between the revenues and expenditur~s 

. 1 The Burden of British Tll$alion, by G. Findla.y Shirras e.nd L. Rostas. Nationa.l 
Institute of Economic e.nd Social Research, Economic and. Socie.l Studies II, Cambridge 
University Press, 1942; New York, Macmillan & Co., 1943. 

1 E.g. the percentages in Te.ble VIII exclude social insurance conU:ibutions, though 
they include under Sta.te ta.x collections (instes.d of under Loce.l ones) the Local shares 
of Sta.te.collected she.red taxes. 

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

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

Similar features characterise Federal grants to the States, and this 
leads to the third point, the way in which the States have become the 
agents carrying out the National Government's social security legislation. 
(The relevant parts of the tables are the footnote to and Section E of 
Table 10 in Part III.) In 1936-37 grants comprised, as we have already 
seen, 14·3 per cent of State revenues, 0·5 per cent being grants from minor 
civil divisions and 13·8 per cent grants from the Federal Government. Of 
the latter ( $564·8 millions), 56 per cent was for highways, 27 per cent for 
relief, 4 per cent for education, 2 per cent for public health, 2 per cent for 
unemployment compensation administration and 8 per cent for other 
purposes. But the place of the States in the system created by the New 
Deal is only appreciated when we remember that in 1939-40 (the last year 
for which it has been possible to obtain detailed figures) Federal grants to 
States and Territories 1 for public assistance and for administration of 
the unemployment compensation laws and State employment services 
amounted to $345·0 millions. Of this total, $61·6 millions represents 

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

' Governments has become less clear-cut, and co-operation in specific fields 
has increased. 

Government Expenditures 

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

Owing to the lack of complete and comparable data for all Govern­
ments, only National Government figures for 1937-38 1 and State and 
Local figures for the latest available years could be given. This means 
1936-37 figures for States (taken from the Statistical Abstract of the 
United States, 1940) 2 and 1931-32 figures for Local Governments.3 In 
the latter case, the :figures summarised in the StatiStical Abstract and 
reproduced in Table 6 in Part III of this Enquiry are taken from Fituuwial 
StatistU!s of State and Loool Governments, 1932 (United States Department 
of Commerce, Bureau of the Census).' That volume conta,ins details for 
all States and all types of Local Government so far as they are available. 
Unfortunately there are large gaps in the details, though the total expendi­
tures on operation and maintenance of general departments, on operation 
and maintenance of public service enterprises, on interest and on outlays,~ 
and hence the grand totals, are complete. We have utilised such details 
as are given to estimate the distribution among the various heads of the 
total expenditure on operation and maintenance of general departments. 
As the figures refer to ciiqerent years (one of them before the New Deal), 

1 See also Table 2 in Part m. . I See also Tables 4 and 5 in Part m. 
a See also Tables 6 and 8 in Part m. • See also Table IX on page 48 above. 
5 Expenditure of a. capita.! nature out of revenue, i.g. for purchase and improvement 

?f land, erection of new buildings, extension of water-supply systems, or purchases to 
mcrea.se the collection of libraries. 



TABLE X 
PrBLIC ExPENDITURES FROM REVENUE, ALL GovERNMENTs 1 

($ 

f I. Primary Functions : 
I Legislation, administration and justice 
i Protection to person and property 
I Correction • . . . 

Pensions • 
Debt services 
Defence 

Total, Primarv Functions . 
2. Swmdary Function~;: 

( l) Socuu Services : 
Education 
Public health . . . 
Charities, 8 hospitals and corrections 
Recovery and relief 
Social Security Act 
Old-age reserve account 
Railro&d retirement 

Sub-total, Social Services 
(2) Developmental: 

Post Office 
Public buildings . 
Public highways . 
Shipping Board . 
River and harbour work and flood 

Control. 
Panama Canal . . . 
Teunessee Valley Authority • 
Rural electrification administration 
Reclamation projects . 
Civilian Conservation Corps 
Development and conservation of 

natural resources 
Agriculture • 
Public works, etc.u . 
Public service enterprises 

Sub-total, Developmental 
(3) Oullayau 
( 4) M iacella neoua 

Total, Secondary Functions . 
GRASO TOTAL 

National, 
1937-38 

500 

655 
926 
975 

3056 

2238 
332 
387 
145 

3102 

47 10 

61 
152 

3 

165 
11 
42 
11 
40 

325 

473 
134 

1464 

4 
4570 

7626 

Stat~. 
I9a6-37 

151 
106 
66 
.. ' 

122 

445 

830 
226 6 

612. 

1668 

.. ' 
458 

78 

539 
712 
99 

3018 

3463 

Local, 
1931-32 

512 
568 
.. s 
.. ' 

731 

1811 

1965 
355 7 

373 

2693 

598 

12 

302 
912 

1476 
164 

5245 

7056 

1 Owlng w the Impossibility of giving comparable detailed data for 1937-38 for all Governments, 
Xational expenditures from revenue for that year have been given as in Table 2 in Part III, StAte 
tu>t payments of general government (i.t. excluding public service enterprises) for 1936-37 as in 
Table 4 in Part III. and Local cost payments (including public service enterprises) for 1932- the 
lii:!t )'ear for whlch details are available -as given in Table 16 in Part III. It should be noted that 
the State ftgurt>S include a substantial proportion of grants to Local AuthoMtit>S, the 1932 counterpart 
of which has not been eliminated from the Local figures ; also that many oi the Local items (as distinct 
from the grand wtAl) have had w be estimated on the basis of figures available for some authorities 
iu some of the Statt-s. For further details see the footnotes w the tables referred w. 

' A few small items are included in" Legislation, administration and justice". 
• Giwn uu<ler "Charities, hospitAl• and corl't'ctions ". 
• ~ ot >hown as a separate item in the otficial statistics. 
' }Iilitia and armourie.s included under "Proteetion w person and property". 
• Includes hospitals and recreation. 
' Excludes hospitals wll.ich are included in the following item. 
' )[ainly poor relief. 
• Chanties ontr. 

" )lainly postAl deftciencr. 
" Includes 1.:.8. Housinl{ Authoritr ($165,000), 
" Contribution from general Go\·ernment funds onlr. 
11 State and Local capitAl expenditure out of revenue. 



54 FEDERAL FINANCE IN PEACE AND WAR 

TABLE XI 

P"QBLIC EXPENDITURES FROM REVENUE, ALL GovERNMENTS l 

(Percentage distribution) 

I. Primary Functions : 
Legislation, administration and justice • 
Protection to person and property 
Corrsction 
Pensions 
Debt services 
Defence 

Total, Primary Functions • 

2. SeAXJndary Functio'M : 
( 1) Social Services : 
·Education 
Public health 
Charities, 8 hospitals and corrsotions 
Recovery and relief 
Social Security Act · 
Qld.age reserve account 
Railroad retirement 

Sub-total, Social Services 

· (2) Devekpmental : 
Post Office 
Public buildings , 
Public highways 
Shipping Boa.rd . 
River and harbour work and flood 

control • 
Pa.na.ma Ca.na.l 
Tennessee V a.Uey Authority 
Rure.l elootrifica.tion administration 
Reclamation projects 
Civilia.n Conservation Corps 
Development and conservation of 

natural resources 
Agriculture 
Public works,u • • 

· Public service enterprises 

Sub-total, Developmente.l 

(3) Outlays 18 

(4) Milloellat1WU8 

National, 
1937-38 

8·6 
12·0 
12·8 

40·0 

29·3 
H 
5·1 
1·9 

40·7 

0·610 
0·8 
2·0 
* 

.2·2 
0·1 
0·6 
0·1 
0·5 
4·3 

6·2 
1-8 

19·2 

0·1 

60·0 

-

State, 
1936-37 

.. ' 

12·8 

48·2 

.. ' 
13·2 

2·3 

0·1 u 

lli·6 

20·6 

2·8 

87·2 

l'T.l 

Local, 
1931-32 

7-2 
8·1 
.. a 

.. ' 
10·4 

25·7 

.. ' 
8·5 

0·2 

130 

20·9 

74·3 Total, Secondary Functions • 

GRAND ToTAL 100·0 100·0 100·0 

Note.-For footnotes see Table X. • Less than 0·05 per cent. 



cn.m FINANCE AND ECONOMY OF UNITED STATES 55 

it is, of course, impossible to give details for total Government expenditures 
(National, State and Local combined). Since 1931-32 Local expenditures 
have declined a little, both in absolute terms and relatively to National 
and State expenditures. In 1937-38 they must have amounted to about 
55900 or $6000 millions. The figures include duplication due to inter~ 
governmental grants. The most important of these are the State grants 
to Local Governments (32 per cent of total State expenditures), as we 
have already seen. 

The true significance of the figures, especially of the percentages in 
Table XI, is grasped only when we compare them with the system exist­
ing before the New Deal. Tables 16 and 17 in Part III show public 
expenditures from revenue for all Governments in 1931-32, in millions of 
dollars (Table 16) and percentages (Table 17). There is a slight difference 
in arrangement between the two sets of tables. The State figures for 
"Charities,! hospitals and corrections" in Tables 16 and 17 contain all 
the items named. In Tables X and XI above" Correction" (State figures 
only) has been given as a separate item under Primary Functions, and 
State expenditure on hospitals included under " Public health". As it has 
not been possible to split up the 1932 figures in the same way, Local figures 
for " Charities, hospitals and corrections " in all four tables contain all 
these three items. The following other points should be borne in mind. 
First, State expenditure on public service enterprises in Tables X and XI 
above only represent contributions from general Government 2 funds, 
whereas the corresponding figures in Tables 16 and 17 as well as the Local 
figures throughout represent total expenditure from revenue on public 
service enterprises in 1931-32. Secondly, pensions are not given separately 
in the State and Local statistics. This means that the figure for " Pen­
sions "in the totals columns of Tables 16 and 17 refer to National Govern­
ment expenditure only, and that State and Local expenditures on primary 
functions as given in all four tables are somewhat below the true figures. 
Thirdly, the figures for Federal expenditures in Tables 16 and 17 include 
trust and related accounts totalling $326·5 millions. This is the reason 
for the discrepancy between total Federal expenditures in 1931-32 as 
given in Table 16 and as given in Table 12. The latter total is the one 
which is comparable with that given in Table X for 1937-38. 

The picture presented by the 1932 figures is one of fairly clear-cut 
division between the functions of the National Government and those of 
State and Local Governments. Apart from protection to person and 
property and debt services 3 (neither a very large proportion of either 

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

The Federal Government, on the other hand, was mainly concerned 
with the primary functions - general administration, legislation and 
justice ; pensions ; debt services ; defence .. Federal expenditure on the 
social services was very small indeed ; of the 33 per cent. of Federal 
expenditures devoted to development 4 per cent represented the postal 
deficiency,! 16 per cent the Reconstruction Finance Corporation 2 and 12 
per cent agriculture,3 i.e. even in 1931-32 the depression had caused an 
abnormal increase in the proportion of Federal expenditures d~voted to 
secondary functions, thus foreshadowing the New Deal. 

With the coming of the latter, the picture has changed completely, as 
can be seen by comparing Table XI above with Table 17 in Part III. 
In 1929 primary functions absorbed 87 per cent of Federal expenditures. 
In 1932, at the bottom of the depression and just before the New Deal, 
they absorbed 65 per cent; and in 1938, 40 per cent. In the last-named 
year, the proportion of Federal expenditU:res devoted to the social services 
(40·7 per cent) exceeded that devoted to primary functions, or that 
devoted to the social services by either State or Local Governments in 
1931-32. The relevant proportion of State expenditures was considerably 
higher in 1936-37 (48·2 per cent) than in 1931-32 (37 percent). Neverthe­
less, Federal expenditures on the social services in 1937-38 were pro­
portionately hig4er than the corresponding State expenditures in 1936-37, 
if grants to subordinate Governments be excluded from both totals. 
In the field of developmental expenditures, the National Government 
figures are proportionately the highest and the Local Government ones 
the lowest, whether or not grants are excluded. This is not very different 
from 1931-32. But it has to be borne in mind that Federal figures in that 
year were already affected considerably by the depression. In 1928-29 
the proportion of Federal expenditures devoted to development was 10 
per cent. If grants are eliminated-it is safe to say that the pre-depression 
order was the reverse of that prevailing after the depression- viz. Local 
Governments devoted the highest proportion of their expenditures to 
development and the National Government the lowest. Nevertheless, 
the difference in this field in. none of the years concerned was as striking 
as that in the field of social services. 

It should also be borne in mind that the figures are profoundly affected 
1 A regula.r feature of U.S. finance, in striking contrast to other countries which derive 

a net revenue, sometimes substantieJ, from their Post Offices. 
1 A depression measure. The yea.r in question was the first in which there was any 

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

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

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

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

I State expenditure on ".Charities, hospitals and corrections " combined was 11·0 
per cent of total State expenditures in 1931-32 and 24-9 per cent in 1936--37. Of the 
latt~r figure, 17·7 per cent of total State expenditures represents charities (poor relief), 
5·3 per cent hospitals and 1·9 per cent corrections. 
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29·3 per cent recovery and relief, 4·4 per cent expenditure under the Social 
Security Act, 5·1 per cent old-age reserve account and 1·9 railroad retire­
ment; 19·2 per cent was on development- 6·2 per cent agriculture 
(including Department of Agriculture), 4·3 per cent Civilian Conservation 
Corps, 2·2 per cent river and harbour work and flood control, 2·0 per cent 
public highways,ll-8 per cent public works,2 0·8 per cent public buildings, 
0·6 per cent Post Office,3 0·6 per cent Tennessee Valley Authority, 0·5 per 
cent reclamation projects, and 0·2 per cent other heads. Miscellaneous 
expenditure (District of Columbia, United States share) absorbed 0·1 per 
cent of total Federal expenditures.4 · 

In 193€H37 5 primary functions absorbed 12·8· per cent of all State 
· expenditures (18·7 per cent of direct expenditure and 0·3 per cent of 
grants).6 Of this, 4·4 per cent of the total (6-4 per cent of direct expendi· 
ture) represents general administration, legislation and justice, 3·4 per 
cent (5·2 per cent of direct expenditure) represents debt services, 3-1 per 
cent (4-3 per cent of direct expenditure and 0·3 per cent of grants) repre­
sents protection to person and property, and 1·9 per cent (2·8 per cent of 
direct expenditure) correction. Secondary functions absorbed 87·2 per 
cent of total, 81·3 per cent of direct and 99·7 per cent of grant expenditures. 
Of this, 48·2, 3H and 77 ·5 per cent respectively went to social services­
e.ducation24·0 (8·2, 57-4) per cent,7 public health 6·5 (9·5, (}2) per cent, 
relief 17-7 (16·6, 19·9) per cent ; 15·6 per cent of total State e:X:penditure 
(13·9 per cent of direct expenditure and 19·0 per cent of grants) went to 
development -13·2 (10·5, 18·9) per cent on highways, 2·3 (3·3, 0·1) per 
cent on development and conservation of natural resources, and 0·1 (0·1, 
0·0) per cent on contributions to public ·servic~ enterprises.8 Outlays 9 

absorbed 20·6 per cent of total and30·2 per cent of direct expenditure, and 
· miscellaneous jteins 2·8 per cent of total, 2·8 per cent of direct and 3·2 per 

cent of grant expenditures. 
Grants represented 32 per cent of total expenditure,1 per cent of that 

on primary functions ( 4 per cent of that on protection to person and 

. 1 $152 millions. Additional expenditure, amounting to $85 millions, is included 
under " Recovery and Relief ", making a total Federal expenditure on highways of 
$237 millions. A large proportion of this consists of grants to States. 

' Mostly loans and grant<! to States, municipa.litie!l, etc. 
3 Mostly postal deficiency. ' 
• The larger figures for 1931-32 in Tables 16 and 17 in Part ill are due to the inclusion 

of trust and related account<!. 
5 See also Table 5 in Part ill. 
6 Note, however, that pensions have not been given as a separate item under primary 

functions, but included under the various department<! with which they are connected. 
7 77 per cent of State expenditure on education consists of grants to minor civil 

divisions such as school districts. · 
8 But see p. 55 above on the significance of this last figure. 
9 See note 5 above. 
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property), and 37 per cent of that on secondary functions. 51 per cent of 
all expenditures on social services (education 77 per cent, public health 
1 per cent, relief 36 per cent) took the form of grants. The figures for 
development are 39 per cent._ 46 per cent for highways and I per cent 
for development and conservation of natural resources. No grants were 
made for outlays, and grants for general purposes represented 35 per cent 
of miscellaneous expenditure. 

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

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

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

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

3 This item has probably declined in importance since 1931-32. 
3 Duplication is unusually large in the case of figures for highways, as these figure are 

an important item among the grants both from the Federal Government to the States 
and from the latter to Local Authorities. 

' Schools and libraries. 
5 Exclusive of schools under the administration of counties, cities, towns, villages and 

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

Tables 11 and 12 in Part III give total revenues and expenditures of 
all Governments, by regions, for 1931-32 and 1936-37, as well as the 
percentage increases between the two years in question. Local figures for 
the second year are not available, and only rough estimates of the grand 
totals have been given. The figures show throughout a proportionately 
greater increase in revenues than in expenditures,!. largely owing to the 
abnormal deficit position in the depression year 1931-32. In the case of 
State and Local Governments this applies also to the figures given in 
Table V above (cf. the second percentage column). In the case of the 
National Government it seems at first sight to be the other way round. 
The puzzle is solved if we remember that in Table V 1937.:.38 is compared 
with 1929-30, and in Tables 11 and 12 in Part III 1936-37 is compared 
with 1931-32- a year in which the Federal Government already had a 

. considerable deficit ( $2·5 billions). The increase in revenues was most 
marked in the case of the National Government and, among States, in 
that of the North~eastern and Middle States and of California (in ascending 
order). This means that the predominance of the National Government 
and of the regions concerned has been further increased. The matter is less 
simple in the case of expen{litures .. The National Government leads again, 
and California among State ~egions, with the ~iddle States second. But 
the increase in the North-eastern States is the second lowest, the order 
being California, Middle, Pacific North-west, South-west, Mountain and 
Great Plains, North-east and South-east. There was a decline in Local 
Government expenditures~ 

IV. THE PUBLIC DEBT 

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

1 Local expenditures actually decreased, while the change, probably an increase, in 
revenues was slight. 
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TABLE XII 

THE PUBLIC DEBT OF THE UNITED STATES 

($millions) 

Debt of the N at.ional Government 
I on 30th June-

I 1932 1938 

l. Interest-bearing Dibt : 
Bonds 1 14,250 23,602 
Notes 1 1,260 9,147 
Certificates of indebtedness 1 2,726 .. 
Treasury bills 616 1,154 
Special issues to Government agencies 

and trust funds 309 2,676 2 

Total interest-bearing debt 19,161 36,579 

2. N on-intere.<Jt-bearing Debt : 
Matured debt 60 141 
Other non-interest-bearing debt 3 266 447 

Total non-interest-bearing debt 326 588 

ToTAL GROSS DEBT a. c 19,487 37,167 

Less net balance held by the Treasurer of 
the United States 261 1,313 

I TOTAL NET DEBT c 19,226 35,854 

1 Excludes special issues to Government agencies and trust funds. 
1 Bond8 $500·2 millions, and notes S2175·5 millions. 
• After deducting gold reserve against United States notes. 
' Includes matured debt on which interest has ceased. 

Source.-Statistical Abstract of the United States, 1940, 

1940 

29,920 
6,383 
.. 

1,302 

4,775 

42,380 

205 
386 

591 

42,971 

1,589 

41,382 

61 

The debt of the National Government reflects very closely in its changes 
the political and economic events of recent decades. The gross debt 
amounted to $1225 millions on 30th June 1916. Three years later the 
war had swollen it to $25,842 millions. Then began a period of steady 
reduction, the lowest level being reached in 1930 with a gross debt, on 
30th June, of $16,185 millions. Then came the depression and the New 
Deal, and with them a new era of deficit-financing. By 1932 the gross debt 
had risen to $19,487 millions. The New Deal came, and by 1934 the 
debt amounted to $27,053 millions. Four years later, by 1938, another 
SlO millions had been added, making a total of $37,167 millions. Since 
then it has risen steadily as a result of rearmament and war. The 
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TABLE XIII 

DEBT OF ALL GOVERNMENTS, 1937 

A. Ferkral, State and Looal Debt 

$ millions 

Federal I State Local Total 

Funded or fixed debt • 21,824-4 3023-1 1 .. 2 .. 
Floating or current debt 14,602·7 3 252·6 1 .. 9 .. 
Total Gross Deht 36,427-1 1 3275·71 .. 2 .. -
Less (i) net balance held by , 

the Treasurer of the 
U.S.A. 1,96o-4 .. .. .. 

(ii) State sinking fund -
assets .. . 598·5 1 .. .. 

Total State net debt in respect 
of general Government .. 2677·2 .. .. 

Plus State debt in respect of 
public service enterprises .. 93·2 .. .. 

TOTAL NET DEBT 34,466·7 2770·4 14,824-1' 52,061-2 ---Percentage distribution 66·2 5·3 28·5 100·0 

B. Deht of Cities of 100,000 or More lnluibitant8 5 

Net Debt' Gross Debt 

$millions Per cent $millions Per cent 

General Government • 3904 61·0 5359 65·7 
Public service enterprises 2499 39·0 2797 34·3 

TOTAL • 6403 100·0 8156 100·0 

1 General Government only, i.e. excluding public service enterprises. 
• Not available. 
• After deducting gold reserve against U.S. notes. 
• Made up as follows : Municip&l debt, $8934·8 millions ; all other local debt, $5889·2 millions ; 

total, Sl4,824·0 millions. ' 
• The figures cover the Government of the city oorporntion proper and Independent school districts, 

sanitary districts and other Independent districts prnctle&lly cq.extensive with cities ; they also 
include a percentage of the financial statistics of the county Governments in wblch there &re cities 

ha~~t'eJet~0~0~~~~~~0g:ied debt less &SSets In general sinking funds. NoU Ike differ- ill 
tkjinition as compared wilh "A" abor!e. 

figures are: 1940, $42,971 millions; 1941, $48,979 millions; 1943 
(Budget estimate), $110,421 millions. 

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

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

Since the increase in the debt of the United States has been very 
largely due to deficit-financing caused by war, depression and " pump­
priming", most of it is "dead-weight" debt. This contrasts with other 
Federations studied in this Enquiry such as South Africa and, especially, 
India. In these countries a much greater proportion of the public debt, 
especially of that of the Central Governments, is directly productive in 
the sense of producing its own interest. Of course, it may be said that the 
productivity of the debt incurred by the Rooseve~t administration before 
the war is to be sought in the recovery it was intended to promote rather 
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than in interest received oy the Government from investments. Never­
theless there can be no doubt that this debt will continue to be a much 
heavier charge on the taxpayer for decades to come than, say, is the case 
in India or in South Africa. The contrast is less in the case of Local 
Government debt. But even in the case of cities of 100,000 or more 
inhabitants debt of public service enterprises constituted, in 1937, only 
34·3 per cent of the gross debt and 39·0 per cent of the net debt.1 

Summary figures for debt, like those for revenues and expimditures, 
hide the great differences between different units of Government. There 
are differences both in indebtedness and in credit standing. In this 
connexion it will be remembered that some of the' States, such as 
Mississippi, Florida and Alabama, have repudiated or defaulted on their 
debts in the past. Table 15 in Part III compares interest charges ~nd total· 
expenditures of State Governments in 1936-37, individually and by 
regions. Two features are especially striking. First,· the regions whose 
debt charges are proportionately above the average are the South­
east (very marked), the North-east and (to a lesser extent) California. 
Secondly, the differences between individual States, even within the 
same region, are far greater than those between regions. The average 
expenditure devoted to debt charges for all States and regions is 3·5 per 
cent of total expenditures. The lowest for any region is 0·9 per cent 
(South-west), and the highest 6·1 per cent (South-east). The lowest 
for any State is 0·0 per cent (Florida) and the highest 18·8 per cent 
(Arkansas), both in the same region (South-east). Even New York (5·4: 
per cent) and New Jersey (7-1 per cent), though above the average, are 
far below Arkansas (18·8 per cent), South Dakota (10·6 per cent) and 
Tennessee (10·2 per cent), while Pennsylvania (2·0 per cent) is definitely 
below the average. 

Indirect Deht 

In addition to the direct public debt of the Federal Government, the 
last decade has seen a new development, the guaranteed security. Many 
of the Federal corporations created since 1932 have been financed by the 
issue of their own securities, guaranteed by the Government and con­
stituting contingent liabilities of the United States. The process began 
with the creation of the Reeonstruction Finance Corporation in 1932. 
As a result of the New Deal it grew enormously between 1934: and 194:1 
(see Table XIV). On 30th June of the latter year, the outstanding 

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

i 
30th 
June 

1934 
1935 
1936 
1937 
1938 

i 1939 
: 1940 

1941 

TABLE XIV 

CoNTINGENT LIABILITIES OF THE UNITED STATES, 1934-411 

($Millions) 

Home Federal Recon- Commodity United Federal 
Owners' Fann struction States Housing 

Loan Mortgage Finance Credit Housing Ad minis· 
Corporation Corporation Corporation Corporation Authority tration 

747 313 236 .. .. .. 
2767 1233 251 .. .. .. 
3071 1431 253 .. .. .. 
3007 1431 257 .. .. .. 2 

2969 1419 299 206 .. 1 
2935 1388 822 206 115 3 
2635 1269 1097 407 114 8 
2410 1271 1742 696 226 17 

Total 

1296 
4251 
4755 
4695 
4894 
5469 
5530 
6362 

1 The figures include interest, but do not include various guaranteed obligations (e.g. obligations 
of the Tennessee Valley Authority) purchased by the Treasury and reflected in the direct public debt. 

1 Less than $500,000. 
Source.-H. Walter Hargreaves, " The Guaranteed Security in Federal Finance", Journal of 

Politicul Economy, Aug. 1942, p. 569, (~lr. Hargreaves' figures are based on the United States Trelll!ury's 
Statements of the Public Debt.) 

V. CONCLUSION 

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

1 Cf. H. Walter Hargreaves," The Guaranteed Security in Federal Finance", Journal 
of Political Erxmomy, Aug. 1942. 

F 
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two features of American public. finance have resulted in a change in 
tax structures. .There is considerable competition for revenues among 
competing authorities, mainly between Federal and State and between 
State and Local Authorities. The multiplicity of .taxing authorities. is 
noteworthy. They number about 175,000 and some authorities are very 
small, leading to the levying of unequal taxes and also to high costs of 
collection. -The number ·of taxes is also large. What constitutes a separate 
tax depends on difference in base and rate. It would not be wrong to 
state that the Federal tax system runs to over 100 taxes, and in New 
York State there are also 38 State taxes and seven Local taxes, or a total 
of 145 in alP Ten of these taxes produce over nine-tenths of the total 
revenue. The three main taxes are the property tax, the personal and 
corporation income taxes, and the comparatively re<ient pay-roll tax. 
In the last century the three taxes which dominated all qthers were customs 
duties, a federal source of revenue, the property tax and the poll tax a 
so-called democratic tax which, like a club subscription, was the same 
for everyone contributing to the support of Government. Customs 
duties were a Federal source of revenue whereas property taxes were for 
State and Local purposes.: The Federal Government under the Constitu­
tion cou.ld)evy a property tax only in proportion to the population of the 
various States, since it has always been regarded as a direct tax. It was_ 
levied only on rare occasions by the FederalGovernment, and then, too, 
only with indifferent success. in the present century the property tax 
has become in the main a local tax. In 1900 more than half of the State 
revenues came from the property tax, but to-day only one-twentieth does. 
In place of this, in order of time, the following t11xes have taken their 
place in State taxation : the motor vehicle licence tax. the stock transfer 
tax, the personal income tax (a quarter of the States of the Union levy 
no personal income tax), the gasoline tax, the general sales tax, the pay­
roll tax and the excess profits tax. Local Authorities are dependent on 
property taxation and their powers are delegated to them by the States. 
They are.handicapped in three ways; by imposition of tax limits and the 
exte~ion of tax. exemptions on the part of the States, and by the fact 
that, being small authorities, they are limited from taxing income or 
corporations.. This third is perhaps the greatest of the restrictions.1 On 
the whole, however, the limitations of Local Authorities in the field of 
taxation are economic, due to the restricted area of the authority and the 
impossibility of taxing, for example, corporations doing business elsewhere 
in the State. Local tax powers are delegated powers, and in recent years 
State Governments have been turning over to Local Governments the 

1 Cf. Ma.bel Newcomer, P~Uon a'l'lll Fiscal Policy, Columbia. University Press, New 
York, 1940, p. 17. ' Op. cit., p. 48. 
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property tax as an exclusively local tax. State taxes are normally added 
to Local taxes and collected by Local officials. With the improvement 
in communication the number of. businesses doing interstate business 
is increasing, and this makes the jurisdiction of State Governments in 
taxation more difficult, the advantage in tax administration being with 
the wide jurisdiction. Overlapping taxes are numerous, e.g. income taxes, 
corporation taxes and the taxation of liquor, tobacco and gasoline, and 
the cost of collection of separate levies is greater than for a single levy. 
Sometimes one layer of Government takes little or no account of the 
taxation imposed by another layer, so that the double burden becomes 
especially heavy. It is here that systematic integration of taxes is desir­
able, and, as shown in Part II, conflicts arise and the obstacles to be over­
come are not at all simple. The Federal Government depends mainly on 
the taxation of personal incomes and corporations, pay-roll taxes, customs 
and the taxation of drink and tobacco. Thus, in 1940 Federal taxes 
amounted to $5698 millions, of which net income taxes were personal 
income taxes 8982 millions and corporation taxes $112 millions, pay-roll 
taxes $838 millions, tobacco $609 millions, alcohol $624 millions, customs 
$350 millions and estate duties $331 millions. Pay-roll taxes were 
introduced by the 1935 Social Security Act and are earmarked for old-age 
benefits and unemployment compensation. The Federal old-age benefit 
is 2 per cent of the pay-roll (1 per cent from the employer and 1 per cent 
from the wage-earner). The unemployment benefit tax is a combined 
Federal and State levy of 3 per cent on the pay-roll. In some States it is 
higher. The productivity of the tax is very great, but the increase in 
old-age benefits without increasing the rate of contribution has been such 
that the reserve will not increase to the extent hitherto regarded as 
certain. 

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

Tax Collections rexcln.sive of Pay·roU 
Taxes) 

1929 1933 1937 1940 

Federal 37 23 39 38 
State . 17 21 23 25 
Cities: 

1•1 !00,000 and o"'} Looal II: 21 16 15 
(b) 30,000-100,000 G 46 35 22 22 
(c) Other Local ovem-

Governments ments [25 .. .. .. 
100 100 100 100 

I 



68 FEDERAL FINANCE IN PE,ACE AND WAR PT. I 

If State and Local taxes as well as Federal taxes are included, taxation is 
now (194:3) 'of the order of one-third. of the national income excluding 
social security charges, as compared with 12 per cent at the end of the • 
war of 1914:-18 and 20 per cent in the late 1930s. 

Another characteristic of American finan~e is its resiliency to the 
exceptional conditions of war. A few statistics in this connexion bring 
this out clearly. In 194:0-4:1 total Federal expenditure was $12·7 billions, 
of which $6·3 was on national defence; in 194:1-42 this increased to $30·6 
and $24 billions respectively; in 194:2-43 to $82 and $77 billions respect­
ively, a remarkable increase especially since Pearl Harbour, 7th December 
194:1. In the year ending 30th June 1944 the Budget for war alone is 
anticipated to exceed $100 billions (£25,000 millions), which, according to 
the President, is a maximum programme for waging war. In the last war, 
even in the peak year 1918-19, war costs were only one-sixth of the national 
income, but in 1941-42 they were not far short of one-half and in 194:2-43 
about two-thirds, and in the cnrrent year it is of the order of three-fourths. 
Such prodigious expenditures meant a great leap-up in production. The , 
index of production of the Federal Rese~ve Board was 77 per cent above 
the level of September 1939, and the index of muni~ions production 
published by the War Production Board was 382 in October 194:2 (Novenl-

. ber 1941 = 100). Durable goods production was up, as compared with 
September 1939, 150 per cent. Agricultural production reached in 194:2 
a new high level, $15·6 billions, or one billion dolLirs above that of the 
previous record year, 1919. In the field of taxation there have also been 
surprises. In 1940-4:1 Federal taxation was $8·3 billions, or excluding 
the pay-roll tax $7-6 billions; in 194:1-42 $12·8 billions, and excluding 
the pay-roll tax $11·9 billions; in 1942-43 $17·8 and $16·5 billions re­
spectively; and in the current year (1943-44) taxation will be seven 
times the level of 1939-40 taxation, the taxation revenue being estimated 
at $35 billions. New taxation was $7 billions in 1942-43 and $16 billions 
in 194:3-44. But this is not the whole story. Although these large sums 
are being raised by taxation, there are large war expenditures financed by 
loans. The gross debt on 30th June was, in billions of dollars, as follows: 
1919, 25; 1930, 16 (the lowest since the 1914-18 war); 1935,29; 1936, 34:; 
1937, 36; 1938, 37; 1939, 40; 1940, 43; 1941, 49; and 194:2, 71. In 
his message to Congress on lith January 194:3 the President stated that 
the Public Debt will total $135 billions in the year ended 30th June 1943, 
and by June 1944, $210 billions under existing revenue legislation. 
These are astronomical figures and reflect national effort of a magnitude 
jvithout precedent in world history. Nevertheless, in spite of the con­
centration of the war, " there will be ", as the President stated, " sufficient 
volume in our bill of fare, but less variety. That may hurt our taste but 
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not our health." Although borrowing has great psychological advantages 
over taxation because it seems to postpone the final reckoning of sacrifices, 
raises funds more quickly than taxes and makes available to Government 
large amounts of funds borrowed directly from the banks, yet, to avoid 
the inflationary and other abuses of borrowing, taxation has to be kept at 
the highest possible level. In this respect there has been a great advance 
in the financing of the present war as compared with that of the last world 
war. The taxes to loans ratio in 1942-43 was less than one-third as com­
pared with one-half in Great Britain and over one-half in Canada. In the 
last war the United States and Great Britain met only 25 per cent of total 
central expenditures by taxation, France 13 per cent and Germany 10 
per cent. One great difference, however, between the war burden on the 
United States and on Great Britain is that the United States has been able 
to expand output greatly without curtailing consumption below the pre­
war level and without cutting the pre-war additions to capital by more 
than one-half. In Great Britain it was not possible to extend output in 
anything like to the same degree for several reasons, such as the smaller 
volume of unemployment, the higher proportion of man-power in the 
fighting services, the blockade and the air-raids. Consequently in Great 
Britain consumption had to be curtailed to a greater degree, and in place 
of a cut in the pre-war rate of investment a heavy inroad on accumulated 
capital had to take place. In this respec~ the United States has indeed 
been fortunate in being able to expand her war effort with so little effect 
on her future store of capital or on her present standard of living. 



CHAPTER IV 

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF CANADA 1 

I. CANADA's NoRMAL NATIONAL EcoNOMY 

To understand Canada's financial problems we have to look to the salient 
features of the Canadian national economy during the three-quarters of a 
century that have elapsed between the passing of the British North 
America Act, 1867, and the present war. The most striking fact is that 
the Canadian national economy before the war was a highly vulnerable 
one. Canada, the oldest Federation of the British Commonwealth, is 
linked up in economic solidarity with the outside world, especially with 
Great Britain and the U:mted States. In international trade she plays an 
extremely important part. With a population of only over 11 millions 
she was sixth among the countries of chief importance in foreign trade ; 
first in the tourist trade ; fourth in the volume of shipping leaving a 
country's ports ; and fourth in railway mileage. In 1929 her national 
income per head was greater than that of any other country except the 
United States, while in 1937 owing to drought Canada was sixth or seventh. 
She exported wheat and other agricultural products, many forest products 
and minerals such as gold, silver, copper, nickel, lead and zinc. Indeed 
her surplus was very great. She produced five times more wheat than she 
consumed, ten times more newsprint and twenty times more non-ferrous 
metals. Her surplus of wheat was 40 per cent of the world's exports of 
wheat, and her surplus of non-ferrous metals is also 40 per cent of the 
world's exports. Her export of newsprint was two-thirds of the world's 
exports. Canada, therefore, was a marginal source of supply for many 
commodities, her own production being great and her consumption small. 

, The result was that any reduction in the world demand profoundly 
affected the prices which.she got and also her ability to pay interest on 
the large amount of capital invested. This is all to the good on a rising 
market because she controlled. the marginal supply, but on a falling market 
it was quite the reverse. Her imports included such essential raw materials 
as coal, oil, rubber, tin, manufactured iron and steel, chemicals and 

1 I am indebted to the fu:lport of the Royal Commission on Dominion-Provincial 
Relations- the Rowell-Sirois fu:lport (Ottawa Government Printer, 1940)- and to the 
Dominion Statistician who h88 supplied the latest available data. With the exception of 
Table II on p. 77, the tables in this chapter are based mainly on the data of Canadian 
public finance made by the Royal Commission and d,o not correspond with the Public 
Accounts of the Dominion and the Provinces. 
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textiles. Indeed Canada was one of the largest importers of coal, oil and 
steel products just as she was one of the largest exporters of wheat, news· 
print and non-ferrous metals. Just before the present war Canada's trade 
with the United Kingdom was 30 per cent of her total trade, whereas the 
United Kingdom's trade with Canada was only 5 per cent of her total 
trade. Canada's trade with the United States was 50 per cent of Canada's 
total trade, while the United States' trade with Canada was only 15 per 
cent of the total United States' trade. It will be seen, therefore, that 
Canada's position in her financial relations with the outside world in 
ordinary times was vulnerable ; she was not and could not always be in a 
strong position when it came to bargaining. Fluctuations in gross income 
and in net income were large at both extremes of the trade cycle. The 
financial relations of the Dominion, Provinces and Local Authorities were 
also subject to variations. Moreover, the Canadian national economy is 
made up of a number of very different areas, such as the Maritimes, 
Quebec, Ontario, the Prairies and British Columbia, and in many instances 
economic interests do not coincide with regional boundaries. There are 
sections of Quebec which are more closely allied to the Saskatchewan than 
to the neighbouring regional economies. In the Prairie Province of Mani­
toba there are areas evolving an economy of the Ontario type. In short, 
the Canadian national economy in ordinary times is made up of a number of 
very different areas, and the income of those areas varies enormously from 
year to year and from area to area.. This is of particular importance in 
public finance. Take, for example, that important sector of Canadian 
economy, the wheat industry. Here we have large areas dependent on 
the profitable production of a single product ; and where distress is due, 
as in the great depression, to a catastrophic fall in the price of wheat and 
to inflated costs and similar factors, such as a series of crop failures, then 
large-scale intervention is necessary to prevent a complete collapse of the 
industry. In such cases the cost was beyond the taxable capacity of 
Provincial and Municipal Governments. The Dominion, therefore, apart 
from the Provincial Governments had to assist with emergency grants. 

A large part of the surplus of the national economy is concentrated in a 
few specially favoured areas. Provincial Governments with their important 
functions conferred by the. British North America Act have large powers 
such as the control of the public domain, responsibility for roads and other 
public works, the major social services and direct taxation. In recent 
years there have been profound changes in social policy which are likely 
to be permanent. 'Vhen it is remembered that the total income of the 
Prairies fell almost by one-half and income from agriculture by almost 
four-fifths taking the average of the years 1930 to 1937 as compared with 
the average of the years 1926 to 1929, it will be seen how important the 
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problem of the employable unemployed became. During the great 
depression of 1929-32 there were parts of the Prairie Provinces that 
threatened to become depressed areas. Widespread drought, recurring 
from time to time, also made widespread relief necessary both for families 
and for stock. The disparities in the impact of the depression ranged in a 
loss of income varying from 7~ per cent in Saskatchewan to . .36 per cent in 
Nova Scotia. The Prairie Provinces su:ffered most as they were dependent 
almost entirely on the export of wheat. The catastrophic changes 
brought about by the depression of 1929-36 have put enormous strains 
on the economy, on the constitutional division of powers and the economic 
policies of the Dominion Government. The manner in which the fall of 
income was distributed over the various Provinces was of much signifi­
cance in the Federation. 

Two other factors must be mentioned. The Dominion Government, 
which invested $3000 millions in railways together with an investment of 
considerably over $1000 millions in a privately owned railway, on the 
assumption that railways would have a monopoly of land transportation, 
had now to face serious competition from rival railways in some areas and 
from the newer method of road transportation falling exclusively or nearly 
exclusively within the jurisdiction of the Provinces. This made for rigidity 
in debt structures which becomes very serious in times of strain, as interest 
has to be paid. There is not only competition between the two railway 
systems themselves but also competition between railways and roads. The 
Provinces are developing means of transportation which may ultimately 
destroy the solvency of the railways, and there is the likelihood of over­
investment in roads as in the past there was over-investment in railways, 
with the result. that there may be even a still heavier burden upon the 
Canadian economy. There is also the question of tari:ffs which brought a 
relative increase in costs and worsened the conditions under which the 
exporting industries were operating at a time when the prices for wheat 
and other primary products were drastically falling. The result was that 
the standard was reduced and the defaulting of debt became more general. 

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

II. THE BRITISH NORTH AMERICA Acr 

Before we proceed to analyse the distribution of the revenues under 
the Canadian system it is necessary very briefly to refer to the British 
North America Act, 1867, sections 91 and 92. The Statute of West­
minster, 1931, section 7 (1), it will be remembered, does not "apply to 
the repeal, amendment or alteration of the British North America Acts, 
1867 to 1930, or any order, rule or regulation made thereunder". A 
minute examination of the British North America Act so far as it related 
to Federal finance is beyond the scope of this Enquiry : it would involve 
an excursion into Dominion constitutional law and numerous Privy 
Council decisions. Under section 91 the Dominion has power " to make 
laws for the peace, order and good government of Canada, in relation to 
all matters not coming within the classes of subjects by this Act assigned 
exclusively to the legislatures of the Provinces ". By this clause the 
residue of powers not expressly given to the Provinces is reserved to the 
Dominion. The Dominion is also given unlimited powers of taxation (the 
raising of money by any mode or system of taxation). Section 92 (2) 
gives the Provinces power to levy" direct taxation within the Province". 
Section 92 (9) is not clear, as it is not certain whether indirect as well 
as direct taxation is authorised by the words " shop, saloon, tavern, 
auctioneer and other licences". Can, too, licences be made to cover any 
kind of business activity or does it apply to a limited genus of which 
those specifically mentioned are examples 1 This is not really important, 
because the chief source of Provincial revenues is direct taxation under 
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secti~n 92 (2). The Privy Council has put a r~rictive interpretation on 
section 91, viz. that the Dominion has power to make laws "for the peace, 
order and good government of Canada" only in temporary and overwhelm­
ing emergencies such as war, pestilence or famine. A deep-rooted social 
malaise, such as unemployment, is beyond the power of the Dominion 
unless it is comprised in the enumerated heads of section 91. This means 
that most of present-day legislation on the social services (which was never 
contemplated or expressly provided for by the North America Act, 1867) 
must be enacted by the Provinces. "There is much truth", says the 

·Royal Commission on Dominion~ Provincial Relations, 1 " as well as some 
exaggeration, in the contention that the 'Property and Civil Rights in 
the Provinces' clause 2 has become the real residuary clause of the Constitu­
tion." The Privy Council's decisions of 1937 on a number of Dominion 
measures, known as the Bennett "New Deal", again emphasised the wide 
range of Provincial powers in social security legislation. It was held that 
the Acts of the Canadian Parliament dealing with the weekly. day of rest 
in industrial undertakings, with minimum wages and with the limitation 
of hours of work went beyond the Dominion Parliament's powers as they 
affected" Property and Civil Rights in the Provinces" under section 92 ( 13). 
For the same reason the Employment and Social Insurance Act providing 
for a national system of unemployment insurance in specified industries 
and fip.anced by compulsory contributions from employers and employees 
and by contributions from the Federal Government was also held to be 
unconstitutional. Uniformity of standards in many kinds of social se~urity 
and labour legislation is desirable, but the Dominion Government must 

_leave this to the Provinces, and the Provinces were limited by the financial 
provisions in section 92 of the British North America Act. For a quarter 
of a century the Dominion had overcome the difficulty by giving conditional 
grants to the Provinces, but administrative co-operation had not resulted 
in efficient co-operation. The Privy Council also declared the Natural 
Products Marketing Act invalid. This Act provided for the marketing 
and distribution of products by a Dominion Marketing Board. The Privy 
Council held that the Federal power to regulate trade and commerce under 
section 91 (2) did not extend to the regulation of trading transactions 
completed within a single Province. The Dominion's power was confined 
to interprovincial and international aspects of trade. The decision of the 
Privy Council brought home again the fact that the power to regulate the 
economic life of Canada is divided between the Dominion and the Pro­
vinces, and neither the Dominion nor the Provinces can encroach upon 
the sphere of the other. At the same time the Dominion has extensive 
powers of economic regulation enumerated lmder section 91. It can 

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

III. GovERNMENT REVENUES BEFORE THE WAR 

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

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

1 Vi~ Supreme Court of Canada in "Reference re Regulations (Chemicals) under 
War Measures Act" (Canadian Bar Review, Toronto, Feb. 1943). 

1 Report, Book I, p. 259. 
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in expenditures connected with social security and with development. 
With the growth in expenditures there has been increasing competition 
for revenues on the part of the various layers of Government. The 
following table shows this growth at a glance : 

TilLE I 

GOVERNMENT EXPENDITURES AND REVENUES IN CANADA 1 

(Fisc&! year nearest to c&lendar year) 

A. Expendit·ures 

Percentage 
$millions Increase, 

1940 over-

1913 1921 1926 1930 1937 1940 1913 1937 

Dominion 131 381 314 419 514 1278 875 149 
Provincial 49 91 127 188 261 276 463 6 
Municipal 100 206 240 285 282 279 179 -1 

Tota,l 280 678 681 892 1057 1833 554 73 

The relatively large increase in Dominion expenditure as compa.red with those 
of Provincial and Local expenditures is striking. To meet these expenditlll'f.'s 
the following revenues were necessary : 

B. Reven11£8 

Percentage 
$millions Increase, 

1940 over-

1918 1921 1926 1930 1937 1940 1913 1937 

148 360 391 345 500 763 416 53 
46 91 136 178 247 286 522 16 

110 230 271 317 309 313 185 1 

Total 304 681 798 840 1056 1362 348 29 

1 The ftgnres in this table are gross expenditures and revenues and do not therefore agree with 
the ligures in the following tables, where net ligures are given and double counting has been eliminated, 
The ftgnreS for 1940 are taken !rom Comparative Statistics of Public F\114-, 1936-1940, compiled 
lor the Dominion-Provincial Conference of Jan. 1941, on the same baslllas those of the Rowell-Sirois 
Report. · 

The table also brings out the effect of the war in further increasing the 
preponderance ~f the Dominion and in creating a substantial Dominion 
deficit. This is further illustrated by Table II in which Government 
revenues and expenditures are compared with the national income. It 
also shows the growing importance of defence expenditures. 
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I 

TABLE II 

GOVERNMENT REVENUES AND EXPENDITURES EXPRESSED IN TERMS OF THE 

NATIONAL INcoME 1 

1937-38 194o-41 1941-42 

National Income z ($millions) 4404: 534:5 6500 
Raenuu: ' 

(a) 8 millions: 
Dominion 517 872 1488 
Provincial 288 305 305 3 

Municipal 309 314: 313 

Total lll4: 14:91 2106 

(b) Per cent of the national income: 
Dominion 12 16 22 
Provincial 6 6 5 
Municipal 7 6 5 

Total 25 28 32 

Expendituru: 
(a) $millions: 

Dominion 535 1250 1885 
Provincial 274: 273 274: 3 

Municipal 311 314 309 

Total 1120 1837 24:68 

(b) Per cent of the national income: 
Dominion 12 23 29 
Provincial 6 5 4: 
Municipal 7 6 5 

Total 25 34: 38 

Deferu;e or War Expenditure: • 
$millions. 33 778 1,382 
Per cent of the national income . 1 15 21 
Per cent of Dominion expenditure 6 62 73 
Per cent of total expenditures 3 42 56 

Poplllation (thousands) 11,120 11,385 11,4:20 
Per capita ( $) : 

Xational income 396 4:70 569 
Revenues . 100 131 184: 
Expenditures 101 161 217 
Defence or war expenditure 3 68 122 

I 

• This t.ahle is based on figures suppli~d by the Dominion Statistician. They correspond ro the 
puhlir arrount.<. and not ro those of the Rowell-Sirois Report. 

• r~nt.attve figures for the calendar rears 1937, 1940 and 1941. 
• Estimated. • See also Table 11, Part III. 
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Table III gives the main heads of revenue in millions of dollars under 
four main groups- Group I, Progressive Taxes ; Group II, Taxes on 
Property ; G;roup III, Mainly Taxes on Business ; Group IV, Mainly 

TABLE ill 

TRE REvBNUlt SYsTEM pF CANADA, ALL GovERlillENTS, 1937 
. ( $ millions) 

Dominion ProVincial Municipal Total 

GRoUP I. Progre&Sive Taxes : 
Personal income taxes 51 12 2 65 
Succession duties .. 36 .. 36 ------ --

Total, Group I 51 48 2 101 - ---- -GROUP n. TfKCe.S on Property : 
Property taxes on real estate .. 3 144 147 
Property taxes on buildings .. • 3 112 115 
Business property taxes .. .. 14 14 
Public domain 2 21 .. 23 -----------

Total, Group IT · . 2 27 270 299 
GROUP ill. Mainly TfKCe.S on Business : - - -

Corporation taxes 72 34 .. 106 I 
I 

Company fees, licences, etc. 2 8 10 20! 

Total, Group ill . 74 42 10 126 1 

GROUP IV. Mainly Oon.sumption TfKCe.S: I 

Gus~ (including $7 millions on liquor) 112 .. .. ~I 
Excise {including $20 millions on liquor) 52 .. .. 52 1 

Otlttr Similar TfKCe.S and Licences : 

I 
Manufacturer's taxes 17 .. .. 17 
Sales taxes 138 2 4 144 
Gasoline tax .. 39 .. 39 
Liquor control (other than customs a.nd 

I excise) . .. 30 .. 30 
Automobile licences .. 26 .. 26 1 

Amusements • . • • .. 3 

~~I Sub-total, Other Taxes and Licences 155 100 4 
Surplus Utility Earnings • • • . 7 

--~---
6 14 

Miscellaneous (taxes a.nd receipts) .. 12 5 17 341 i 
Total, Group IV 338 106 27 471 - - -Dominion subsidies to Provinces ' .. 21. .. 21 --GRAND TOTAL 465 244 309 1018 -Less duplications (mainly subsidies) 22 .. .. 22 

NET TOTAL. 448 244 309 996 - - - -
1 Including duplication amounting to Sl-5 millions, 

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

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

From Tables III and IV the following characteristics emerge. The 
tax system is predominantly regressive. The Dominion Government, for 
example, has a very productive source of revenue in a comparatively high 
sales tax. This tax in 1937 yielded $138 millions out of a total Dominion 
revenue of $465 millions, as compared with $112 millions from customs 
and S52 millions from excise. In the second place, only 10 per cent of the 
total taxation of Canada (all Governments) is in the first group- pro­
gressive taxes. The personal income tax produces only 11 per cent of the 
Dominion revenue and 5 per cent of total Provincial revenues. This was 
the position before the war. These percentages require further analysis 
in order to see how far the principle of progression is applied. Three­
quarters of this 10 per cent comes from incomes over $10,000 and propor­
tionately large estates and 35 per cent from incomes of $50,000 and over. 
The Dominion income tax in 1937 was, on very large incomes, one of the 
highest in the world, and when combined with Provincial income taxation 
in the four Western Provinces was perhaps the highest in the world. In 
Alberta, for example, the combined Dominion-Provincial income tax 
reached, before the. war, 105 per cent of the total income of $1 million. 
A table given below and published in the Report 1 shows a variation on 
the highest incomes varying from 33 per cent of the total income in Nova 
Scotia (Halifax) and Quebec to 58 per cent in Saskatchewan (Regina). 
In addition to these differences there are also major differences in 

1 On Dominion·Provinci&l Relations, Book II, p. Ill. 
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TABLE IV 

THE REVENUE. SYSTEM OF CANADA, ALL GOVE~NMENTS, 1937. 

(Percentage distribution) 

PT. I 

Percentage Share of each 
Government in Total 

Percentage Distribution of 
each Government's 

Revenues Revenues 

s 01 '! ~ I 
";! ·s 
"" 13 

! ·s 
~ -~ § ~ ~ 

13 
'S 

A >l' A 111 )1 E-1 ---
GROUl' I. Progreasive : 

·Personal income taxes 79 18 3 100 11 5 1 6 
Succession duties .. 100 100 .. 15 4 

Total, Group) 50 48 2 100 11 20 1 10 - - - - - - ......_ -GBOUl' II. Taxes 011 Property : 
Taxes on real estate • .. 2 98 100 .. 1 47 15 
Taxes on buildings , .. 3 97 100 .. 1 36 12 
Business property taxes .. .. 100 100 .. .. 5 1 
Public domain iO 90 .. 100 .. 9 2 --

Total, Group II • 1 9 90 100 11 88 30 - - - - --- - -GROUP III. Mainly Taxea on 
BuBille.!s: 

Corporation taxes 68 32 .. 100 15 14 .. 11 
Company fees, licences, etc. 11 39 50 100 3 3 2 

1-·- --
Total, Group III 59 34 7 100 15 17 3 13 - - - - - - -GROUP IV. Mainly Oonsump-

tion Taxes: 
Customs 100 .. .. 100 25 .. .. 13 ----. 1100_ Excise 100 11 .. 4 ----·---- ·--1-
Other Similar Taxes and [.A,. 

cences: 
Manufacturer's taxes 100 .. .. 100 4 .. .. 2 

Sales taxes 96 1 3 100 30 1 1 14 

Gasoline taxes .. 100 .. 100 .. 16 .. 4 
Liquor control (other than 

customs and excise) . . .. 100 .. 100 .. 12 . . 3 
Automobile licences • .. 100 .. 100 .. 11 .. 3 
Amusement taxes .. 100 .. 100 .. . 1 .. .. 

Sub-total, Other Taxes and --------· --------· 
Licences 60 38 2 100 34 41 1 26 

Surplu& Utility Earnings 50 _!_ 43 100 3 .. ~ __.!:.._ -- --
M i8cellaneou& 33 15 52 100 1 3. 5 3 

Total, Group IV 70 24 6 100 74 ,..!!... 8 47 - - -Dominion subsidies to Provinces 100 .. 100 8 .,1 2 
------ .... ·- -·- - ----

GRAND TOTAL 46 24 30 100 100 100 100 102 

Less duplications ToO - - - - 2 100 5 .. .. 
NET TOTAL 44 25 31 100 95 100 100 100 - - - - - - - -

1 Provincial subsidies to Municipalities lulve been deduced ttom offsetting expenditures In the 
Report ol the Royal Collllllillslon. 
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DOMINION, PROVINCIAL AND .MuNICIPAL INCOME TAXES PAYABLE BY A 

MARRIED !iAN WITH No CHILDREN 1 

Gross Income 

$3000 $10,000 $100,000 

Tax payable by resident of- $ c. $ c. $ c. 
Charlottetown, P.E.I. 61 90 821 20 38,249 15 
Halifax, N.S. 30 00 546 00 32,518 50 
St. John, N.B. 30 00 636 00 35,283 50 
Quebec, Quebec 30 00 546 00 32,518 50 
Montreal, Quebec 33 00 655 20 39,022 20 
Toronto, Ontario . 44 55 778 70 39,920 54 
Winnipeg, Manitoba. 7704 993 28 46,864 62 
Regina, Saskatchewan 71 50 1034 25 58,230 90 
Edmonton, Alberta 65 00 1036 00 58,228 50 
Victoria., B.C. 60 00 1051 00 55,513 50 
New York, U.S.A. 28 00 655 00 38,274 00 
London, England 283 13 1910 63 50,120 00 
Paris, France 579 00 3564 00 54,239 00 

• Assuming all earned income In $3000 and $10,000 brackets, and $14,000 earned income in 
$100,000 bracket. Rates prior to Sept.l939. 

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

TABLE V 

PERCENTAGE oF THE GRoss INcoME TAKEN BY THE PROVINCUL INcoME TAX 

(Married man with no dependants- prior to Sept. 1939 
Dominion Income Tax increase} 

Income, S British Columbia Alberta Ontario 

100,000 23 26 7-4 
500,000 27 29 7·8 

1,000,000 27 30 7-7 

Sourct,-Report of the Royal Commission on Dominion-Provincial RelBtions, Book II, p. 158. 

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

If, ~ recommended by the Royal Commission, the taxes which lend 
themselves most readily to progression (viz. the personal income tax and 
succession duties) were (permanently) entrusted to the Dominion Govern­
ment and made uniform throughout Canada, each Provincial Government 
wol)!d be in a position to provide directly or through Local Authorities 
normal educational and other social services and development without 
having to impose very heavy taxation. The most oumtanding inequality 
in Canadian taxation is territorial, and it is in the least wealthy Provinces 
that the percentage of taxes to total and surplus income is highest. With 
the Dominion Government in possession of the progressive taxes par 
euellertce it would be possible to find the funds for the National Adjustment 
Grants, pay~ble to those Provinces whose need is great, without resort to 
types of taxes which reduce the national income. At the same time there 
is the d11nger, a real danger in a Federation, of centralisation leading to 
the loss of real provincial self-government. This is analysed further in 
Chapters VIII and IX. 

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

1 In the Budget for 1942-43 the Dominion Government assigned $84,428,000 to the 
Provinces 118 compensation for their loss of income tax. 
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Another criticism of the Canadian revenue system is that the burden 
of taxation is on costs rather than on surplus. Taxes which increase costs 
of production tend to eliminate the marginal firm or industry and to 
int€rfere with investment. The result of the tendency of marginal firms 
to disappear and of the tendency of potential investors to refrain from 
engaging in new enterprises, is that both labour and capital resources will 
be thrown out of employment and that the national income will be 
correspondingly diminished. Out of this diminished national income a 
larger revenue than before will have to be raised, as the unemployed will 
have to be maintained at the public cost. If, in order to raise the larger 
revenues, new taxes are imposed which bear on costs, the vicious circle 
will be completed. The alternative to taxes which increase business costs 
lies in taxes falling on profits or other surpluses. In the long run this 
means that the latter taxes should be replaced by an expansion of the per­
sonal income tax.1 Among taxes on costs are the taxes in Group IV and 
also taxes on corporations in Group III other than those on net income, 
because they have to be paid regardless of the fact that net income has 
been earned or not- such as taxes. on capital stock, the number of 
branches and other fixed taxes on corporations. In short, the Canadian 
system has been criticised as not collecting a given amount of revenue with 
the least burden on the national income. The very high proportion of the 
tax burden that falls on costs rather than on profits, together with the lack 
of co-ordination in tax policy among the competing tax authorities, reduce 
the national income by restricting marginal investment, production and 
employment. Three-quarters of the total taxes before the war have no 
direct relationship to net income and at any rate, under the pre-war 
division of revenue powers, could not be so adjusted. 

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

1 Report of the Royal Commission on Dominion-Provincial RelationS', Book II, p. 161. 
As to the extent this ha.s been achieved in Dominion war finance, see section on The 
Ca.na.Jian Economy in War-Time- section vii below. 
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TABLE VI 

THE DISTRIBUTION OF PROVINCIAL AND MUNICIPAL REVENUES, PER CAPITA 
AND PER CENT, 1937 1 

GROUI' I. Progressive Taxes : 8 $ 
per capita per capita 

Personal income taxes • 1-07 0·17 
Succession duties 3·22 

Total, Group I 4-29 0·17 

GROUI' II. Taxes on Prrrperty : 
Real property taxes 0·53 22·07 22·60 45 
Public domain 1-90 1·90 4 

------------
Total, Group II 2-43 22·07 24·50 

' 
49 - - - -GROUP III. Taxes on BWJiness : 

Corporation taxes 3·06 3·06 6 
------------

GR.OUI' IV. Mainly Consumption Taxes: 
· Sales taxes 0·17 040 0·57 1 

Gasoline taxes 3·50 3·50 7. 
Motor vehicles • 2·34 .. 2 2·34 5 
Liquor control • 2·68 2·68 5 
Other licences, permits and fees 0·74 0·94 1-68 3 
Amusement ta.xes 0·26 0·26 1 
Miscella.neous services . 0·09 0·09 
Surplus utility ea.rnings 0·56 0·56 1 
Miscella.neous revenues 0·55 3·70 4-26 9 

------------
· Tota.l, Group IV 10·33 5·60 15·94 32 - - - -Dominion Subsidies to Provinces l-91 1-91 4 

--~ ---------
GRAND TOTAL 22·02 27·84 49·87 100 

1 These ligures are based on those in Book ill of the Rowell-Sirois Report, whereas Tables. III and 
IV are based on those in Table 84, p, 211 of Book I. The two sets of tlguree differ in their classiftcation 
of revenues, though not In the totals. 

1 Particularll not available; included under " Other Licences, Permits and Fees ". 

PROVINCIAL REVENUES 

The detailed table showing the data for lach Province is given in Part 
III of the Enquiry (Table 5). Considerable care has to be taken in com­
paring these, as they have to be analysed in relation to the Provincial 
income, especially the free or taxable surplus income and the amount 
of services supplied by governmental agencies. There are other special 
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circumstances to be considered in making comparisons between Provinces, 
as these differ so much in the division of responsibility for the social 
services, including education, and for the upkeep of roads. Not only does 
the proportion borne for each of these services by Provinces differ widely 
in the same year but also in the same Province between different periods. 
In Prince Edward Island, for example, where there is a small agricultural 
economy combined with a laok of industrial and urban development, there 
is a Federal subsidy three times the average per capita for all Provinces 
and one-third of the total Provincial-Municipal expenditures. In Nova 
Scotia small-scale subsistence industry and a vulnerable economy make 
for low taxable capacity. As compared with other Provinces, the low 
return from property taxation and the relatively high proportion of 
revenues from the Federal subsidy are striking. In New Brunswick," the 
best-watered country in the world", as in the other Maritime Provinces, 
real property taxation is below the average and progressive taxation is 
negligible. The latter is left to Municipalities and levied on a frequently 
arbitrary assessment at the local real property tax rate with exemptions 
varying according to local conditions. It combines a small poll tax and a 
rough approximation of a property tax. In Quebec, which conforms to the 
average revenue system, income and sales taxes are levied by Municipal­
ities rather than by the Provincial Government. Developed progressive 
taxes are absent from Provincial income. The Church has a unique 
position in Quebec, since it carries out functions, e.g. in education and 
social welfare, performed in other Provinces by Provincial and Local 
Governments. Hence the Quebec taxpayer contributes more for such 
services than appears from the public accounts. This falls especially on 
real estate, partly because the greater part of church property is exempt 
from taxation. This is also one of the factors which have caused some 
Local Authorities to turn to income and sales taxes and to corporation 
taxes (licences and fees). In Ontario, in 1937, subsidies from the Dominion 
Government were less than 2 per cent of Provincial-Municipal revenue, and 
Provincial subsidies to Municipalities are 20 per cent of those. Since the 
depression Quebec's financial position has suffered, as its economy 
depended to a large extent on world trade. Ontario's tax policy is affected 
by Federal tax policy to a greater extent than in other Provinces, 
and in progressive taxation her action is limited to Federal policy. 
The high level of property taxation has provided the Municipalities 
with considerable revenue. The revenue system of Manitoba is one 
of the soundest in Canada. Not only is the yield of real property taxation 
large, especially in Winnipeg, but there is an emphasis on direct taxation 
such as the Provincial income tax and succession duties. In 1937 these 
were 20 per cent of total Provincial revenues. This is perhaps due to a 



86 FEDERAL FINANCE IN PEACE AND WAR l'T, I 

large portion of Prairie surplus revenue being centred in Winnipeg. The 
per capita income of Saskatchewan is, with the exception of Prince Edward 
Island, the lowest in Canada. There are no urban centres or corporations 
in the Province where surplus income accumulates and consequently 
Provincial taxation is unsatisfactory. In emergencies the existing system, 
depending as it does on a major industry, wheat, is in a particularly 
unfortunate position.· The tax sources tend to yield much less than the 
Canadian average. ·The .sales tax, however, is an effort to broaden the 
basis of taxation and has been prod11ctive to a degree few other taxes 
could have been in the circiunstances. In Alberta the Provincial real 
property tax still prevails, as in Saskatchewan, to a distinctive degree. 
Progressive taxation in spite of high rates is below the average for all 
Provinces. Corporation taxes ·were increased during the period under· 
review on grounds perhaps other .than of revenue. Th~ per capita revenue 
of British Columbia is nearly double the Canadian average. Municipal 
revenues there are at the Canadian average although the proportion of 
municipally organised areas. is much smaller· than in most Provinces. 
Corporation taxation and revenues from the public domain are three 
times the Canadian average. British Columbia is :rich in resourees and 
to exploit these resources corporation organisation is greatly developed. 
The high Provincial income makes it possible to provide Goverrilnent 
services well above the average Canadian standard. · 

This brief survey of Dominion, Provincial and Municipal revenues 
would be incomplete without some reference to the revolutionary changes 
in the economic and social role of Government which have necessitated 
}l.n immense increase in Government revenue's and new kinds of revenue. 
The proportion of the· national income spent by Governments has risen 
from less than 10 per cent at Confederation to 25 per cent or more in 1931, 
and taxes used in 187 4 would have pr0vided but one-half of all Gove!nment . 
receipts in 1937, including the property taxes which have continued to 
support almost the whole of the great increase in Municipal services. The 
Dominion Government has expanded its income by a heavy sales tax, by · 
the taxation of business and by the personal income tax, the fairest of 
taxes. In 1937 the Provinces, which had been given power to levy direct 
taxation, receipts from the public domain, licences and fees, and were 
expected to rely to some extent on fixed unconditional Federal subsidies 
under the Constitution, obtained less than one-fourth of their income 
from these sources. The great bulk of new sources for the Provinces could 
not have been foreseen at the time of Confederation, sources which have 
been interpreted as falling within Provincial jurisdiction. ln the words of 
the Royal Commission, " Some of these sources are directly competitive 
with those employed by the Dominion ; many of the others constitute 
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onerous or uneconomic levies on consumption and the costs of production". 
With the joint occupation of the field of direct taxes, neither the Dominion 
nor the Provinces nor both together have been able to employ the pro­
gressive taxes to the extent which is economically and socially desirable. 
It is clear that the present situation in Canadian public finance represents 
a wide departure from the conception of the Fathers of Confederation 
and from the spirit of the financial settlement which they devised. Costly 
Government responsibilities which have become national in scope are 
being supported by Regional and Local revenue: Revenue sources which 
have become national in character are being employed by Regional and 
Local Governments to the complete or partial exclusion of the Central 
authority.1 It is interesting to compare these views with the position 
that has resulted from the war.2 

IV. PuBLIC ExPENDITURES BEFORE THE WAR 

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

The main features of these tables are as follows : 
(1) The large recurring expenditure on debt charges- 27 per cent 

of the total expenditure of all Governments, and 61 per cent of the total is 
on Dominion debt. 

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

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

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

1 Report, Book I, chapter viii, pp. 245-6. 
1 See aeetion vii below, page 93. 
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TABLE Vll 

Pu:Buc ExPENDITURES FBOM REVENUE IN CANADA, ALL GOVERl!fMEll'l'S, 1937 

( $ millions) 

Dominion Provincial Municipal Total 

1. Primary Fu:nctioruf: 
Legislation, administration a.nd justice 52 33 65 150 
National defence . • • • 34 .. .. 34 
Military pensions a.nd afteroa.re M· I .. .. M 
Miscellaneous .. 9 .. 9 
Debt charges 167 in 55 273 

Total, Primary Functions • 307 93 120 - 520 - - - -2. Sewndary Function8 : · 
(1) Social Services: 

Education .. 32 77 109 
Unemployment relief . 66 43 18 127 
Other public welfare • « 44 36 125 

----------
Sub-total, Social Services • uo 119 131 361 

----------
(2) Developmental : 

Agriculture and public dome.i.n 20 21 .. 41 
Transportation 20 25 31 76 

----·------
Sub-total, Developmental • 40 46 31 117 

'----------
Total, Secondary Functions 150 165 162 478 - ---- 1-

Subsidies to Provinces 21 .. 1 .. 21 
----------

GRAND TOTAL 478 258 282 1018 ---- - -Less duplications 22 .. .. 22 

NET TOTAL. 456 258 282 996 - - - -I 

t Provincial subsidies to Mnnicipalities have been deducted from oftiletting expenditures in the 
Report of the Royal Commission. 

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

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

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

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

TABLE VIII 

PUBLIC EXPENDITURES FROM REVENUE IN CANADA, ALL GOVERNMENTS, 1937 

(Percentage distribution) 
--~--

Percentage Share of each Percentage Distribution 
Government in Total of each GovemmenVa 

Expenditure.< Expenditure 

= '; '; = ~ d c 0 Q, ~ ·~ :s .s ';;1 = s "' 'i3 ~ Ei ·:;: ·a 3 
0 8 = 0 8 ::1 0 
~ .... ~ E-1 ~ .... :;:: E-1 

---- -- -
1. Primary Fundiona : 

Legislation, administration and 
justice 34 22 44 100 11 13 28 15 

National defence 100 .. .. 100 7 .. .. 3 
Military pensions and aftercare 100 .. .. 100 12 .. .. 6 
Miscellaneous .. 100 .. 100 .. 4 .. 1 
Debt charges 61 19 20 100 35 20 20 27 

60 117 
------------

Total, Primary Functions 23 100 65 37 48 52 

2. Secondary Functiona : -
(I) Social Services : 

Education. .. 29 71 100 .. 12 27 11 
Unemployment relief 55 34 11 100 14 16 5 13 
Other public welfare 34 36 30 100 9 17 9 12 

----- ----------
Sub-total, Social Services 33 33 34 100 23 45 41 36 

----------------
(2) Developmental : 

8 4 Agriculture and public domain • 49 51 .. 100 4 .. 
Transportation 27 33 40 100 4 10 11 8 

----------------
Sub-total, Developmental 34 39 27 100 8 18 11 12 

----------------
Total, Secondary Functions 31 35 34 100 31 63 52 48 -- - -----· - ----

Subsidies to Provinces 100 .. 1 .. 100 4 .. 1 .. 2 
----------------

GRAND TOTAL • 47 25 28 100 100 100 100 102 --- ----- --- -Less duplications 100 .. .. 100 5 .. .. 2 
-- ----

I NET TOTAL 46 26 I 28 I 100 I 95 i 100 100 100 

1 Pro1·incial subsidies to Municipalities have been deducted from offsetting expenditures in the 
R~port of the Royal Commission. 

former case the debt charges are apportioned to the expenditure group 
concerned and in the latter the debt charges are lumped together under 
primary functions. The results are given in the first of the small tables 
overleaf. The large capital expenditure on railways accounts for the 
discrepancy between the last two columns there. The percentage dis­
tribution of each Government's expenditures including the appropriate 
debt charges is given in the second of the small tables overleaf. 
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Percentage of Expenditures 
in 1937-

Including Excluding 
Debt Debt 

Charges Charges 

Primary Functimul 29 52 

Seco-niiary Functimul : 
1. Education • 12 11 
2. Public welfare : 

Unemployme1_1t relief 15 13 
Other 14 12 

3. Development and transportation 30 12 

Total, Secondary Functions 71 48 -' TOTAL EXPENDITlJRES . 100 100 

Doroinion Provincial Mnnicipal Total 
1-

Primary F~nctioos 35 18 28 29 - - - -SWY/Ulary Function.'! : 
1. Education .. 13 32 12 
2. Public welfare : 

I 
Unemployment relief 17 19 7 15 
Other 9 18 16 14 

3. Development and transportation 35 32 17 30 
---------1-

Total, Secondary Functions 61 82 72 71 - - - ---
Subsidies to Provinces 4 .. .. 2 

--- ------
GRAND ToTAL 100 100 ' 100 102 - - - 1-
Less duplications 5 .. .. 2 

------------
'NET TOTAL 2._~~~~ I 
I I 

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

The fall in the price of wheat was an uncontrollable external factor, 
and this, with internal rigidities of overhead costs, brought great distress. 
Tarifi policy, directed to maintain employment in certain regions, threw 
an even greater burden on primary producers. Local vested interests 
sprung up and depression burdens were very unevenly distributed. The 
increase in" Other Public Welfare" (old-age pensions, hospitals, asylums 
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and public health) was only in part due to the depression. It was also due 
in large part to the economic and social evolution which is taking place 
in Canada. When the Act of Federation was passed, the provision of 
minimum social standards was never contemplated, nor was the transfer 
from Municipalities to the Dominion Government of a large part of the 
cost. The effect of large transfer expenditures 1 on the distribution of the 
national income and on the tax structures has sometimes been overlooked. 
It resulted in the collapse of the once accepted division of powers in a 
Federation ; it shattered the old theory that the individual should be 
responsible for his own welfare and that of his dependants. 

V. THE PUBLIC DEBT OF CANADA BEFORE THE WAR 

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

I 

TABLE IX 

CANADA's PuBuc DEBT IN 1937 : PoRTION NOT DmECTLY SEr,F·SUPPORTING 

($millions) 

Dominion Provincial Municipal Total 

Debt incurred for-
, 1. Primary Functions of Government, 

including war expenditures 1818 80 .. .. 
i 

Less cumulative current surplus 

I 
before special charges 1233 .. .. .. 

I ------------
Total, Primary Functions 585 80 225 890 - - - -

2. Secondary Functions : 
( l) Social Services : 

Education . .. 50 180 230 
Public welfare 420 235 175 830 

(2) Development and transportation 3250 975 275 4500 
------------

Total, Secondary Functions 3670 1260 630 5560 - - - -
GRAND TOTAL 4255 1340 855 6450 

I - - - -
.Source.-Report of the Royal Commission on Domlnlon-ProvmClal Relat10ns, Book I, Table 78. 

l In 1937 tra.nsfer expenditures of a.ll Governments, i.e. expenditures on public welfare, 
mainly unemployment relief and wa.r pensions, a.nd interest on unproductive debts, were 
$406 millions out of a tota.l expenditure of S996 millions. 
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The interest on tbis debt was $271 millions,! or about 27 per cent of all 
Government expenditures. Of this $100 millions was the cost of servicing 
accumulated deficits, war expendituJ:es, capitalised unemployment relief 

· and capitalised losses. The balance, $171 millions, was paid on debts 
incurred for development. 

TABLE X 

ANNUAL DEBT CHARGES OF CANADA, 1937 

($millions)" 

Dominion Provincial Municipal 

1. Primary Fumtions 23 3 14 - - ---2. Seconilary Fumtions : 
( 1) Social Services : 

Education. .. 2 12 
Public welfare 16 9 11 

(2) Development and transportation 128 37 18 
---------

Total, Secondary Functions 144 48 41 - - -GRAND TOTAL 167' 51 55 - - -
1 After elimination of double counting. 

Total 

40 

14 
341 

183 
--.-

23P -27P -

VI. THE RoYAL CoMMISSION ON DoMINION-PRoVINCIAL RELATIONS 

This section of the chapter would be incomplete without a reference to 
the recommendations of the Royal Commission on Dominion-Provincial 
Relations,1940~2 These have been accepted bytheDominionGovernment. 
At a Dominion-Provincial Conference held in Ottawa in January'1941, 
the premiers of three Provinces- Ontario, Manitoba and British Columbia 

' -suggested postponement until after the war. As already noted, an 
Unemployment Insurance Act for the whole of Canada has been passed, 
and the Provinces have withdrawn during the war from the field of 
personal income taxation. The Royal Commission held that the mainten­
ance of the employable unemployed could not be efficiently performed on 
a Provincial basis or by Local Authorities. In this view the Commission 
agreed with the National Employment Commission and La Commission 
des Assurances Sociales de Quebec. They were also of opinion that 
assistance to farmers when operating cost advances had to be given in 
times of widespread disaster, and could not be left to these Governments. 
The Dominion Government, therefore, should assume direct administration 

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

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

VII. THE CANADIAN EcoNOMY IN WAR-TIME 

Canada's war-time economy falls into two periods- that prior 
to May 1940, when the Dominion was called on to supply increasing 
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quantities of f~od and raw materials, and the period subsequent to that 
date when Canada became in addition a stq>plier of large quantities of 
explosives, chemicals, shells, small-arms ammunition, bombs, tanks, 
vehicles, aircraft, ships and other munitions of war. It was natural, 
therefore,· that the War Supply Board should have been superseded in 
April1940 by the Department of Munitions and Supply which has had 
such an important part in the acceleration of the war effort in all directions. 
It remodelled the .Canadian economy to meet the intensified needs of the . 
.Allies after France fell. When it was decided that the Dominion Gilvem­
ment" shoul~ finance and own ,the required capital equipment, the Depart­
ment came forward with a programme of capital assistance to industry by 
which the greater part of capital equipment has been achieved after June 
1940. Not only have new factories been erected, equipped and financed, 
but private concerns have been enlarged and machinery labelled as 
Government property installed in privately owned factories. Branches 
within the Department of a quasi-autonomous nature were also set up to 
deal with all kinds of munitions production, and these, with two other 
fonn8 of administration _::'Controllers and Gilvemment Corporations-. 
have been made the chief means of organising the Canadian economy for 
war. The War-Time Prices and Tra..de Board, the National LabQur Supply 
Council and the Department of Finance have also assisted in the supremely: 
important task of war regimentation.1 In 1943 war production had 
reached a remarkably high level. In January 1943 the business placed by 
the Department of Munitions and Supply exceeded $6 billions. In 1942 
war industrial production was at the rate of $2·6 billions, and for 1943 it 
is estimated to reach $3·7 billions. In 1942 one-half of the output of 
munitions was sent to the British theatre of war and to Russia, and 20 
per cent to the United States and Pacific war zones, including China. 
War production was the main reason of the increase in the net national 
income to a new high record - $7 ·5 billions in 1942 as compared with $4-6 
billions 'in 1939, an increase of no less than 61 per cent. By 1943' the 
country's productive capacity was no longer adequate to support a 
parallel expansion in the output of both munitions and consumers' goods. 
The production of the latter, therefore, had in an increasing degree to be 
held in check by a system of controls and priorities, including the direct 
control of prices and production, and by the restriction and.diversion of 
civilian expenditures by taxation, thereby releasing resources required for 
war purposes. finance in war-time provides the money required to 

1 Cf. Mobil~ng Canada's Resoureu for War, Plumptre (Toronto, The Macmillan Co., 
1941); Oanadtan War EcmwmW, edirod by Pa.rkinson (Toronto, University of Toronto 
Press, 1941); "Wa.r ~ance and the Canadian Economy, 1914--20 ", .DeuL!cl Canadia,. 
Joul'tltll of Ecmwmia a!ld Poliliool8cimce, vol. vi (1940); A ~a Approailllo War FiMIIU, 
Plumptre, op. eif. vol. vii (1941). 
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mobilise the human and material resources for war and prevents the 
spending of money on non-war purposes so that civilian activities do 
not interfere with or frustrate the war effort. The State, therefore, must 
tax adequately as well as it must borrow the savings of both individuals 
and companies or corporations. It must sometimes expand or add to 
credit and currency by borrowing from the banks ; and if there is 
not full employment such expansion may be helpful, since it may 
stimulate production without inflation. If production is getting to its 
maximum and industry cannot expand, more credit or currency will 
result in an increase, not in production, but in prices. 

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

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

(2) The enormous increase in war expenditures. 
(3) The growth in Federal revenues, most noticeably in the taxation 

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

(4) The withdrawal of the Provinces from the field of personal income 
and corporation taxes during the war. In 1943-44 the compensation paid 
to the Provinces was $84 millions on this account. 

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

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

(7) The increase in the Dominion Public debt from $3153 millions in 
the pre-war year to $6182 millions (net) in 1942-43,1 despite the great 
decrease in sterling indebtedness as the country turns from being a debtor 
to a creditor country. It is true that Canada in 1943 is running up a debit 
balance with the United States, but this process has, since the Hyde Park 
Agreement of 1941, slowed down. Under this agreement the United 
States charges to its British Lend-Lease account such exports to Canada 
as are to be m.ed for Canadian war products exported to Britain, and the 
United States buys more from Canada. Meanwhile Canada accumulates 
sterling balances on a large scale. By December 1942 the total sterling 

t For 1943-44 the borrowing needs were estimated &t $2748 millions. The third Victory 
Loan of Oct. 1942 h&d & minimum objective of $750 millions, but produced $991 millions 
from 2 million subscribers. 
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balances had reached $2770 millions. or' this over $800 millions were 
used for repatriating sterling debt, public and otherwise. $250 millions 
were covered by British sales of gold to Canada, and the remaining $1700 
millions, by an interest-free loan to Britain of $700 millions and by a gift 
of $1000 millions made ~arly in 1942 under the United Kingdom Financing 
Act. This sum of $1000 millions was included in the Dominion expendi­
ture figure. A similar gift of $1000 millions was put into the Budget 
for 1943-44. 

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

The most striking changes brought about by the war are summarised 
opposite and o\lerleaf. 

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

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

($millions) 

Fiscal Years (1st April-31st March) 

1938-39 1942-43 1943-44 (Pre-war Year) 

War expenditures . 34 1 3724 2 4890 2 

Non-war expenditures 439 1 663 610 3 

Total expenditures 473 1 4387 2 5500 2 

Total revenues 426 1 2249 2752 

' Cf. Statistical Summary, Bank of Canada, Oct.-Nov. 1942, p. 85. 
1 Includes $1000 millions lor the allocation of war supplies to the Allied Powers. 
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1 Includes $84 millions as compelll!ation to Provincial Governments for assigning proceeds of the 
income and corporation taxes to the Federal Government during the war. 

($millions) 

Income tax . 
Taxes on corporation profits 
Other corporation taxes 
Succession duties 
Withholding taxes on dividends, interest 
Excise duties and taxes on liquor and 

tobacco 
Import duties and taxes 
Sales taxes 
Miscellaneous taxes 

1-

Expenditure 
Revenue 

1 

Expenditure 
Revenue 

PROVINCIAL FINANCE* 

($millions) 

MuNICIPAL FINANCE* 

($millions) 

1938-39 1942-43 

47 505 
85 770 
2 16 
.. 15 
10 28 

53 156 
94 231 

122 218 
23 77 

Fiscal Years 
(1st April-31st ~larch) 

1938-39 

266 
246 

1938-39 

288 
312 

1942-43 

276 
300 

1942-43 

286 
318 

Souru.-Statistical Summary, Bank of Canada, Oct.-Nov. 1942, pp, 84-5, 
H 
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EXl'ENDlTURE ON EDUCATION, PUBuo WELFARE AND liiGIJWAYS AND 

oTHEB AIDs TO TRANsPORT * 
( $ millions) 

1938--89 1942-48 
------

Educaticm: 
Federal 2·3 2·2 
Provincial 17·2 2H 
Municipal. 96·0 110·1 

------
Total 

~ 
115·5 133·7 - -Public Welfare : 

Federal-General 5·2 22·8 1 

Old-age pensions .. .. 
Relief• 13·2 2-6 

Proyincial-General 42-5 50·4 
Old-age pensions 39·3 43·8 
Relief 26·9 6·1 

Municipal-General 28·0. 28·5 
Old-age pensions .. .. 
Relief I '61-8 9·9 

---
Total-General 75·7 101-7 

II Old-age pensions 39·3 43·8 
II Relief 1 101·9 18·6 

------
Total 216·9 164·1 - -H iglncays, etc. : 

Federal 23·4 21·9 
Provincial 24·2 27·7 
Municipal. 32-1 . 36·1 

------
:rota! 79·7 85·7 - -

PT. I 

1 Includes $17 millions for administration of aud oontribution to unemployment insurance. 
' Excludes municipal expenditure on relief workll aud Jl{Ovincial expenditure on provincial 

relief workll. · 
• Souree.-8tatistlcal Summary, Bank of Canada, Oct.-Nov. 1942, pp, 84·5. 

fellows. At first the financing of the war was of a credit expansion nature, 
as when, for example, after the outbreak of war a loan of $200 millions 
was raised from the banks. A controlled expansion of credit was desirable 
to assist production and to decrease unemployment which was 12 per 
ceti.t,1 but once this took place a public loan for $200 millions was floated 
and in the second war Budget heavier taxation was· levied. A second 

1 The percentage of tot&!. wage-earners unemployed was 2 per cent in 1928, a maximum 
of 26 per cent in 1932, 9 per cent in 1937 and 12 per cent in 1939 (Dominion Bureau of 
Statistics- The Unemployment Situation). 



CH. IV FINANCE AND ECONOMY OF CANADA 99 

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

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

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

VIII. CONCLUSION 

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

1 Cf. Plumptre, Central Banking in the Britwh DQ'IItinKml, Toronto University Press, 
1940. 
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year, be it remembered, less than $1 million of Canada's funded debt was 
held by Canadians. Between 1914 and 1920 Canada's war expenditures 
rarely exceeded 10 per cent of the national income, and her tax structure 
was in 1939 no longer the primitive tax structure of customs and excise 
duties of twenty-five years earlier. Nevertheless war expenditure was 
only a fraction of 1 per cent before the outbreak of the present war, and 
this is a rough measure of the unpreparedness of the Dominion for total 
war. The war expenditure increases described in the previous section are 
almost too great to be believed. These have been possible because of the 
large real resources of the country of man-power and equipment. Employ­
ment of each of these since September 1939 has been upward, as may be 
measured by the increase of national income as long as that is an increase 
of real production and not only an increase in prices. Diminished con­
sumption for non-war purposes and diminished investment in new equip­
ment were other real sources of Canada's war effort. The tax structure was 
improved beyond all recognition to meet the new expenditures. To dis­
tribute the burden of war as fairly as possible a resort to direct taxes was 
made. Before the war more than two-thirds of all tax revenues came from 
indirect taxes. To-day, on the other hand, more than half is from direct 
taxation (personal income taxes, the national defence tax, the corporate 
income tax, the excess profits tax less payments to provinces for tax 
transfer, succession duties, and taxes on dividends and interest). Canadian 
taxes on personal incomes are higher than those in the United States and 
more or less conform to those in Great Britain. The increase in progression 
through income taxation is very noticeable. But the burden of indirect 
taxation is, all things considered, heavier in Canada than in Great Britain 
(Table 11, Part III). New taxes to restrict incomes have been levied. 
Among these are the excess profits tax, the national4efence tax, succession 
duties, a gasoline tax, a passenger transportation tax and entertainments 
taxes on motion pictures. Other taxes to conserve resources include the 
automobile tax, the tax on radio valves and wireless sets. The whole 
policy of Canadian war finance, as illustrated in what has been said above, 
is best summarised in the Minister of Finance's own words in the Canadian 
House of Commons : " The task of finance is to provide the funds which 
are used to pay for war services. But in a deeper sense the task of finance 
is, by taxation and borrowing, to restrict the civilian demand for economic 
resources in order that they will be free when the defence or supply 
departments need them. . .. If finance proceeds more rapidly in cur­
tailing civilian demand than defence proceeds in making use of the 
resources thus set free, there will be unemployment and waste, while, on 
the other hand, if finance lags behind the defence services, they will be 
faced by shortages and delays, and the competition between military and 



102 FEDERAL FINANCE IN PEACE AND WAR l"J.'. I 

civil demands will bring about inflatio~." 1 Tax as high as you can and 
mobilise savings by an intensive campaign and avoid the inliationary gap 
brought about by bank borrowings, are the aims of the Dominion Treasury 
in 1943-44. 

1 The Ron. J. L. llsley, Co.nadia.n House of Commons Debo.res, 30th July 1940, 
p. 2272. Cf. Plumptre, Mobilizing Oa'IIOila's RuO'Urcufor War, Toronto, The Macm.illa.n 
Co., 1941, p. 122. 



CHAPTER V 

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF AUSTRALIA 

I. THE NATIONAL EcoNOMY 

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

Population cannot be settled in vacant spaces unless there are available 
resources. Unless there is a rainfall of about ten inches in the area, 
cultivation is hardly possible. Wheat cannot be successfully grown if the 
rainfall is below ten inches, and settlement is impossible unless minerals 
or some special indwstrial or commercial opportunities exist. Methods of 
dry farming with an annual rainfall of this amount, eight inches falling 
within the growing period, and wheat-breeding have made it possible to 
grow wheat under difficult conditions, and the discovery of plenty of land 
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suitable for the merino sheep - Australia is the chief producer of wool 
. in the world - has led to the production of much wealth from arid 
and semi-arid areas. In Queensland, New South Wales and Victoria the 
rainfall, which is much heavier between the mountains and the coast than 
it is on the inner side of the Divide, varies in the coastal belt from 160 
inches' a year in Northern Queensland to 25 inches in Western Victoria. 
In Queensland sugar, wool, tropical fruit and dairy produce are the chief 
products; in New South Wales wool, wheat, dairying and the production 

. of fruit are the main primary industries, while in Victoria wheat-farming, 
wool-raising and dairying with cultivation of vines and citrus fruits in the 
Murray irrigation areas and of apples in the south are the chief occupations. 
Cattle and sheep are grazed, and forestry is carried on among the foothills 
of the Great Divide. On the plateaus mining and cattle-grazing are the 
chief industries. 

When we turn to the marginal States we see the mistake made. by 
Australians and outsiders alike of overestimating the natural wealth of 
the continep.t, · although the achievements in developing pastoral and 
wheat-growing industries have been noteworthy. In the marginal States 
there is a large area which is difficult to cultivate and to develop. South 
Australia, out of a total area of 380,000 ·square miles, has an area of 
311,000 square miles with a rainfall under 10 inches; Western Australia, 
out of a total area of 976,000 square miles, has 487,000 square miles with a 
similar rainfall. Tasmania, although her rainfall exceeds in parts 100 inches 
per annum and in no part is less than 20 inches, is mountainous, particu­
larly on the west, and the productive area 1s not large. One-third of the 
island has no population, and only over 6 million acres out of some 17 
millions have been alienated. The economy of South Australia is based 
largely on wheat and wool produced under conditions more difficult than 
the average, and she is vulnerable to price depressions. She lacks coal, 
but in spite of this has retained a surprising amount of secondary industry. 
Western Australia also specialises in wheat and wool, and in addition in 
the production of gold. Unfortunately her finances have been seriously 
affected by reckless financing of wheat in an area well suited for this crop, 
and by an attempt to settle migrants in the extreme south-west for dairying. 
With a small population and limited resources capable of development, 
Tasmania has more difficult problems than those of the other five States. 
Her unproductive assets, for example, are a growing burden and her tax­
able capacity is low. Loan losses per head are relatively very high 1 and are 
a heavy burden on the State finances. Indeed they are much higher than 
those of South Australia and Western Australia. The main factors contri­
buting to this are losses on railways, roads and bridges, and land settlement. 

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

We have referred to the development by the States of a policy of 
protection to rural production through subsidies and similar assistance, a 
policy of extending and intensifying settlement. This was a policy for the 
development of primary industry by State assistance. It clashed with the 
claims of secondary industry for protection by tariffs. The tariff was used 
as an instrument of development because it tended to produce a larger 
population and a. better balanced eoonomy. It imposed, however, a. 
burden on exports; yet in spite of it the main exports, wool and wheat, 
have increased. Tariff policy has raised the prices of protected goods, 
and these include the primary products butter, sugar and tobacco. 
According to the Commonwealth Grants Commission, " all sheltered 
products and activities, such as potatoes, bricks, transport and retailing, 
adjust their prices t<> the new level of costs. Unsheltered industry, which 
in Australia is predominantly export industry, is subject to world demand, 
and cannot raise its prices. In Australia, higher costs of consumption 
goods are nearly all passed on quickly, and often automatically, to wages 
and the costs of industry. It follows that the greater part of the cost of 
protection is passed on and finally borne, not by the consumer, but by the 
export industry." 1 States which have a large amount of unsheltered in­
dustry are Western Australia and South Australia, which had respe<:tively 

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

The ideas behind the policy of protection which is followed by the 
Commonwealth, ideas typical of not always very clear protectionist 
arguments, are best stated in The Australian Tariff, An Econ!Ymic Enquiry, 
by Professors Copland, Giblin and Brigden and Messrs. Dyason and 
Wickens.3 It is a report of an informal Committee invited by the Prime 
Minister to study the tariff problem. It pointed out that Australia's 
exports were pJ:imary products, the products of agriculture and mining, 
while her imports were mainly manufactured goods. Protection had 
conferred a double benefit. First, it had diverted resources from the 
primary industries where diminishing returns are in operation and where 
declining export. prices would have resulted. Resources were diverted 
into secondary industry. A shift of the terms of international trade 
wo_uld have occurred without protection. To produce as great a national 
income under free trade as under protection· it would have been necessary 
to expand primary industry already producing at increasing costs, and 
any addition to expo~ would, without doubt, depress prices. The issue 
did not, it may be noted; arise from protection to agriculture as in Great 
Britain, but from protection to manufactures. Secondly, the permanent 
policy of protection had added to the national income by increasing 
the share of wages where the largest number of people was. supported on 
more generous lines. · The tariff, in short, had subsidised labour at the 
expense oflandowners; Opportunity for employment had increased and a. 
higher standard of living was the result. " The advantage of protection 

1 Commonwealth Grants Commission, Third Report, Appendix 19, p. 206. 
8 Statement of Case, quoted by the Commonwealth Grants Commission, Fourth 

Report (F. 1816, 1937), p. 49. 
· 

8 The Australian Tariff, An Economic Enquiry (Melbourne University Press in asso. 
ciation with Macmillan & Co. Ltd., second edition, 1929). Cf. Copland, " A Neglected 
Phase of the Tarift Controversy", Quarterly Journal of Economics, Feb. 1931. 'For a 
criticism of the Australian case see Anderson, " Protection and the Historical Situation: 
Australia", Qua1Wly Journal of Economics, Nov. 1938. 
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is in the maintenance of a larger population than could have been expected 
at the same standard of living without the protective tariff.'' 1 The 
Committee did not attempt to estimate the net benefit or the net burden 
to the six St~tes separately and was unable to adopt the provisional 
estimates made previously by two of their number.2 The Committee 
estimated that Australian products which are protected cost, in 1926-27, 
£36 millions, more than the same goods could have been imported for, 
duty free. Protected manufactured goods cost about £26 millions more 
than free imports and protected primary products about £10 millions, a 
total of £36 millions, or £6 per head of population. 

"In so far as the establishment of secondary industry involves a 
subsidy from the communit,y, which falls with especial severity on export 
industry, there is a clash of interest between secondary industry and the 
intex:ests whic.h depend upon primary industry. Moreover, the secondary 
industries tend to be developed in the Eastern States. These are nearer 
the great coal-fields, and have the larger populations, and as they had an 
early start, the modern tendency to concentration makes these industries 
even larger. The more sparsely settled outer States could never establish 
these industries except at great cost to themselves. As a result the 
clash between the interests of primary and secondary industries tends to 
grow into a conflict between the more closely populated Eastern States 
of Victoria and New South Wales and the sparsely settled marginal 
States of South Australia, Western Australia and Tasmania. Queensland 
occupies a middle position because of her enormous pastoral wealth, the 
small proportion of really arid country, and the high return of the sugar 
indust.ry, protected by an embargo and price agreement which is now 
equivalent to a. duty of about 250 per cent." 8 Table I overleaf shows 
the production by States in 1937-38. 

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

I Op. ril., p. 140. 
1 Ibid. Appendix W (The Effects of the Tariff upon State Fina.noes), p. 229. 
s Commonwealth Gra.nt.s Commission, Third Report (F. 2251, 1936), para. 65, p. 39. 
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TABLE I 

I 
State 

I 

New South Wales 
Victoria 
Queensland 
South Australia. 
Western Australia 
Tasmania. 

Total. ·I 

PRODUCTION BY STATES, 1937-38 * 
{£ millions) 

AtJ=~· Total 
Poultry, Bees, Pastoral Mining Primary 
Forestry and Industry 

Fisheries 

31-1 35·3 12·0 78·4 
30·5 19·5 2·3 52·3 
21·9 16·2 3·6 41-7 
12·3 5·1 2·6 20·0 
8·8 4·5 9·4 22·7 
H 1·6 2·3 8·3 

109·0 82·2 32·2 223-4 

~lanufactures 
(Serondary 
Industry) 

85·2 
64·9 
18·6 
13·8 
8·6 
5-4 

196·5 

PT. I 

I 
Grand I 
Total 

163·6 
117·2 
60·3 
33·8 
31-3 
13·7 

419·9 

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

less than 81 per cent of the world's population has an average income per 
breadwinner below £2 a week, so that the world as a whole is poor in 
comparison with the first group of countries above. An intermediate 
group covering 9 per cent of the world's population includes the principal 
industrial countries of Europe with an average income per breadwinner 
of between £2 and £4 weekly.1 Australia's income in 1937-38, the pre­
rearmament year, was higher than in the pre-depression year 1928-29, 
and very much higher than in 1931-32. This is clearly brought out in the 
following table : 

TABLE TI 

Tl!.E NATIONAL INCOME OF AusTI.ULIA. * 

Year National Income Index N11mbers 
(£millions) (100=1928-29) 

1928--29 768 100 
1929-30 730 95 
1930-31 566 74 
1931-32 528 69 
1932-33 550 72 . 
1933-34 609 79 
1934-35 632 82 
1935-36 704 92 
1936-37 760 99 
1937-38 796 104 
1938-39 788 103 
1939-40 863 112 
1940-41 925 120 

• Cf. Colin Clark and J. G. Crawford, Tilt Au8tmlian Nalia!lal Incomt Commonwealth Grants 
Colllllliss!on, Seventh, Eighth and Ninth Reports. ' 

1 Cf. Colin Clark, The Conditi0118 of ECOfiOfllic Progrua. 
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The table also shows the effect of the change-over from a peace-time · 
to a war-time economy. In 1939-40, for example, as compared with 
the previous year, there was an increase of 9 per cent, and in the following 
year of 8 per cent. Among the factors making for an increase, the most 
important was the great drive to increase the production of munitions 
of war with the consequent demand for labour and the rise in wages, 
especially in the industrial States of New South Wales and Victoria. 
The trend towards increasing productivity with the aid of machinery 
and the better organisation of labour-power and resources has been 
marked in recent years in Australian as in British industry. This has 
been specially intensified since 1939-40. On the other hand, there have 
been the adverse influences arising from the dislocation of overseas trade. 
Owing to war demands on shipping, Great Britain has been unable to 
absorb the normal imports from Australia. This has severely affected 
the States which were most dependent on primary production, such as 
South Australia and Western Australia in regard to wheat and Tasmania 
in regard to fruit. 

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

Ct»Wlusions on the: National Eoon<J'my 

Australia's economy is very dependent on international trade, which 
accounts for a considerable proportion of her national income. Her 
resources are such that she specialises on primary products, in several of 
which she is one of the world's biggest producers. Nevertheless, she has 
for a long time pursued a policy of high and increasing protection, especially 
to secondary industry. This has resulted in a more diversified economy. 
The national income is very high, but the policy of protection has intensi­
fied the effects of the great physical and econ01nic differences between the 
more populous and prosperous States of New South Wales, Victoria and 
Queensland, and the marginal States of South Australia, Western 
Australia and Tasmania. These differences, together with financial 
policies that have not always been very prudent in the past, have necessi­
tated financial assistance in the form of annual special grants .from the 
Commonwealth to the marginal States. The grants are intended to 
enable these States, with reasonable effort on their own part, to provide 
social and other services at a level similar to that of th~ other States. 

II. THE CoNSTITUTIONAL BACKGROUND 

· · By the Commonwealth of Australia Constitution Act, 1900,1 which 
came into force in the following year, the Australian Parliament has the 
" power to make laws (or the peace, order and good government of the. 
Commonwealth with respect. to (inter alia) taxation; but so as not to 
discriminate between States. or- parts of States ".1 At the time of 
federation the Commonwealth was given limited financial powers. It 
was granted under the Constitution (section -88) exclusive power to levy 
indirect taxation in the form of customs and excise. But under section 
87, known as the Bradd on clause, only one-fourth of the net revenue from 
these duties was allocated annually to Commonwealth expenditure during 
the years 1901 to 1.910, the remainder being handed over to the States. 
Alternatively, it could have been "applied towards the payment of 
interest on debts of the .several States taken over by the Commonwealth ". 

1 63 & 64 Viet. chap. 12, amended in 1928 by the addition of section 105A giving effect 
to the powers conferred on the Commonwealth by section 105. 

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

In the pre-rearmament year, 1937-38, apart from invalid and old-age 
pensions financed by the Commonwealth Government and costing £15·8 
millions, the Commonwealth made the following payments to or for the 
States: interest on States' debts £7·6 millions, sinking fund on States' 
debts £1·5 millions, special grants under section 96 of the Constitution 
£2·4 millions, Federal Aid road grants £4·1 millions, other grants £0·5 
million: total £16·1 millions.3• 4 In 1942-43 invalid and old-age 
pensions were estimated to be £22·4 millions, and payments to the States 
from Consolidated Revenue £41-1 millions.5 

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

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

1 Section 96 reads, " During a. period of ten years after the establishment of the 
Commonwealth and thereafter until the Parliament otherwise provides, the Parliament 
may grant financial assistance to any State on such terms and conditions as the Parlia­
ment thinks fit". 

a See Table 19, Part III. 
• Excluding relief of primary producers. 
5 Excluding relief of primary producers, but including £27·8 millions for income tax 

aud entertainments ta.:x reimbursement. 
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certainly nothing in the Constitution which would justify this contention. 
The States, for example, were never given the entire field of direct taxation 
for themselves. The steadily widening :field of Federal activity and the 
increasing cost of defence from the :first decade of the present century 
made any such separation of revenues impossible even at the time when 

, the Qommonwealth had only just embarked on a national programme. 
·Customs and excise revenues would have been quite inadequate to finance 
the 1914-18 war and the Commonwealth, therefore, had to resort to direct 
taxation.l Total war always throws added gigantic burdens and responsi­
bilities on a Federal Government. 

These points may be made clearer by a short survey of the salient 
changes in the :financial history of the Commonwealth. These may be 
grouped conveniently into four stages: (1) the period of the Braddon 
clause- section 87 of the Constitution- which covered the years 1901 
to 1910; (2) the period from 191Q-ll to 1926-27, the period of the per 
capita paY,IDents ; (3) the period from the Financial Agreement Act, 1928, 
to 1942, the period when the Commonwealth took over the debts of the 
six States and the Loan Council was formed; and (4) the period of 
the ascendancy of the Commonwealth Government from the passing of the 
legislation to implement the uniform income tax plan, i.e. from 4th June 
1942 to the present time. Each of these periods corresponds to major 
changes in financial policy. · 

(1) Period I (190Q-1901 to 1909-10).-In regard to the :first of these 
periods, from 1901 to 1910, monthly payments to the States of all the 
surplus revenue of the Commonwealth were provided for in sections 87, 
89, 93 and 94 of the Constitution. Each State was credited with the 
Commonwealth revenue collected in that State and debited with the 
expenditure incurred on its behalf in the transferred departments, and 
also with a share of the new expenditure of the Commonwealth on a per 
capita basis. This is generally known as the "book-keeping system". 
This was, under the Constitution, to continue until1906-7 (the expiry of 
the :first five years provided for in section 93), or until " Parliament 
otherwise provides;,, The "book-keeping system" could thus be 
changed by the Commonwealth Parliament at any time after 8th October 
1906, the date of the expiry of the :five-year period. Payments to the 
St~~,tes of surplus revenue of the Commonwealth ceased when the Common­
wealth began to pay invalid and old-age pensions. This gave rise to 
criticism. In 190~-8 the Commonwealth paid its surplus revenue into 
a trust account as a reserve for these pensions, a procedure which was 

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

(2) PerWd II (1910-11 to 1926-27).-In 1910 a scheme of per capita 
payments was adopted by the passing of the Surplus Revenue Act of that 
year, and payment became effective from 1st July. A special payment to 
Western Australia of £250,000 per annum in the first year, thereafter 
progressively decreasing by £10,000 each year, was included in this Act.1 

No constitutional amendment took place when it was passed, and thus 
the position of the States was insecure. A constitutional referendum was 
indeed taken, but it was rejected as it was thought the proposed amend­
ment might " leg-rope the Commonwealth ". The various Governments 
continued, however, to honour the agreement for per capita payments. 
The Act of 1910 provided that it should continue for ten years from 1st 
July 1910, and thereafter until Parliament otherwise determined. Per 
capiUJ payments continued until1926-27. 

(3) PerWd III (1927-28 to 1941-42).-The Commonwealth Govern­
ment was under no obligation to continue the per capita payments and 
the Surplus Revenue Act was repealed. The States, faced with the loss 
of per oopita payments, accepted certain proposals incorporated in the 
Finance Agreement of 1927, and hence in the Financial Agreement Act 
of 1928. This has improved the credit of the States as a whole. 2 Inde­
pendent borrowing by the States increased the cost of loans, and since 
1923 borrowing programmes have been considered from time to time at 
conferences at which the Treasurers of the Commonwealth and of the States 
formed themselves into an advisory but not an executive body- the Aus­
tralian Loan Council. Between 1923 and 1927 it arranged for the amounts 

1 See Table 20, Part III. 
1 The interest contributions of the Commonwealth, however, will not increase a.s 

population increa.ses and, thllrefore, the position of the States may grow less favourable 
liS time goes on. 
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to be borrowed by the Commonwealth and the six States. By the Financial 
Agreement Act of 1928 this advisory body officially became the Australian 

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

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

(a) the taking over of sue~ debts by the Commonwealth; 
(b) the management of such debts; 
(c) the payment of interest and the provision and management of sinking 

funds in respect of such debts ; 
(d) the consolidation, renewal; conversion and redemption of such debts ; 
(e) the indemnification of the Commonwealth by the States in respect of 

debts taken over by the Commonwealth ; and 
(J) the borrowing of money by the States or by the Commonwealth, or 

by the Commonwealth for the States. 

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

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

(iv) Any suah agreement may be varied or rescinded by the parties thereto. 
(v) Every such agreement and any such variation thereof shall be binding 

upon the Commonwealth and the States parties thereto notwithstanding 
anything contained in this Constitution or the Constitution of the several 
States or in any law of the Parliament of the Commonwealth or of any 
State. 

(vi) The powers conferred by this section shall not be construed as being 
limited in any way by the provisions of section one hundred and 1ive of 
this Constitution. . 

The period from the Financial Agreement of 1927 to 1942 separates 
into two well-marked divisions- that before the depression of 1930 and 
that from the depression to 1942. Before the depression the total deficits 
were not high. Indeed, in Victoria and Queensland they were low. 

· Mter the depression the deficits were very abnormal in the States, at any 
rate IDltil1935-36. An examination of the surpluses and deficits of the 



CH. V FI~A ... "CE A'.NTI ECONO~Y OF AL"STRALU 115 

Commonwealth shows between 1929-30 and 1939-40 a net surplus of 
£6·5 millions in the Commonwealth accounts. In nine of the eleven years 
there were surpluses. In 1930-31 there was an abnormal deficit of £10·8 
millions, but in the succeeding years there was a surplus of £18·8 millions. 
In the same period the net deficit of New South Wales was £43·6 millions, 
that of Victoria £7·8 millions, that of Queensland £8·1 millions, that of 
South Australia £6·5 millions, that of Western Australia £6·0 millions and 
that of Tasmania £0·9 million. The total net deficit for the period 1929-30 
to 1939-40 was £72·8 millions for all States combined and £66·3 millions 
for Commonwealth and States.l The losses on loan works in the States 
rose to a very high figure. "It is obvious", said the Commonwealth 
Grants Commission, " that the depression has been the chief factor in 
increasing the deficits of the States. The depression affected the Common­
wealth in a most striking way, owing chiefly to the great reduction in 
custDms revenue. This led to an increase of Commonwealth taxation in 
the form of a drastic impost on property incomes, a primage duty on 
imports and the sales tax, which is a form of excise taxation and there­
fore not open to the States.3 The Commonwealth was also helped very 
much by the suspension by the British Government of payments in respect 
of war debt." 3 

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

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

It will be recalled that in Canada in Aprill941 the l\Iinister of Finance 
offered compensation to the Provincial Governments in respect of personal 
and corporation income taxes and the guarantee of gasoline tax revenues, 
if they would vacate the personal and corporation income tax fields for 

1 See Commonwealth Grants CoiilJilission, Eighth Report (F.l357, 1941), Appendix 
20, p. 125. 

t In 1932-33, in the depth of the depression, Federal, State and Local Authority taxa. 
tion wa.s 20 per cent of the national income; in 1939-40 the proportion wa.s 18·2 per cent. 

• Commonwealth Grants Comm.iss1on, Third Report (F. 2251, 1936), p. 29. 
• See Table 20, Part 111. 
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the duration of the war in order that a uniform tax may be levied 
throughout the Dominion on persons and corporations. The Provinces 
accepted the proposal, the Dominion-Provincial Taxation Agreement Act 
was passed, and in the Budget for 1942-43 $84,428,000 were provided for 
compensation. An effective and equitable tax policy during the war was 
thus made possible. In Australia the highest amount of taxation was 
imperative to :finance the war, but the Commonwealth Government was 
severely handicapped in getting a reasonable return from the taxation 
of income by the high rates of income tax prevailing in some States. In 
January 1941 the Commonwealth Government submitted to the States 
alternative proposals for the reduction of all State income tax to the level 
of the most lightly taxed State or an increase to the level of the most 
heavily taxed.. In the former case the States were to be compensated for 
their sacrifice of revenue by Commonwealth grants, and in the latter case 
the increased taxation was to b"e lent to the Commonwealth. The States 
rejected these proposals. On 27th June 1941, at a meeting of the Loan 
Council, the Commonwealth put forward a fresh proposal that the States 
should vacate the income tax field for the duration of the war in favour of 
the Commonwealth, and accept £30 milliol\s annually in compensation, of 
which £24-5 millions would be distributed on a basis of £3: lOs. per head 
of the population, the balance to be divided on any basis to which the 
States could agree. The Treasurer (Mr. A. W. Fadden) said that the 
Commonwealth inust make the maximum demand on the taxpayer (who 
is the same taxpayer both in regard to Commonwealth and State taxation), 
and that the claims of the Commonwealth must come first. Otherwise, 
the varying incidence of State taxation may have to be overlooked by 
raising the Commonwealth taxation on high incomes (which were already 
heavily taxed in some States), or by abolishing the allowances on State 
income tax, such as the deduction which is allowed for Commonwealth 
tax purposes, and also many other concessions enjoyeq by taxpayers. 
Either course would affect the State differentially. Thus Victoria, with 
an income tax of £2 : 11 : 4 per head of population, would not be. affected 
to the same degree as Queensland, where the rate was £0 : 12 : ~ per head, 
or as New South Wales, where it was £5: 10: 7. The alternative course 
might be acceptable to Queensland but Victoria might regard it as unfair. 
With the exception of the Premier of South Australia all the State premiers 
opposed the proposals of the Commonwealth Government as imposing 
unconstitutional and crippling burdens. The Premier of Victoria protested 
that his State would be penalised for its long record of prudent :finance to 
relieve the improvident States. If the State vacated the income tax field 
there would be a huge increase in Commonwealth taxation on low and 
medium-sized incomes in Victoria. to brmg the totaf taxation to that 
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payable by Queensland and New South Wales. The Premiers of Queensland 
and Western Australia, on the other hand, held that the lower rates in 
Victoria have been made possible, not by better financial methods, but by 
the high protection policy of the Commonwealth. This, in their view, has 
made it easier to maintain a balanced Budget in the highly industrialised 
States than in those dependent almost entirely on primary production and 
·disastrously sensitive to world price fluctuations. 

War finance exigencies continued to force the issue of financial read­
justments for the duration of the war, in spite of the States' cry that 
State sovereignty was endangered by what was called "unification by 
finance". A Committee, appointed to consider a scheme of uniform income 
taxation for the Commonwealth, consisting of Professor R. C. Mills, of 
the University of Sydney, Mr. Scullin and Mr. Spooner, presented a report 
early in April1942. They recommended the retirement of the States from 
the field of income taxation for the duration of the wa~ and one year 
thereafter, the substitution of the Commonwealth as the one income­
taxing authority as from 1st July, and compensation to the States for loss 
of revenue. On 22nd April the Premiers' Conference representing the 
Governments of all the States and of the Commonwealth rejected by a 
decisive majority the Commonwealth Government's proposal. This was 
done although the Commonwealth Prime Minister had clearly stated 
that the Commonwealth must have complete freedom of action over the 
whole field of income tax throughout the war, with the right to take all 
additional proceeds of the increasing national income or the increased 
rates of taxation, and the States should limit their share of income taxation 
to £34-5 millions annually during the war. Three weeks later the Common-

. wealth Treasurer (Mr. Chifley) introduced into the House of Representa­
tives three bills for a uniform tax throughout Australia- one bill provided 
for the temporary transfer to the Commonwealth of the trained staffs, 
accommodation and equipment of the States used for the collection of 
income tax, a second bill provided the payment for that assistance and 
for income tax to be equalised throughout the Commonwealth according 
to ability to pay, and a third bill provided that the payment of Federal 
income tax should have priority over the States income tax during the 
war and for one year thereafter. The Commonwealth estimated an 
additional yield of from £12 millions to £15 millions for war purposes. 
The States were to receive grants based on their average income tax 
collections for the last two years. The bills passed both Houses the 
House of Representatives on 29th May and the Senate on 4th June. The 
new measures were to come into force on 1st August. The Governments 
of Victoria, Queensland, South Australia and Western Australia applied 
to the High Court for a decree invalidating the Acts as uUra vires under 
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the Commonwealth Constitution. The case was heard before a full Bench 
of the High Court on 22nd June, and on 23rd July the Commonwealth 
Acts were held, in a majority judgment, to be valid in their entirety. It 
was held that these Acts were a genuine exercise of Parliament's defence 
power. It was essential for the effective prosecution of the war, which 
was being ·carried on to preserve the very existence of the Common­
wealth and the States, that the entire resources of the country­
should be marshalled in the war effort. The Commonwealth, therefore, 
must have command of the sinews of war, of which income tax 
was a very important one. On 11th August at a Premiers' Conference 
the Commonwealth Prime Minister (Mr. Curtin) announced that the 
Commonwealth proposed to levy an entertainments tax which hitherto 
had been a State source. of revenue, and he assured the premiers that 
the Commonwealth did not propose any further encroachment. This 
was regarded by the States as another inroad on the States' taxation 
field. Mr. Curtin said that the Commonwealth would levy a uniform tax 
yielding £3 millions a year as against £0·75 million raised by five States,· 
Queensland at present not imposing an entertainments tax. ·The Common­
wealth would refund to the States what they received from the tax in 
the current financial year. The Treasurer of Queensland said that his 
Government proposed to introduce an entertainments tax because of the 
imposition by the Commonwealth of a uniform income tax. All the State 
premiers, with the exception of Tasmania (who accepted the proposal for · 
the war only), opposed the Commonwealth's scheme. Mr. Curtin informed 
the Conference that the Treasurer would submit the proposal to each 
State separately, and, if the States did not agree, the. Commonwealth 
would impose on the States' entertainments taxes a uniform Federal tax. • 
It should be noted that the Commonwealth levied an entertainments 
.tax from 1916-17 to 1932-33. Mr. Curtin said the proposed tax was a 
luxury tax enforcing the required approach to austerity. Finally all the 
States agreed to withdraw from the entertainments tax field and were 
compensated on the basis of the previous year's revenue from this source. 
The new Commonwealth tax was a steeply graduated one rising to as much 
as 5s. 10d. on 12s. 6d., which is the cost of admittance to race meetings. 

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

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

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

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

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

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

1 Soo also Tables 3, 4, 18 and 19 in Part III. 
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and maintenance of capital equipment. Such grants are required in a 
Federal system mainly for three reasons. In the first place, it is impossible 
to relate finance to function, and there is consequently maladjustment 
between the Centre and the units in the distribution of constitutional 
powers. Secondly, in a Federation there is always specialisation, which 
increases the differences between the units and benefits some more than 
others. It may even benefit the Centre at the expense of the units if 
their specialisation is due to tariff protection ; the Eastern States of the. 
Commonwealth are a good example. These are permanent factors. A 
less permanent factor is thaf the weaker States in a time of depression are 
an embarrassment to the Federation unless they are assisted. This is 
especially so where the loan policy of the States has been unwise, as in 
the case of some States of the Commonwealth. The 1942 Acts of the 
Commonwealth Parliament on uniform income tax throughout the 
Commonwealth, with the High Court's judgment upholding these Acts, 
show the overriding power of the Australian Parliament in taxation. 
D11ring the forty years of Australian Federation the Commonwealth has 
greatly increased its governmental functions, and this has required the 
raising of greater revenues. This tendency has been very much accelerated 
by the war, as it was, though to a lesser extent, by the war of 1914-18. 
Total war adds enormously to the burdens and responsibilities of the 
Federal Government. The judgment of. the High Court makes it clear 
that the Commonwealth's power to pass legislation virtually depriving the 
States of their taxation powers does not depend on the existence of a state 
of war in which the Commonwealth may exercise unlimited emergency 
powers. The Rt. Hon. William Hughes, K.C., holds that the judgment is 
the "final answer to the States' pretensions to sovereign powers", and' 
the Rt. Hon. R. G. Menzies, K.C., a former Attorney-General of the 
Commonwealth Government, believes the judgment to be the beginning 
of a new era in which the Federation of Australia must be regarded as 
much more a unitary form of government and much less a Federal system 
than it was thought to be. In this respect, therefore, it is becoming similar 
to that of the Union of South Africa, and should a change in the Constitu­
tion take place after the war it is not unlikely that this will be on the 
South African model. Forty years' working of the Constitution shows 
that it requires revision, and public opinion, when it thinks about the 
matter at all, increasingly thinks of Australia as a whole. The questions 
of investing the Australian Parliament with greater functions, . of the 
division of the States into many more Provinces with modest Provincial 
Councils, and of the increase in the membership of Parliament, are outside 
the scope of this Report. These points, however, have gained new import­
ance in view of recent happenings in the financial relations of the 
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Commonwealth and the States. Without sound finance, sound government 
is not possible, and without sound government, sound finance is also 
impossible. 
. The trend towards increased importance of the Commonwealth in the 

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

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

III. GoVERNMENT REVENUES AND ExPENDITURES 

General Trends 
The increased cost of government in Australia in recent years is brought 

out in the table on the opposite page. 
The expenditure figures include expenditures from revenue, including 

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

The trends exhibited by the figures are clearly marked. and are very 
similar to those prevailing in the other Federations studied in this Enquiry. 
Both in the case of the Commonwealth and in that of the States there was 
a very considerable rise in expenditures and revenues during the war of 
1914-18. After the first adjustments to a peace-time economy had been 
made, there was a further rise, more gradual but unmistakablef until the 
depression of 1930. This for a time caused a fall in the revenues and ex­
penditures of both Commonwealth and States, though State expenditures 
did not fall unti11932-33. After the depression the tendency to rise 
reasserted itself, being reinforced after a few years by the period of 
rearmament. With the outbreak of war Commonwealth revenues and 
expenditures both increased enormously, whereaa. the rise was much less 
marked in the case of the States. With t4e exception of the depression 
years, Commonwealth expenditures, and consequently revenues, have in 
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I A. Expenditure8 : 
Commonwealth . 
State 

Total 

B. Revenuu : 
Commonwealth. 
State 

I Total i 

TABLE III 

GovERNMENT ExPENDITURES AND REVENUES IN AusTRALL~ 1 

(£ millions) 

1912-13 1022-23 1928-20 1931-32 1933-34 1937-38 194G-41 

16 54 67 60 62 76 141 
44 89 118 120 108 125 138 

60 143 185 180 170 201 279 

22 63 73 70 73 89 150 
37 81 106 91 91 116 129 

I 59 144 179 161 164 205 279 
--

Pcrccnta.-ze Increase 

_/ 1937-38 l94G-41 over 
over 

11112-13 1912-13 Hl37-3il 

375 781 86 
185 214 10 

235 365 39 

305 582 68 
213 249 

I 
11 

I 
248 374 36 I 

> Duplication due to Intergovernmental grants and slmil"r payments has been eliminated. (This accounts for the large apparent surpluses of the Commonwealth 
roughly equal in most years to the apparent dctlclts of the States.) Commonwealth flgur<>s for 1912-13 and Stat<> figures for 1912-13, 11122-23 and 1928-211 are on a. 
slightly ditft•rent basis from those for later years. Local Government figures are not available in comparable form for any of the years given, except 1937-38. In that 
year they were as follows : 

EXPENDITURES AND REVENUES OP ALL GOVERNMENTS, 1937-38 

Commonwealth 
State 
Local 

Total 

(£A millions) · 

Expendltttres I Revenues 

76 
125 
25 

226 

89 
115 

18 

222 

Source.-Finance, Bulletin of the Commonwealth Bureau of Census and Statistics. 



TABLE IV 

GOVERNMENT REVENUES AND EXPENDITURES EXPRESSED IN TERMS OF THE NATIONAL INCOME 

Commonwealth and States All Governments 

1928--29 1931-32 1933-34 1937-88 194()-41 1937-38 
-------------------

National l7UXJ7M 1 (£millions) 768 528 609 796 925 National Income 1 {£millions) 796 
Re-ve'ltue:•, Revenue: 8 

(a) £ millions : (a) £millions: 
Commonwealth • 73 70 73 89 150 Commonwealth . 89 
State 106 91 91 116 129 State 116 

Total ~ ----urr-~ ~ ~ Local 18 

(b) Per cent af the National Income: Total 223 
Commonwealth • 9 13 12 II 16 (b) Per cent of the National Income : 
State 14 17 15 15 14 Commonwealth . II• 

Total ~ --so- 27 \ 26 
__ 3_0_ 

State 15 

Expenditun : B Local 2 

(a) £millions· Total ~ 
Commonwealth • 67 60 62 76 141 Expenditure ; 3 

State 118 120 108 125 138 (a) £ millions : 
Total -rss- ---yso- ---yro-~ ~ Commonwealth • 76 

·(b) Per cent of th~ National Income: -------------------- State 125 

Commonwealth • 9 11 10 10 15 Local .. 25 . 226 State . 15 23. 18 15 15 Total 
Total --24-- --34-- __ 2_8 _ __ 2_5_ --ao- (b) Per cent of the National Income: 

Defence Expenditure : ------------------- Commonwealth • 10, 

£millions . - . 4 4 4 6 66 State 15 

Per cent of the National Income 1 1 1 l 7 Local 
I 

3 

Per cent of Commonwealth Expenditur; 6 6 6 8 47 Total ~8-

Per celll.t of Total Government Expendi- Defenc£. Expenditure : 
ture 2 2 2 3 24 £millions • * e "' 6 

Per cent of the Na.tional Income 1 
Per cent of Commonwealth Expenditure 8 
Per cent of Tota.l Government Expendi-

ture .. 3 
----------- - - - - -- -- -----

' Produced income, as given in the Seventh and Ninth Reports {1940 and 1942) of the Commonwealth Grants Commission. 
• See Table Ill. • See Table III, footnot-e. 
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the long run tended to increase more than those of the States and Local 
Authorities. 

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

The Tax Structure 

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

TABLE V 

TAX REVENUES AVAILABLE TO CoMMONWEALTH AND STATES 

(£millions) 

Year ended 30th June-

1920 1925 1930 1935 1938 1939 1940 

Tot.al tax receipts : 
Commonwealth 42 53 58 59 69 74 90 
States . 14 23 34 36 50 51 54 
Payments by Com-

1941 I 

126 
56 

monwealth to or 
I 

for States* 16 16 16 15 ! 7 8 ll 14 
! 

:Total tax revenue 
i available: I 

To Commonwealth 35 45 47 45 53 58 74 111 
To States 21 31 45 50 66 67 70 71 

Tot.al tax revenues, 
Commonwealth 
and States 56 76 92 95 119 125 144 182 I 

• Excluding pannenta for industries, non-recurring gran !a, and paymenta for medical research, et~. 

1 Since 1931-32 the Commonwealth ha.s also made payments to the States from Loan 
Fund. Table 18 in Part III gives in summary form Commonwealth payments to or. for 
the States from revenue and from Loan Fund from 1930-31 to 1941-42, Table 19 gtves 
details of the payments made in 1937-38, while Table 20 gives special grants from 1910--11 
to 19ti-43. 
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The figures, and especially the percentages in Chart II, show that 
during the twenties and thirties of the present century, up to the rearma­
ment period, the tendency for Commonwealth revenues to rise relative 
to those of the States was for a time reversed, at any rate in the case of 
tax revenues. This phase was specially marked during the depression 
when the receipts from indirect taxation, on which the Commonwealth 
largely relied, fell considerably, while those from direct taxation, the 
main source of revenue of the States, increased 1 (see pp. 109-10 above). It 
came to an abrupt end with the advent of rearmament and war, and the 
expansion of Commonwealth revenues again outstripped that of State 
revenues, as the Commonwealth came to rely more and more on direct 
taxation (see pp. 115-22 above, and compare Table VII below with 
Table 1 in Part III). 

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

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

1 Commonwealth revenue from customs and excise amounted to £41·8 millions in 
1929-30, £28·3 millions in 1930-31, £28·4 millions in 1931-32, £48-4 millions in 1937-38, 
£53·8 millions in 1940-41, and was budgeted to be £47·6 millions in 1941-42, though it 
turned out to be £56·8 millions. In 1937-38 it accounted for 70 per cent of Commonwealth 
tax revenues, whereas income taxes accounted for 60 per cent of State tax revenues. 

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



TABLE VI 

THE REVENUE SYSTEM 011 AusTRALIA, ALL GovERNMENTS,' 1937-38 1 

(£thousands) 

State Local Total 

GROlTP I. Progressive Taxes : 
Taxes on individual income 2 5,753 24,272 .. 30,025 
Probate, estate and succession duties . 1,873 3,951 .. 5,824 

------------
Total, Group I 7,626 28,223 ... 35,849 - - - -

GROUP II. 1'axes on Real Property : 
Land tax . 1,368 1,157 .. 2,525 

Local rates and penalties 3 " 13,295 13,295 .. .. 
State non-tax revenue from lands .. 4,507 .. 4,507 

------------
Total, Group II . 1,368 5,664 13,295 20~27 - - - -

GROUP III. Taxes on Business : 
Taxes on company income 2 3,645 .. .. 3,645 

War-time (1914-19) profits tax -1 .. .. -1 

Stamp duties .. 2,938 ... 2,938 
Licences and miscellaneous State taxes .. 331 253 584 
Non-tax revenue under Group III 358 .. .. 358 

------------
Total, Group ill . 4,002 3,269 253 7,524 - - ----

GROlTP IV. Mainly Consumption Taxes~ 
Customs •' 32,973 .. .. 32,973 

------------
Excise: 

Liquor 4 8,473 .. .. 8,473 

Tobacco (including cigars and 
cigarettes) 5,592 .. .. 5,592 

Other 1,345 .. .. 1,345 
------------

Sub-total, Excise 15,410 .. .. 15,410 

------------
Other Similar Taxes and Licences : 

Sales tax . 8,024 ... .. 8,024 

Flour tax . 3 .. .. 3 

State liquor taxes .. 701 .. 701 

Motor vehicles .. 5,417 .. 5,417 

Entertainments .. 515 .. 515 

Racing .. 1,131 .. 1,131 

Lotteries • .. 473 .. 473 

Other taxes (local) .. .. '45 45 

------------
Sub-total, Other Taxes and Licences ' 8,027 8,237 45 16,309 

---------. 
-
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TABLE Vl-(ccntinued) 
- --- -- ,--- ---- -

Con1mon· State Local Total wealth 

Rerenue from Business Undertakings, 
Public Works and Sen:ices : 5 

Post Office 2,789 .. .. 2,789 
Railways, tramways and omnibuses .. 12,844 .. 12,844 
Harbours, rivers and lights .. 1,649 .. 1,649 
Water supply, sewerage, irrigation, 

drainage, etc. . .. 1,758 1,090 2,848 i 

Other State business undertakings .. 937 .. 937 ! 

Local council properties .. .. 1,622 1,622 : 
Street construction .. .. 596 596 i 

Other local works and services . .. .. 253 253 i 

Local business undertakings .. .. 351 351 i 

Sub-total, Business Undertakings, 
Public Works and Services 2,789 17,188 3,912 23,889 

I 

Jlimanwus: 
Territories • 331 .. .. 331 
Interest 7 1,044 8 5,921 .. 6,965 
Other 1,488 7,818 839 10,145 

Sub-total, :\Iiscellaneous 2,863 13,739 839 17,441 l 
. : 

Total, Group IV • 62,062 39,164 4,796 106,022 - - - ,_ 
Grants and similar intergovernmental 

payments. .. 9,906 6,379 16,285 

GRAND ToTAL 75,058 86,226 24,723 186,007 ! 

Less grants, ete. • .. 9,906 6,379 1~116,285 i 

i NET TOTAL . • I 65,152 179,847 124,723 169,722 i 

~--~--~--~------~----------~~======~~-------------L~~------L-------____ __ 
_ 

1 Tl.ut Mum diffrr from thim in" Finana" (bulluin of 1M CommonweaUh Burtau of Ctml~U and 
Mtli$tittl i11 tllill. thi)l includ~ rut rermue only of Commonwealth and State btuinus undertalri.lli/S. For 
(J(/o~r <Utails. UJWciaUy on .Statt ta:cation fWum, su tnt. 

1 Complete separate data are not available tor individual and company income taxation. The 
(known) total of Commonwealth incon1e taxation ha.s tberdore been split up in the proportion of 
113"<''-'rnl'nU for the year in question, and that of State income taxation ha.s been given in Group I 
WJtliout being split up. The figure for State individual income taxation thus includes company 
taxt.tlon. 

1 Stparate ft!!'U!1's of rates and penalties are not available for Queensland and South Australia, 
In t <le other States penalties are very small in proportion to rates (see Part Ill, Table 7). 

' ~tate liquor taxes are given onder " Other Similar Taxes and Licenc-es". 
• .'>N revenues only ior busine~ undertakings. Total receipts for local public works and senices. 
• Exduding railways. 
' l'onmwnwealth and States. 
• Exduding balance of interest on States' debts p&.)'able by States. 

K 



TABLE Vll 

TRE REVENUE SYSTEM OF AusTRALIA, ALL GovERNMENTS, 1937-38l 
(Percentage distribution) 

GROUP I. Progressive Taus : 
Taxes on individual income 2 

Probate, estate and succession duties . 

Total, Group I 

GROUP II. Taxes on Real boperty : 
Land tax . 
Local rates and penalties 1 

State non-tax revenue from lands 

Total, Group II 

GROUP ill. "Taxes on Business : 
Taxes on company income 1 

War-time (1914-19) profits tax · 
Stamp duties 
Licences and miscellaneous State taxes 
Non: tax revenue under Group ill 

Tota~ Group ill .. 

GROUP IV. Mainly 00118Umpti0'1~ Taxes: 

Percentage Share of j Percental!e Distribution I 
each Government in Total , of each Government's · 

1

1 

. Revenues .. . . Revenue 
1--.,---.-----,:-'-.:...1----:--.-......,.---i ·1. 

§ t f n i B · ~ n i ~ i ·1. 
!;.)ill ttl S ~ oil' ttl S .... 

19 81 . • 100 8 28 . . 18 1 

32 68 . • too 2 5 • . . 3 1 

~ --;;;--- 100 10 --;--·---;-1 
--------------- i .... -

54 46. .. 100 2 2 .. 1 

··- .. 100 100 .. .. 54 8 
.. 100 .. 100 .. 5 ., 3 

7 28 65 100 2 7 54 12 ,_ _______ _ 
100 
100 

100 

100 
57 

53 44 

43 

100 
100 
100 
100 
100 

5 

3 100 5 

2 

3 

3 1 4 __ __. ___ ..__._ 

Customs 100 .. ·too 44 19 

Excise: 
Liquor 4 

Tobaeco (including cigars and 
cigarettes) 

Other 

Sub-total, Excise 

Other Similar Taus and Licences : 
Sa.les ta.x • 
Flour tax. 
State liquor taxes 
Motor vehicles 
Enterta.inments 
Racing 
Lotteries 
Other taxes (local) 

Sub-total, Other Taxes a.nd Licences 

-------------.-. --

100 
100 

100 11 

100 7 
100 2 

--·1--- ------------
100 .. .. 100 20 .. .. 9 
----------------
100 
100 

100 
100 
100 
100 
100 

100 
100 
100 
100 
100 
100 
100 
100 

11 

6• .. 
1 
1 
1 

5 

1 
3 

' .. 100 ------------1- --i 
49 50 1 100 11 10 • . 10 ! ------------r-----
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TABLE VII-(continued) 

Revenue from Buaineu Undertakings, 
Public W orl:8 and Services : 11 

Post Office 
Railways, tramways and omnibuses 
Harbours, rivers and lights 
Water supply, sewerage, irrigation, 

drainage, etc. 
Other State business undertakings 
Local council properties 
Street construction 
Other local works and services. 
Local business undertakings 

Sub-total, Business Undertakings, 
Public Works and Services 

.M isal!anwus : 
Territories 1 

Interest 7 • 

Other 

Sub.total, 1\Iiscellaneous 

Total, Group IV , 

Grants and similar intergovernmental 
payments • 

GRAND TOTAL 

Less grants, etc. , 

NET TOTAL. 

Percentage Share of 
each. Government in Total 

Revennes 

Percentage Distribution 
of each Government's 

Revenue 

Ci I = g~ ~-
'".!:! .s ·, ;; ;; ~ .s d -;;; 
~~ !! I 15 13 ~~ .s g 'l5 
0~ _l:ll _ _:__ Eo< 0~ l:ll ..:1 Eo< 

I 
100 . . 1 . . , 100 4 . . . . 2 
., 100 .. I 100 .. 15 .. 8 
.. 100 .. 100 .. 2 .. 1 

. . 62 38 100 . . 2 4 2 

.. 100 .. 100 .. 1 .. 1 
. . . . 

1
~100 100 .. .. 1 1 

.. .. 100 100 .. .. 2 .. 1 

.. ! .. II 100 100 .. .. 1 .. 

. . I . . 100 100 2 -,1-.1-
~~~~ 100 4 20 16 15 

100 
15 8 85 
15 77 

16 79 

59 37 

61 

100 

8 100 

5 100 4 

3 

16 3 

4 
6 

10 

4 100 83 46 19 63 

39 100 11 26 10 

40 46 14 100 100 100 100 110 

61 39 100 13 7 10 

38 47 15 100 87 93 100 100 -----1----------
---------------------------L--~--~--~--~--~--~--~--1 

Noh.-For footnotes see Table VI, 

expenditure tables (Tables XI and XII) on pp. 139-40 and 141-2. 
Secondly, only a certain proportion of total State tax collections1 is included 
in the Consolidated Revenue accounts as given in the above-mentioned 
bulletin, the remainder being paid to various special funds differing in nature 

1 Total revenues from ta:x&tion of all Governments in 1937-38 by State8 are given in 
Tables VIII and IX below. 
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and extent as between different States. It was necessary to use the figures 
from Finance in order to obtain comparable totals. On the other hand, 
the actual proportion of State tax. revenues derived from various sources 
had to be given in order to present a fair and comparable picture of the 
revenue system. For this reason the figures of State tax collections from 
different sources have been reduced proportionately so as to add up to the 
amount actually paid to Consolidated Revenue.· This accounts for the ' 
difference~> between the figures in Table VI and those in TaJ>le VIII below. 

A caveat should be noted, especially in making comparisons with 
other chapters of this Enquiry. It has not bee'n possible to obtain separate 
figures of individual and company incolllil taxation for all the States, and 
for this reason the whole of State income tax collections has had to be 
given under Group I (Progressive Taxes, item " taxes on individual 
income"). This means that the totals of Group I for State revenues and 
for all Governments are above the true. figure, while the corresponding 
totals of Group Ill are below it. 

The Australian revenue system, as shown in these tables, has three 
important characteristics. ~he first of these is its " regressivity " or 
high degree of regression. Group IV (Mainly Consumption Taxes) com­
prises no less than 63 per cent of total revenues, of which 19 per cent 
represents customs, 9 per cent excise, 10 per cent other similar taxes 
and licences, 15 per. cent revenue from business undertakings, public 
works and services, and 10 per cent miscellaneous items (including 
interest receipts). Progressive taxes accounted for 21 per cent, of which 
18 per cent represented taxation of individual income and the remain­
ing 3 per cent probate, estate and succession duties. (But it must 
be remembered that anything between one~quarter and one-half of 
the income tax figure may be represented by State company income 
taxation.) Group III (Taxes on Business), other than State company 
income taxation, represented 4 per cent, mainly Commonwealth tax on 
company income and State stamp duties. Groups I and Ill together , 
accounted for 25 per cent of the total revenues of all Governments com­
bined. Group II (Taxation of Real Property) accounted for 12 per cent, 
chiefly local rates. · 
• The regression of the system is most conspicuous in the case of 
Commonwealth revenues. This brings us to the second important 
characteristic. In contrast to other Federations studied in this Enquiry 
(except Canada), the States, or units, and not the Federation, are the 
progressive element in the revenue system. This is due to historical 
causes which have been alluded to in section II of this chapter. In the 
United States the predominance of the Federal Government in financial 
matters was well established by the time that progressive taxation began 
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to be developed, but this was not the case to anything like the same extent 
in Australia. Hence the Commonwealth still relied, in 1937-38, on customs 
for no less than 44 per cent of its revenue, on excise for 20 per cent and on 
the sales tax for 11 per cent. Business Undertakings (the Post Office) and 
miscellaneous items each accounted for another 4 per cent, making a total 
for Group IV of no less than 83 per cent. (This is higher than in any other 
of the Federations studied here, with the exception of India (87 per cent), 
where the heavy reliance of the Provinces on property taxation makes 
their revenue system even more regressive than that of the Centre.) 
Group II (Taxes on Real Property) accounted for 2 per cent; Group I 
(Progressive Taxes), mainly individual income tax, for lo per cent, and 
Group III (Taxes on Business), represented by company income tax, for 
the remaining 5 per cent. 

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

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

All this brings us to the last of the three outstanding characteristics, 
namely, the comparative unimportance of Local Authorities in the revenue 
system. They account for only 15 per cent of the net total of Government 
revenues, as compared with 47 per cent in the case of the States, and 38 
per cent in that of the Commonwealth. This is largely due to the fact that 
Australia is a new cow1try, largely developed with the help of State aid, 
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whereas Local Authorities only gradually came into being. 
This last fact accounts for a feature which is not brought out by the 

above tables, but must be discussed here -the differences between 
States, both in regard to tax structure and in regard to the distribution of 
functions between the State and Local Governments and other authorities. 
Some of these differences are brought out by Tables VIII and IX, which 
give the revenues of all Governme11ts from taxation in 1937-38, by States, 
in thousands of pounds and in percentages.1 . 

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

· our tables, for reasons already explained, net revenues only have been 
included. -

Transport is a case in point. In New South Wales and Western 
Australia tramways are controlled by the State Government, whereas in 
other States they are run by boards or trusts or private companies. In 
Tasmania transport has been vested in a Transport Commission since 1st 
July 1939. Financial responsibility for roads varies between the State and 
Local Government authorities. The cost of State highways 8 is borne by 
the State in New South Wales, Victoria and Tasmania, while in Queens­
land Local Authorities are responsible for a proportion not exceeding 50 
per cent of maintenance cost. Main roads in Western Australia and 
Tasmania .are maintained by the State, whereas in New South Wales and 
Victoria Local Authorities are responsible for one-quarter and one-third 
respectively and in Queensland for not more than 20 per cent. In South 
Australia the contribution of Local Authorities is only a small proportion 
of the total expenditure on main roads. For water supply and sewerage 
there is a considerable divergence in financial responsibility. In New South 
Wales and Victoria, for example, it is divided between State, Local and 
semi-Governmental authorities such as boards or trusts. In Queensland 
and Tasxnania Local Authorities carry the burden. In South Australia 
responsibility rests with the State Government, while in Western Australia 

1 See &!so Tables 3 to 10 in Part ITI. 
1 Roads for which the St&tes bea.r the whole or part of the financial respoosibility are 

divided into several classes, of which St&te highways are the first and ~a.in roads a.nother. 



TABLE VIII 
REVENUES FROM TAXATION, ALL GOVERNMENTS, BY STATES, 1937-38 

(£thousands) 

I Collectln11 Authority and Item I 
New VIctoria Queensland South w ..... tcrn 

South Wales Au•tmlla Auotralla 

I Commonwealth : 
Income tax 1 4,090 3,095 840 660 517 

1 
Estate duty • 670 918 126 91 43 

I Land tax • 689 424 65 90 82 
Customs • 13,044 8,959 4,791 2,845 2,203 
Excise • • 6,096 4,187 2,239 1,330 1,029 
Salea tax • 3,174 2,180 1,166 693 536 
Other tax revenues • 1 1 .. 6 .. 6 . . II 

Total, Commonwealth . 27,764 19,764 9,227 5,709 4,410 

Statu: 
Income taxea . 13,330 5,912 5,652 2,033 2,085 

i Probate and succession duties 2,233 1,431 636 244 102 
I Land tax 2 498 405 325 124 

Stamp duties 1,369 953 632 278 281 
Motor vehicles • 2,587 1,825 819 673 429 
Other tax revenues 984 1,028 395 445 286 

Total, States . 20,505 11,647 8,539 3,998 3,307 
Local Authm-itiea: 

Rates • 5,411 3,738 2,266 871 673 
Other tax revenues 117 88 33 30 20 

Ta111mania Total 

196 9,398 
24 1,872 
18 1,3118 

1,131 32,973 
529 15,410 
275 8,024 
.. 6 2 

2,173 69,047 

743 29,755 
108 4,754 
84 1,438 
79 3,592 

148 6,481 
535 3,673 

1,697 49,693 

335 13,294 
10 298 

j Total, Local Authorities • . 5,528 3,826 2,299 901 693 345 13,5~ 
8,4io -i GRAN_:_ TOTAL . 53,797 35,237 20,065 10,608 4,215 132,332 

---- - - -- ---

1 Include& Central Office collecUonK allocated to States In proportion to State Oft\C'e collections of Federal income tax. 
• Includes Central Ollice collections allocated to States on baRI• of dlsRectlon of returns for 11136--37. 
• Total collections apportioned to States on basts of ......,HHruents ror 11136--37. • Allocated to States on population bMls. 
• Less thu.n £500. • Including a small proportion of penalties. 

I 

I 

I 
I 



TABLE IX 
REVENUES FROM TAXATION, ALL GOVERNMENTS, BY STATES, 1937-38 

(Percentage .tiistribution} 

I Collecting Authority and Item New Vlctorl& Queensland South Western 
South Wales Australia Australla 

Commonwealth : 
Income tax 7·6 8·8 4·2 6·2 6·1 
Estate duty 1·3 2·6 0·6 0·9 0·5 
Land tax 1·3 1·2 0·3 0·9 1·0 
Customs. 24·2 25·4 23·9 26·8 26·2 
Excise 11·3 11·9 11·2 12·5 12·3 

'Sales tax 5·9 6·2 5·8 6·5 6·4 
Other tax revenues .. 1 .. 1 .. 1 . . 1 .. 1 

Total, Commonwealth 51·6 56·1 46·0 53·8 52·5 
States: 

Income taxes 24·8 16·8 28·2 19·2 24·8 
Probate and succession duties 4·2 4·0 3·2 2·3 1·2 
Land tax .. 1 1·4 2·0 3·1 1·5 
Stamp duties 2·5 2·7 3·1 2·6 3·3 
Motor vehicles • 4·8 5·2 4·1 6·3 5·1 

· Other tax revenues (mostly consump-
tion) . 1·8 2·9 2·0 4·2 3·4 

Total, States 38·1 33·0 42·6 37·7 39·3 
LoeaT Authorities: 

Rates and penalties 10·1 10·6 11·2 8·2 8·0 
Other tax revenues (mostly licences) 0·2 0·3 0·2 0·3 0·2 

Total, Local Authorities 10·3 10·9 11·4 8·5 8·2 
GRAND TOTAL 100·0 100·0 100·0 100·0 100·0 
Disflribution among States : 

Commonwealth 40·2 28·6 13·4 8·3 6·4 

I States • • 41·3 23·4 17·2 8·0 6·7 
Local authorities 40·7 28·2 16·9 6·6 5·1 

GRAND TOTAL • 40·6 26·6 15·2 8·0 6·4 
-- ----

' Less thrtn 0·01 per cent. 
T 1. 7~-:; -.;.o""u \ii·U:t '-":1'1. ~,...nr 

Tasni.ania. Tot&! 

4·7 7·1 
0·6 1·4 
0·4 1·0 

26·8 24·9 
12·5 11·7 

6·5 6·1 
1 1 .. .. 

51·5 52·2 I 

17·6 22·5 
2·6 3·6 
2·0 1·1 
1·9 2·7 
3·5 4·9 

12·7 2·8 
40·3 3NI 

7·9 10·0. 
0·3 0·2 
8·2 10·2 

100·0 100·0 

3·1 100·0 
3·4 100·0 
2·5 100·0 
3·2 100·0 

-
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it is divided between the State and Local Authorities. For this reason 
payments for water supply and sewerage have been excluded from the 
following table (taken from the Seventh Report of the Commonwealth 
Grants Commission (F.3600), 1940, p. 74). The other·differences between 
the figures in it and those in Table ·nn above are due to the exclusion 
from the latter of charges for public utility services. (The figures in 
Table YIU are taken from Finance, the bulletin of the Commonwealth 
Bureau of Census and Statistics.) 

TABLE X 

LocAL GovERNMENT TAXATION, 1937-38 

(Excluding payments for wat-er supply and sewerage) 

State Total Per Head of 
Population 

£thousands s. d. 
New South Wales 6,070 44-11 
Victoria. 3,960 42·6 
Queensland . 2,681 53-11 
South Australia 915 31-6 
Western Australia , 764 33·5 
Tasmania 357 3o-4 

Total 14,747 43·2 

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

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

_Public Expenditures 

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

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

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

PuBLIC ExPENDITURES FROM REVENUE, ALL GoVERNMENTs, 1937-38 1 

(£thousands) 

Common· State Local Total wealth 

I. Primary Function8 : 
Legislation, administration and justice 3,338 4,659 1,906 9,903 
Public safety a .. 4,608 225 4,833 
Defence 1 • 6,061 .. .. 6,061 
Pensions' 8,278 2,386 .. 10,664 
Debt services 5 13,590 39,477 4,277 57,344 

Total, Primary Functions . 31,267 51,130 6,408 88,805 - ---- -
2. Sewndary Function8: 

( 1) Social Service~~ : 
Education 114 8 12,154 .. 12,268 
Public health (including hospitals) • 377 4,734 2,496 7 7,607 
Invalid and old-age pensions 15,799 .. .. 15,799 
Relief of the aged, indigent, etc. .. 1,951 .. 1,951 
Unemployment relief • .. 5,817 .. 5,817 
Repatriation and War Service Homes 

Commission • 923 .. .. '923 
Child welfare .. 620 .. 620 
Maternity allowances . 400 .. .. 400 
Family endowment ·' 1,470 .. 1,470 
Miscellaneous • 151 562 .. 713 

------------
Sub-total, Social Services 17,764 27,308 2,496 47,568 

(2) Devel&pmental: 
Post office 8 1,000 .. .. 1,000 
Railways 705 213 .. 918 
Shipping and mail services 70 .. .. 70 
Roads, streets and bridges ' , 4,150 .. 11,253 15,403 
Street lighting , .. .. 706 706 
Civil aviation • 123 .. .. 123 
Miscellaneous State business under· 

takings .. 2 .. 2 
Lands and survey .. 1,646 .. 1,646 
Agriculture ... 1,684 .. 1,684 
Forestry .. 406 .. 406 
Bounties 276 .. .. 276 
Research and publicity 1

• 661 .. .. 661 
Relief to primary producers . 262 .. .. 262 
Local council properties .. .. 2,553 2,553 
Other public works and services 3,665 11 1,568 588 5,821 ------

Sub-total, Developmental 10,912 5,519 15,100 31,531 

.--------" ---" 
[Table wntinwd Ol!erleaf 
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TABLE Xl-(continued) 

Common- State Local Total wealth 

(3) M isCfllaneous : 
Territories 1,057 .. .. 1,057 
Other .. 2,290 958 3,248 ---

Sub-total, Miscellaneotlll 1,057 2,290 958 4,305 ---
Tota~ Secondary Functions ~ ~ ~ 83,404 

Grants and similar intergovernmental 
payments 11,840 ,IZ .. 11,840 I 

GRAND TOTAL -~ ~ ~ ~ 
Less grants, etc. 11,840 6,37913 .. 18,219 ---
NET TOTAL • ~ ~ ~ 165,830 

1 The8e figures differ from those in "Fin«rwt" (bulldin of the Commonwealth BurMu of 0en&'U8 and 
Statutics) in thot they inelude net B~tPenditure Olily 011 CommonwMUh and Swte /Jusiness untkrtakings, 
and that CommonweaUh B~tPenditures iwlude B~tPenditure from mess receipts. For other details see text. 

1 Includes police, penal establishments, Local Authority grants to tire brigades, and other items. 
• Includes £1041758 of miscellaneous expenditure on accomtt of the war of 1914-18. 
• Excludes busmess mtdertakings and Territories. No separate details are available for Loool 

Authorities. 

tak~n:~~~tt:~~~~fes1~~· ei~t!~lf.oriT~~~6:Z:~~!?e~l:i~:S:e· ~~~~J~c~~~~~55sB:=n~::~ 
from excess receipts in reduction of deficits. 

• Soldiers' children education scheme [war (1914-18) services expenditure] and National Library. 
' Health administration, sanitary and garbage services, hospitals and ambulances, and other 

charities. 
• Expenditure on Post Office works out of Excess Receipts. 
• Commonwealth : payments to States for Federal Aid roads. The total for all Governments 

probably includes duplication amomtting to about £2 rlli!lions due to grants to Local Authorities, It 
has not been possible to eliminate this, since no details are available for Western Australia and since 
neither Commonwealth payments for Federal Aid roads nor road expenditure or grants to Local 
Authorities appear in the State Cousolidated Revenue Fund accounts as given iu Finanet. 

10 Includes scientific research included mtder " Education" in the State figures and in other 
·chapters of this Enquiry. 

11 New works £3,551,776, and miscellaneous £113,318. 
" State grants to Local Authorities are not given separately in Fioo!We. 
" Of this, £5,691,747 was for w1employment relief and roads (divided in a. ratio of about 3: 2). 

See also footnote 9. It is probable that some of these grants should be subtracted from Commonwealth 
rather than from State expenditures in arriving at the net totals. 

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



TABLE XII 

Pt·Buc Ex.PESDITrRES rnoy REYE.'<C"E, Au. GovERNMENTS, 1937-38 1 

(Peret>ntage distribution) 
. -- ----

I. Primary Fttnclio11s: 
lR~Jislation, administration and justice 
Public safety 1 

Defence 1 • 

Pensions • 
Debt &'tnct'S s 

Total, Primary Functions . 

:!. &umdary Frmrtio11s : 
(I) Social &rrices: 

Education 
Public health (including hospitals) 
ln'l"alid and old-age pensions 
Rt>lief of the aged, indigent, ete. 
rnemployment relief . 
Repatriation and War Semce Homes 

Commission . 
Child welfare 
~IatemitY allowanct'S • 
Family e~dowment 
~liscellaneous 

Sub-total, Social SerYices 
(:!) Dmlop11wrtal: 

Post offict> • 
Railwa\S 
Shippu;g and mail &'rrices 
Roads, streets and bridges 1 • 

Street lighting . 
Ciru a'l"iation 
:\Ii~cellaneous State business under· 

takings 
Lands and stJ.ITey 
Agriculture 
Fore:trv 
Bounti~ 
Research and publicity 11 

Relief to primary producers • 
Lora! council properties 
Other public works and st-r'l"ices 

P~m>nhure Share of ~rh P~m>nta!re Distribution l 
Gowrnmfnt in Total of earh (i{)\-ernment' s 

Expenditures Ex-penditure 

= = t1 0 

.s ~ 
;; E:5 

~ 
;; :s I 

e;; ~- " 
I 

C:.> !i "0 s~ 0 0 
::.;:!!: :1: ,J ... ::.;:~; "' ..::! ... 

34 47 19 100 5 5 8 6 
. . 95 5 100 . . 5 1 3 

1

100 . . . , 100 8 , , , o 4 I 

78 22 .. 100 11 3 .. 6 

.~1 69 7 1~_1~1~ _!2_ 35 
I 35 I 58 7 100 I 43 59 26 54 

~-~-:--1-,--'-
1 l' 99 I . . 100 I • • I 14 . . 1 
I 5 62 337 100 I 1 I 5 10 7 5 

100 . . I . . 100 I 22 . . . . 9 
. . 100 1 . . 100 . . 2 . . 1 
. . 100 1 • • 100 . . 7 • • 4 

100 I . . I . . 100 1 . . • . i 1 

100 ~~ l :: ~~ · i . ~ : : I :: ; 
• . 100 I • • 100 2 . • 1 i 

21 79 I . . 100 1 . . . . ~ 

i 37 1 58 5 100 25 32 10 t~~_::~ 
I I 1~ .. .. 

I 
II 23 .. 

100 .. .. 

100 

100 
100 

100 
100 
100 
100 

100 1 .. 

ij3u! 27 
I 

73 
100 

100 
10 

100 1 

100 
100 
100 6 
100, .. 
100 

2 
2 

•• I 

.45 9 
3 I •' 

•• I 

100 
100 
100 
100 
100 
100 
100 
100 
100 . 6u . 2 1~ 2 I 

4 I 

Sub-total, Developmental • ! 35 i 17 48 100 15 6 -~-60-. -l--19-: 
i I- i 

.~. 
1 o~rl<'a} 
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TABLE XII-(ocmtin~) 

PT. I 

Percentage Share of each Percentage Distribution 
Government in Total of each Government's 

Expenditures Expenditure 

= 
d 

o.a 0 - h ~ 'B ~ 
sz .. 

~ ~ a~ $ 8; .... 0 
8~ r1l 1-1 E-1 r1l 1-1 E-< 

--- -
(3) Miscellaneous: 

Territories 100 .. .. 100 1 .. .. 1 
Other .. 70 30 100 .. 3 4 2 ---------- - ----I 

Sub-total, Miscellaneous . 25 53 22 100 1 3 4 3 ------ --1-
Total, Secondary Functions 36 42 22 100 41 41 74 . 50 

Grants and similar intergover11mental 
payments 100 .. lZ .. 100 16 .. 11 .. 7 ----------·-----

GRAND TOTAL 39 47 14 100 100 100 100 lll - - - - 1-- -
Less grants, etc. 65 35 18 .. 100 16 718 .. 11 ·-- -- --

·NET ToTAL. ,. 37 I_!L 15 100 84 93 100 100 - -
Note.-For footnotes see Table XI. In the above table, aggregate expenditures of all Governments (last 

column, primary and secondary !unctions) add up to 104 per cent (of the net total). The reason for this is that 
it has not been possible to ellmin&te grants to Local Authorities ( 4 per cent of the net total) from the expenditures 
of the higher layers of Government. 

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

1 Commonwealth Grap.ts Commission, Fourth Report, p; 59. Cf. a.lso Fifth Reporj;, 
pp. 59-65. 

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

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

1 This has been further borne out by the social security plans now being introduced. 
The first stage, announced by the Commonwealth Treasurer on lith Feb. 1943, is the 
creation of a national welfare fund. This is to be financed from an annual contribution 
from Commonwealth revenues amounting to £30 millions, or one-quarter of the receipts • 
from individual income tax, whichever is the lower. The benefits to be paid from the 
fund include higher maternity allowances, funeral benefit for old-age pensioners, and 
allowances for dependent wives and all unendowed children. 
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the States in 1937-38, from revenue and from loan fund, are given in detail 
in Table 19 in Part III. 

IV. PUBLIC DEBT 

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

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

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

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

State debts have been incurred very largely for various develop~ental 
works. As we have seen, the State Governments undertake functions 
performed in other countries by Local Authorities or private enterprises, 

, and this has caused their debts' to increase with the development of the 
States. The net loan expenditure incurred by the States up to 30th June 
1938 was' as given in Table XIV, p. 146. · 



TABLE XIIJ 

P(lBUC DEBT OF AusTRALIA, ALL GovERNMENTS, 30TH JuNE 1938 

Australia. 
£thousands 
(Australian) 

F()l' Commoltu•ealth Purpose!l: 
(1) War Debt (1914--19): 

Stock and bonds 178,876 
Miscellaneous 183 
Indebtedness to United Kingdom. .. 

Sub-total, War Debt • 179,059 

(2) Works and other Purposes: 
Stock and bonds 26,606 
Short-term debt 1 .. 
General Trust Fund investments 1 10,692 
Balance of loans taken over from 

South Australia : 
(i) Northern Terriwry. 29 
(ii) Port Augusta Railway 15 

Sub·t<>tal, Works and other 
Purposes 37,342 

Total, Commonwealth Purposes 216,401 

On Accou111 of 8talt8 : 
Stock and bonds 423,144 
Short-term debt I 46,598 
Balance of debts of States taken over 

by Commonwealth and still repre-
sen ted by State securities . .. 

Total on Account of States 469,742 

TOTAL CoMMONWEALTH AND STATE 
PUBLIC DEBT 686,143 

Local Goternmtnt&: 
Due to Central Government . 15,602 
Due to banks (net overdraft) • 1,402 
Due to public creditor 53,527 

Total, Local Governments 70,531 

GRAND ToTAL, ALL GovERNMENTS 741,072 5 

··-

liaturinJZ in-

London New York 
£thou· £thou-
san<IS sands 
(Stg.) ($4-801i5) 

I 
I 

ll,020 1 .. 
.. .. 

79,724 .. 
90,744 .. 

61,965 16,081 
5,495 .. 
.. .. 

149 .. 
10 .. 

67,619 16,081 

158,363 16,081 - -
200,539 28,549 
23,155 .. 

162,195 .. 
385,889 28,549 - -
544,252 44,630 - -

.. .. 

.. .. 
12,723 5,501 

12,723 5,501 - ---
556,975 50,131 -

New 
Zealand Tot~ I 
£ thOU• £ tboiL'!llnds 1 

san us 

.. 189,896 

.. 183 

.. 79,724 

.. 269,803 

.. 104,652 

. . 5,495 

.. 10,692 

.. 178 

.. 25 

.. 121,042 

.. 390,845 -

.. 652,232 

.. 69,753 

. . 162,195 

.. 884,180 -

.. 1,275,025 -

.. 15,602 

.. 1,402 
31 71,782 

31 88,786 -
31 1,348,209 5 

-
(Table cooti11ued 01itrleaf 

L 



TABLE XIII-:(continued) 

Maturing in-

Auetralia London New York New 
£thou· £thou· Zealand Total £thousands sands sands £thou· £ thousands 1 

(Australian) (Stg.) ($4·8665) sands 
-------

_(1, ' and Other Public 
Authrmties: 

Due to Central Government . 41,140 .. . . .. 41,140 
Due to banks (net overdraft) 4 1,701 .. .. .. 1,701 
Due to public creditor 79,367 10,658 1,442 .. 91,467 

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

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

GRAND TOTAL, ALL GOVERNMENTS AND 
SEMI-GOVERNMENTAL AUTHORITIES 822,140° 567,633 51,573 31 1,441,377° - -

1 Total " faoe " or " book " value of the debt without adjustment on account of relative currency c.hanges 
slnoe the loans were ftoated. · 

• Short-dated Treasury biUs and debentures. 
' Other Treasury biUs. 
' Aggregate of net overdrafts of all funds. The credit balanoes of other authorities which do not carr)~ over· 

drafts have not been deducted. · 
• Excludes Local Government debt to Central Governments. 
' Excludes debts to Central Government of Local and semi-Governmental authorities. 

TABLE XIV 

NET LOAN EXPENDITURE lNCU"RRED BY THE STATES UP TO 30TH JUNE 1938 

(£ millions) 

Public W Mks, Seroices, etc. : 
Railways and tramways 371 
Roads, bridges, harbours, rivers, and lighthouses 89 
Public buildings 36 
Housing advances • 12 
Primary production : 

Settlement 95) 
Water conservatiQn, irrigation S b tot 1 160 and drainage 30J ' u • a. 
Other 35 

Water supply and sewerage • 103 
Electricity supply . 27 
Other public ·works and services, including 

industrial undertakings and immigration 13 
Loans and grants to local bodies • 21 
Unemployment relief 26 
Other purposes 13 

Total, Public Works, Services, etc. 871 
Deficits and other iteins · · 99 

i-
GRAND ToTAL g70 
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These figures refer to the amounts actually spent, and exclude those 
still unpaid. They show the nature of the debt, whether productive or 
unproductive. No data are available by which it would be possible to 
show the actual proportion of productive debt for all States. 

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

Public Deht Charges 
The debt charges of all Governments for 1937-38 are sef out in the 

following table, which is analogous in its arrangement to Table XIII (see 
above, pp. 145-6). Both table sshow the predominance in peace-time of 
State debt, and the high proportion of the debt charges which is payable 
abroad, mostly in London. 

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

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

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

FT. I 

DEBT CHARGES OF AusTRALIA, ALL GovERNMENTS, 1938 (INTEREST PAYABLE 

ON 30Tll JUNE) 

rayaote m-

Interest on Debt of- Australia I London New York New Total 
£ thousands £S:::~· £thOU• Zealand £thou-sands £thou· sands' (Australian) (Stg.) ($4'8665) sands 

Commonwealth : 
War (1914-19) • 7,150 4:26 .. .. 7,576 
Works and other purposes 1,152 2,775 785 " 4:,712 ------

Total, Commonwealth 8,302 3,201 785 " 12,288 ---- - - -States: 
New South Wales 6,211 5,94:3 627 " 12,781 
Victoria, 4,085 2,4:12 222 .. 6,719 
Queensland 1,966 2,794: 408 .. 5,168 
South Australia 2,3l2 1,675 87 .. 4,074 
W est.ern Australia 1,673 1,695 101 .. 3,469 
T~mania 468 492 II " 971 

-----------.----
Total, States 16,715 15,011 1,456 .. 33,182 - - - ----Total, Commonwealth and States ~ ~ 2,241 - ~ Lor;al Government~! : 

To Central Government 649 .. ' 649 .. .. 
To banks (net overdraft) 2 63 .. .. .. 63 
To public creditor 2,328 656 294 2 3,280 ---------

Total, Loca.I Governments ~ 656 294 2 3,992 ---- ---GRAND ToTAL, ALL GovERN· 
MENTS 27,408 3 18,868 2,535 2 48,813 3 - - ---- ---Semi • Governmental and Other \ 

Public A utkorities : 
To Central Government 1,540 .. .. .. 1,540 
To banks (net overdraft) 2 42 .. .. .. 42 
To public creditor 3,134 470 79 .. 3,683 

1--
Total, Semi-Governmental I 

Authorities ~ 470 79 .. ~ - -Total, Local and Semi· 
Governmental Author-
ities ~ ~ 373 2 ~ - -GRAND TOTAL, ALL GovERN· 

MENTS AND SEMI-GOVERN· 
MENTAL AUTHO~ES 30,584' 19,338 2,614 2 .s2,sas' - - - -----

1 Nominal amount of interest payable, taking no account of exchange. 
1 Aggregate of net overdrafts of all funds. The intel'llSt on the credit balances of other authorities 

which do not carry overdrafts has not been deducted. 
• Excludes Interest due from Local to Central Governments. 
' Excludes interest due from Local and semi·Governmentallluthoritles to the Central Governments. 
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the taxpayer, it will fall mainly on the higher grades of taxable income. 
The benefit of the lower charges on economic services goes predominantly 
to the larger user, but in this case he is usually the landowner. This 
applies to the main services on which loan money is spent in Australia, 
viz. roads, land settlement, railways and water supply. Charges for these 
services, which are less than the annual cost, and which make no adequate 
levy on the persons benefited, act as a subsidy to land values. High land 
values in a community dependent on primary production are a definite 
hindrance to such production." 1 

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

V. WAR CHANGES 

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

1 Commonwealth Grants Commission, Eighth Report (F. 1357, 1941), pp. 75-81. 
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and loan rose from £7-7 millions to £215·7 millions. In introducing the 
Budget for 1943-44 in the House of Representatives Mr. Chifley, the 
Commonwealth Treasurer, showed that half the whole National Income 
is being devoted to the war, and taxation in the current financial year 
is expected to reach £270. millions as compared with £74 millions in 
1938-39. Up to 30th June 1943 the total cost of the war to Australia 
reached £1107 millions, of which £363 millions were provided by taxation, 
£4 7 4 millions by loans from the public and £259 millions by discounting. 
Treasury Bills with the Commonwealth Bank. 

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

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

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

1 The latter has meant, among other things, tha.t Australia has not been a.ble to· 
repatriate her sterling debt to the same extent a.s Ca.~ta.da. lmd India.. 



CHAPTER VI 

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF SOUTH AFRICA 

I. THE NATIONAL EcoNoMY 

THE Union of South Africa has an area of somewhat less than half a million 
square miles. It is, therefore, four times the size of Great Britain and 
twice that of France. Its population is 9·6 millions, of whom a shade over 
2 millions are European. The mainspring of its economic activity at 
the present time is gold mining. In recent decades agricultural and 
pastoral production has been considerably increased with a view to supply­
ing not only the Union's own requirements but also the demand for export 
abroad. This has been combined with an enormous expansion in manu­
factures which has been especially noticeable in recent years. Prior to 
1925 the tariff was mainly a revenue one, but under the revised tariff of 
that year a policy of protection for industries in the Union was systematic­
ally undertaken. South Africa is fortunate in being the producer of a com­
modity which is always in general demand- gold, which has been mined 
there since 1886 and in considerable quantities since 1896. She produces 
about one-third of the world's gold and is easily the greatest producer.1 

From 1923 to 1929 there was prosperity combined with expansion in the 
Union. The years 1929 to 1932 were depression years, but after 1932 the 
price of gold leapt up to new high records, and this not only gave an 
('!lormous impetus to mining itself but revived to a very substantial degree 
the economic activity of the Union. The large imports of capital, mainly 
British, have been due to expansion in mining, chiefly diamonds and gold, 
and in transportation, mainly railways. Professor Frankel in his compre­
hensive study on Capital lnvesttnent in Africa 2 brings this out clearly. In 
d('aling with the economic structure of the Union he shows that South 
Mrica is largely dependent, as we have shown Canada to be, on a very 
restricted number of exportable products. There are few countries in the 
world so dependent on foreign trade as is the Union. In 1937 all mineral 
exports accounted for 75·3 per cent of the total export trade (diamonds 
for 2·8 per cent and gold exports for 69·3 per cent); wool exports for 
10·6 per cent; and all agricultural and pastoral exports 23·5 per cent. 

1 I' ide G. Findlay 1:\hirras, "The Position and Prospects of Gold", Economic Journal, 
June-Srpt. 1940. Sinre the peak year 1940 this percentage has increased to over 
that fi):(urc: 14 million fine oz. in 1940 out of an estimated world production of 40·5 
million~. and in W4:! 14·8 million fine oz. out of a world production of 36 millions. 

= ls~u!'d by tht' Committee of the Afriran Rl'St'IHrh f:lurvey under the au9pices of the 
Hoyal Institute of lnt<"rnational Affairs. Oxford University Press, London, 193~. 
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Thus mineral and agricultural, including pastoral, exports account for 
98·8 per cent. Over the thirty years gold alone has formed nearly 60 
per cent of the total, and it is on the mineral industry that the modern 
economy of the Union has been built. To an ever-increasing extent the 
finances of the Union depend on the direct and indirect taxation of gold 
mining. The Minister of Finance, Mr. Hofmeyr, stated in September 1942 
that the fact that the maintenance of gold production was essential not 
only for South Mrica's war effort but for the cause of the United Nations 
had come to be appreciated generally. "In the last financial year", he 
said, "the gold-mining industry contributed directly over 30 per cent of 
all the State income on revenue and loa!). accounts and a good deal more 
indirectly." The severity of taxation on gold-mining income was illus­
trated by the Transvaal Chamber of Mines in its evidence to the Depart­
mental Committee on Mining Taxation in 1935 by the following 
approximate rate of similar taxation expressed as a percentage of taxable 
profits in other gold-producing countries: Union of South Mrica 42; 
Rhodesia 23; Australia 18; U.S.A. 14 to 18; Canada 13 to 19; West 
Africa 12. Another characteristic of the Union economy is the degree to 
which agriculture is assisted for the benefit of Europeans engaged in that 
industry. A large part of the burden falls on those export industries, such 
as gold, which do not receive off-setting advantages and cannot shift the 
tax. The burden has also grown on mines because of the protection 
granted to manufacturing industry since 1925. Except in the case of wool 
there is no important agricultural commodity which is not dependent on 
the maintenance of an artificial internal price structure or on some similar 
kind of protection. While anxious not to give a one-Jided or ex-parte view 
I agree, generally, with Professor Frankel when he says, "There has 
grown up in the Union a system of tariffs, subsidies, quotas, price regulat­
ing and marketing schemes, which is remarkable in its wide ramifications, 
contradictions and complexities. Nearly every important agricultural 
commodity for which an appreciable local market exists has now to be 
sold at internal prices above the corresponding world prices. Moreover, 
the rates structure of the railways has been mainly devised to conform 
with the system whereby agricultural, particularly export products are 
subsidised by means of artificially low transport charges. Since Union 
too, very large sums have been spent on the construction of unpayable 
branch lines in order to stimulate farming, often in quite unsuitable areas. 
The low contribution made by agriculture to the direct revenues of the 
Central Government is due both to the special exemptions under the 
Income Tax Acts and to the low net incomes obtained from agricultural 
operations." 1 Thus, in spite of the efforts of the Government to put 
1 Frankel, Capital lnve.stment in South Africa, Oxford. University Press, 1928, pp. 121-2. 
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" European " agriculture on a secure basis, it is more dependent that ever 
on the remainder of the Union economy. More than one-half of the 
l'nion's native population is on farms, and of these 70 per cent is occupied 
in European areas. The policy is to pluck the golden goose with as 
little squealing as possible to enable agriculture and industries to be in 
a position sufficiently sound to hold their own when the Union will no 
longer be primarily dependent on gold. 

The total amount of foreign capital invested between 1870 and 1936 
in the Union of South Africa is approximately £523 millions. Of this price 
capital is £250 millions, of which two-thirds is in mining, and of the 
remainder three-fifths is in landowning, banking, insurance and investment 
companies and two-fifths in commerce, industry and agriculture.1 . These 
estimates show that, in return for the gold, diamonds, etc., the Union has 
become equipped with foreign capital in the form of machinery and other 
paraphernalia of an advanced industrial economy. When it is remembered 
how small the population is, and how the development of the Union has 
been determined to a very large extent by the interests of the white 
population, these foreign capital investments are remarkably. high. 
Nevertheless, investments have not resulted so far in a high standard of 
living for the population as a whole, white, native or coloured. The 
entire population is not employed at the optimum level, i.e. at a level 
which would maximise the national output. Therefore the national 
income is still low per head of total population, and up to the outbreak of 
war, the flow of capital continued at such a rate that there were few,if any, 
signs of the Union ever becoming a creditor country. A debtor country 
should eventually increase its own national income so that it no longer 
requires capital from abroad, as has been seen recently in other parts of 
the British Commonwealth. The Union (except in mining three­
quarters of the foreign capital is invested in mines and in urban centres 
serving these mines) is a good example of a country in which the mar­
ginal efficiency of capital is low in most enterprises. This large invest­
ment of capital from abroad obscures the poverty of the great part of the 
population, native, coloured and European. The most urgent problem 
in the Union economy to-day is to increase the national income or to 
increase production, a gigantic task, and this means the development of 
non-material as well as material resources among all classes of the popu­
lation, including coloured and poor whites. This development, as one 
authority somewhere phrases it, depends "on opening the doors of 
personal opportunity". But in South Africa these doors remain closed 
to a large section of the population- coloured, native and European. 

1 Frankel, op. cit. Table 28 
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II. THE SoUTH AFRHJA Acr 

The Union brought about by the South Africa Act, 1909, was not the 
first attempt to federate the four main political divisions of South Africa. 
The first attempt was mooted in 1857, and again in 1877 when a permissive 
South Africa Act was passed by the British Parliament. It failed, but . 
Sir Bartle Frere, Governor of Cape Colony and the first High Cominissioner 
~f South Africa, pushed on the idea of Federation. In 1880 the Sprigg 
ministry definitely formulated proposals for union to be considered by 
the delegates of the various States. The proposals again fell through, and 
after the battle of Majuba, 1881, the British Government abandoned the 
Transvaal. Even before this Cecil Rhodes had the idea of a federated 
South Africa under British rule with the assent of the Cape Dutch: 
Rhodes, who. died at the comparatively early age of forty-nine, leaving 
some £6 Inillions to the public service, endowing 170 scholarships at 
Oxford for students of the Colonies, U.S.A. and Germany, and leaving ' 
£100,000 to his old College, Oriel College, Oxford, belonged to a group of 
statesmen who will live in the history of South Africa- Lord Milner, 
1854-1925; Jan Hendrik Hofmeyr, 1845-1909; Sir L. S. Jameson, 1853-
1917; General Louis Botha, 1852-1909; and Lord Selborne, High 
Cominissioner of South Africa in 1907. Lord Milner, after being Under-­
Secretary for Finance in Egypt (189Q-92) and Chairman of the Board of 
Inland Revenue in London (1892-97), ·became High Cominissioner of 
South Africa in 1897 and contiimed in office untill9Q5. Milner had a 
great and strong mind and saw, in a way few of his contemporaries did, 
the advantages of a political union of the South African States. It was 
he, too, who saw the undoubted advantages of a customs union, realised in 
1903, and of a unified transport system, railways, harbours and ports.1 

He saw, too, the advantages of a policy for agriculture, for industry and 
for education. He had a peculiar genius for finance, as figures were 
" real counters of thought to him and a balance sheet as lucid as a page 
of print". Milner, in short, prepared·the way for Selborne, his successor, 
who wrote a Memorandum on the Closer U ninn of the South African Colonies. 
After the Peace of V ereeniging, 31st May 1902, all four political divisions 
of South Africa were British colonies and in consequence their federation 

1 " Lord Mllner had also taken advantage of every opportunity .to terminate or 
minimise the injurious competition between the various railway systems in South Africa. 
for the trade of the Rand. The railways of the Transva.a.l and the Orange River Colony 
were united under one management, the Inter-Colonial Council, administered as a joint 
concern ; and agreements were concluded with the Cape and Natal Governments at the 
Railway Rates Conference of 1905. This movement of closer railway union contributed 
in no small way towards the attainment of political union " (M. H. de Kock, Tilt Economic 
Dwelopmem of South Africa, London, P. S. King & Son, 1936). 
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was easier than hitherto. In 1909 the National Convention met, first in 
Durban and then in Capetown, and had representatives of all the South 
African colonies. The South Africa Act, 1909, resulted and on 31st May 
1910, i.e. on the eighth anniversary of the Peace of Vereeniging and 
thirty-three years after the Permissive Federation Act of 1877, the four 
colonies finally entered upon the complete union of the wide Dominion of 
to-day. · 

The Act itself is of special interest to the student of Federal Finance. 
It differs from the Canadian and Australian Constitutions in that the 
Provinces of the Union have no written Constitution superior to ordinary 
law which guarantees their rights, as in the cases of the Provinces of 
Canada and of the States of Australia. The Union Parliament could abolish 
the provincial system if or when it likes. There is nothing in the Statute 
of Westminster applicable to the Union of South Africa which guarantees 
the Constitution. It cannot, therefore, be said that the relationship of the 
Union Government to the Provinces is really federal in character. Two 
things seem clear in this connexion. In the first place, the provincial 
system in the South Africa Act, 1909, was, as it were, a sop to those in 
favour of a federal form of government. In the Act it is the unitary 
system that is really established. Secondly, the continuance of the 
provincial system at the present time is to be explained as due to fears still 
entertained in some parts of the Union, notably in Natal, of the domina­
tion of the Union Parliament and the Union Government, rather than 
to any functions which the Provincial Governments perform. Direct 
taxation granted to the Provinces under section 85 (i) was withdrawn · 
from them by Act No. 46 of 192,5, amending the financial relations 
between the Union and the Provinces, as set out in the Financial Relations 
Act of 1913.1 From the first the Provinces have relied on subsidies from 
the Union to a very large extent. In 1937, for example, 52 per cent of 
their total revenue was from subsidies (vide Table IV below) as compared 
with 8 per cent in Canada. For this reason more than any other perhaps, 
the Provinces have not been genuinely self-governing. The Provinces and 
not Local Authorities are entrusted with elementary education, hospitals, 
poor relief, roads and bridges, racing, betting, game and fish preserva­
tion. Under section 85 (vi) Provinces are also in charge of" municipal 
institutions, divisional councils and other local institutions of a similar 
nature ", and so the Provincial Government is of immediate concern even 
to a town council of the size of Johannesburg.2 On the other hand, 

1 This Act was modified by Acts No.9 of 1917, Na. 6 of 1920, No.5 of 1921, No.5 
of 1»22, No. 21 of 1924, No. 46 of 1925, No. 39 of 1927 and No. 50 of 1935. 

• Cf. )laud, City Gwernment, the Johannesburg Experiment, Oxford, Clarendon Press, 
1938. 
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problems relating to native affairs, to the public health of the country as a 
whole, to defence, justice, higher and technical education, agriculture, 
commerce and industry, railways and harbours are, administered exclu­
sively by the Union Government. The Union Parliament has " full power 
to make laws for the peace, order and good government" of South Africa 
under the South Africa Act. The financial powers of the Provinces are 
limited and they are,· in effect, as the Provinces of Canada and the 
States of Australia are not,, pensioners of the Union Government instead 
of sovereign Governments. The Municipalities differ from those in 
practically every other country of the world. In most countries it is usual 
for Municipalities to obtain grants for education, police, health and other 
purposes, and the grants are dependent on a satisfactory standard of 
performance by the Local Authority. In South Africa not only is the 
scope of Municipal Government limited but Local Authorities have 
practically no help or supervision from the Union or Provincial Govern­
ments. The Municipalities, therefore, have been forced to finance them­
selves by profits from public utilities (water, transport, electricity, etc.), 
and even on sewerage and sanitary services profit is frequently made. 
Only about half thei,r annual revenue in 1937 was met by the taxation of 
property, as will be seen from Table IV below. Rating differs from the 
English model, as owners bear the whole burden, occupiers being exempt, 
and the rating power of Local Authorities is limited to an annual maximum 
by legislative enactment.l The English method of assessment, the basis 
being annual rental value, is not followed in South Africa, where land and 
improvements are assessed separately on the capital or selling value in 
each case. Since education, poor relief and hospital administration do 
not fall definitely within the sphere of South African Municipalities, they 
do not generally provide for the social or cultural municipal life, although 
the bigger Municipalities have housing schemes to provide for the needs 
of the poorer classes, both European and native ; a ~or do they make 
regular proVision for poor relief. It is sometimes said that the urban 
native can relieve his . own destitution by retiring to the rural areas 
reserved for native occupation or by relying on assistance from his 
family or friends. 

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

1 Vide Rating Procl&lllation (No. 38 of 1902). Maud, op. eil. p. 54. 
8 Johannesburg, for example, has built the Orlando Native Township, a.nd it has 

announced that it intends spending another million pounds or more on another big 
housing scheme to take the place of the one on the Pretoria. Ro&d. 
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several Colonies have at the establishment of the Union power of appro­
priation, shall vest in the Governor-General-in-Council. There shall be 
formed a Railway and Harbour Fund, into which shall be paid all revenues 
raised or received by the Governor-General-in-Council from the adminis­
tration of the railways, ports and harbours, and such fund shall be 
appropriated by Parliament to the purposes of the railways, ports and 
harbours in the manner prescribed by this Act. There shall also be formed 
a Consolidated Revenue Fund, into which shall be paid all other revenues 
raised or received by the Governor-General-in-Council, and such fund shall 
be appropriated by Parliament for the purposes of the Union in the 
manner prescribed by this Act, and subject to the charges imposed there­
by." From the date of the Constitution of the Union, 1\Iay 1909, until 
April1913, when the Financial Relations Act came into force, the funds 
required by the Provinces were provided by grants from the Union 
Exchequer. The Act of 1913 transferred to the Provinces certain taxes 
and fees, e.g. totalisator taxes, fees (school and hospital fees), licences 
(dog licences, licences for game hunting, trading and professional 
licences), auction dues and other receipts connected with provincial 
matters as defined in section 85 of the South Africa Act. At first little 
use was made of these powers but later, with the growth of provincial 
expenditures, resort to them became indispensable. The proceeds of the 
transfer duty on fixed property, licences for the sale or supply of liquor 
and native pass fees are collected by the Union and assigned to the 
Provinces under the Financial Relations Act. These revenues are, in the 
words of the Report of the Provincial Finances Commission, 1923, 
"revenues over which the Provinces have no control and in regard to the 
levying of which the Provinces have no responsibility ". These revenues 
are uncertain and, while encouraging expenditure in good years, they have 
caused, by their shrinkage in years of depression, great difficulties. The 
Financial Relations Act, 1913, based the amount of subsidy on the 
expenditure for any year it was to be one-half of such expenditure -
but if the expenditure for any year exceeded the expenditure of the 
previous year by more than 7! per cent, that Province was to get one­
third instead of one-half of that excess as subsidy. A special subsidy of 
£100,000 per annum was granted to Natal and the Orange Free State, as 
they were less favourably placed than the other two Provinces. The 
expenditure of Local bodies within a Province ranked as ordinary expendi­
ture of the Province itself. This provision was necessitated by the 
predominance of Local expenditure in the Cape Province. The Provinces 
were also permitted to include the annual interest and debt redemption 
payments as part of 'their ordinary expenditure for the 'assessment. 
Owing to the increase in expenditures mainly on education, roads, hospitals 
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and poor relief, the Provinces were given_in 1917 additional powers to 
raise taxation in respect of licences for places of amusement, and an increase 
of 15 per cent was permitted in the assessment of the subsidy for educa­
tion, the largest item, and 5 per cent for other expenditures. In the 
post-war crisis of 1921 the cutting-down of subsidies led Provincial 
Governments to resort to their powers of taxation, but this met with 
opposition from their legislatures and the deficits were met largely by 
borrowing. In 1922 the Baxter Provincial Finances Commission was, 
appointed to report on the whole system of financial relations of the 
Provinces with the Union. In its Report the Commission recommended 
a new basis for subsidies, viz. by reference to the number of pupils in 
average attendance. It also suggested somewhat radical changes in 
taxation which were adopted in the Provincial Subsidies and Taxation 
Powers Amendment Act, 1925. This Act withdrew ftom the Provinces 
the general power of direct taxation, derived under section 85 (i) of the 
South Africa Act, 1909, as direct taxation on the part of the Provinces. 
had given rise to a large number of cases on the validity of the taxing 
ordinances read in the light of the Constitution. The Provinces were given 
the power under the Act to raise taxes on vehicles, including motor 
vehicles ; a wheel tax ; an amusementS tax ; taxes on persons other than 
companies and on the incomes of persons o.ther than companies, subject to 
certain limits ; a tax on companies other than mutual life insurance com­
panies ; a tax on the ownership of immovable property ; the taxation of 

. racing and betting and the dissemination of betting information ; licences 
including (1) licences for dogs outside urban areas, (2) licences to own or 
drive any motor and other mechanical vehicles, (3) licences on the importa­
tion for sale within the province of goods from beyond the borders of the 
Union. Licences in respect of trade, professions and occupations were 
t!tken over by the Union Government but the proceeds were transferred to 
the Provinces together with the proceeds of transfer duty, liquor licences 
and native pass fees. Under Act 17 of 1938 the Provincial Governments 
may authorise the carrying-out of professions and callings without payment­
and are then reimbursed by the Union Government for the loss of such 
revenue. Under Act 33 of 1939 the Cape Provincial Administration 
is paid an annual subsidy of £160,000 in lieu of importers' licences. A 
Consultative Committee consisting of the Administrator and the Executive 

. Committee of each of the four Provinces was appointed under Act No. 50 
of 1935 as a result of the Roos Provincial Finance Commission which 

. reported in 1934.1 The Minister of the Interior is the permanent President. 
The Committee meets to discuss matters common to the Provinces. The 
Act of 1935 also provided that the outstanding capital loans m~de to the 

1 U.G. No. 46, 1934. 
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provinces prior to the 1st Aprill935 to meet deficits on revenue account 
were, together with interest charges upon these loans, assumed by the 
Vnion Government. As the annual subsidy to Natal was increased from 
£75,000 to £125,000, the Provincial Council of Natal could pay to the city 
of Pietermaritzburg compensation for the loss of prosperity through its 

· having ceased to be a seat of Government. By the National Roads Act 1 

the Provincial taxpayer was given considerable relief, as the National 
Road Board took over the payment of interest and redemption charges 
on loans raised prior to 1st Aprill935. The National Road Board votes the 
grants for the construction, repair and maintenance of roads payable to 
the Provinces whose duty it is to carry out this work in accordance with 
plans approved by the Board. This is interesting as yet another indication 
of the control of the Centre over the units in the sphere of public finance. 

III. GoVERNMENT REVENUES AND ExPENDITURES 

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

TABLE I 

GOVERNMENT EXPENDITURES AND REVENUES IN SOUTH AFRICA* 

(£millions) 

Percentage 
Inerea.<e, 

1913-14 1921-22 1926-27 193(}-31 1937-38 194(}-41 1940 over-

I 

! 1913-U 1937-38: 

A. Expenditures: 
I 

Union • 11 21 22 24 33 65 491 97 
! 

Provincial 3 9 10 12 17 19 533 8 

Total 14 30 32 36 50 84 500 68 I 

' B. Revenu€8 : 
i 

Union • 13 24 29 .29 44 55 323 25 I 
I Provincial 1 4 4 5 8 9 800 13 

' 

Total 14 28 33 34 52 64 357 23 

• Financial years beginning 1st April. 

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

1 No. 42 of 1935. • :M•micipal data are not available. 



160 FEDERAL FINANCE IN PEACE AND WAR PT. I 

income estimates are those of Professor Frankel and his collaborators.1 

They were quoted by Mr. J. H. Hofmeyr, Minister of Finance, in presenting 
his Budget to the House of Assembly on 25th February 1942, when he 
stated that " Hard though t~e saying may appear to be to those who are 
smarting under the increased burdens imposed in recent years, this country 
is still, by comparison with others, lightly taxed ". The estimates for • 
1940-41, 1941-42 and 1942-43 are our own and are based on Professor 
Frankel's estimate after allowing for the increase in prices and assuming 
that the increase in production was not less than the increase between 
1939-40 and 1940-41, a safe estimate. The data are given in the following 
table: 

TABLE II 

GOVERNMENT REVENUES AND EXPENDITURES EXPRESSED IN TERMS OF THE 

NaTIONAL INCOME 

1937-38 1940-41 1941-42 1942-43 
-· 

1. Revenues (£millions) : 
Union 40 55 80 88 
Provincial 8 8 8 8 
Municipal 10 10 10 10 

-------------
Total 58 73 98 106 - - ___..,... -

2. Union Expenditures(£ millions): 
From revenue 35 65 75 88 
From loan . 19 47 54 52 

------------
Total ;I M 

112 129 140 - ,_ 
3. National Income(£ millions) ~ 470 . 510 550 -

· 4. Percentage of the National Income: 
(a) Revenues 16 16 19 19 

------------
(b) Union Expenditures: 

i. Expenditures from revenue 9 14 15 16 
ii. Loan expenditures 5 10 10 9 

------------
iii. Total . 14 24 25 25 - - - -
iv. Defence only I 1 10 14 15 

NotJJ.-For the years 1941-42 and 1942~43 it has been assumed that provincial and municipal 
expenditures have not increased and are approximately the same as in 194Q-41. Provincial revenue 
figures exclude all grants and subsidies. 

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

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

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

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

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

THE REVENUE SYSTEM OF SOUTR AnuoA, ~ GOVERNMENTS, 1937-38 

(£thousands) 
-·· 

Union Provincial Municipal Total 
---

GROUP I. Mainly Progressive Taxes : 
Income taxes on individuals 1,5301 1,180 8 .. 2,710 
Supertax on individuals ,. 2,103 1 .. I .. 2,103 
Estate and succession duties 1,038 .. .. 1,038 
Native taxes and pa.sS fees 629 604: .. 1,233 ---------

Total, Group I ~ ~ .....;..:...... ~ 
GROUP IT. Taxe~J on Properly : 

Taxes on land and buildings 15 936 4:,728 5,679 
Government property and estate 320 .. 624: 94:4: ------

Total, Group II 335 936 5,352 6,623 - - - -GROUP III. Taxes on Business : 
Mining revenue (mainly income tax) 10,190 .. .. 10,190 
Income taxes on non-mining companies 3,046 1 749 .. 3,795 

· Stamp duties and other taxes . 1,4:96_ 695 .. 2,191 ---
Total, Group ill 14:,732 1,4:4:4: 16,176 - ---- -GROUP IV. Mairdy OO'M'Umption Taxes : 

Ouat&ms 10,6~ .. .. 10,678 -----~,--

)£xcise ~ .. .. 2,912 ---
Other Similar Taxes and Licences : 

Motor vehicle licences .. 2,137 .. 2,137 
Other licences -

165 165 .. .. 
Entertainment and racing .. 741 .. 74:1 
Other taxes .. 118 .. 117 ---------

Sub-total, Other Taxes and Licences 3,161 3,160 

Revenues from public utilities and ser· 
vices (net) 1,555' .. . 2,859 4,414 ---M iscellarteo'U8 ~ 908 2,198 7,220 

Total, Group IV 19,259 4,069 5,057 28,384 - - - -Grants and subsidies .. 8,955 6 .. 8,955 

GRAND TOTAL ~ 17,188 ~ 67,222 - -Less duplications 6,791 7 .. .. 6,791 

NET TOTAL. 32,835 ~ 10,409 60,431 - - -
: t!cY~~~~~~~e:::,e obtainetl by dividing up total colle~~g.~~!~ ~~fe~~~~~~ :;;::,mAn~. 
1 Pos~. telegraphs and telephones. • Of tbis, £2,459,000 Interest. 
• Union Government subsidies . · . £6 819 000 

Grant: South Africa Native TriiSt • : 's11:ooo 
National Road FWid . 1,809,000 
Other • , 10,000 

~ 
1 Subsidies to the Provinces and Interest on loa\IS made to the Province~. 
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TABLE IV 

THE REVENUE SYsTEM oF SoUTH AFRICA, ALL GoVERNMENTS, 1937-38 

(Percentage distribution) 

Perc~ntage Share of each 
l);,t,;hutiAn -: 

Government in Total 
·:n.evenues Revenues 

'a 1 
-; d ! 

" " ::>. 

§ 
1'1 0 = 

Q 13 
> i3 3 0 > = 3 I 

.: 8 " 0 'E 8 ~ 0 I 
:::> p.. ~ '" ::> p.. '" ! -

I 

GROUP I . . Mainly ProgreJJsi!Je Taxt8: 
i 

Income taxes on individuals 56 44 .. 100 4 7 .. 4 
I 

Supertax on individuals 100 .. 1 .. 100 5 .. 1 .. 3 
I 

Estate and succession duties 100 .. .. 100 2 .. .. 2 ! 

Native taxes and pass fees 51 49 100 2 3 2 I .. .. I 

~- ''i 

Total, Group I 75 25 .. 100 13 10 .. ll ! ------- --- -
GROUP II. Taxes on Property: I 

Taxes on land and buildings .. 17 83 100 .. 5 45 ,! ! Government property and estate 34 66 100 1 6 

Total, Group II 5 14 81 100 1 5 51 - --------- - -
GROUP III. Taxes on Businus: i 

:Mining revenue (mainly income tax) 100 .. .. 100 25 .. .. 17 I 

Income taxes on non-mining companies 80 20 .. 100 8 4 .. 6 I 

Stamp duties and other taxes • 68 32 .. 100 4 5 .. 4 I 

Total, Group III 91 9 .. 100 37 9 271 - - ---------:-) GROUP IV. Mainly COMUmption TaxeJJ: 
Custom8 100 .. .. 100 27 

Excise 100 100 7 s I 

Other Similar Taxes and Licences: -I 
Motor vehicle licences .. 100 .. 100 12 .. 4 i 
Other licences .. 100 .. 100 .. 1 .. 

.. I 

Entertainment and racing .. 100 100 4 
. ~ I Other taxes .. 100 .. 100 1 _____:__:_____ 

Sub-total, Other Taxes and Licences 100 100 18 _____:__:_____ 

: I Revenues from public utilities and ser· 
vires (net) 35 65 100 4 28 

M iscdla neous 57 13 30 100 11 5 21 12 

Total, Group IV 68 14 18 100 49 24 49 47 - - - - - -~-
G!"ants and subsidies 100 100 52 .. 15 

GRANil Tout 59 26 15 100 100 100 100 lll 

. 1001--::"" - -
~~ 1~ I~~ ~~ Less duplications 100 

XET ToTAL. ·I 55 28 17 100 - - ! I I I 

• Included under income taxes. 
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first place, it is neither highly progressive nor highly regressive, although 
it tends to the regression inherent in consumption taxation. Progressive 
taxes (all Governments) are 11 per cent and consumption taxes 4:7 per 
cent of the total revenues. The income tax is not steeply progressive as 
it is, for example, in Canada, and the exemption limits compare very 
favourably with those in many other Federal Governments. It is only to 
this 11 per cent that the principles of progression were applied in 1937-38 
to redress the regression. At the same time, the high taxation of mining 
(especially gold mining) is on surplus as is the income tax on individuals, 
and in this respect is not on costs like indirect taxes. In 1937-38 
37 per cent of the Union's revenue was from business taxation and 25 per 
cent was from Inining. It may be argued that the South African system 
has some degree of balance, although regression is noticeable. Again, • 
the South African system' has also the characteristic .of efficiency, not 
merely in its narrower sense of collecting existing taxes with economy but 
also in its wider sense in collecting a given amount of revenue with the 
least burden on the national' income. There are not the divided juris­
dictions, the duplicated taxation machinery and lack of unifonnity that 
are to be found in some other Federal systetns, especially in the United 
States, Canada and Australia. Lastly, the position of Municipalities in 
the tax systetns is exceptional. The Municipalities do not have to 
finance, as is customary elsewhere in Federal systetns, education, hos­
pitals and poor relief, and therefore their scope is limited. Their sources 
of revenue are from rates and to an unusual degree from the net profits of 
public utilities such as the provision. of gas, electricity, water, buses and 
tramways. 

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

Pt1BLIC ExrENDJTUHKS FIWM REVENUE IN SouTH AFRICA, ALL GovtRNMENTs, 

1937-38 

(£thousands) 
-----~ 

Union Provinl'i11l Municipal -~I ---
l. Primary Fu11rtioll$: I 

Legislation, administration and justice 5,868 458 1,15-1 7,480 I 

i lkfence 1,788 .. .. 1,788 
I 

Pensions 2,636 ,.1 226 2,862 I 

Debt services • 5,3-!8 673 4,181 10,202 

i Total, Primary Functions . 15,ti40 1,131 5,561 22,332 
I - - ------; 2. s~co11dary Fu11rtions: 

( 1) S~Xial Sen>icu : 
I 

I 
Education 1,356 9,6ll .. 

I UnE>mployment expenditure • 313 .. .. 
I Old-age pensions 2,050 .. .. I 

! 

Blind persons' pensions 75 .. .. 
Other public wt>lfare • 2,342 1,515 903 

I ---
Sub-total, Social St>rvirt's 6,136 11,126 903 

(2) Dellelopme11tal: 
Lands and agriculture 3,713 .. .. 
Commerce and industry 280 .. .. 
lllining . 550 .. .. 

i 

Native affairs . S5o• .. .. 
Public works, roads and bridgE's 1,314 4,385 1,768 ---

Sub-total, Devrlopmental • 6,707 4,385 
1-

i 
( 3) .M isullmteorl.-' 501 930 1,183 --------

i Total, SE'rondar,v Functions 13,344 16,441 3,854 

: Grants and subsidit'S - ---6,315 

I GR.~ND TOTAL 35,299 17,572 9,415 -U&'! duplirations 6,787 ~ .. .. ---------
NET TOUL • 28,512 17,572 9.415 ---

• N•t !lt'JliLTnte fll(ures are giwn in the 011\rlal Year Book of the Uulon of South Africa. 
1 lul'lutleo re<leutptiolllllltl other puyments liS wdl Ill! interest. 
I lul'lu<ks public ltt·~lth antll:wo,.tlts on a<•roWlt of ntiners' phthisis. 
• Judmh-s ~mut of £~4U,UUU tu South Afrirl\lt Native Trust. 

10,967 
313 

2,050 
75 

4,760 

18,165 

3,713 
280 
550 
850 

7,467 ----
12,860 ---
2,614 

----
33,639 

6,315 

62,286 

6,787 

55,499 

1 \"uiuu subshli<•s to Pro,-int·e" and Interest )mhl to Union Government on loans to Provincial 
aJtuiut.trstion~ . 

. \'ult.-~;'I"'IHlittu·\':1 on public utilities hav~ bt•cn deducted from the corresponding revenues In 
arrll'illll at the net tl~uws in Tnl>ll>s Ill and IV. 

millions, or 73 per cent of the total, or the equivalent of 11 per cent of the 
national income. Transfer expenditures (pensions, relief and other public 
wf.'lfnre and interest on unproductive debt, i.e. debt that does not produce 
it8 own intf.'rest) were £15 millions, or 27 per cent of the total, or the 
equivnlt>nt of 4 pt'r cent of the national ineome. Transfer expenditures 
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TABLE VI 

PuBLic EXl'ENDITURES FROM REVENUE IN SoUTH AFRica, ALL GoVERNMENTS, 
1937-38 

(Percentage distribution) 

Percentage Share cif each Pereenta~ Distribution 
Government in Total of each Government's 

Expenditures Expenditures 

~ til 

J 
til 

~ .8< 
= ~ <l 

Oi g ~ 0 E ~ -a 2 i:l ~ -a = 
lJ 111 ::<1 p ::;! ... 

l. Priinary Functions : 
Legislation, administration and justice 79 6 15 100 17 2 12 14 

Defence 100 .. .. 100 5 .. .. 3 

Pensions 92 .. 1 8 100 7 .. 1 3 5 

Debt services 52 7 41 100 15 4 44 18 

Total, Primary Functions . 70 25 100 44 6 59 40 - - - --- - - -
2. Sewndary Functi0'1!8 : 

( l) Sociol ServiceB : 
Education 12 88 .. 100 4 55 .. 20 

Unemployment expenditure . 100 ··- .. 100 1 .. .. 1 

Old-age pensions 100 .. .. 100 6 .. .. 4 

Blind persons' pensions 100 .. .. 100 .. .. .. 
Other public welfare 49 32 19 100 6 8 10 8 

-- ------------
Sub-total, Soci~l Services . 34 61 5 100 17 63 10 33 

--------------
(2) Developmental : 

Lands and agriculture 100 .. .. 100 10 .. .. 7 

Commerce and industry 100 .. .. 100 1 .. .. 1 

Mining . ·- 100 .. .. 100 2 .. .. 1 

Native affairs . · 100 .. .. 100 2 .. .. 2 

Public works, roads and bridges 17_ 59 24 100 4 25 19 12 

Sub-total, Developmental : 52 34 14 100 19 25 19 23 

(3) !lfiscellaneous 19 . 36 45 100 2 6 12 5 

Total, Secondary Functions 40 49 11 100 38 94 41 61 - - - - - - - -
Grants a.nd subsidies •,•' 100 .. .. 100 18 .. .. 11 

-- ------------
GRAND ToTAL 57 28 15 100 100 100 100 112 - - - - - - - -
Less duplications •· 100 ,. 100 19 .. .. 12 

---- ---- ----
NET TOTAL. 51 32 . 17 100 81 100 100 100 - - - - - - - -

• No separ~te figures arc given In the Ofllcil\1 Year Book of the Union of South 'Africa. 

are comparatively small because of the small importance of unemployment 
relief. 

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

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

European education is mainly State education, i.e. administered and 
financed by the State, private or local effort being very small. Non­
European education, on the other hand, is only State-aided, i.e. partly 
supported and controlled by Missionary enterprise. The development of 
education in recent decades is set out in Table.18 in Part III of the 
Enquiry. It shows since Union a great increase in all branches of education. 
The percentage of pupils in post-primary European education has gone 
up from 11 per cent at the time of Union to 20 per cent in 1937, and the 
State has increased its expenditure from £9·65 to £24·66 per annum per 
pupil. Native education, on the other hand, has also considerably increased 
although the percentage of natives enjoying education is still small, 6 per 
cent in 1937 as compared with 20 per cent for Europeans. Only 2 per cent 
of native pupils receive some sort of post-primary education as compared 
with ten times that figure for Europeans. In 1937 the State spent nearly 
twelve times as much per pupil, and something like forty times as much 
p,er head of the population, on European as compared with native educa­
tion. But it must be remembered that the discrepancy in education given 
is less than this because of the expenditure from :Mission funds. At the 
same time, differences in the standard of living between Europeans and 
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natives is very great, and this has to be remembered in comparing expendi­
ture. It does not, howeve1:, entirely explain the great contrast between 
European and non-European education. The main expenditures of the 
Provinces are on education- 55 per cent of the total in 1937-38. Public 
works, chiefly roads and buildings, accounted for 25 per cent in the same 
year. 

In Municipal expenditure the chief item is the debt charges,1 which in 
1937-38 amounted to 44 per cent of the total expenditures. This debt 
was incurred mainly for developmental items such as gas and electricity. 
This is seen in the following table : 

TABLE VII 

CAPITAL EXPENDITURES OF MUNICIPALlTIES IN 1937 

(£thousands) 

o~:rH~~e Natal Transvaal Orange 
Free State 

Roads and bridges 586 129 694 42 
Public health . 201 80 476 4 
Electricity supply 1260 157 1087 118 
Water supply 432 116 256 29 
Properties 410 52 2259 33' 
Other 390 483 539 41 

Total 3279 1017 5311 I~ 

Union 
1-

1451 
761 

2622 
833 

2754 
1453 

-.--
9874 

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

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

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

It will be seen from the table overleaf (VIII) that the greater part 
of the public debt of the Union of South Africa in 1939 was productive. 
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TABLE VTII 

THE PUBLIC DEBT OF THE UNION OF SoUTR AnuoA, 1910 a.nd 1939 

£millions Per Cent 

1910 1939 1910 1989 

I. Productive Debt : ~ 

I Railways and Harbours .. 74 144 64 52 

I 

Telegraphs and Telephones 1 12 1 4 
Posts and Telegraphs and other 1 16 1 5 

Total, Productive Debt 76' 172 66 61 - - - -.. 
U. Unproductive Debt : 

Loans to Provincial administrations and 
Local authorities 4 18 3 • 6 

Universities and colleges • 1 2· 1 1 
Public works and buildings 1 17 1 6 
War and defence • 10 40 9 14 
Other . 22 30 20 12 

·------------
Total, Unproductive Debt • 38 107 34 39 - - - 1-

GRAND ToTAL 114 279 100 100 - - - -
Interest self-producing or productive 3 7 60 63 
Interest to be met out of taxation 2 4 40 37 

------------
Total . 5 11 100 100 - - - -

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

TABLE IX 

DEBTs OF ALL GovERNMENTS IN 1939 

(£millions) 

Union Provinoes Municipalities Total 

279 (14) 1 60 339 

Percentages 

1 Provincial debt ill borrowed from ~e Union. 

The outstanding features of the public debt may be summarised thus : 
(1) The public debt'is increasing with the development of the Union. 



CH. Yl FINANCE AND ECONOMY OF SOUTH AFRICA 171 

With the increased costs of Governments- the Union, Provinces and 
Municipalities- due mainly to the great extension of governmental 
activity, this growth is unavoidable. 

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

(3) The decrease in the external debt. 
(4) The greater part of the public debt of the Union is productive. In 

1939 only about 37 per cent of the interest payable in respect of the gross 
public debt was the cost of serving unproductive debts, accumulated 
deficits and war expenditures, and may be regarded as a burden. 

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

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

v. THE SOUTH AFRICAN TAX STRUCTURE AS AFFECTED BY THE WAR 

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

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

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

In the year 1940--41 the South African expenditure for war purposes 
was £56 millions. For 1941--42 it was £72 millions and for 1942--43 it was 
estimated at £80 millions. In the financial year 1939--40 of the total 
Government expenditure of £132 millions (compared with £58 millions 1 in 
1937-38), £56 millions was for defence and £56 millions was on loan 
account (compared with £19 millions in 1937-38). In addition, loans 
amounting to £8·4 millions were paid off. Since then more of South 
Africa's sterling debt has been repatriated ; e.g. £40 millions of stock were 
cowrl'll by a British Treasury vesting order made in December 1942. 

t Including gross expenditure on Posts and Telegraphs (£4 millions). 
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TABLE X 

WAR BuDGET FIGURES, 1941-42 AND 1942-43 

1941-42 

Revised estimate of revenue . £79,533,000 
Revised estimate of expenditure 73,800,000 

.. £5,733,000 
1940-41 surplus carried forward . 494,493 

Estimated surplus at 31st March 1942 £6,227,493 
Of which to be transferred to loan account 6,000,000 

Leaving a net balance to be carried forward to 1942-43 of £227,493 

1942-43 

Estimate of Expenditure • .. £88,366,170 
Estimate of revenue on existing basis of taxation £78,643,000 
Plus balance carried forward from 1941-42 227,493 78,870,493 

Leaving a shortfall of .. £9,495,677 
Which was to be met as follows : 

Additional customs and excise duties on 
tobacco and petrol £1,570,000 

Additional death duties 75,000 
Increase of gold mines special contribution 

from 16 to 20 per cent 1,640,000 
Trade Profits Special Levy 4,000,000 
Tax on individuals 640,000 
Surcharge on income tax 910,000 
Land sales profit tax 450,000 

9,285,000 

Leaving an estimated deficit at 31st March 
1943 .. £210,677 

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

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

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

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

The increased burden is being met by a great increase in taxation. 
In Part III will be found further detailed tables of revenue and expendi­

ture. The data are interesting because they show how, in order to meet 
expenditure connected with the war, taxation has been increased, notably 
in three directions, viz. in progressive taxation (personal income taxes and 
succession duties), in the taxation of companies (especially gold mines) 
and in consumption taxes. The requirements of the Union are now so 
great that the tax burden has to be widespread, and this has meant a 
judicious mixture as in the past of direct and indirect taxes, with the 
modern bias towards progressive taxes and the taxation of surplus. The 
present financial policy of the Union also attempts to draw off, in Mr. 
Hofmeyr's own words, " as much as we can of the actual surplus of 
purchasing power. That can be done by taxation and by certain types 
of borrowing. As far as borrowing is concerned, we have taken a definitely 
anti-inflationary step by using money borrowed in South Mrica to cancel 
the repatriated stock held by the Reserve Bank. Moreover, we have, 
through the thrift movement, promoted voluntary savings ~ith, as I 
have indicated, a considerable measure of success. But we have not done 
enough. There are far too many people who have not responded to the 
appeal to spend less and save more. There is still far too much money 
which is being spent lightly and unthinkingly without regard to the 
interests of the community as a whole. The time would seem to have 
come to consider the use of compulsory savings as a means of drawing off 
the surplus to which I have referred. The third method is taxation." 1 

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

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

The existing Excess Profits Duty, which was raised in 1941-42 from 
lOs. in the£ to 13s. 4d., continues, but there is an ingenious tax, called the 
Trade Profits Special Levy, which is estimated to bring in £4 millions. 
Like the excess profits duty it is a deduction in calculating normal and 
super income tax. The rate of levy iS a progressive one. Payers of excess 
profits duty may pay the duty on the difference between their present 
income and either their pre-war standard of income or a statutory per· 
centage (8 per cent for companies and 12 per cent for individuals) on the 
capital employed by them in their business .. The levy· is charged on the 
difference between the statutory percentage' and the actual profits earned. 
The result is to remove certain inequalities which have existed in the rate 
of taxation as between established companie8'and companies which have 
sprung up since the war and have no pre-war standard of profits. A 
company with a capital of £20,000 and a pre-war standard profit of £3000 
is now required to pay no excess profits duty if its profit does not exceed 
£3000 and if it elects to be assessed on the basis of its pre-war standard. If, 
however, the test is the statutory percentage and not the pre-war standard, 
-the company will pay excess profits duty on the difference between its 
present income (£3000) and 8 per cent of its capital of £20,000, i.e. on 
£1400. The Trade Profits Special Levy will amount to not more.than half 
the rate of the excess profits duty (6s. 8d.). The increase of the gold 
mines special contribution from 17 to· 20 per cent in 1942-43 will bring in 
£1,640,000 and is further proof of the great extent to which the Union is 
dependent upon its revenue from gold mines. The rate was increased 
early in 1943 to 22! per cent, yielding an additional £910,000. 

Another tax which was new to South Africa was the tax on profits 
arising from. the sale of land as given in Table X, page 172. · Any profit 
derived from the sale of fixed property which was purchased since October 
1939 was liable to this tax, which was at the rate of 6s. 8d. in the £if the 
property were bought between 1st October 1939 and 25th February 1942, 
and at the rate of 13s. 6d. after that date. The tax was estimated to bring 
in £450,000. Income tax is increased in two ways, though it is still light 
as compared with that in other Dominions and Great Britain. In the first 
place there is a tax on individuals - a flat-rate tax resembling the familiar 

-personal tax payable to the Provinces- of £1 (£2 : lOs. on incomes over 
£250). · All single persons earning· £250 and over pay £2: lOs., while 
married persons earning between £250 and. £300 pay £1 and married 
persons earning over £300 pay £2: lOs. Secondly, there is a 10 per cent 
surcharge on the amount of income tax and supertax paid during the 
year 1942-43. A small addition to succession duties {death duties) was 
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t'~timatt>;.l to bring in an addititlnal £i5,000. Coll5umption taxes on cut 
ttl~ll'\'O and {ll'trol were t'stimatffl to bring in .£1.570,000. 

Des11it~ the&.> new duties and taxes war expenditure is the equivalent 
of about 15 per ~nt of the national income as compared with 61 per 
eent in Great Britain and 9() per c~nt in Ge.rmany.1 The percent~ges of 
the national income to revenues and expenditures for the years 1937-33, 
1%41, 1941-!:2 and 1942-43, are giwn in Table II on page 160 above. 

The conclusion is that, expre~ in terms of the national income, the 
burden of taxation is still light and the public t>xpenditures, even in war­
time, are not strikingly high. 

l For lft.rllliUly ~ H. W. Singer, TM. Gmri11Jt Tr111 EIXII!Ofli!J, Yanche:~ter Statistical 
&ll:~ty. 1~. p. :!!. . 



CHAPTER VII 

THE PUBLIC FINANCE AND NATIONAL ECONOMY OF INDIA 

l. CONDITIONS GOVERNING_ INDIAN FINANCE 

IN none of the Federations studied in this bo~k is an analysis of the 
national economy so important to the understanding of the financial 
structure as in the case of India. The sub-continent, inhabited by many 
races and tribes speaking over one dozen main languages and over two 
hundred minor dialects, is more than twenty-five times the size of England 
and Wales: It covers an area of Hi million square miles of which 0·8 
million square niiles is British India and the remaining 0·7 million square 
miles are the Indian States. Two-thirdS of the population lives on one­
fourth of the area, and at the last Census, taken on 1st March 1941, it 
reached a total of 388·8 millions, excluding Burma (which ceased to be part 
of the Indian Empire on 1st April1937). The population of India thus is 
70 per cent of the population of the British Commonwealth. The increase 
in population was 15 per cent over the previous census and compares 
favourably with the increase of more than 10 per cent in the Census of 
1931 as compared with its immediate predecessor, the Census of 1921. 
If we accept Professor Willcox's estimate of the population of China,1 the 
statement of Herodotils is true-" Of all nations that we know, it is 
India that has the largest population". 

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

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

Note.-In the Indian system of notation large numbers are expressed in orores and 
lakhs and not in millions. 

1 orore of rupees =Rs.lO,OOO,OOO ='£750,000. 
llakh ofrupees=Rs.l00,000.=£7500. . 
1 rupee= 16 a.nnas ; 1 anna= 12 pies; 13! rupees= £1 ; 1 anna= lid. 
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but also one of law and culture. Indeed, they may be said to represent 
two distinct and separate civilisations. Hinduism is distinguished by the 
phenomenon of caste which leads to a degree of social disunity to which 
no parallel can be found in human history, while at the same time it has 
produced great cultural stability. The religion of Islam, on the other 
hand, is based on the conception of the equality of man and, unlike 
Hinduism, is monotheistic and iconoclastic. In addition to these two 
great communities and to Indian Christians (which number over7 millions 1) 

there is an infinite variety of other religions and sects ranging from the 
mystical speculations of Buddhism and Jainism to the simple beliefs of 
Animism. 

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

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

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

1 7,250,000 in the 1941 Census;- 6,300,000 in the 1931 Census. 
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August's here, no sound of thunder, 

Sky is clear, and weather fine ; 
Wife! 'tis time for us to sunder, 

You to your folk, I to mine. 

P'l'. 1 

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

One .shower in Swati- friend, behold I 
·The Kurmi's earrings turned to gold I 

The danger of Widespread famine is ever present, and dates from the very 
dawn of Indian history. During recent years, however, famine has not 
been either so frequent or so widespread because of the extension of railways 
and irrigation, the growth of industries (which draw the workpeople 
temporarily from the Villages to the towns in times of such unemployment), 
the greater mobility of labour, and last but not least, the improvements 
in preparations for dealing with it and with famine relief generally. An 
unfavourable monsoon affects the Budget of the Central Government as 
well as that of the Provinces, as it reduces purchasing powe.r, diminishes the 
volume of imports, the profits pf commerce and the receipts from transport 
so that the revenue from customs, income tax and railways are involved. 
In the Provinces it means expenditure on famine relief, r(;)missions of land 

· revenue and a fall in returns from excise revenue. It thus affects the 
revenues of both the Central an~ Provincial Governments. Another fact· 
governing Indian finance is the low national income of the country . 
. Although the aggregate of goods and services produced in a twelvemonth 
is great, it has to be divided among a large population and the resulting 
per capita, figure is exceedingly small, especially when compared with that 
of advanced industrial countries like Great Britain and the United States. 

Another caveat may also be mentioned here. We are accustomed to' 
think, in making comparisons in national income between one country 
and another, in terms of the national income of the most advanced 
industrial countries. But these countries are exceptional. The world in 
this respect is really a very poor place. A standard of living below' £2 or 
$9 a we~k per breadwinner would fit 81 per cent of the world's population. 
The standard of living double this amount would be found only in the 
United States, Canada, Australia, Great Britain and Argentina, 'i.e. among 
10 per cent of the world's population. The remaining 9 per cent of the 
world's population is in the principal industrial countries of Europe with 
an average per breadwinner per week of from £2 or $9 to double that 
amount.1 The four industrial countries of U.S.A., Great Britain, France. 

' . 
1 Cf. G. Findlay ShirrM, "National l'IICO'IIIe ", Review of the Imern.ation.al 1118titule of 

Statilltics (The Hague, 1936); also Colin Clark, The Gonditioll8 of EciJfiOmic Progrus 
(Macmillan & Co.), 1940. • · 
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and Germany contain 13 per cent of the world's population, but produce 
40 to 50 per cent of the world's output. Poverty, therefore, is very 
unequally distributed over areas as it is between social classes. 

The average national income per head (man, woman and child) in 
India is at the present time only one-twentieth of that of Great Britain. 
In 1931, when the value of primary products had fallen, it was one­
fiftk'enth, but we should not be far out if we say that the income per head 
of the T:nited Kingdom is between fifteen and twenty times greater than 
that of British India. The national income per head of British India is next 
below that of the whole of Soviet Russia and of Bulgaria. Unfortunately 
statistics are not available for China where, it is believed, the income per 
head is even ~ower. At the present time, the Indian income amounts top 
per head per annum.1 In making comparisons one has to take into con­
sideration the different standards of value which obtain in regard to the 
necessaries of existence and efficiency, and even to comforts and luxuries. 
Those in a hot country differ considerably, as, for example, in clothing and 
fuel, from those of a colder climate. A well-known writer, Rabindranath 
Tagore, has expressed it thus: "We have as far as possible made our food 
and clothing unburdensome, and this our very climate has taught us to do. 
We require openings in the walls more than the walls themselves. Light 
and air have more to do with wearing apparel than the weaver's loom: 
the sun makes for us the heat-producing factors, which elsewhere are 
required from foods. All these natural conditions have moulded our life 
to a particular shape which I cannot believe it will be profitable to 
ignore." 

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

1 For a detailed study of the national income of India., see G. Findlay Shirras, The 
Sciena of Public Finaru:e, vol. i., chap. xv ()Iacmillan & Co., 3rd edition, London, I936); 
also G. Finillay Shirras, Pat-erly and Kindred Economic Problems in lruiia (Government 
fuss, Delhi, 2nd edition); G. Findlay Shirra.s, "The National Income of British India, 
1931-32 "-a. Renew, Econcmic Journal, June--Sept. 1941, p. 325. 
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in industry, that complaint is not heard to-day. On the contrary, during 
the recent boom in the cotton trade, Bombay, Cawnpore and Ahmedabad 

· were able to recruit, with no. difficulty whatever, the tens of thousands of 
additional workers needed to run a night-shift. At Jamshedpur, remote 
though it is from the large centres of population, the steel-works turned 
away hundreds every day. The number of men wanting to go to sea is 
so great that the unions have been urging a system of engagement by 
rotation on the shipowners of Bombay and Calcutta. In fact, there is ' 
probably no industry in the country that could not recruit all the unskilled 
labour it required within a few days or weeks. This is primarily due to 
the low wages, the under-employment and the poor conditions of life in 
the villages." 1 

Another characteristic of the national economy is the great disparity 
in the incomes of different classes of pilOple in India. The large number of 
small incomes and the comparatively small number of very large incomes 
is striking, as was shown in a study of the Pareto law and the distribution 
of income.2 

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

. work, by the thoughts and the feelings which it suggests, and by his 

1 Harold Butler, Problemi! of lniJ;ust'l"'/ in the EtU!. International Labour Office, 
Geneva, 1938. ' 

I G. Findlay Shirras, " The Pareto Law and the Distribution of Income ", Economic 
Journal, 1935, vol. :xlv, p. 663. 
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re latious to his associates in work. his employers or his employees.'' 1 

How true of India l 
It must not be thought that changes are not taking place. To·day, 

t>conomics is knocking at the door of ethics in the East, and we are witness· 
ing the shifting of the line between the sphere of religion and that of 
St>Cular business, especially in the more ad>anced areas of the countryside. 
For et>nturies the life of the country has been dominated by religion, or as 
we may more correctly say, by custom, which if not religious in origin has 
in the process of time become largely religious in sanction. 

The spread of communication by motor transport among the villages 
and the spread of irrigation are breaking through the isolation of centuries 
and making for a higher standard of living. The problem, howewr, for 
the Hindu is getting the sacred cow back from the temple to the field. 
Nothing is so sacred to the Hindu as the cow. Nevertheless in some of 
the more adYanced areas of the Punjab, when a cow can no longer give 
milk, it is sold to the butcher. If this were done in the less advanced 
districts, the owner would be outcasted. Similarly, the Sikh who cannot 
grow tDbacco because of the religious sanction against smoking, is now 
in some parts growing tobacco as crop. In other areas the Sikh practises 
family limitation, because as one Sikh said, "Too much rain reduces the 
crop ; too many sons bring reproach." They belie>e that every son comes 
with a share written on his forehead. In the country where holdings 
are so small as to become uneconomic and where each son is entitled 
to a share in his father's land, one can understand why a child appears 
with a share written on his forehead. Similarly the Mahomedans are 
beginning to take interest because of the fact that eredit is indispensable 
to all undertakings, and there are not a few students of Islam who hold 
that hlam has been profoundly at a disadvantage from a wealth point of 
new by this prohibition to take interest. 

We have not~d some of the salient features of the Indian eeonomy 
such as the dependence upon agriculture, the low national income and 
the inequalities in the distribution of wealth and ineome. There are other 
factors of vulnerability which must be mentioned to complete the picture. 
These are the bac1..'Wardness of industry and, in foreign trade, the depend­
ence on world prices for India's few speeialised exports. Such dependenee 
leads, unfortunately, to sharp fluctuations in the national income. 

First, as regards Indian industry. To meet war demands, India's 
industries are undergoing a rapid expansion and it is necessary to plan 
ahead to prevent deterioration after the war. Xothing will increase the 
standard of living so mueh as widespread industrialisation and this is 
hound up with increased production in agriculture. Competent authorities 

1 ~!arshall, Priru:ip/u of Ewrtomiu, \'ol. i, chap. i. 5th edition, :Macmillan & Co. 
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estimate that, by means' of better methods of cultivation,· agricultural 
output can be improv~d by 25 per cent without any increase in capital 
expenditure, and a further 25 per cent could be added, at very little cost, 
by factors such as better seed, fencing and the consolidation of holdings. 
During the last :fifty years the population has been increasing at the rate 
of 0·8 per cent per annum, while agricultural production has been increas­
ing ;t the rate of 0·4 per cent per annum. Unless production is increased 
considerably, a deterioration in the already low standard of living is likely 
to take place. Agriculture alone cannot maintain the rural population. 
As the Famine Commission of 1880 pointed out, the numbers who have 
no other employment than ·agriculture are greatly in excess of what is 
required for cultivation. Since'that date the position has not, owing to 
the great increases in population in the last few decades, improved, 
notwithstanding the development of industry together with a policy of 
discriminating protection introduced in the early twenties. In 1913-14, 
for example, India imported 60 per cent of the total consumption of cotton 
piece goods, 20 per cent was supplied by Indian mills, and 20 per cent by 
hand looms. In 1936-37 only 13 per cent was imported, and 61 per cent 
was supp~ed by Indian mills and 26 per cent by hand looms. The expan­
sion of the Indian cotton-mili industry has been at the expense of foreign. 
mills and not of the indigenous hand-loom industry, which has maintained 
its production. The production of cotton textiles averaged, during the 
years 1914 to 1917, 325 million lb. per annum and in 1937-38 rose to 715 
million lb. Sugar production in the same period had risen from 20,000 tons 
to 1,072,000 tons, and India is one of the greatest sugar-producing countries 
·of the world, being the chief producer of cane sugar. Before 1932-33 
India depended on imports for approximately half of her domestic · 
consumption and by 1936-37 had become self-sufficient in sugar. The 
present output of coal is approximately 30 million tons and geological 
surveys have shown that there are unlimited supplies of high-qu~lity coal. 
One field in the Central Provinces alone is estimated to contain a supply of 

. .17,000 million tons. A single district in the province of Bihar is estimated 
to contain over 3000 million tons. The reserves of good coking and high­
grade coal are not high, but thiS may be more than compensated for by the 
immense sources of water-power in the Himalayas and elsewhere. The 
Tata Hydro-Electric system, the Mysore Hydro-Electric Works, two 
systems in Madras and those in the United Provinces, the Punjab and 
Kashmir are examples. With the aid of protection imports of iron and 
steel goods have been halved as compared with the 1913-14, and the Tata 
Iron and Steel W-orks at Jamshedpur are the largest steel-works in the 
British Empire. The output of finished steel is more than 50 per cent 
above the pre-war level and the industry is producing a great variety of 
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finished steels. Iron ore has increased from 409,000 tons, the average of 
the years 1914-18, to 2,871,000 tons in 1937-38; manganese ore from 
577,000 tons to 1,052,000 tons and petroleum from 7,325,000 gallons to 
75,658,000 gallons. Three-quarters of the world's supply of sheet and 
block mica comes from Indian mines. India is the world's largest supplier 
of oil seeds and of jute, the second largest supplier of tea and the third 
largest producer of tobacco. With the exception of the U.S.S.R. she is 
the largest producer of manganese and is also an important producer of 
chromite. One-third of the world's cattle population is in India and vast 
quantities of hides and skins are produced every year. Ordnance factories, 
railway workshops and hundreds of other factories are now working to 
maximum capacity. All things considered, the development of industry 
has great possibilities. At the same time it must be remembered that 
only 10 per cent of the population is engaged in industry, and of this the 
great majority is still employed in small-scale industries. About 3 or 4 
millions, or about 1 or 2 per cent, of all occupied persons are in large-scale 
industry. In 1939 less than 2 million persons were employed in factories 
under the Factory Acts. Nevertheless India with her large numbers in 
industry is one of the eight countries of chief industrial importance. 

Under the Government of India Act, 1935, the main responsibility for 
the development of industries rests with the Provinces, the Central 
Government being responsible only for "the development of industries, 
where development under Federal control is declared by Federal law 
to be expedient in the public interest". The Centre is also given the 
" regulation of mines and oilfields and mineral development to the extent 
to which such regulation and development under Federal control is 
declared by Federal law to be expedient in the public interest". While 
Government initiative in recent decades has been considerable, it cannot 
be compared with, for example, a second-rate industrial power like Japan 
in organisation. In Japan the Government built up key industries in the 
late nineteenth and early twentieth centuries. To-day it not only operates 
arsenals and munition plants, but also shipyards, telephone services, and 
monopolies of tobacco, salt and camphor. Even before the war with 
China there were what has been called public-private enterprises in 
banking, communications and colonial development, and the Government 
controls the policies and personnel of many private concerns. The Mitsui, 
:\Iutsubishi and Sumitomo concerns nevertheless possess considerable 
initiative, but there has been nothing in India, so far as State organisation 
goes, to compare with that in Japan since the invasion of Manchuria in 
1931, especially in the heavy industries. By extensive powers during the 
last decade, and especially since the outbreak of war with China, the Japan­
ese Government has shown what the East can do in harnessing foreign 
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trade to the. war machine, in closing the capital market to non-essential 
industries, in controlling practically the whole of economic life, in great 
concentration of production, especially in ships, tanks, aeroplane produc­
tion, in chemicals, metals and machinery, and in the building-up of large 
stocks of commodities, especially those which have to be imported, such 
as iron ore, scrap iron, stetjl, coal and oil.l Since 1941, however, great 
strides have been made in Indian industry,· so that the country may 
become much more highly organised as an arsenal for the United Nations. 2 

The implications of this policy on the national income and the raising of 
the standard of living and the increasing taxable capacity are obvious. 

In foreign trade, India ranks about ninth or tenth among the countries 
of the world. The per capita value is exceedingly small, but this does not 
mean that India's foreign trade is unimportant. On the contrary, it 
indicates tha~, there are unexploited possibilities. With the development 
of communications -India has the third largest railway mileage in the 
world 3 - exports of grains and raw materials grew and manufactured 
goods were imported in return. The present century has seen a great 
development in foreign trade. India's chief exports are tea, leather and 
hides, raw cotton, oil seeds, jute and jute manufactures. These few 
specialised exports make her vulnerable and any fall in world prices 
hits the producer of primary products. ·Her imports, on the other hand, 
are mainly manufactured goods- machinery, mineral oils, cotton goods, 
iron and steel, chemicals, dyes, woollen goods, motor cars and other 
vehicles, electrical instruments and hardware. Grain and.pulse, however, 
are also imported, e.g. rice from Burma. Again, her position both as to 
her trade and financial relations with the outside world is largely that of 
her position in relation to Great Britain, which in 1937-38 took 34 per 
cent of India's exports and in 1941--42 31 per cent. India, on the other 
hand, took from Great Britain 30 and 21 per cent respectively of her total 
'imports from abroad in those years. , 

The changes in the direction of trade in the present century are 
striking. Since the Fiscal Autonomy Convention of 1921 India has had 
the power to determine her own tariffs and has followed a protective 
policy, with the result that British exporters have lost markets now sup­
plied by India's industries. Imports of Lancashire piece-goods, which 
had averaged 2,550 million yards per annum before 1914, had fallen 

1 Cf. G. P. Allen, 'I'he Indu.striali2ation of Japan and Manchukuo, 1930-40, edited by 
E. B. Schumpeter (New York, Macmillan & Co., 1940); K. Mitchell, Japan's Industrial 
Strength (New York Institute of Pacific Relations, 1942); and L. K. Rosinger, Japan as 
an Economic PO'I.I!er (Foreign Policy Report, Foreign Policy Associa.tion, Aprill942). 

1 Cf. India's Progress in Industriali.sation, Bulletin of Internationa.l News, 13th June 
1942 (London, Roya.l Institute of International Affairs). 

3 India. has the third largest ra.ilwa.y mileage and ranks a.fter the U.S.A. and Russia. 
and before Cana.da. 
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to 205 million yards by 1939, or less than one-twelfth of the imports of 
a quarter of century earlier. A great steel industry has been built up 
behind a tariff wall, the Tata Steel Works being the largest single unit 
manufacturing steel in the British Empire. To-day, more than 25 per 
cent of the total exports from India are goods manufactured in India. 
The vast bulk of the manufactures is consumed within the country. 
As will be seen in the table below, India's imports of British goods has 
fallen from 63 per cent to 30 per cent in 1937-38 and to 21 per cent in 
1941-42, whereas Great Britain in 1941-42 took 31 per cent of India's 
exports as against 34 per cent in 1937-38 and 25 per cent the pre-war 
average. Great Britain just before the war was actually buying more 
goods from India than Great Britain sold to her. Great Britain, before 
the war, took Rs. 555 millions of India's exports and India took Rs. 520 
millions worth of British goods. 

INDIA'S FOREIGN TRADE 

(In percentages) 

(A) lmport.s 
I' rom- Average, 190!H4 19:37-38 1U41-'4:! 

United Kingdom 63 30 21 
Rest of British Empire . 7 25 40 
U.S.A. 3 7 20 
Japan 2 13 7 
Java 6 0·2 H 
Germany. 6 9 
Other Countries . 13 15·8 10·9 -

Total 100 100·0 100·0 

(B) Exports 
To- Average, 1909-14 1937-38 l94H~ 

United Kingdom 25 34 31 
Rest of British Empire . 16 18 30 
U.S.A. 8 10 21 
Japan 8 10 2 
France 7 3 
Germany . 10 6 
Other countries . 26 19 16 

- ~ 

Total 100 100 100 

The general conclusion is that British manufacturers must realise 
that most of the world is going to be able to make for itself the old staple 
goods of British industry after the war and that Great Britain must 
concentrate on (1) special qualities of older types; (2) newer types of 
production; and, above all, (3) on what has been called British "experi­
ence in the production and installation of capital plant, on goodsalesman­
ship, and reliability and promptitude of delivery." British manufacturers 
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can provide, therefore, capital goods for industrial expansion and re­
equipment, and consumers' goods of the more specialised kinds. 

II. THE INDIAN FINANCIAL SYSTEM 

The Federal system of finance came into existence with the introduction 
of the Reforms in 1921-22 following the passing of the Government of 
India Act, 1919. _Before that date, Indian finance was highly centralised, 
although by a policy of gradualness it became less so. Between 1870 and 
1912 devolution grew slowly. It was for this reason that the authors of 
the- Report on Indian Constitutional Reforms, usually known as the 
Montagu-Chelmsford Report, said : " Our task is not like that of the 
Fathers of the Union in the United States and Canada. We have to 
demolish the existing structure at least in part, before we can build the 
new. Our business is one of devolution, of drawing lines of demarcation, 
of cutting long-standing ties. The Government of India must give and 
the provinces must receive ; for only so can the growing organism of 
self-government draw air into its lungs and live. It requires no great 
effort of imagination to draw a future map of India which shall present 
the external semblance of a great new ~onfederation within the Empire. 
But we must sedulously beware of the ready application of federal argu­
ments or federal examples to a task which is the very reverse of that 
which confronted Alexander Hamilton and Sir John Macdonald." 1 The 
Reforms brought about a separation of the sources of revenue and assigned 
some to the Centre and others to the Provinces. It avoided the incon­
veniences arising from a system of heads of revenues shared between 
the Centre and the Provinces and also the system of " doles " from the 
.Centre to the Provinces. 

It is not possible, for reasons .of space, to show in detail how the trans­
formation from a Centralised to a Federal system took place. A few 
out~tanding facts, however, may be mentioned. The East India Company 
Act, 1773, provided that every President and Council of Madras and 
Bombay should " constantly and diligently " transxnit to the Governor­
General and Council of Bengal "advice and· intelligence" on all trans­
actions and matters " whatsoever that shall come to their knowledge 
relating to the Government, revenues or interest of the said United 
Company ". By the Charter Act of 1833, the Governor-General of Bengal 
became the Governor-General of India and was invested with complete 
control over the revenues of Bombay, Madras and other subordinate 
Governments. The Acts of 1853 and 1858 continued the Central Govern­
ment's control over all revenues as well as expenditures. In 1870. some 

1 Report on Indian Constitutional Reforms (Cd. 9109,-1917), p. 101. 
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degree of financial decentralisation took place when the administration of 
certain departments, including education, police and medical services, 
was transferred to Provincial Governments. These Governments were 
given a fixed grant for this purpose together with departmental receipts 
and were permitted to allot at their discretion the revenues assigned 
to them, subject to certain financial rules. There was no inducement to 
the Provinces t() develop their own revenues because of the fixed assign­
ments. In 1877 a further step took place and important heads of revenue, 
such as stamp duties, excise and income tax collected in the Provinces, 
were provincialised. In expenditure the Provinces had their powers 
extended to the depths of land revenue, general administration, law and 
justice. Nevertheless fixed grants from the Centre continued, although in 
two Provinces a definite proportion of the land revenue was assigned in 
place of a fixed sum. From 1882 there was developed a system of what is 
known as" the divided heads of revenue". In 1904 the settlements were 
made quasi-permanent. In 1912 took place the last of the pre-Reform 
settlements. To meet its own expenditure, stated the Government of 
India's Resolution of 1912, "the Government of India retains, in the 
first place, the entire profits of the commercial departments and, secondly, 
all the revenue whose locale is no guide to its true incidence, such as the 
net receipts from Customs, Salt and Opium. The income derived from 
these sources is, however, insufficient to cover the cost of the imperial 
services, and an arrangement had therefore to be made by which the 
other sources of revenue should be distributed between the central and 
the various provincial governments." 1 These settlements led to much 
friction between the Central and the Provincial Governments. All the 
principal heads of revenue collected within the Provinces were divided 
between the Central Government and the Provinces and were supple­
mented by non-recurring subsidies which were part of the financial settle­
ments to the Provinces. No general standards of needs had been worked 
out ; the settlements were based on traditions. There were thus very 
different standards of administration between Provinces. The Reforms 
which took effect from 1921-22 avoided the inconveniences by a Federal 
svstem of finance. The Centre had certain heads of revenue and the 
Provinces other heads. In expenditure the Provinces had an inexhaustible 
field for the development of social services, such as education and public 
health, while the demands on the Centre, except in time of war, were far 
more constant. The revenues of the Centre comprised those which 
proved more capable of expansion, such as income tax and the commercial 
departments such as the railways. In a period of ordinary progress this 
led to a strong claim by the Provinces for a share in income tax, especially 

1 Rt'port of the Indian Statutory Commission (Cmu. 3568, l!J30), vol. i, p. 345. 
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on the part of the more industrialised Provinces such as Bombay and 
Bengal. In accordance with the provisions of section 84A of the Govern­
ment of India Act, 1919, the Indian Statutory Commission conducted a. 
constitutional enquiry in 1928 and 1929 •. Sir Walter Layton; its Financial 
Assessor, made three criticisms of the sys~em which was introduced in 
1921-22. In the first place, the Provinces' had rapidly expanding needs, 
but the sources of revenue assigned to them were insufficient and showed 
no signs of increasing growth, whereas the sources of revenue of the Centre, 
which ordinarily had. but comparatively stationary needs, were expanding 
or capable of expansion. Secondly, the system of devolution treated the 
Provinces unequally, as it gave some of them a much greater proportionate 
incre.ase of revenue than others. Thirdly, it gave practically no power to 
the Provinces to tax industrial activities and therefore the industrial, as 
contrasted with the agricultural, provinces were handicapped. The 
Commission suggested that the Provinces might have a share of income 
tax and other taxes such as the export duty on jute. The British Govern­
ment's proposals were published in a White Paper entitled Proposals for 
Indian Oonstitutwnal Reform1 in which the British Government proposed, 
after extensive enquiries by committees, conferences and consultations in 
India and in England; a scheme extending over six years, an allocation of 
revenues between the Centre and the Provinces and the sharing of income 
tax, a scheme which was, with one small exception in regard to a surcharge 
by the Provinces, approved by the Joint Committee of both Houses of 
Parliament in the following year 2and subsequently incorporated in Part 7 
and Schedule 7 of the Government of India Act, 1935. Under this Act 
the Centre has the following sources of revenue : customs duties, excise · 
duties on tobacco and other goods manufactured or produced in India 
except alcoholic liquors, opium, Indian hemp and other narcotic 'drugs 
and narcotics and non-narcotic drugs, and medicinal and toilet prepara­
tions containing alcohol ; income tax other than on agricultural incomes ; 
the corporation tax ; succession duties other than on agricultural land ; 
salt ; State lotteries ; fees other than fees taken in courts ; terminal 
taxes on goods or passeng~rs carried by rail or air ; taxes on railway fares 
and freights ; commercial stamp duties, i.e. stamp duties on bills of 
exchange, cheques, promissory notes, bills of lading, letters of credit, 
polici~s of insurance, proxies and receipts ; taxes on the capital value of 
the assets, exclusive of agricultural land, of individuals and companies, 
and taxes on the capital of companies. As will be seen below in Table 
VI, the main sources of revenue are customs, the income tax, and com-

' 
1 Cmd. 4268, 1933. 
2 Joint Committee on Indian Constitutional Reform, H.L. 6 (1, Part I), H.C. 5 

(1, Part I), 1934. · '· 
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mercia} departments, mainly railways. Several of the taxes in the above 
list, such as those on capital and terminal taxes, have not yet been levied. 
It was, however, considered desirable to make the schedules as complete 
as possible in the Act so as to avoid uncertainty and litigation in the 
Supreme Court in the future. 

The most interesting fact on the Centre's sources of revenue relates to 
income tax. In the first place, agricultural incomes are exempt and there 
is no historical or other justification for this, in spite of the land tax (land 
revenue). Agricultural incomes were not exempt from income tax 
between its first introduction, in 1860, and 1873. When the tax was 
reintroduced by the Act of 1886 agricultural incomes were exempt from 
the scope of the tax, and this has continued ever since. It cannot be said 
that land revenue is the counterpart of income tax and that to tax agri­
cultural incomes would be double taxation. By not levying income tax 
on agricultural incomes the non-agricultural incomes of those who own 
land are made to pay a lower rate of tax than they should. The taxation 
of agricultural incomes would check the tendency to put savings into land 
to avoid taxation. In the Government of India Act, 1935, the taxation 
of agricultural incomes is a Provincial subject. Secondly, the Provinces 
share in the total collections of income tax under section 138. This was in 
fact suggested by Sir Walter Layton, the Indian Statutory Commission's 
Financial Assessor, when he suggested that " in order to meet the claim 
of the industrial provinces, a substantial portion of the revenue from 
income tax should be assigned to the provinces according to certain 
principles ".1 The British Government in its White Paper 2 and the Joint 
Committee of both Houses of Parliament also 3 accepted the principle. 
The Government of India Act provided that the allocation between the 
Central and Provincial Governments in India was to be settled by an 
Order in Council, and the British Government undertook that a special 
enquiry shoula first be held so that they and Parliament might be furnished 
with an independent review and technical advice. Sir Otto Niemeyer in 
his able Report recommended that the Provinces should receive ultimately 
50 per cent of the taxes on income which, under the terms of the Act, are 
divisible between them and the Central Government, the amount being 
distributed on a basis of fixed percentages. The 50 per cent is calculated 
on " the net proceeds in any financial year of any such tax, except in so 
far as these proceeds represent proceeds attributable to Chief Commis­
sioners' Provinces or to taxes payable in respect of Federal emoluments", 

1 Report of the Indian Statutory Commission (Cmd. 3569, 1930), vol. ii (Recommend&· 
tions ), para.. 293, p. 255. · 

1 Proposals for Indian Constitutional Reform (Cmd. 4268, 1933), para. 139, p. 74. 
1 Joint Committee on Indian Constitutional Reform, H.L. 6 (1, Part I), H.C. 5 

( 1, Part I), 1934, para.s, 250·53. 
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i.e. incomes derived from Federal sources (Federal areas or emoluments of 
Federal Officers) are excluded. The percentage distribution is as follows: 
Madras 15 ; Bombay 20 ; Bengal 20 ; United Provinces 15; Punjab 8; 
Bihar 10; Central Provinces 5; Assam 2; North-West Frontier Province 
i ; Orissa 2 ; Sind 2. These percentages were arrived at " by fixing the 
scale of distribution partly on residence and partly on population, paying 
to neither factor a rigidly pedantic deference, for which the actual data 
provide insufficJent justification ".1 Sir Otto Niemeyer recommended 
that this share should be retained by the Central Government for the 
first :five years or until the whole, together with any General Budget 
receipts from the Railways, would bring the Central Government's share 
in the divisible' total up to 13 crores, whichever was less; and for a second 
period of five years; in the first year fiv(l~sixths of the sum., if any, retained 
in the last year of the first period, decreasing by a further sixth of that 
sum. in eaCh of the succeeding five years. These recommendations were 
promulgated in the Government of India (Distribution of Revenues) 
Order in Council, dated 3rd July 1938. The Central Government but not 
Provincial Governments may impose a surcharge undersection 138, 1 (b), 
of the 1935 Act. As pointed out by the Joint Committee, it is implicit 
in this proposal that the power should only be exercisable in times of 
serious financial stress. The Joint Committee, it may be noted, did not 
agree with the proposal that a Provincial Legislature should be empowered 
to impose a surcharge not exceeding 12! per cent on the taxes levied on 
the personal income of persons resident in the Province for its own 
purposes, because it might Jead to differential rates of tax on the in­
habitants of difierent Provinces, and although a limit would be set, this 
in itself is undesirable and outweighs the elasticity which it would give to 
Provincial revenues. The Joint Committee also stated what has since 
proved to be true in more than one Federation since the war - " The 
rates of taxes on income are likely also to be sufficiently hlgh to make it · 
difficult to increase the rate by way of surcharge, and to give the Provinces 
such a power might well nullify the emergency power of imposing a 
surcharge which we think it essential that the Federation should possess". 
The surcharge now in force at the Centre (l942-43) is on the highest slice 
of inpome, and equivalent to 50 per cent, and that on the supertax is 
also equivalent to 50 per- cent. Since 1939 the basic scales have been 
highly progressive and: the ra.te of progression has been steepened by the 
surcharge. The income tax surcharge now runs from 6 pies in the rupee on 
all taxable incomes of between Rs. 1500 and Rs. 5000 to 9 pies in the rupee. 
on the next Rs. 5000; then to 1 anna and 2 pies in the rupee on the next 

1 Inilian Financial Enquiryt Report by Sir Otto Niemeyer, G.B.E., K.C.B. (Cmd. 
5163, 1936), para. 34. . ; 
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Rs. 5000 anu 1 anna and 3 pies in the rupee on the balance of total income. 
The progressi\·e rate of tax now levied expressed as a percentage of total 
income ranges from 2 per cent at one end of the scale to 85 per cent at the 
other end, i.e. on 30 lakhs (£225,000) a year. Wbile the rates are very 
much higher than before the war, we cannot but refer to the remarks of 
Sir Walter La yt<m and of Sir Otto Niemeyer on this point. Sir Walter 
Layton referred to the exemption of agricultural incomes from income 
tax and suggested that this should be abolished by definite stages and the 
whole of the proceeds of the taxation of these incomes should be assigned 
to the Province of origin.1 He also pointed out that there are large accumu­
lations of wealth on which the burden of Government taxation rests very 
lightly. "In spite of the widespread poverty in India, I see no reason to 
doubt that the public revenues of India can be substantially increased 
without taxation becoming intolerable, provided that its incidence is 
adjusted to the capacity of taxpayers to pay and that heavy additional 
burdens are not put upon primary necessities." 2 Sir Otto Niemeyer 
remarked in his Report, dated 6th April1936, that not merely were the 
existing rates of income and supertax in India by no means excessive, but 
the general scheme of taxation (Central and Provincial) operates to relieve 
the wealthier commercial classes " to an extent which is unusual in 
taxation schemes ".3 Even to-day this holds good in spite of the changes 
in progressive taxation. 

The Provinces, apart from the share of income tax noted above, 
depend on their own sources of revenue, which are mainly land revenue, 
excise and stamps. Forest-s and irrigation in some Provinces are important 
heads of revenue. The list of taxes set out in the Seventh Schedule of 
the 1935 Act, in addition to those just mentioned, includes taxes on" lands 
and buildings, hearths and windows ", taxes on mineral rights, subject to 
any limitations imposed by any Act of the Federal Legislature relating 
to mineral development, capitation taxes, taxes on professions, trades, 
callings and employments, taxes on animals and boats, taxes on the sale 
of goods and on advertisements, cesses on the entry of goods into a local 
area for consumption, use or sale therein, taxes on luxuries, including 
taxes on entertainments, amusements, betting and gambling, tolls and 
fees, but not fees taken in any court. Taxes on agricultural income and 
duties in respect of succession to agricultural land are also listed as 
Provincial sources of revenue, if or when levied. There are three sections 
of Part \11 of the Act, sections 137, 140 and 142 which are of special 

1 Report of the Indian Statutory Commission, vol. ii (Recommendations) (Cmd. 
3589. 1930), p. 277. 

I Op. cit. P· 208. 
1 l11dian Financial Enquiry, Report (Cmd. 5163, 1936), pa.ra, 31, p. 17. 
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interest. The first of these sections deals with a category of taxes in 
which the power to impose the tax is vested solely in the Centre, although 
the proceeds would be distributed to the Provinces, subject to the right of 
the Federation to impose a surcharge for Federal purposes. These taxes 
include succession duties in respect of succession to property other than 
agricultural land, such stamp duties as are mentioned in the Central or 
Federal list, terminal taxes on goods and passengers by land and air, and 
taxes on railway fares and freights. Xhe second of these sections introduces 
new features for the division of resources. Salt duties, Federal duties of 
excise and export duties are to be collected by the Federation, " but, if an 
Act of the Federal Legislature so provides, there shall be paid out of the 
revenues of the Federation to the Provinces and to the Federated States, 
if any, to which the Act imposing the duty extends, sums equivalent to 
the whole or any part of the net proceeds of that duty, and these sums· 
shall be distributed among the Provinces and those States in accordance 
with such principles of distribution as may be formulated by the Act". 
It is also provided that the net proceeds of any export duty on jute or 
jute products shall be shared with the producing Provinces or Federated 
States in proportion to the amount of jute grown. The percentage of the 
net proceeds assigned to certain Provinces recommended ·by Sir Otto 
Niemeyer and :fixed by an Order in Council was 62! per cent. The main 
object of section 140 is to give elasticity to . the financial scheme. The 
sharing of the taxes may also be an incentive to their introduction where 
they do not at present exist. 

The last of the three sections, sectioJl 142, deals with subsidies, which 
are not high ~s compared with those in Canada or the Union of South 
Africa. These subsidies or grants-in-aid were :fixed in 1936 by Order in 
Council on Sir Otto Niemeyer's recommendation as follows : Sind -105 
lakhs ofrupees annually for a period of ten years (i.e. till1946-4 7 inclusive) 
to be diminished by 25lakhs a year for the next twenty years, by 40 lakhs 
a year for the next five years, by 45 lakhs a year for the next succeeding 
five years, and thereafter, until the ·whole Barrage debt is repaid, by 50 
lakhs a year: North-West Frontier Province-100 lakhs, to be recon­
sidered after five years; Orissa- 40 lakhs, increased to 47 lakhs in the 
first year and to 43 lakhs in the second, third, fourth and fifth years ; 
Assam.- 30 lakhs ; the United Provinces - 25 lakhs for five years. 
Thus Sir Otto Niemeyer, while of opinion that the extent to which the 
Provinces are likely to be dependent upon Central assistance was exagger­
ated, owing to fallacious deductions made from their financial records 
during the depression, recommended that eight out of'the eleven Provinces 
should receive grants of assistance of varying amounts . 

. An aspect oflndian finance which has been much neglected by students 
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of public finance is the inadequate development of Local taxation, both 
municipal and rural. Indeed, Local finance is one of the principal features 
of the Indian Fiscal system to-day. In rural areas public revenues and 
expenditures are woefully insufficient, and since the Reforms came into 
force in 1921 this aspect of Federal finance has been almost overlooked as 
attention has been concentrated on the relations between the Centre and 
Provincial Governments. Before the Reforms Local self-government in 
India was rather of the Continental type. It was deconcentrated rather 
than decentralised. The principal Local official was the official of the 
Provincial Government. The District Officer or Collector was, like the 
French Prefect of a Department, an officer of the Government operating 
locally. " As Chairman of the District Board, and often of one or more 
Municipalities, he was carrying out the will of his judicial superiors. He 
was just as much the eyes, ears and arms of the provincial Government 
as when functioning as revenue officer or district magistrate. Local self­
government was just one of his many activities. He regarded his staff as 
available to assist him in all branches of his work. A single will operated 
in all spheres of activity in the district." 1 It therefore cannot be said that 
the British system of Local self-government was the type. Local bodies 
with wills of their own did not generally exist. They did not carry out 
their own policies, policies subject only to certain powers of control 
retained by the Central Government. Local self-government in the 
financial sphere since the Reforms, which brought about elected Chairmen 
and an extended franchise, showed up the weakness of not having, as in 
the British system, a competent and well-paid service of professional 
administrators who, while they follow out the policy of the elected 
representatives, are their advisers and executive officials. The Ministry of 
Health by its system of grants-in-aid given on conditions to ensure 
efficiency, by insisting on standards of competence and by numerous 
administrative devices, has steadily raised Local administration standards 
in this country. In India the only real power of the Provinces is for the 
Minister to suspend or to dissolve a Local Authority, and this leaves him 
powerless when less drastic treatment is called for. The resources of 
Municipalities and the District and Local Boards are frequently inadequate 
for the services to be performed, and this is one of the reasons for lack of 
trained personnel. There is, too, the great reluctance of elected members 
to impose local taxation and to insist on its collection. The giving of 
grants to Local Authorities, often without conditions, has divorced control 
of policy from financial responsibility. The Indian Statutory Commission 
summed up the position thus: "While the rural authorities have the 
advantage of the machinery of revenue for the collection of their basic 

1 Indian Statutory Commission, Report (Cmd. 3568, 1930), vol. i, p. 301. 
0 



194 FEDERAL FINANCE IN PEACE AND WAR PT. t 

source of income, cess on land, Municipalities adopt a variety of expedients 
for raising revenue. The most disturbing feature, however, is the failure 
to collect the direct taxes impo~ed. · In Great Britain, a Municipality 

. expects to collect up to 98 or 99 per cent of the rates imposed by it, and a 
drop in collection to 95 per cent would be the subject of a very close 
enquiry. But in Municipalities in India since the ReforplS, uncollected 
arrears have been mounting up to very large sums. This feature is referred 
to by almost every provincial Goverilment in reviewing the work of the 
Municipalities, and it is clear that there is great laxity in this respect. 
Another very general criticism is directed to tlw prevalence of embezzle­
ment by employees. This is clearly to some extent the result of the 
failure to pay salaries sufficiently high to secure trustworthy officials. But 
it is also due to carelessness, want of system and inefficient supervision. 
Generally speaking, the management of the ·finances of Local Authorities 
has deteriorated since the Reforms, and this laxity is not adequately cor­
rected by such powers of audit as the provincial Governments possess." 1 

Municipalities have a wide choice of taxes. Some levy a water-rate to 
cover more than the actual costs of water supply and supplement this by 
the taxation of yehicles or other taxes. Some have special taxes for 
education and other services. The taxes include terminal taxes, octroi 
duties, property taxes, taxes on professions and taxes on personal 
income. Rural authorities depend mainly on a cess or surcharge on the 
land revenue (or land tax) which in many of the Provinces is subject to a 
maximum of one anna in the rupee, i.e. one-sixteenth, a rate that has 
remained unchanged for over sixty years. This is sometimes supple· 
mented by taxes on professions and on compa:i:rles and by tolls or taxes on 
vehicles. A large proportion of the revenue of these authorities is given 
as grants-in-aid for particular services and in the form of capital sums for 
public works. · 

III. GovERNMENT REVENUES .AND EXPENDITUREs 

As in other Federations, the costs of government have increased. This 
is shown in Table I below, which indicates the increase since the Reforms. 
As Burma ceased to be part of the Indian Empire from 1st April 1937, 
figures for it have ,been omitted from the- totals of Proyincial and Local 
expenditures and revenues previous to that year. The increase in the pre· 
rearmament year 1937-38 over that of 1921-22 is 19 per cent in the 
expenditure of the Provinces and 38 per cent in that of Local Government 
(Municipalities, District and Local Boards). Unfortunately, it has not 
been possible to eliminate the effect of the separation of Burma from 
Central Government revenues and expendit~es. In 1937-38, for example, 

1 Cmd. 3568, 1930, vol. i, p. 313. 
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the net lo,-.s to Central G-overnment rewnues on the Budget was estimatt>d 
at Rs. ~l crort's. If we t;:1ke the rt'duction in expenditures to be of simihu 
magnitude, the tlt'crt'l.~'e in Centnu Government expenditure of India 
i11dwli11g Burma betwt>en 19~1-~2 and 193i-38 was 13 per cent. 

TllLE I 
Ex.rE..'IDI.Tt'lUI:S .o-n REVD"lTES OF ALL C'..on:R.'Ol~'"TS l 

'hl~l-:!':! h):!4-:::!S 

.-\. Er~ndil11m ; 
(R."- million~) i 

t\>ntrnl H:!S 1318 13li i 1334 1226 18.32 2 : 30 ! 51 
Pn)\inch\1 ';0::! 681 783 77-l 83•) 9ti:l I 37 lti .. 

3..11)11 IA·al. :!48 ;!tlt) 3:!1.1 315 341 I 41 3 

Tot;ll ::!37S 2.::.'195 ,. ::!420 24::!3 32 

R RttYIIIU8 ! 
(R'!. millions) 

Ct>ntrnl 115:? 13i5 37 
Pronnriai 612 710 12 
Local. 2.:'!4 205 2 

Total Hl$8 23..'\0 23 

1 lltll1l\ll h.~ ~n ~:tdudt'd "" it i$ D<' long\'r J'\'lft of tht' Indian Empm. But it bas not ~n 
(' ... i!)l,• I<> tlimin~tt il\•m c~ntl':ll ~:tptnd.itUNS &lid l't'WU\lt'il 1M elf~! ''i 1M ilt'p.v&ti,>n of Burma 
b.>tc'l'l' 1~1;-;)8 .•. ,>r th.-t y».r tilt t»tilllAt<'d n<"t k'<l:! I<> lnd.i:t.11 t~n1oo Gowlll!llenl l't'wnut'il a.risi.ng 
irc'm til\' ilt'l)&l'alic'll ,,f Bunna ...,.. .&;;. ~l ,·mre;. (.&;;. :!3 nulli,,ns) on lh<" Bud.,~t oi 193;-;)8. 

1 Re\i..~ t'iltllllll<'. • Estill.Uit~. 

Tht> fall in gowrnmental e::~..--penditnres in the years following the great 
dt'prt's.:5ion is wry noticeable, as will be seen from the following t~ble: 

TllLE II 
Ex.r~DITlRES or THll C~"TRA.L .O'D PRore~CUL C..on:.:ru.'"MD-rs, 19:?9-36 1 

19~ 
1930-31 
Hl31-32 
193::!-33 
1933--34: 
193-l-35 
1!:'135-36 
1936-37 

887 
916 

1 IOO!t fiiult\\1 include BW1114. 

Inde.t ~umt.>:rs (1~29= ll'o.J) 

100 
1(10 

!)•l 

91 
92 

{l:! {11 
91 93 
00 9S 
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In 1937-38 'and in previous years the expenditures of the Central 
Government were greater than those of the Provinces and Local Author­
ities combined. Owing almost entirely to the war, the expenditure of the 
Centre charged to revenue in 1941-42 increased by 51 per cent, and jn 
1942-43 was budgeted to show an increase of 85 per cent over the 
expenditure of the year 1937-38. 

The·figures for revenue in 1937-38 show that the percentage increase 
in the Central Government's revenue is less than the increases in Provincial 

' and Local revenues as compared with the first year ofthe.Reforms, 1921-
1922. The percentage increases of Central revenues in 1941-42 and 1942-43 
over those of the year 1937-38 are 37 per cent and 56 per cent respectively. 
Provincial Governments have benefited since 1937-38 by the sharing of 
personal income taxation and, in the case of the jute-growing Provinces, 
by obtaining 62! per cent of the export duty on jute. Table I is also of 
interest as showing that Provincial revenues and expenditures have in­
creased more than either those of Central or Local Governments between 
1921-22 and 1941-42. ., 

It is of interest to compare these expenditures and revenues with the 
national income. The general conclusion to be drawn from Tables III and. 
IV is the comparative lightness of the burden of taxation and of expendi­
tures. The burden of taxation, it will be seen, was much heavier in the 
depression years 1931-32 and 1932-33 than it was in 1941-42. 

The table, in short, brings out the truth of the statement that the 
public revenues can be increased without making the burden of taxation 
unduly heavy, a fact noted by Sir Walter Layton and Sir Otto Niemeyer 
above. The bU:rden in its lightness compares very favourably with the 
other Federations studied in the Report, even with the Union of South 
Africa where the burden is far from heavy. It must not be forgotten that 
in India as in South Africa the burden of expenditure on the social services 
such as unemployment relief is small. Both the revenues and the expendi· 
tures of all Governments in:1937-38 were the equivalent of only 13 per 
cent of the national income. In 1941-42 these percentages had fallen to 
10 per cent in the case of revenues, and 10 per cent in that of expenditures. 

Tables V and VI give the revenue system of India, all Governments, 
both in millions of rupees (Table V) and in percentages (Table VI). 

The main conclusions that may be drawn from these tables with regard 
to the revenue system are as follows : 

(1) The systeni as a whole is regressive. One may say markedly 
regressive. Consumption taxes form an important part of the revenue of 
all Governments. Progressive taxation in the form of personal income 'tax 
and supertax is only- 4 per cent of the total, while company income 
tax and company supertax (corporation tax) are 2 per cent. Taxes on 
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real propert~· account for 18 per cent of the whole, and of this by far the 
major part is land revenue, land revenue being 12 per cent of the total 
revenue of all Governments taken tDgether. 

(2) As the taxation is largely on consumption the taxes enter in the 
main into co!>ts and are not in a large degree on surplus, even if it be 
argued that the land t<lx is on surplus. 

(3) The revenue of the Centre is derived mainly from customs (35 per 
cent) and railways (27 per c.ent). Other sources of revenue are income 
tax (6 per cent), tues on business (5 per cent), salt (8 per cent), excise 
(6 per cent) and miscellaneous (13 per cent). It will thus be seen that the 
C.:-ntre depends tD a very large degree on consumption taxes and to a 
comparatively small extent on the t<l:xation of income and of business. It 
receiws, too, a large source of revenue from railways. Railway finance 
was separated from the general finances in 1924. There is a fixed annual 
contribution from railways tD general revenues of 1 per cent of the capital 
outlay, and this is a first charge on the net receipts of railways. In addition 
to this, a proportion, generally one-fifth, of the net surplus profits is 
credited to general revenues and the remainder transferred to a railway 
reserve fund. The large figures of revenue and expenditure which appear 
in the tables under railways are the net re>enue, i.e. gross receipts less 
working expenses, and under expenditure the debt charges only. 

(4) Provincial revenues are mainly from t<lxes on real property 36 per 
cent (land revenue 31 per cent and forests 4 per cent), from excise 17 per 
cent, stamps 12 per cent, irrigation 11 per cent, share of the export duty 
on jute 3 per cent, share of income tax 1 per cent, miscellaneous (entertain­
ment, betting, electricity duties, ete.) 16 per cent and subsidies from the 
C.:-ntre 4 per cent. 

(5) Local revenues to the extent of one-third of the total are derived 
from taxes on real property, viz. lands and houses. The remainder is 
derived mainly, if not entirely, from consumption taxes on goods and 
services. Taxes on real property yield 32 per cent, t<lxes on consumption 
35 per cent, grants-in-aid 4 per cent, t<lxes on business 1 per cent, and 
miscellaneous sources 28 per cent of Local Government rewnues; Group 
IY =35 +28==63. 

(6) A comparison with other tax structures shows that there is not as 
large a scope for income and business t<lxation as in an advanced industrial 
country. The chief source of revenue must be the relatively simple 
consumption taxes and the taxation of property, of which land taxation 
is the chief. Subsidies from the Centre since the Reforms do not play an 
important role - 4 per cent of the total revenue of the Provinces as 
compal't'd with 8 per cent in Canada. In Local finance India depends on 
propt>rty taxes- one-third of her total Local revenue as compared with 



TABLE III 

BRITISH INDIA : REVENUES AND EXPENDITURES OF AJL GOVERNMENTS EXPRESSED IN TERlll.'S OF THE NATIONAL INCOME 

------------------ll921-22ll924-25l1926-271lll29-30 ll931-32l1932--3311937-3B I 1938-391~1194o-41 11941-42 

National I'n()(}11!e : (Rs. millions) 1 

Revenue<~: 
(a) Rs. millions: 

Central • 
Provincial 
Local 

Total 

.(b) Percentage of National Income: 
Central • 
Provincial 
Loc&l 

Total 

Expenditure : 
(a) Rs. millions : 

Central • 
Provincial 
Local 

Total 

29,500 [32,000 127,500 129,000 117,000 116,000 119,000 118,000 121,000 125,000 130,000 

1152 
704 
239 

2095 

1375 
813 
282 

2470 

1317 
864 
319 

2500 

1327 
946 
343 

2616 

1216 
832 
327 

2375 

1254 
843 
328 

2425 

1224 
858 
343 

2425 

1211 
851 
350• 

2412 

1258 
914 
350 2 

2522 

i451 
985 

"350" 

2786 

1680 8 

960 
350" 

2990 

-4 ·~-4 ·~-5 ·~-5 ·~-7 -8 -6 -6 -6 -6,,_-:-
2 •3 3 3 5 5 5 5 4 4 3 
1 1 1 I 2 2 2 2 2 ·1 I 1 

__ 71 __ 8] __ 9] __ 9]~~~~~-1-31~1-I-I ~~ 

1428 1318 1317 1324 1334 1239 1226 1217 1258 1517 1852 8 

792 784 902 938 867 857 832 859 89~ 954 962 
265 315 339 350" 335 323 341 350° 350• 350 2 350• . ----------------------------------

2485 2417 2558 2612 2536 2419 2399 2426 2500 2821 3164 



(b) Percentage of National Income: 
Centntl . 
Provincial 
Local 

Total 

Defence Expenditure chargeable to the 
Revenue of the Government of India (net): 

(a) Rs. millions I 6 
(b) Percentage of national income 
(c) , central expenditure 
(d) , total expenditure . 

5 () 

3 2 
1 1 

- ---
8 8 

- ---

98 ()56 
2 2 

49 42 
28 23 

---

5 5 
3 3 
I 1 

------
9 9 

------

560 551 
2 2 

43 42 
.22 21 

--------

I 
8 8 7 6 6 6 6 
5 5 4 5 4 4 3 
2 2 2 2 2 1 1 

---------------------
15 15 13 13 12 11 10 

----------------------

518 467 473 462 495 736 1024 
3 3 2 3 2 3 3 

39 38 39 38 39 49 55 
20 19 20 19 20 26 32 

pp. 4
1

~-~~~~~;ft;;,~,.. ~r.~~;.':,)~,:lt!tl'?I!:'~n~~~~~~: ~: ~=~:·~v~1 ih:4~n/~r~~:~~~IT:~ ~·~~'f :? ~t-a~!;'.:~t,:yT~,~~:::~ueF~~3~~e~:";:;~sar~e ~:~~e:!c~:~;:~of:t':'1'b; tte1
::/::.; 

metho<l. er. footnote on page 179. • Estimated. • Revised estimate. 

TABLE IV 

REVENUES OF ALL GOVERNMENTS PER HEAD OF POPULATION, 1937-38 (Rs.) 

I 
I 

Central 
I Bombay Bengal Madras United Punjab Bihar Orissa Assan1 Provinces Sind N.W.F. Coorg Total Provinces a.nd .Berar 

---------
Central Government 14·13 4·65 2·24 0·79 0·63 0·66 0·25 1·83 0·10 14·00 0·28 0·26 4·5 
Provincial Governments . 6·30 2·59 3·45 2·56 5·10 1·96 3·49 3·19 2·93 . 10·05 7·58 9·81 3·1 
Municipalities 7·69 4·43 6·10 5·19 6·12 3·37 3·26 6·12 4·81 12·38 7·52 4·44 8·1 
District and Local Boards 1·18 0·34 0·93 0·48 1·04 0·50 0·38 0·44 . 0·50 1·25 0·62 0·92 0·5 

Note.-Bombay City 28·44; Calcutta City 20·81; 1\-ladrag City ll·Gl:l. 
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TABLE V 

THE REVENUE SYSTEM oF INDIA, ALL GovERNMENTs, 1937-38 

(Rs. milli~ns) 

Central Provincial Local' Total 
---------

GROUP I. Progres8i1;e Taxes : 
Personal income taxes 75·8 12·5 .. 88·3 
Supertax (personal) 14·7 .. .. 14·7 ----- ---

Total, Group I 90·5 12·5 103·0 - - - -GROUP It Taxes on Real Property : 
Land revenue 1·9 264·0 .. 265·9 
Provincial rates . .. .. 51-8 51-8 
Taxes on houses and other real property .. .. 50·2 1 50·2 
Forests 1-6 28·5 .. 30·1 
Rents and sale of land . .. 11-4 7-6Z 19·0 ------ ---

Total, Group II 3·5 303·9 109·6 417·0 - - -GROUP III. Taxes on Business : 
Company income tax 36·5 .. .. 36·5 
Company supertax (corporation tax) . 18·8 .. .. 18·8 
Tax on professions and trades • .. .. 3·4 1 3-4 --- ---

Total, Group III 55·3 3-4 58·7 - - - ---
GROUP IV. Chiefly Consumption Taxes : 

Cust<nns: 
Imports: 

Liquor 20·8 .. .. 20·8 
Motor spirit . 45·6, .. .. 45·6 
Other 345-4 .. .. 345-4 

Exports 17·7 26·5 .. 44·2 
Miscellaneous 1-6 .. 1-6 _ ______.. 

1-
Sub-total, Customs 43H 26·5 .. 457·6 

--------· ---
Excise: 

Central: 
Sugar 33·3 .. .. 33·3 
Matches 20·0 .. .. 20·0 
Motor spirit . 12·2 .. .. 12·2 
Other IH .. .. 1H 

-------- ---
Sub-total, Central Excise 76·6 .. .. 76·6 ------------

Provincial : 
Liquor 1-4: 103-4 .. 104·8 
Opium 0·4 20·JS .. 20·5 
Other 0·3 20<4 .. 20·7 

-----·· ---
ilub-total, Provincial Excise 2-1 143·9 .. 146·0 

-------- ·----
Sub-total, Excise' 78·7 143·9 .. 222·6 

------------
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T!l3LE \ -{('ontinued) 

Central Lora!' Total 

Othl't' Similar Ta.rts and Liwtcu: 
Octroi 14·5 1 H:5 
Salt 83·9 0·1 84·0 
Tol)S('ro duties 2-4 2·! 
Opium. 5-l 5·1 
Entf'rtainment and betting 4·6 4-6 
Automobile li(.'t'nres 0·3 15·0 15·3 
Ot hf'r taxes, li(.'t'nres and fees 34·0 1 34·0 
Stamps: 

X on-judicial. 0·6 36·5 37-1 
Judicial 0·8 i0·4 il·2 
Gf'neral 2-3 2·3 

Rt";istration 0·1 11-6 11-7 

Sub-total, Other Taxes and 
Li(.'t'n<.'t"S 93·1 140·6 

Rm:1111t from Public Clilitr~s: 
Rljlways (net). 326·5 0·2 3:?6·7 
Posts and telegraphs (net) 12·9 12·9 
lrrig'Stion (net) 0·2 93·2 93-4 
C'hil works (roads and bridges) 3·2 23·3 2i·6 54-1 
Electricity duties and lighting rates i 3·2 4·0 1 7·2 
1\'ater rate 21·9 1 21·9 
C'on.8t'rranC'y rates and receipts • 10·6 1 10·6 
1fiseellaneous 8·4 1 8-4 

Sub-total, Revenue from Public 
rtilities ll9·9 72·5 535·2 

Ikfota Reuipt.<~ 52-5 52·5 

J! h."':'tfla neous i0·9 i9·1 96·0 246·0 

Total, Group I\ 1009·1 510·0 2li·O li96·1 

C'ontributions from States . 6-4 6·4 
Grants-in-aid, etc. 31·i' 12·5 1 44-2 

GRHD ToTAL 

Less duplications 

XET ToTAL. 

-~·- -------
1 ~!nnki{llllitie;. Di>trkt t.nd Local Boards. 
• )hml<'ipal <>nlr. 
• Indu·lmg durlkatinn amotmting toRs. 4·6! millions (5<'1! note 8). 
• Exdudmg s.a.lt 1gh't'n St>J111111telr bt/l(lwl. 
• ChaNt'i' h'r 1\"moYal (\j ni~ht wil: a QUIIi'i·st'll'er&gl' ~bArge. 
1 C.'n;~.>t> oi Rs. 3H ruJlli,,ns of grants-in-&id from tilt Central Guwrnm~nt and Rs. 0·3 rulllion of 

mi.~ll~nr•.'U> "'lju;truents. 
' l\•n•i•\6 of Rs. 3H millions of granlb-in-aid to the ProYinct'S and Rs. 0·16 million of misctll&n!'OUS 

aJju<tn•ent•. 
• t'''"i-ts ''' R<. 11·13 millk•ns of jlt&D!>-in·lid to :Yunidpa!iti<'S and Rs. Hl4 millions for opium 

... 1.1 by t~J<, c,·utral ''' tl!<' Pro,indt.lliu\·t!111.lurnt> • 

. \ .• .t,.-Vi~ h.'w n••t lwn a.hlt' to nhta.in ft!llii\"S f,,r ni<trh't ar .. l LMa.l Bool\ls AS tit'tailt'tl AS th•..e 
f••r t<!ll"r tinwmnl<'nt>. partl)· t.....-au"' ,,f the lark oi nniiom1it)' in the pn>;<>ntation of the art'Om\ts 
in tl~ \'&Oi>fi; Pr<•\llll'~l R<i••rts t•D J.o(<al Alltll<,ritieo. 
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TABLE VI 

THE REVENUE SYSTEM OF INDIA, ALL GovERNMENTs, 1937-38 1 

(Percentage distribution) 

Percentage Share 
of each Government 

Percentage Distribution 
of each Government's 

in Total Revenues Revenue 

'ii ~ l '2 
·a ';l ... ·~ il ~ i ·~ -.; 

1:l e ~ " (3 .s 0 

~ P< Eo! 0 H ---------------
GROUP I. Progressive Taxes : 

Personal income taxes 86 14 .. 100 6 1 .. 3 
Supertax (pers.onal) 100 .. .. 100 1 .. .. 1 ------------~---

Total, Group I 88 12 .. 100 7 1 4 ---- --- - -- ....._ -GROUP II. Taxes on Real Property : 
Land revenue 1 99 .. 100 .. 31 .. 12 
Provincial rates ·- .. .. 100 100 .. .. 15 2 
Taxes on houses and other real property .. .. 100 100 .. . . 15 2 
Forests 5 95 .. 100 .. 4 .. 1 
Rents and sale of land · . .. 60 40 100 .. 1 2 1 

-------- --·----
Total, Group II 1 73 26 100 36 32 18 - - - - - - - -GROUP m. Taxes on Business : 

Company income tax 100 .. .. 100 3 . . .. 1 
Company supertax (corporation tax) 100 .. .. 100 2 .. .. 1 
Tax on professions and trades . .. .. 100 100 .. . . 1 .. -- ------ ----

Tota~ Group ID 94 6 100 5 1 2 - - - - --- ---GROU:P IV. Ohi~fiy Oonaumption Taxes : 
Owtom&: 

ImportS: 
Liquor 100 .. .. 100 2 .. .. 1 
Motor spirit . 100. .. .. 100 4 .. .. 2 
Other 100 .. .. 100 28 .. .. 14 

Exports 40 60 .. 100 1 3 .. 2 
Miscellaneous 100 .. .. 100 .. .. .. . . 

-- ---- ----
Sub-total, Customs 94 6 .. 100 35 a· .. 19 ----------------

Euise: 
Central: 

Sugar 100 .. .. 100 2 .. .. 1 
Matches 100 .. .. 100 2 .. .. 1 
Motor spirit . 100 .. .. 100 1 .. .. 1 
Other 100 .. .. 100 1 .. .. .. ---------

Sub-tota~ Central Excise 100 .. .. 100 6 .. .. 3 -- -----------
· Provincial : 

Liquor 1 99 .. 100 13 .. 4 
Opium 2 98 .. 100 .. 2 .. 1 
Other 1 99 .. 100 .. 2 .. 1 

-- -- -----
Sub-total, Provincial Excise 1 99 .. 100 .. 17 .. 6 

Sub-total, Excise 35 65· .. 100 6 17 .. 9 

1 See notes to Table V, 
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TABLE \l-(contir111ed) 

Other SimiL!r Ta:rett and Liu11tes: 
Octroi 
Salt 
Tobacco dntiE'S 
Opium 
Entertainment and betting 
Automobile liet>nres 
Other taxes, licenet'S and f('('S 
Stamps: 

X on-judicial. 
Judicial 
General 

P~r~ental!e Sh~~.re 
of each Gc1;-ernment 
in Tow Re•ennes 

I e 
1: 
~ 

.. 
i 100 
I .. 
I 

100 
.. 
2 
.. 
2 

I 1 

" c 

~ 
il: 

.. 

.. 
100 
.. 

100 
98 
.. 
98 
99 
.. 

~ 3 
~ ~ 

100 100 
.. 100 
.. 100 
.. 100 
.. 100 
.. 100 

100 100 

.. 100 

.. 100 

.. 100 

Pe!ffntafZtl Distribution 
oi each Government's 

Rewnue 

I 

~ 
8 

8 

.. 

.. 

.. 

;;; 

" c 
> 
2 

;:.; 

2 

4 
8 

] ~ 0 ... ::i 

4 1 
.. 3 
.. . . 
.. . . 
.. . . 
.. 1 
10 2 

.. 2 

.. 3 

.. . . 
99 .. 100 .. 

. :100 
Rt>gistration .! ! __ 1_

1 
___ 

1 
___ :---l--l--1_

1 
__ .. .. 

--
Sub-total, Other TaxE'S and 

54 ll 100 8 16 Licences 1 35 
--1·--1---!---1---1---1--·1--

14 12 

Re~e1111t from PuWc C:tilities: 
Railways (net). 
Posta and telegraphs (net) 
Irrigation (net) 
C'iru works (roads and bridges) 
Electricity duties and lighting rates 

1 

100 
100 

.. . . 100 27 .. .. 

.. .. 100 I .. . . 
.. 100 .. 100 .. 11 .. 
6 43 51 100 1 • • 3 

.. .. 100 100 .. .. 

15 
1 
4 
2 

Water rate 
.. 44 56 I' 100 I • • . . 

9 
1 
6 
3 Conservancy rates and receipts . . . . 100 100 . . I · · 

)liscellaneous 100 100 ? 
Sub-total, Re'l't>nue from Public -· ._ --· ·_ -------·-~·-· ·-~---!_:_:_ 

nilitit'S -~ 22 ....!.:!._ 100 ~ ~ _!!___.~ 
. :100 .. .. 100 4 .. I . . I 2 Dtjttlct Btuipt& 

JJ i~tlla11eous 

Total, Group IT 

Contributions from States . 
Grants-in-aid, etc. 

Less duplications 

XET TOTAL. 

. !"29'3239 100 . 6 9 . 28 10 

. ' 60 28 I 12 IIOO 87 59 1~1 75 

l1~ lli;\281 ~~ 1!\-::-1 '411~ 
1M 35 114 100 ! 100 lwo l1oo . 101 i67i331---. r~oo-1_3_1_2_1, ____ ~-~ 
l 50 i"'3i3Ui1oo .971~ 100 !100 · 
--.--.-:----~--:-

nine-t-enths in Canada- and on consumption taxes and services- 63 per 
cent as compared with 8 per cent in Canada. llunicipalities obtain, as in 
the rnion of South Africa, a con:;iderable rewnue from public utilities. 

: 

I 
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Public Expenditures 

Tables VII and VIII analyse the various categories of Government 
expenditures and the division between the Centre, Provinces and Local 
Authorities. As Government activity and the public finance system have 
developed, these tables are of considerable interest. The analysis of the 
nature of expenditures is also important, as is the variation in the stan­
dards of Provinces in regard to expenditures.1 Several interesting con­
clusions may be drawn from the data. 

It is unnecessary to refer to the various categories of Government 
expenditures as these have been described in Chapter II of the Enquiry. 
The primary functions, regulative and protective, amounted to the high 
figure of 58 per cent of the (net) total, 67 per .cent of Central expenditures, 
54: per cent of Pro-ri.ncial expenditm:es and 24: per cent of Local expendi­
tures. In the same year in South Africa primary functions were 40 per cent 
and in Canada 52, and India, therefore, incurred expenditure on the 
primary functions of Government at least as high in proportion to her 
wealth and income as advanced countries in the West and elsewhere. On 
the other hand, expenditure on the social services, such as education and 
public health, was only 15 per cent as compared with 36 per cent in Canada, 
33 per cent in the Union of South Africa, 29 per cent in Australia and about . 
41 per cent in the United States. India has none of the expenditures which 
have transformed the expenditure structures of some Federations since the 
great depression- expenditures on unemployment relief. Expenditures 
on development are relatively high. Transfer expenditures which do not 
directly add anything to the national income (e.g. expenditures on relief 
and other public welfare, pensions, and interest on unproductive debts) 
are small. 

It is necessary to refer to certain heads of expenditure in some detail. 
Defence is high - 22 per cent of the expenditures of all Governments and 
43 per cent of the Central Government's expenditure .. In the same year 
(1937-38) defence expenditure (gross) was 2·8 per cent of the national 
income. (Net defence expenditure, i.e. defence expenditure net of defence 
receipts, as given in Table Ill, was 2·5 per cent of the national income, 20 
per cent of total, and 39 per cent of Central Government expenditure.) 
The ratio of 22 per cent is high in part because other.kinds of expenditure, 
e.g. on relief and on unproductive debt, are low. The heaviness of the tax 
burden depends very largely on the nature of public expenditures. Wise 
expenditure, for example, on the social services, especially on education 
and public health, may increase the productive power and, therefore, the 
taxable capacity of the country. Defen?e expenditure is, of course, 

1 See &lso Pa.rt lU, Ta.bles G a.nd 6. 



TABLE VII 

PuBLIC ExPENDITURES FRO)l REVENUE, ALL GovERNMENTS, 1937-38 
(Rs. millions) 

Central Provincial Local' Total 
-

1. Primary FunctimUJ: 
Civil administration, legislation and 

justice 121·7 369·9 

l }""'' Pensions 29·0 62·9 
80·9 

Debt servicee 150·0 13-4 
Defence 526·0 .. 526·0 

Total, Primary Functions . 826·7 446·2 80·9 2 1353·8 ----- - -
2. Seco11dary FunctimUJ : 

( 1) Social Services : 
Education 9·2 117·2 87·7 214-1 
Public health 4-4: 51·9 83·9 3 140·2 
Other .. .. 1·6 1-6 

·---1-

Sub-total, Social Services 13·6 169·1 173·2 355·9 
------ --- ----

(2) Developmental: . 
Railways 299·0 .. .. 299·0 
Aviation 2-1 .. .. 2-1 
Posts and telegraphs 7-6 .. .. 7·6 
Broadcasting 1-4 .. .. 1-4 
Civil works' 25·0 83·2 60·3 168·5 
Agriculture and irrigation 6·7 88·2 .. 94·9 
Industries 0·8 10·1 .. 10·9 
Co-operation 0·1 6·2 .. 6·3 
Other .. .. 7·3 7·3 

--- - -------
Sub-total, Developmental 342·7 187-7 67·6 598·0 

(3) M iscellaneoU8. 10·2 29·5 19·8 59·4 
---1-

Total, Secondary Functions 366·5 386·3 260·6 1013·3 - ---- ---
1 

Grants and contributions 5, 31·6 .. .. 31-6 
I ----1--------

GRAND TOTAL 1224-8 832·5 341·5 2398·7 - ---------
Less grants and contributions 31·6 ll·l 8 .. 42·7 

I 
---- - ------

i NET TOTAL • 1193·2 821-4 341·5 2356·0 --- - - ---
• ~funicipalities and District and Local Boards. 
1 We have not been able w obtain figures for District and Local Boards as detailed as those for 

other Governments, partly because of the lack of IIDiformity in the presentation of the accounts in the 
Yarious Provincial Reports on Local Authorities. 

1 Includes water supply, drainage and conservancy (removal of night soil). 
• Roads, bridges and buildings. 
• This sum exduues the shares of income tax and of thP export dut.y on jute which belong w the 

Pro\'lnces as of ri~ht (see Table V). The share of income tax was Rs. 12·5 millions and that of the 
rxport duty Rs. 2~H millions for 1!!37-38. The fil!1tre for "Grants and Contributio!lll" includes 
R•. :ll-43 miUion~ of grants·in·aid from the Central to Provincial Governments and Rs. 0·16 million of 
rniscellanrou• adjustments between the Central and Provincial Governments. Grant~ from Central 
and Pro\indal w Local Governments are not shown as separate headin~s in the Finance and Revenue 
Accounts. ' Grants from Government w MIIDicipaiitiea (see footnote 2). 
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TABLE VIII 

PuBLIC ExPENDITURES FROM REVENUE, ALL GoVERNMENTs, 1937-381 
(Percentage distribution) · 

Percentage Share Percentage Distribution 
of each Government of each Government's 

in Total Expenditures Expenditure 

01 ~ 
";a ·a 'id 

·~ 
l:l 

s 'a 

~ ~ 
·;;: 1 i 0 8 £ ~ s 0 

.:1 0 E-1 

1. Primary Function~~ : 
Civil administration, legislation and 

justice . .. .. . . 100 10 44 

}~ } 36 Pensions . .. .. .. 100 2 8 
Debt services .. .. .. 100 12 2 
Defence .. 100 .. . . 100 43 22 

----------------
J:otal, Primary Functions 61 33 6 100 67 54 24 58 --- - - --- - -· 

2. Secondary Funeti0n11 : 
( 1) Social Services : 

Education 4 55 41 100 1 14 26 9 
Public health . 3 37 60 100 .. 6 25 6 
Other .. .. 100 100 .. .. . . .. 

----------------· 
Sub-total, Social Services 4 47 49 100 1 20 51 15 ( 

--------------_1, 

(2) Developmental : I 

Railways 100 .. .. 100 24 . . .. 14 ~ 

Aviation 100 .. .. 100 .. .. .. . . 
Posts and telegraphs·. 100 .. .. 100 1 .. .. . . 
Broadcasting . 100 .. .. 100 .. .. .. .. 
Civil works .. 15 49 36 100 2 10 17 7 
Agriculture and irrigation 7 93 .. 100 1 11 .. ·4 
Industries 7 93 .. 100 .. 1 .. .. 
Co-operation 1 99 .. 100 .. 1 .. .. 
Other .. .. 100 100 .. .. 2 .. 

----1-----------· 
Sub-total, Developmental 57 32 11 100 28 23 19 25 

-------- ------
(3) Miscellaneous 17 50 .33 100 1 3 6 

-31 

Total, Secondary Functions 36 38 26 100 30 46 76 43 - - - - - - - -
Grants and contributions . 100 ... ... 100 3 .. .. 1 

----------------
GRAND TOTAL 51 35 14 100 100 100 100 102 - - - - - - 1--
Less duplications 74 26 .. 100 3 1 .. 2 

----------------
NET TOTAL. 51 35 14 100 97 99 100 100 - - - - - - - -

1 See notes to Table V. 
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necessary for the security required for the development of production. 
Unless, as in Germany and Russia, the making of munitions is conducted 
on so large a scale that it leads to full employment, such expenditure does 
not increase productive power. In India, however, since 1941, 1500 
engineering workshops, including 23 railway workshops, have been pro­
ducing on a large scale. Such defence expenditure now shows a stimulated 
production, employment and taxable capacity similar to those in the 
above mentioned countries. Although the present daily rate of expendi­
ture on defence is Rs. 40 lakhs (£300,000) as given in the Budget speech 
for 1942-43, such stimulation will not be comparable with that in Western 
countries where the per capita expenditure is at least 200 times as great. 
The net expenditure figure for defence .in Table III (as well as the figure 
in Table VII) gives the expenditure from revenue only. In this connexion 
it may be of interest to note that " the gross expenditure on defence 
services and supplies expected to be brought to account in India's books 
for the year 1941-42 amoTI.nts in all toRs. 300 crores, of which, after India's 
share as shown above has been deducted, the balance of nearly Rs. 200 
crores is borne by His Majesty's Government. This latter figure does not 
include the value of equipment supplied and other services rendered by 
His Majesty's Government without charge." 1 

TABLE IX 

INDIAN DEFENCE EXPENDITURES COMPARED WITH THOSE 

OF OTHER COUNTRIES, 1937-38 

Percentage of 
Government Expenditures 

Percentage of 
National Income 

India 22 3 
Great Britain 26 5 
U.S.A. 13 1 
Canada 6 1 

· Australia . 7 1 

The burden of defence is absolutely and relatively large and a very 
important factor in the Indian financial situation. 

India's expenditure on education is 9 per cent of the total Government 
expenditures, 14 per cent of Provincial expenditures and 26 per cent of 
Local expenditures. This is relatively, as compared with other Federa­
tions, a low figure. The expen1iture fell after the depression and some 
Provinces have been spending less than others on this great nation­
building department. As will be seen from the tables compiled- Tables 
6 and 13 of Part III the inequalities between Province and Province 

1 Finance Member's speech on introducing the Budget proposals for 1942-43, Gazette 
of India, 28th February 1942, para. 18, p. 288. 
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are obvious. Even making allowances for the fact that with a scattered 
population it costs more to run a Province than one in which there is a 
dense population, because more teachers are required per head of popula­
tion and other costs are correspondingly higher, the disparity in 
expenditures per head of population ~ so great that it cannot be due 
entirely to these considerations. The raising of the standard of living and 
of production by more and better education cannot be done merely by 
expenditure on education, as better teachers, etc., are required. The 
Report of the Indian Statutory Commission's Auxiliary Committee on 
Education pointed this out clearly. ·There is a great wastage, as, "for 
example, only a small proportion of those who are at the primary stage 
reach Class IV in which the attainment of literacy may be expected. 
Moreover "Powers have been devolved on local bodies in such a way 
that the Ministers responsible to the legislatures have no effective control 
of the expenditure of money voted for mass education ".1 The develop­
ment of education is thus a policy requiring great discrimination. -At the 
Census of 1931, it may be recalled, the number of literates per 100 
males of 5 and over was 15·6 and per 100 females 2·9, and literacy means 
the ability to read and write a postcard in any language. Literacy in 
England in the same Census covered only 3·25 million males and 0·39 

· million females. As compared with the other Federations studied in this 
book, it will be seen that the percentage expenditure· by Provinces and 
Local Authorities is very small, and in no sphere of expenditure is there 
likely to be so great a change after the war as in the sphere of education:­
primary, secondary, technical and university. There will be indeed a 
revolution of thought in this which will have wider and deeper results,than 
the Reformation. As Cardinal Richelieu wrote of France in the seven­
teenth century: "When I have regard to the majority of those who 
profess to teach, and the multitude of children who are taught, I seem to 
see an infinite crowd of sick who need nothing but a draught of clear, 
sweet water for their healing. Yet so uncontrolled is the thirst which 
affects them that, accepting indifferently all cups which are presented to 
them, the greater part of them drink from tainted, and some even from 
poisoned, sources ; thus increasing their thirst and their malady, in place 
of assuaging both." It is the clear sweet water of real education that is 
required to-day. 

Table 13 (India) in Part III shows at a glance the expenditure on 
education by Provinces in 1937-38. The inequalities in revenue a{l.d in 
expenditure are very striking, and they are further brought out in 

. Table X opposite, which shows the total expenditures, together with the 
percentage increase since the Reforms, o~ education, medical relief and 

1 Education Report (Cmd. 3407, 1929), pp. 345 and 347. 
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public health in the three principal agricultural Provincrs and in the 
two chief industrial Provinces. The smaller Provinces show the same lack 
of development as Bengal. 

TABLE X 

TOTAL E:xPENDITI.'l\ES AND THE EXPENDITURES ON EDUCATION, MEDICAL RELIEF 

AND Pt:BLIC HEALTH IN THE THREE PRINCIPAL AGRICtTLTITRAL PROVINCES 

AND THE Two CHIEF INnusTRIAL PROVINCES 

A. Lakhs of Rupees 

1921-22 1937-38 

Pro\·ince 
[Education 1 

I ~Iedical ~~lief 
j Education 1 I M:~~c!tl~ri~d 

i 
Total Total 

i\Iadras 1274 143 84 1583 258 139 
Punjab 881 87 41 1147 160 66 
l'nited ProYinces. 1149 151 52 1234 206 57 

! Bengal 1048 119 74 1183 137 83 
! Bombay 1502 171 74 1214 168 68 

I B. Percentages 

Percentage of Total Expenditure Percentage Increase 

Province Education Medical, etc. 
Total Education Medical 

1921-22 1937-38 1921-22 1937-38 

Madras 11 16 7 9 24 80 65 
Punjab 10 14 5 6 30 84 61 
FniW Provinces. 13 17 5 5 7 36 10 
Bengal 11 12 7 7 13 15 12 
Bombay 11 14 5 6 -19 -2 -8 

1 These figures e~rlude e~penditure on scientific departments. 

The Indian Statutory Commission pointed out that to say that the 
syst{'Ill of public education in India was top-heavy was an old standing 
complaint. The fact that Bengal spends more on university than on 
primary education is significant in this connex:ion. It is also pointed out 
by the Commission that " the system of higher education is not adjusted 
to the social and economic structure of the country, and that its educated 
or partly educated output is greatly in excess of the country's capacity to 
absorb it, whether in public employment, or the professions, or commerce 
and industry, and consequently that it leads to great disappointment and 
discontent ".1 The Indian StatutDry Commission considered that there 

I Report of tht' Indian Statutory Commission, Hl30 (Cruel. 3.368, 1930), vol. i, p. 388. 
p 
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was much evidence of waste and ineffectiveness in mass education and of 
defects of direct .control and administration to which such ·waste was 
attributable. " In the field of secondary education ", said the Commission, 
" the problem of guiding the system into the profitable channels of a good 
generltl education is complicated by ~he peculiar patronage exercised 
over the high schools by the universities in. respect of their recognition, 
resulting in an undesirable doirrinance over both objective and curriculum. 
The narrowness and uniformity of high-school courses is largely attribut­
able to university influence. But a consideration of the last quinquennial 
reviews issued by the provincial education departments indicates that, 
even on the narrow and· unfruitful lines which are too commonly followed, 
the instruction is not effective and that the educational value obtained 
for. public money and effort is proportionately small. Many pupils are 
admitted and retained and promoted from class to class in high schools, 
who are incapable of profiting by the instruction provided. The pay and 
conditions of service and the qualifications of the teachers are often very 
unsatisfactory, and complaints of their attitude towards their work are 
numerous. The :impression, indeed, is left that the education departments 
have had little success in their attempts to :improve the curriculum and 
teaching in secondary schools and are far from satisfied with the existing 
standards." 1 · 

Lccal ExpeJnilitures 
Local expenditures are mainly for social services -51 per cent, of 

which education is 26 per cent and public health 25 per cent ofthe total. 
Civil works (roads, bridges and buildings) account for an.Other 17 per cent. 
Of the remainder 24: per cent is on administration, pensions and debt 
services, 2 per cent on various municipal undertakings and 6 per cent on 

· miscellaneous items. In Part Ill of the Enquiry-Tables 7 to 10-will 
be found th~ detailed tables on Milnicipalities and on District and Local 
Boards. · 

A description of the striking features of Indian Local expenditure 
would require a volume in itself. Unfortunately this is a branch of Indian 
public finance which, so far, has been neglected. It has been most difficult 
to get at the facts of Local finance in each Province and the figures in the 
preceding paragraph and in the tables mask the great and interesting 
differences in Local finance which space forbids us to set out. We are 
driven to the conclusion that a specialised study of Indian Local finance as 
it applies to certain Municipalities and to particular Provinces or to a 
particular part of a particular Province would not only yield new facts, 
but new kinds of facts. There is a conside!able difference in the expendi-

1 Op. cit. p. 388. 
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tures of Municipalities, District and Local Boards by Provinces, as will be 
seen especially in Table 10 of Part Ill. There is also a considerable differ­
ence in the expenditures of such large Municipalities as those of Calcutta, 
Bombay, Cawnpore and Ahmedabad as compared with those of smaller 
Municipalities. The expenditure from ~evenue of Municipalities, of which 
there were 758 with a population of about 22 millions, was Rs. 180·1 
millions in 1937-38. The corresponding figure for District and Local 
Boards was Rs. 161·3 millions. It would be better in studying Local 
expenditures to consider them in relation to Provincial revenues and 
to the amount of services supplied through public, rather than private, 
agencies. There are certain special circumstances which may make 
direct comparison between two Provinces misleading. In order to 
provide an accurate picture of the financial position, Provincial and 
Local revenues and expenditures should be combined. This is par­
ticularly necessary if comparisons are to be made between Provinces, 
owing to variations in the division of responsibility for such functions 
as education and road maintenance. Although variations in the division 
of responsibility for the social services and roads are not so great as 
in Canada, they vary widely both as between Provinces and in a Pro­
vince as between different periods. There is a trend to the assumption 
of an increasing share of the cost and increasing responsibility for adminis­
tration by the higher layers of Government. This feature, however, is 
noticeable in other Federations studied in this Enquiry. Nevertheless, 
Local expenditure is of great importance, and its inadequate development, 
particularly in rural areas, is one of the characteristics of the Indian 
financial system. 

Debt Charges 

Debt charges amount to about 8 per cent of Government expenditure 
- 12 per cent of the Central expenditures, 2 per cent of Provincial 
expenditures and roughly 5 per cent of Local expenditures. Of the funded 
and unfunded debt of lndia,1 which amounted at the end of 1937-38 
to Rs. 12,331 millions (£925 millions), Rs. 4798 millions (£360 millions) 
was contracted in England. The greater portion of the debt has been 
used for financing the construction and acquisition of railways and the 
carrying-out of irrigation works, so that most of India's public debt is 
productive. On 31st March 1938 and 1941 the public debt of India was 
as follows: 

1 These fig\ll'('s refer w debt e.nd obligations of the Central and Provincial Government.'! 
only. ('f. Table XI. 



TABLE XI 

DEBT AND OTHER OBLIGATIONS OF THE CENTRAL AND PROVINCIAL 

GOVERNMENTS OF INDIA 

31st March 1938 31st March 1941 

A. CENTRAL GoVERNMENT (the Government of 
India): 

I. Interest-bearing Obligations : 
I. In India: (a) Public Debt: Rs, millions Rs millions 

Permanent debt 1 4,384 5,746 
Floating debt a 380 849 

Total Public Debt s 4,764 6,595 

(b) Other Obligations: 
Unfunded debt ' 2,181 1,989 
Depreciation and 

reserve funds 5 233 449 

Total Other Obliga-
tions. 2,414 2,438 

Total in India 7,178 9,033 

£millions £millions 
2. In England: (a) Loans 298 209 

(b) Other Items 6 62 50 

Total in England 360 259 

Total in England, converted into Rs. at Rs. millions Rs. millions 
£1= Rs. 13l(approx.) . . 4,798 3,448 

Total Interest-bearing Obligations 11,976 12,481 

II. Non-interest-bearing Obligations 7 4 28 

A. TOTAL, CENTRAL GOVERNMENT 11,980 12,509 

B. PROVINCIAL GOVERNMENTS : 8 

Debt of the Provinces 1,374 1,444 
Unfunded debt 9 . 224 256 

Total Obligations of the Provinces 1,598 1,700 

Less Loans from the Central Government 1,247 1,206 

B. ToTAL NET OBLIGATIONS OF TllE PRoVINcEs 351 494 

GRAND ToTAJ.r-Debt and Other Obligations of the 
Central and Provincial Govern· 
ments , .. 12,331 13,003 

I 

1 " Permanent Debt" is debt raised by Government in the open market which, at the time when 
It is raised, bas a currency of more than twelve months. 

1 "Floating Debt" is debt with a currency of not more than twelve months, including Ways 
and Means Advances from the Reserve Bank of India. 

' Excluding non-interest-bearing items, 
• Includes Post Office savings bank deposits, Post Office oertiftostes, State provident funds, depoelta 

of Service funds in India and similar accounts, , 
• Includes various railway and liglltllouses and lightships reserve funds. 
• Includes liability for British Government 5 per cent War Loan taken over by India, railway 

annuities and deposits of Service funds in England. 
' Includes unclaimed balances of old loans notified for discharge, and in 194Q-4l Rs. 23-4 millions 

of Interest-free defence bonds. • 
• Including the Coors Administration. 
• Mainly provident funds. 
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Tlwrr is mor!' in the pllllosophy of this table than is dreamt of by the 
ordinary reader. In the first place, behind this debt is the earning capacity 
of the collllllercial departments- the railways, posts and telegraphs, 
irrigation (which is a provincial subject), ports, canals, etc. The public 
debt in this sense is productive and is only a formal obligation of the 
Government of India. The concerns, in short, meet the interest, and often 
much more than the interest, on the capital invested. A Memorandum on 
the Public Debt of India, prepared in 1942 by the Financial Department 
of the India Office, points out that out of the Rs. 1248 crores of interest­
bearing obligations of the Government of India as on 31st March 1941, 
Rs. 732 crores represent capital invested in the railways, Rs. 31 crores 
that invested in the other quasi-collllllercial departments, Rs. 121 crores 
int{lrest-bearing loans to the Provincial Governments, and Rs. 19 crores 
other interest-bearing loans, including advances to Indian States. Thus 
the Rs. 1248 crores (£936 millions) of interest-bearing obligations of the 
Government of India are covered by interest-yielding assets to the extent 
of Rs. 903 crores (£677 millions), or 72 per cent. But over and above this, 
the collllllercial departments yield a substantial profit to the Government, 
which in the case of the railways alone amounted to about Rs. 19 crores 
in 1941-42, and is estimated at Rs. 20 crores for 1942-43. To quote the 
)lemorandum : 

The gross interest on all obligations of the Government of India (rupre 
and sterling combined) in 194:1-42 was Rs. 40 crores. The amount of interest 
charged to railways and other commercial departments and to Provincial 
Governments and other bodies to whom interest-bearing advances have been 
made, was Rs. 34: crores. The net interest left to be met from general r~venues 
was thus only Rs. 6 crores- £4! millions. Against this, however, there 
accrued to general revenues a net profit from railways and other commercial 
departments (arrived at after charging them with full interest) amounting to 
Rs. 22 crores- £16! millions. It will thus be seen that the interest payable 
on the whole of the public debt of India in the widest sense is much more 
than covered by the interest plus the additional net revenue derived by the 
Government of India from its various interest-earning assets. 

It is true that in the case of the Central Government "productive" 
is here taken to include interest-bearing loans to Provinces and Indian 
States, which, from the point of view of the latter, may or may not be 
productive in the sense of producing their own interest. In point of fact, 
however, the position is as follows : On 31st March 1941 the total debt of 
the Provinces (other than provident funds and similar' unfunded debt) 
was Rs. 144·4 crores, of which Rs. 120·6 crores consisted of loans from the 
Central Government. Against this, the Provinces had Rs. 124 crores in­
re:-:ted in produetive irrigation works and electricity schemes which, during 
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1940-'41, yielded a net revenue (including interest) of Rs. 9! crores. The 
Provinces, like the Central Government, make a gain over and above their 
debt charges. Table XIII shows that in 1937-38 Madras, Bengal, the 
Punjab, the Central Provinces and Sind made a profit out of interest on 
their invested capital even after paying the fixed charges on their own 
obligations of all kinds. The following tables give the debt charges for the 
Central Government .(Table XII), and for the Governments of the eleven 
Provinces and the Coorg Administration (Table XIII) ~ 

TABLE XII 

CENTRAL GovERNMENT oF !Nnu, DEBT CHARGES 1 

(Lakhs of Rs.) 

A. Interest on Ordinary Debt : 
1. Rupee debt 
2. Sterling debt 

Total, Ordinary Debt • 

B. Interest on Unfunded Debts . 
C. Interest on Other Obligations 9 

Total, Gross Interest on all Obligations 

D. Transfers (to be deducted): 
1. Amount transferred to commercial departments in 

respect of interest on ca.pital : ' 
• Ra.ilways 

Posts a.nd·telegraphs 
Irriga.tion 
Sa.lt . 
Other departments . 

· Total Interest transferred to Commercial 
Departments 

2. Interest paid by Provincial Governments 
3. Commuted va.lue of pensions 

Total Transfers • 

1937-38 1940-41 

1885 1942 
1661 1605 

3546 3547 

1016 
98 

656 
172 

4660 4375 

2807 2767 
72 69 
8 7 
4 4 
3 3 

------
2894 2850 

------
494 524 
24 23 

------
3412 3397 

BALANCE, being Net Interest on Debt and other Obligations ------
of the Centra.l Government • 1248 978 --

1 Source.-Combincd Finance and Revenue Accounts of the Central and Provincial Governments 
in India for the years 1937-88 and 1940-41. . 

' See Table XI, note 4. 
• 1 See Table XI, note 5. 

-



A. Interest on Ordinary Debt 
B. Interest on Unfunded Debt • 
C. Interest on Other Obligations 3 

Total Interest: on Public Debt and 
other Obligations of the Pro­
vincial Governments 

D. Transfers : 
To commercial departments 

(mainly irrigation) 
Other transfers 

Total Transfers to be deducted 

TABLE XIII 

PROVINCIAL GovERNMENTs DEBT CHARGES, 1937-381 

(Lakhs of Rs.) 

"' I ;; - I "" ' I ., . . I f 1 _.o :i. :IS c.. a... S: ~ ~ ' -
~ , § ~ ~ ·§ 1 :5 ~~ ~ ~ ~~ a : ~ 
::=1 I >'< ;:« ;;;:> "'-< >« o>« < Z o oo • E-< 

1-.-.-,1---;:;-~--.. - ~ ~!-.-.-~~ --.. ---1---.. - ----w;-1~ 
. . 14 I 13 16 12 10 : 6 6 4 1 1 2 85 .. _ .. [-·· _·· _·· _·· 1-·· .. .. .. .. .. 1 

51 ! 151 16 120 120 I 

i 
0 

6 4 2 1 22 131 625 5 

. . I 99 . 42 I 22 I llO I 158 I . . I 25 I . . I 1 I . . I 134 I 591 

. . . . 4 2 3 4 . . 5 1 . . . . . . 19 

99 46 24 113 162 30 1 1 134 610 

BALANCE, being Net Interest on Debt ' 1 __ 1_1_1_1_1_1_1_1_1_1_1 
vinoial Gove~ent• • . . .I . . 1- 48 1105 -7 7 - 42 6 - 8 3 I I - 3 I5 ' 
and other Obligations of the Pro-

1 Source.-Combined Finance and Revenue Accounts of the Cent.ral and Provincial Governments in India for the year 1937-38. 
a Consists of interest on State provident funds~ special loans and Treasury notes. 
• Consists of interest on advances from the fantine relief fund, deposits of depreciation reserves of Government commercial undertakings and other items. 
• A minus sign means a surplus on balance and not an obligation. • Includes C. Interest on other obligations (1 Jakh of Rs.). 
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Repatriation of Sterling Debt 
India like some of the self-governing Dominions has been extinguishing 

her external debt'!/at a greatly aocelerated rate as a result of the war. 
lndja in ·this respect takes pride of place. The only other country com­
parable with India is South Africa which has reduced her sterling debt 
from £101 millions (1939) to £21 millions (1943). Most of the sterling has 
been repatriated by the cancellation of sterling loans ap.d their replacement 
by rupee loans. India's sterling debt was incurred, it may be remembered, 
for the creation of productive enterprises such as the Government-owned 
railways and the irrigation schemes which have added 32 million acres 
to the fertile land of India. Surplus of receipts has exceeded the interest 
payable on the debts and.India, by loans, has acquired permanent assets 
yielding a return that relieves the taxpayer of interest on debt. No 
other country in the world is in so favourable a position. This pro­
cess has been rendered possible as a result of the accumulation of sterling 
balances by the Reserve Bank of India owing to payments by the British 
Government for war purposes. By means of variouS vesting orders made 
by the British Treasury (by which the Treasury takes over various 
Indian sterling loans from holders in Great Britain), and repayments . 
by the Government of India of loans falling due, the greater part oflndia's 
sterling stocks were liquidated by 31st March 1943. Before the war the 
sterling debt of the Government of India, including railway debentures, 
stocks and annuities, was of the order of £370 millions. By the end of the 
financial year on the 31st March 1941, this had been reduced to £240 
millions. After the repayment of the 3! per cent sterling stock on 5th 
January 1943, the total was reduced to £66·2 millions. As a result of the 
repayment or redemption of various railway debentures announced in 
January 1943, this total is reduced by a further £27·25 millions. The 
arrangement with the British Treasury whereby a lump sum has been paid 
to it to provide the service of the railway annuities reduces· the out­
standing sterling debt by a further £27 millions. The balance outstanding 
~on the 31st March 1943 was therefore only £12·25 millions, a negligible 
sum. The Finance Member, in pointing out this historic fact in his 
Budge.t speech of 27th February 1943, stated that" India has completed 
the transition from a debtor to a creditor. Gountry and extinguished within 
the brief space of about three yea:t;s accumulations over decades of its 
public indebtedness to the United Kingdom ". The sterling interest 
charges, which amounted to £13 millions in 1936-37, to £12! millions in 
1937-38 and to £12 millions in 1940-41,1 have been reduced to about £2! 

1 £12 millions is " Total Interest on Sterling Dflbt ", as shown in the Finance and 
Revenue Account<!, but only £11 millions is aetna! interest paid in sterling. 
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millions in 1943-44.1 The total interest paid on the sterling debt in the 
year ended 31st March 1939 was, it may be noted, £12·5 millions. The 
sterling debt, therefore, was slightly less than the amount of interest 
paid on the sterling debt in 1938-39. The sterling balances are mounting 
so high and at so rapid a rate that it is now possible to consider the 
capitalising of the liability for pensions payable in sterling. This would be 
to the advantage of India which would not have to meet a recurring future 
liability and would thus avoid remittances from India to Great Britain. 

The Effects of War on the Financial Syst-em 

The Budget of the Government of India for 1942-43 reflects the effects 
of the war on the Indian national economy and on the system of public 
finance. There were, as Tables I and III show, increases in both public 
expenditures and public revenues, notably at the Centre. There were, 
however, no spectacular changes as in Great Britain and in the United 
States. There were, for example, no taxation of agricultural incomes 
and no system of death duties or, as in Canada and Australia, sales 
taxes at the Centre. The war brought great increases in taxation but 
it did not lead to great changes in the tax structure or in the financial 
relations between Federal and Provincial authorities or between Provincial 
Governments and Local Authorities. It did lead, however, to changes 
in the public debt structure as has been shown in the immediately 
preceding paragraphs. Like Britain, India is relying on its peace-time 
tax structure, supplemented by such emergency taxes as the excess 
profits tax and increased rates in regular taxes and duties, notably 
in the field of income tax and surcharges on customs. Owing to the 
large, very large, expenditures in India in connexion with the war (in 
1937-38, the pre-rearmament year, such expenditures would have been 
considered as beyond the bounds of possibility), and to the resulting 
increase in national income and purchasing power, it has been practi­
cable to increase the burden of taxation even on comparatively low 
incomes. Precautionary measures were taken to minimise or prevent 
inflation owing to the probable effects of the pressure of enhanced 
purchasing power on an insufficient supply of goods and services for 
private consumption. The existing surcharge on income was increased 
on a graduated scale and compulsory saving was introduced, especially 
in the taxation of lower incomes. Although incomes from Rs. 1000 
to Rs. 2000 were made liable to taxation, the liability is regarded as 
discharged if the person assessed deposits one and a quarter times the 
amount of tax in defence savings, which will be repayable with interest 

t Cf . .Jlemorandum on the Public Debt of India, 1912, Financial Department of the 
india Office. 
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one ytlar after the war. The burd_en of taxation is being apportioned, as it 
should be; with the least possible offence to the general sense of equity. · 
The ideal tax to-day is one which, without creating a feeling of iJ:tjustice or 
privation beyond a minimum, brings excess purchasing power in no small 
degree into Government coffers and which curtails the material resources 
and labour spent on non-essentials of war in such a way that morale does 
not suffer. Such taxes are difficult to devise and recourse must be had to 
taxes other than the ideal tax. An excess 'p:rofits tax on the British model 
has been introduced. It contains the familiar characteristic of blocking 

-~·business profits, although in a slightly modified form meant as an incentive 
to economy in business administration. · .. A contribution is made by the 
Government of an amount up to one-tenth of the tax paid to reserve for 
the re-equipment of industry after the war, provided the assessed person 
dotibies.theamount. His contribution is repayable one year after the war, 
with. 2 per cent simple interest. Excess profits taxation has a tendency to 
operate very unfairly, penalising some businesses very heavily and letting 
others off too lightly. It tends to put up the cost ofproduction by encourag­
ing extravagance, and it does not make sufficient allowance for the future 
needs of :firms which are now engaged on munitions of war .. Such firms 
will require reserves for the reconditioning after the war, and it is Govern­
ment policy to encourage theip. to build up such reserves. An emergency 
surcharge-of one-fifth has been levied on all customs import duties with 
the exceptions of petrol, the tax on which has been increased from 12 to 15 
annas a gallon, and of raw cotton, the tax on which has been doubled ; 
the excise duty on kerosene has been raised to the level of the enhanced 
import duty. There have been increases in postal and telegraph rates but 
no incre11se on that productive tax-salt. Railways, an important source 
of revenue, has brought grist to the mill. In the year 1942-43 the total 
additional revenue was estimated at Rs. 120 millions, and this must be 
added to the estimated revenue at the previous levels of taxation- Rs. 
1794·8 millions. The total estimated expenditure is Rs. 2265·5 millions, 
leaving a deficit of Rs. 35o-7 millions to be included in the Government's 
borrowing programme. For the next year, 1943-44, the estimated revenue 
on the existing level of taxation was placed at Rs. 199 crores 30 lakhs and 
expenditure at Rs. 259 crores 59lakhs, leaving a deficit of Rs. 60 crores 
29 lakhs. Of this prospective deficit it· is estimated to cover one-third 
by new taxation and the remainder by borroWing. India's own defence 
expenditure (i.e. excluding that incurred and paid for by the United 
Kingdom and other Allies)now touches over Rs. 40 lakhs, or £300,000 
daily. Defence estimates are three times their normal size. The scale of 
expeniliture of the Britisli Government in India is more than three times 
that of India's own expenditure and is increasing. The two outstanding 
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features of Indian public finance at the present time are the increase in 
national income resulting from the intensive development in India's 
resources with the resultant large expenditures on the war and the 
tremendous accession of strength brought about by the conversion of 
external to internal debt, and also by its being paid off. A third feature, 
already referred to, is the beneficial effects of the increased revenue from 
income tax on the Provinces. For 1942--43 the share of income tax which 
g()('s to the Provinces is estimated at Rs. 8 crores 37 lakhs as against 
Rs. 7 crores 39 lakhs for 1941-42. "This is considerably more than the 
total sum which, at the time of the Niemeyer Award, the Provinces were 
expected to receive at the end of the ten-year devolution period or than 
ever appeared to be possible before the outbreak of war." 1 

In the Budget of 1943-44 increases in income tax and also in new 
direct taxes were announced. Of the Rs. 20 crores to be raised by taxation 
direct taxation accounts for Rs. 7 crores. Income tax increases affecting 
incomes over Rs. 5000 per annum, and a uniform surcharge amounting to 
66f per cent over the basic rates of income tax, are imposed. The supertax 
surcharge on incomes exceeding Rs. 25,000 per annum is raised by one- • 
half an anna in the rupee, so that the surcharge on supertax runs from two 
annas in the rupee on the smallest incomes to ten and a half on the largest. 
The corporation tax is raised by half an anna to two annas in the rupee, 
and the excess profits tax is extended to cover the profits of a further 
period of one year, but the rate of 66-J per cent remains unchanged. The 
two new indirect taxes were an all-India excise duty upon tobacco and 
on the vegetable product known as vanaspati, used for adulterating ghee 
(or clarified butter). The scale of tobacco duties will mean an average 
increase of 20 per cent in retail prices and will bring in an additional Rs. · 
10 crores in the first year, and the yield of the vanaspati tax is estimated 
at Rs. 1 crore 40 lakhs. There has also been an increase in postal and 
telephone rates, estimated to yield approximately Rs. 1 crore 20 lakhs. 
It is interesting to see how in this Budget taxation has been increased 
mainly by indirect taxes and to a less extent by direct taxes. Nevertheless 
by ~lay 1943 inflationary tendencies of a serious nature (judged by an 
alarming upward turn of the price level, reckless speculation, profiteering 
and widespread hoarding) were evident. War taxation was not sufficiently 
drastic to draw off even a substantial portion of the increase in spending 
power brought about by the needs of a gigantic war machine. War 
savings were not sufficiently high. In a primitive and loosely integrated 
economy, such as obtains in India, the controls used by more highly 
developed Western countries could not be imposed without great difficulty. 

I Finance Member's speech on introducing the Budget proposals for 19!2-43 (GautU 
of bulia Ertraordinary, 2Sth February 19!2), para. 2!, p. 290. 
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Drastic action was called for in both the monetary and commodity fields. 
Surplus purchasing power was mopped up by an intensive effort of 
taxation, especially on war profits/ and by borrowing on the part of 
both the Central and Provincial authorities. Various forms of com­
~odity control were adopted, such as the Cloth and Yarn Control Scheme, 
the prohibition of advances of money against security of food grains 
except to licensees under the Food Grains Control Order (i.e. legitimate 
traders) and to producers of food grains. Forward contracts in cotton 
were stopped on current crops in May; no new company 'was to be 
forn1ed without Government permission so that the formation of mush­
room companies was no longer possible. The prohibition of bank advances 
against commodities, including bullion, resulted in a shake-out of many 
speculative positions. 

Owing to the impossibility of applying the methods of rationing and 
price control, as in other belligerent countries, the rise of prices and 
inflation have been greater than in .the United States and in the great 
countries of the British Commonwealth. _A$ mentioned above, the British 
Government has, since the beginning of the war, spent more in India 
than has the Government of India. Between September 1939 and April 
1943 the British Exchequer paid £438 millions and India herself spent 
£320 Inillions (a large sum for India) on India's defence. This cash pay· 
ment from outside led to the absorption of goods and services within 
India and increased the amount of purchasing power competing for a 
reduced volume of goods and services available for civilian consumption. 
The expendi~ure by the Indian and British Governments leads to inflation 
and it Inight have been wiser, all things considered, for the British 
Government. to have skimmed o:ff excess purchasing power by raising 
rupee loans.· By the end of July 1943 the campaign against inflation 
was beginning to bear fruit in several quarters. The inflationary trend 
in prices was checked and in some cases actually reversed. But it is not 

·yet enough to solve the problem. 
Another characteristic of Indian public finance is the great growth 

in sterling balanceS. The sterling balances are an asset of considerable 
potential value, and a Reconstruction Fund is being considered to pro­
vide for the financing of post~war reconstruction, including the rehabili­
tation andre-equipment of industry. Although the war has given much 
impetus to long-term industrial development, it will make it possible 
for the country to go ahead quickly with industrial development after 
the war when considerable re-equipment will be essential, and it will 
enable exporters in Great Britain~ to complete post-war programmes 

1 Twenty per cent of the profits liable for E.P.T. has to be deposited with the 
Government under the new regulations. 
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without worrying about remittance. It also makes it possible for the 
Government, as already noted, to arrange for future remittances of 
pension, which are between £5 and 6 millions a year. The scheme under 
considerat,ion is on the lines of the arrangement made for sterling railway 
annuities, and may be described as the purchase of a tapering annuity. 
The capital sum involved if those charges were capitalised would be 
considerable.l 

In conclusion, the war has led not only to the extinction of India's 
external Public Debt, but also to a change which, in the future, will affect 
the character and direction of her foreign trade. She has turned from 
the status of a debtor to that of a creditor country. 

1 Finance memoor's Budget Speech (1943--44), paragraphs 45-49: "The arrangement 
... would amount to the investment of a capital sum in return for which the Government 
of India would at stated intervals ree~•ive sums of sterling with which they would be 
in a position, as far as can be estimated, to meet these sterling obligations." 



PART II 

CHAPTER VIIJ: 

THE GENERAL PROBLEM OF INTERGOVERNMENTAL FINANCIAL RELATIONS 

CERTAIN conclusions emerge from the analysis in Part I of the Public 
Finance and National Economy of the United States and the Federal 
Se)f'-Governing Dominions and India. These Governments, Federal, 
State and Local, are taking a larger po.rtion than ever before of the national 
income and the character of the taxation system has assumed great 
economic importance. It was for this reason that the taxes were classified 
as they were, to show those which were on surplus and those which were 
on costs. This classification has been useful in judging the degree of regres­
sion of the structure as a whole. Expenditures have increased not only 
because of new services, especially those dealing with social security, 
which have markedly increased since the permanent ravages of the great 
depression of 1929-32 and subsequent years. War has also had its e:ffects, 

_ especially on Federal Governments which have had to finance the most· 
expensive of expensive wars. Assuming present trends to continue, the . 
impact of Federal policy in the future on the units, especially· Local 
Authorities, is likely to be greater than in the past. The tightening of 
the Federal grip on economic life is bound to lead to conflicts with State 
Governments and Local Authorities, and the need of realistic, exhalistive 
and precise enquiry is greater than before. The cost of government is 
rising over long periods in all layers of Federal Governments.. More and 
more demands are made on Governments. Higher standards are demanded 
for old services and at the same time new services are insisted upon. There 
is no possibility of the return of Government expenditures to the level, 
say, of a decade ago. Social security, high expenditure on education, 
sanitation and roads and growing armaments have come to stay. Even 
the last of these cannot be excepted from the rule. . Intergovernmental 
financial (or to use the American term, fiscal) relations must be analysed. 

The Rising Cost of Government ~nd the Competition for Revenues 
All this has increased the competition for revenues among Federal, 

State or Provincial, and Local authorities. Conflicts have been. between 
Federal and State authorities, between Federal and Local authorities, 
between State or Provincial and Local authorities, between State and 
State and also between nations. There has been a noticeable tendency 

222 
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for the overlying Government,, by its larger tax powers, to curtail or control 
the underlying Government. In the control of large-scale business, for 
example, as well in the sphere of stabilisation of employment and produc­
tion and the maximisation of national income, the Federal Government 
is, as compared with other layers of Government, in the strongest 
position. This, however, does not and should not mean the weaning of 
State and Local Governments. " Fiscal iridependence is a large sector 
of general independence, and the latter a large part of local self­
government which, in turn, has important democratic values. It has 
been suggested that another major war might put an end to federal 
systems everywhere. Whether or not this be true, it appears that a large 
degree of State and local fiscal independence does carry values of a very 
high order, and that they should not be sacrificed until the necessity is 
clearly demonstrated. It is not believed that such is yet the case." 1 

Decentralised government has a real value, and in large countries such 
as Canada, the United States, and Australia, government through the 
various Governments, whether Federal, State or Local, allows for 
diversity of local conditions, the development of citizenship and 
leadership and for the curtailment of bureaucratic methods connected 
with red tape and inefficiency. States or Provinces are responsible for 
many governmental services affecting the welfare of its citizens, as are 
Local Authorities. It is natural that, however carefully a constitution 
is drawn up, there will be at some point or points overlapping and 
conflict as each authority is resentful of encroachment by the other. 
A logical or clear-cut solution of financial relations is impossible in a 
Federal Government which is itself, of course, a compromise. No single 
panacea in financial relations is possible and no single method for co­
ordination is possible.2 Little progress has been made in the past by 
thinkers on the problem because they have tended to be too drastic or too 
grandiose and have not taken into consideration sufficiently the historical 
or practical aspects and the co-operative aspect of the problem. With 
the development of income taxes in Federations the overlapping of tax 
powers has greatly increased in recent years, and to-day in the United 
States, for example, about nine-tenths of combined Federal and State 
taxes come from common tax bases : only customs duties under the 
Constitution are denied to the States, and the property tax and perhaps 
the motor vehicle licence to the Federal Government. This common base 
applies in a less degree to State and Local taxes, as the States in recent 
years have been giving up the property tax to Local Governments as an 

1 Senate Document No. 69, 78th Congress- Report of the Committee on lntu. 
govm~m~ntal F~ RelalioM- Major Conclusions and Recommendations. Treasury, 
Washington, D.C., 1943, vol. i, chap. i. 

I In this connexion see Harold M. Grm·es, Financillfl Got•mtm~nl, New York, 1939. 
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exclusive source owing to the introduction of gasoline and similar taxes. 
Local tax powers being delegated powers in the United States handicap· 
Local Authorities in two ways-by limiting tax rates rigidly and also by 
extending tax exemptions. The greatest limitation, however, to Local 
Authorities arises from economic limitations owing to smallness of area. 
An income tax or a tax on companies could be easily evaded if imposed 
by a small Local Authority especially in these days of easy communica,tion. 
As has been shown recently in Canada and Australia, a heavy overlapping 
tax, such as a State tax on income, may deter the Federal Government 
from developing fully a Federal source of revenue, and it is for t~ reason 
that Provinces and States were, for the duration of the war, precluded 
from this means of revenue. In any integration of Federal, State and Local 
taxation we must realise squarely the difficulties and the fact that no single 
system will be the best for all layers of Government. • Miss Newcomer 
has emphasised that the larger jurisdictio~ would be in the long run the 
most efficient, and this would concentrate the revenues with the Federal 
Government. This would mean, unless we were willing to entrust the 
Federal Government with the administration of practically all functions, 
that new problems of redistribution of revenues would have to be faced, a 
fact overlooked by some enthusiasts for efficient tax administration. In 
aiming at co-ordination we must remember the increasing national 
economic integration and interdependence, arising especially from inter­
State trade, increased communications, and the· growth of large corpora­
tions. These have increased problems of inter-State competition and 
multiple taxation. 

The Co-ordination of Public Revenues and the Reallocation of Functions 
What, then, are the methods of solving this problem of increased 

conflicts due to overlapping and competitive tax systems 1 In the first 
place there is separation of revenues. This has been tried at various times 
in the history of Federal Governments. It has, for example, been tried in 
India, but even in the field of income tax which was at first almost entirely 
Federal, Provincial Governments were given, as we have seen, a share 
under the Niemeyer award and the 1935 Government of India Act. The 
great merits of separation are that it avoids the difficulties of double 
taxation and the collecting authority spends the proceeds of the tax. Its 
disadvantage is that itproduces rigidity in the tax structure and therefore 
makes it less adaptable to changing circumstances. Apart from this fact, 
there. is the practical difficulty. It is too revolutionary a change. Would, 

. for example, in the United States eithe'r the Federal or State Governments 
give up personal income taxation, corporation taxes, death taxes, liquor 
or tobacco taxes~ Would the Federal Government give up, too, the 
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gasoline tax ? It might, if State Governments would forgo the taxation 
of tobacco. The problem has only to be stated in this form to emphasise 
its inherent difficulties. The fact that Federal Governments are not static 
but dynamic is often overlooked. The first Constitution of the United 
Stat-es, for example, gave the Federal Government no independent somces 
of revenue and was supported by grants or requisitions from the various 
States, requisitions because the Federal Government made periodical 
requisitions upon the States. This failed, and the new Constitution gave 
the Federal Government jndependent revenues. Similarly the German 
Government were given certain independent sources, but these, being 
inadequat~, had to be supplemented by grants from States known as 
~Iatricular-Beitrage. As the Central Government acquired greater 
authority, greater independence and vitality, such arrangements became 
out of date. To-day the importance of income taxation in the Federal 
field of taxation has only to be mentionl!d to be realised. It would be 
unwise at the same time to ask States or Provinces to withdraw from the 
income tax field as this would discourage access to progressive and per· 
sonal taxation. No tax, moreover, is so fair as the progressive personal 
income tax, as it comes nearest to the best standard of ability. It increases 
progressively with income, and the nature of income and the size of the 
family are taken into consideration in the determination of the amount 
of tax. In short, tax-paying ability is more closely followed than in any 
other tax. These facts must be considered in the problem of the integra­
tion of Federal and State revenues. Mutual adjustment has to be con­
sidered. To abolish every form of competition in intergovernmental 
financial relations is impossible. 

A second solution is the sharing of the same revenues between 
layers of Government, due attention being paid to the interests of the 
taxpayers. This reduces conflicts between jurisdictions, although it 
may be argued with some force that it sacrifices independence. In 
practice, however, there are more similarities in taxation practice than 
is generally recognised. It is more common to emphasise dissimilarities 
than similarities. The common form of sharing is a single collecting 
agency and for a division of the yield among the layers of Government. 
The great ad,·antages are economy coupled with simplicity. On the 
other hand, there is loss of independence and a sense of inferiority on 
the part of the smaller authorities. There is also the uncertainty of 
what the yield will be from year to year. Lastly, there is always the 
difficulty of the basis of the distribution whether it should be population 
or taxable capacity or what. It is sometimes suggested in this respect 
that supplements or additions agreed on after consultation should be 
adopted, the Federal Government being the primary collecting agent and 

Q 
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the State having the power to add supplements or addltions of its own. · 
There are, combined with the advantages of supplements such as economical 
administration, absence of compulsion and of duplication of taxes and the 
feasibility of increasing or decreasing ·the supplements to ~uit particular 
needs, disadvantages arising from diversity of conditions in the separate 
States making for diversity in the pattern o~ the tax. The most that can 
be hoped for is the combination of the greatest number of advantages 
with the least number of disadvantages. The late Professor E. R. A. 
Seligman was a believer in supplements ai).d a_dditions as a plan of 
co~ordination because the State could lighten the burdel!l of the particular 
tax on localities to the extent thought desirable, and with a spread i:n the 
burden over a wider area a due balance between direct taxation such as 
that on real property and indirect taxation would be possible. " A 
survey," he said, "of the entire situation cannot fail, with moderation 
and goodwill on both sides, to bring about mutual adjustment, as workable 

· as it is equitable." 1 Centra1 administration of taxes side by side with 
decentralisation of Government is rapidly gaining ground. Federal aid to 
States and Provinces and State and Provincial aid to Local Authorities 
has in recent years been . not~ceable in the United States and Australia. 
A modified form of sharing, sometimes regarded as a separate device, is to 
have a single administration for the tax and to leave such jurisdiction to 
fix its own rate on a uniform base. Thus economical administration and 
a uniform base are combined with independence on the part of each layer 
of Government for the amount of the tax. Its drawback is again rigidity. 
The base may be inadequate. This device is sometimes, and perhaps 
rightly, regarded as a separate method for redJicing conflicts. 

Another device is the system of grants which have been developed in 
some Federations, as for example in Australia, more than in others. 
Provided the grants-in-aid do not curtail local self-government, they are 
an adva11tage. On the othe~ hand, cases are known in which these grants­
in-aid have led to extravagant and unwise expenditure and control. The 

· system of grants from the centre is in origin British and ill over a century 
old. It is to be found in the North America Act and at the end of last 
centtiry it began iri the United States, for example New York where the 
State attempted to lighten the burden of the local property ·tax. Federal 
grants came later and have developed with the demand for better services, 
especially roads. As these Federal grants do involve a certain degree of 
subordination, certain States have looked at this system with some mis­
giving. It is, however, a system which has proved, especially in the self-

1 Seligman, " The Co-ordination of Public Revenues ", p. 579, Economic Essays in 
Horwur of Gustav Oa~~sel: London, George Allen & Unwin, 1933. Cf. G. Findlay Shirras, 
The ScieMe of Publw Finance, vol. ii, p. 736: London, Macmillan & Co., 1936. 
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gowrning Dominions, worthy of ext~nsion and the Committ~ on Inter­
government<\} "Fiscal Relations in the enited Stiltes has suggested that 
Federal grants-in-aid, to effect 8 national minimum in Yarions services by 
which 8 minimum standard should be pronded throughout the States of the 
l"nion without over-straining Local resources and differential aids, should 
start with elementnry \.'duration. It is true that education in Federal 
Constitutions is usually by the Constitution a matter for State and Local 
Gowrnments, but with the moYement for more and better education 
Federal assistance becomes more insistent, and in some Federations, 
especially • .\.ustmlia and India, is overdue. "With few exceptions 11

, says 
tht> Committ~e of lntergovernmenh•l Fiscal Rt>lations, "the Stat4>s lowt>st 
in financial ability are making the greatest relatiYe effort to support 
public education. The poorer areas usually show the highest birth rates 
and the under-prh-ileged indiYiduals frequently migrate in later life to 
areas of greatt>r economie opportunity. The importance of public educa­
tion in raising the level of consumption and production in sub-aYerage 
areas and its possible effect in reducing future outlays for relief, health, 
welfare and rehabilitation are also stressed. Citizenship interests in mini­
mum standards for education are obnous. Considerat.ion of local tax 
relit>f also enters the argument .... It is not an acceptable feature of 
our way of life to keep large sections of the population in ignorance. Of 
all the functions of government which might be candidates for national 
minimum status gt>neml education has the strongest claim .... Wise 
Ft>dt>ralleadership with regard to edueational development in the Fnited 
States can make an impressiYe contribution to the economic, political and 
cultural life of the COlmtry." 1 The Federation, in seeondary and higher 
education, espt-cially the lattt>r, might assist indinduals rather than 
institutions through scholarships, but no hard·and-fast rules can be laid 
down as to assistance from Federal ftmds for either second,•ry or higher 
education. In South Africa and in the United States the average expendi­
ture pt-r pupil in awrage daily attendance Yaries wry widely between 
whit~s and negrot>s, and such wide differences raises the problem of the 
effectiwness of Fedeml assistance alone mnking educational opportunity 
more equal. On this mattt>r consultation by the Federal Gowrnment 
with the units should produce beneficial results.1 

1 &-natt'l Docume-nt Xo. 69-Re-port of the Committee on bllagol'l!'rllllllHI<U Fi..<ral 
Rdatio~. vol. i. Tt't'asury Dt-partment. Wa.iliingt\ln, D.C., Jon~.> 1943. 

• Xothinr has ~n brought out so dt\Cirh· in this Stud"\' as the wide 'I"'IIiations in the 
etand&r\is of ct'ducation prondNl by the uniu· of the fNlt'rations studie-d. Tht"SE! variations 
areo &!so to be ob~!t'I'TM bet'K('>(>n FNlt'rations. It is thE' duty of the Fl"'it'ral Go;emml'nt 
to lk"'!! that no unit fa.lls below a l"E'rtain minimum sinre ~ucation l'nablt't! dtiuns or 
pott'ntial citizt>ns to be and to do soml'thing. It is indN'd a preparation for tiring by the 
c11iu>n and ia dynamic, i .. t. it require~~ to be brought up to dl\te from time to time. The 
adnwtagt'll of more and better e-ducation in relation to a higher national income are 
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Another system of co-ordination is to be found in the system of credits 
which has been most developed in the United States. It is a comparatively: 
recent device and was introduced to meet the p~oblem of death duties. 
It has worked smoothly and merits wider extension. It has, however, 
been criticised as it involves some compulsion, because to obtain the credit 
the State should have an identical system of. tax. Some States had no 
death duties or had duties collected on a different system, as, for example, 
an inheritance tax or a tax on each share inherited. To-day, except 
Nevada, all States in the United States have fallen in With the Federal 
system of estate taxation. When anyone pays the Federal tax he is 
credited with 80 per cent which may be payable to the State. The State tax, 
therefore, costs the State and the taxpayer nothing. Similarly with the 
pay-roll tax credit. Pay-roll taxes, as shown elsewhere, were introduced 
under the Social Security Act and are for old-age pensions and unemploy­
ment benefits. If the system of credits were extended it might lead to 
bad spending since the States are not responsible for the tax. 

It will thus be seen that in all the Federations studied there is com­
petition among taxing authorities. None of these Federations is of the 
Soviet or German type. In the Soviet Republic finance is centralised to a 
high, a very high degree, the Central Government in Moscow controlling 
the finance of the States. In the Reich there is almost complete centralisa­
tion of finance. In the old Federation of Switzerland, on the other hand, 
there have been at work methods of smoothing over competition among 
taxing authorities. The Federal Government gained more power in direct 
taxation which previously had rested with the Cantons, and the Cantons, .. 
by assignments of revenue or subsidies, were won over to this centralisa­
tion. Indeed the Cantons may be said to rely far too much on the Federal 
Government. From the viewpoint of competition among taxing authorities 
the Federal Governments of Mexico and of the South American :Republics 
and China repay study but are somewhat outside the scope of the present 
chapter. What is crystal-clear is that Federations being in their origin a 
compromise, the democratic Federations of the United States and the 

obvious. In the United States, to quote but one example, the educational advance of 
California, New York, Wisconsin and New Jersey is much greater than in many of the 
States of the west and south. " The number of individuals enrolled in elementary schools 
include& 96 per cent of all persons in the State (of New York) between the ages of six 
and thirteen years ; the number enrolled in secondary schools includes 78 per cent of 
all persons between fourteen and seventesn years of age; and the number enrolled in 
advanced and professiona.l schools includes 17 per cent of all persons between the ages 
of eighteen and twenty-one years" (cf. Luther H. Gulick's Report, Ed'IJQJ,!ionfor American 
Life, The. Regents of the University of the State of New York : New York, :M'Graw 
Hill Book Company, 1938, p. 7). The necessity of improving school district organisa.· 
tion is dealt with in the sa.me Report, chap. iv. The duties of Federal and State or 
Provincial Governments in educational finance MWf 'the war are obvious, especially in 
Australia and India. 
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self-governing Dominions have to meet this competition for rewnues not 
by any single method but by a combination of methods promising the 
greatest benefits, and the future rests in a system of co-ordination of 
public revenues. Separation of sources, sharing of revenues, grants-in-aid, 
credits, supplements, joint administration and reallocation of functions 
will not individually achieve the desired results under all conditions and 
each method will have to be tried out. Each country has its own problems 
and no clear-cut solution, as already noted, is possible. Each problem 
has to be considered on its own merits, and this demands intergovern· 
mental co-operation in no ordinary degree. A full and genuine co-operation 
free from suspicion of every sort is called for. This is no easy matter where, 
as in the United States, the number of taxing authorities is at least 175,000, 
and where overlapping is prevalent especially among hopelessly small 
authorities. 

The methods of reducing conflicts among competing jurisdictions as 
described above are not in themselves able to solve all difficulties. There 
are problems unconnected with overlapping Governments but among 
co-ordinate governmental units, for example those in which the Federal 
Government competes with State or Provincial Government~ in the taxa­
tion of income and of business. City often competes with city or Province 
or State with Province or State in attracting industries with the bait of 
limited tax exemption for a number of years. With the rise in taxable values 
as a result of this policy there is often a rise in the cost of Government, as, 
for example, in the social services. The competition of States, too, is well 
known especially in the United States, where the attraction of a taxless 
paradise may result in the drift to the State of wealthy tax-dodgers 
attracted by such advertisements as "Friendly Florida, where escape 
from the rigors of northern winters may be combined with freedom from 
double taxation " cannot pace credits for death duties, etc., always be 
given effect to. There are, too, the taxation of inter-State income of 
companies, State income taxation of non-residents, favourable taxation 
of stock transfers, State tariffs designed not so much for tax revenue 
protection as for the protection of industries in the State itself such as 
taxes on liquor, tobacco and gasoline .. These and similar conflicts do not 
admit of any clear-cut solution but rather to beautiful compromises and 
to solutions by the Federal Court interpreting ths Constitution to suit 
changed times. TempMa mutantur, nos et mutamur in illis. Since the 
great depression of 1929-32 in the United States, Canada and Australia 
there have been revolutionary changes in Federal functions and powers 
and, as one Committee has phrased it," The legal boundaries of' interstate 
commerce ' have been and are still being broadened ; a new element of 
flexibility in the interpretation of the Federal Constitution has appeared ; 
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and precedents for the use of the Government as an instrument for dealing 
with depressions and unemployment have been established." Neverthe­
less each problem must be settled on its merits -its advantages and dis­
advantages. In Australia and India the Federal Government almost 
certainly should provide a larger portion of the cost of education by a 
generous grant-in-aid system, and in the United States and Canada the 
Federal Government, apart from a limited number of relief works, should 
participate in outlays for direct relief to a larger degree. Unemployment 
and social security generally are national problems and much is to be 
said in favour of the Federal Government taking a leading position in 
this respect. But in the large Federations what may suit one State may · 
not suit another and so local experimentation to suit local diversities may 
be advantageous. Were social security to be inaugurated now it is 
probable that it would be best done by the Federal authority. But 
historical and constitutional reasons in some Constitutions make this 
at present out of the question and little is to be gained by threats to 
federalise. Hastening slowly is the best policy .• ,Similarly, as a solution 
of inter-State competition for the incorporation of companies a Federal 
Charter would be advisable and is a change long overdue, especially 
in the United States where States with the weakest regulations for the 
incorporation of businesses have got most of the business. · Similarly, too, 
re-allocation of functions may be advocated in 'regard to the States (or 
Provinces) and Local Authorities in the control of education, roads and 
welfare. There is still much work to be done here, since in the Federations 
studied there is a dearth of statistical and other information on the 
relative efficiency of the various units in regard to such services. With 
the revolutionary changes noticeable in all the Federations in the powers 
of the Federal Government -in many cases by a flexible interpretation 
of the Federal Constitution to meet the change of circumstances -the 
reallocation of functions and powers has assumed new importance.· 

Three further points remain to be discussed -problems of inter-State 
relations, financial policy in relation to full employment, and the general 
solution to the general problem of intergovernmental financial relations, 
effective machinery for a close and continuous co-operation . 

. Problems of Inter-State Relations 
Multiple taxation on personal and corporate income, on death duties, 

on railways and on capital stock by which two or more States impose 
a similar tax· on the same base, could be reduced by agreement among 
States or Provinces.: the main directing force should be the Federal 
authority in the Federation.. Multiple taxation is as it were a trade 
barrier and should be prevented by the· Federal Government. The 
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American Committee on Intergovernmental Fiscal Relations summed up 
the position thus : " While the States can and should do something 
through reciprocal legislation to reduce the amount of multiple taxation, 
the main impetus for improvement will have to come from the Federal 
Government. This means some interference with State and local fisc.al 
independence, but in the long run it will support such independence. It 
is a case of amputating a finger to preserve the arm. The Federal Govern­
ment should seek to acquire the right of determining State jurisdiction to 
tax by means of favours and subsidies extended to the States. It may be 
questioned that Congress and administrators are wise enough to perform 
successfully a role which is now gradually being abandoned by the Supreme 
Court. But there is fair agreement concerning many matters of jurisdic­
tion -a proper allocation formula for corporation income, for instance -
and the States, with one or two exceptions, have no very high stake in 
jurisdictional vested interest. Some jurisdictional problems will have to 
be settled by compromise. Increasing multiple taxation acts as an 
unfortunate penalty upon cosmopolitan ownership and business, a sort 
of trade barrier, which it is the natural role of the Federal Government to 
prevent. It should not shirk its proper task in this matter." 1 This view 
applies to other Federations, such as Canada and Australia. Some, such 
as India, have a comparatively clean slate to write on and should take 
early action to prevent the difficulties that have arisen in the older 
Federation multiple taxation. In other directions, too, the Federal Govern· 
ment should take the initiative, for example in equalising by grants-in­
aid and other ways the great differences that occur in Federations. Thus 
in Australia the Commonwealth Grants Commission set up in 1933 
reviews annually applications made by the States of South Australia, 
Western Australia and Tasmania for financial assistance from the Common­
wealth. The relative taxable capacity varies with the industrial develop­
ment of the units. Wealth and income tend to gravitate to the centres 
of population. It is a duty of the Centre and of the States or Provinces 
also to mitigate the maldistribution of wealth and income of the various 
groups, including the smaller Local Authorities. There is much difference, 
for example, between the Western States of the Dominion of Canada and, 
say, the State of Ontario and in the Commonwealth of Australia between 
Western Australia and Victoria. In the United States the per capita 
income, as we have shown, is so high that the rate for old-age pensions 
in California would be out of all proportion to that in, for example, 
Wyoming or the poorer States or portions of the States in the South. 
The average old-age pension in 1939 in California was $345, and this 

t Senate Document No. 69, 781 h Congress- Report of Committee on ]nlergo!'ermnmtal 
Fiscal Relatio118, .June 1943, ¥01. i, 
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exceeded the per capita income of the poorest State by no less than 70 per 
cent. It was also actually above the per capita income of ten States in 
1943. The Federal Government in Federations has, as already noted, 
more than a watching brief for the general good when States or Provinces 
by indirect means raise what are in effect barriers. to trade by the taxation 
of margarine and liquor manufactured outside the taxing State or by the 
special inducements offered to industry to settle within the State, such as 
exemption from State taxation for a limited period and in other ways.1 

Here again there is scope for closer co-operation and continued discussion 
and in some cases for reciprocal legislation. There must be not only co­
operation among the units, which are in reality semi-independent demo­
cracies bound together in a common tradition, but also between the Federal 
Government and the units. In most Federations efficient co-operation 
in Federal-State or Federal-Provincial relations is far from satisfactory. 

National Investment Policy and Full Employment intergovernmental 
financial relations in recent years have been profoundly affected by the 
problem of full employment, and this has involved Federal, State or 
Provincial, and Local Governments. These revolutionary changes may 
be traced to the great depression of the early thirties and to a realisation 
of the fact that it is technically possible to secure full employment at a 
price that democracy can pay in peace as well as in war. Deficit :financing 
and a national investment policy have been studied as never before, 
especially in the United States and in a unitary Government like Great 
Britain. The conception of the interests of the electorate not merely as 
taxpayers but as producers and consumers has led to a new emphasis on 
the importance of maximum public expenditures and to a study of the 
economic activity of a country and not only to that part of it, about 
one-fifth or one-quarter, covered in the Budget itself. It has also been 
appreciated that at least in the short run it is better to increase Invest­
ment than to reduce saving or subsidise consumption: An Investment 
policy is easier to control and its ultimate effect is greater, i.e. in Keynesian 
language the multiplier is larger. It is now realised that when the com­
munity spends less than is required to purchase its output, when it saves 
relatively more than it is investing in durable goods, cyclical depression 
occurs. The community is saving in money but not in real terms, or in 
other words is attempting to enrich itself by piling up claims on itself in 
preference to accumulating goods of durable value. To cure this state 

1 " Florida started her land boom of the nineteen-twenties with constitutional amend· 
ments prohibiting state inherit&nce and personal income taxes, and followed this up by 
.advertising for wealthy residents. These efforts were partially nullified a short time 
afterward by the Federal est&te t&x credit" (M. Newcomer, Ta:wti011 and Fi.roal Policy, 
New York, Columbia University Press, 1940, p. 58) .. Cp. Facing the Ta:e Problem, The 
Twentieth Century Fund, New York, 1937, in which the same author collaborated, 
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of affairs the Government can reduce unemployment by giving consumers 
more money to spend. The encouragement of consumption at the expense 
of saving is sound policy in the long run, but if the depression or unemploy­
ment results from a deficiency in Investment the solution is to increase 
Investment, i.e. to control capital creation to make it large enough and 
regular enough to absorb the savings of the fully-employed community. 
In modern industrial States such as the United States, Great Britain and 
Canada there is always a tendency to save too much, to save, that is, 
more than is invested in durable goods. By full employment we do not 
exclude normal minimum unemployment when men and women change 
their jobs and draw benefit for a week or two. There must always be 
some unemployment of this sort. Full employment is compatible with 
this. There must be a certain amount of mobility of labour. Full employ­
ment is also compatible with seasonal employment, which is different 
from mass unemployment. What is known as " structural unemploy­
ment " arising in particular areas or industries is also excluded, although 
under full or mass employment it should be possible to drain away such 
pockets of unemployment. " Structural unemployment " does not arise 
from the same cause as mass ~nemployment, which is caused by cyclical 
depressions, from the lack of balance between the voluntary savings of 
the community and investment in durable goods, expenditures on the 
maintenance and increase of the community's machinery and other 
physical assets. The cure must be the community's investment in capital 
goods to an extent that will use the savings of that community regularly 
from year to year. The policy should be for the Government to stimulate 
capital enterprise by productive enterprise (both privately and publicly 
owned) and then to follow this up by its own schemes called for for reasons 
other than the maintenance of full employment. Unproductive public 
works should be undertaken only when the other expedients are exhausted. 
In the category of " private " productive enterprise are included all 
concerns including public corporations financed independently of the 
Government. As much as possible should be financed through private 
individuals and corporations, including publicly-owned concerns which 
do not depend on Government for their finance. There will be then no 
danger of too rapid State control. As has been well said, " The reasons 
for keeping the role of the state as small as possible are twofold. Large­
scale state financing of investment involves the stability of the monetary 
system ; and a gradual spreading of state control, by way of capital 
investment, into every corner of the economic system at the mercy of 
any political adventurer who can capture the political machine. Let 
there by all means be public ownership and collective control, but exercised 
by agencies other than the State itself. . . . If self-supporting business 
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(priv;te or public) can be ass~ed of low interest rates and of freedom 
from the risk of cyclical depression, there is no reason to believe that, in 
most years at least, it will not freely engage in as much investment as is 
required. Tlie control of that investment by the state will be necessary -
but that is a different and much less dangerous matter. The second risk 
is the monetary one. . . .' State investment, especially if it is large, almost 
inevitably leads to the expansion of bank credit- that is, to the creation 
of money." 1 As Dr. Schacht proved in Germany, there ·is no danger 
when there is no full employment, and as modern theory shows, the 
price level does not depend rigidly on the quantity of money in circulation. 
We may have to accept as the price of full employment som:e changes in 
the value of money, but there is reason to believe that a policy of full· 
employment could be followed out without a severe change in monetary 
values. The greatest danger to be faced in any policy of full employment 
is underestimating the extent to which funds will have to be spent. In 
the past the problem has been only toyed with and is much greater than 
is ordinarily imagined. Mr. Roosevelt's pre-war deficits of $5 billions 

· should have been something of the order of from four to five times as 
great, and a figure of £1200 millions would have been required in Great 
Britain in 1938 to have secured full employment. In that year £500 · 
millions were spent from savings and £400 millions from depreciation 
funds, and another £300 millions would have been required to be spent on 
capital goods to have attained full employment. To get remunerative 
investment both direct methods, such as guarantees against risk and 
adjustments of taxation (e.g. varying the rates allowed for depreciation in 
the taxation of income), and indirect methods, such as the control of the 
rate of interest to keep it low, would be required in the attempt to 
equate the total of investment exactly with savings at the highest 
level of the employment of resources. If the policy were executed on a 
sufficiently large scale it could not fail to succeed. It would mean a con­
siderable control over international trade by the stimulation of exports 
and by a system of priorities for imports. Capital movements also would 
have to be controlled to prevent flights of capital such as wrought 
havoc to national schemes a decade ago. The effects of severe crises 
abroad would also have to be guarded against. But full employment is 
not against an expanding international trade although it is against what 
may be called the automatic technique of an uncontrolled market, and 
when a nation keeps its purchasing power at a maximum this in itself 
stimulates foreign trade. 

1 Economist, London, 17th Oct. 1942. 
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Budgeting for Employment 

The policy of full employment raises two other issues : (1) the creation 
of the "two-Budget system'' and (2) the use of taxation as a means of 
stimulating investment. We have already referred to the comparatively 
new concept of the interests of the electorate not merely as taxpayers 
but as producers and consumers, which is a far cry from nineteenth­
century Budgets which were regarded as full and true national balance­
sheets. It was considered wise and sound finance to curtail expenditures, 
especially in times of stress and strain, just when unemployment was 
bad and an expansion of public expenditures most essential, and with 
this there was the fetish of the " balanced Budget , which meant a 
curtailment of expenditures to meet the fall in revenues. Obviously any 
such policy put the stabilisation of economic life quite out of court. The 
present war showed as cleaPly as the noonday sun that deficits are not 
only unavoidable but desirable in certain circumstances. Expenditure 
could not be confined within the limits of taxable capacity if the maxi­
mum war effort were to be attained, and this optimum expenditure or 
optimum deficit, after optimum taxation had been reached, could not be 
arrived at by the traditional methods of public finance. What was 
absolutely necessary was an estimate of the whole national income of the 
country split up under well-defined heads and not mer~ly the activities of 
the Government which formed part of it. In short, financial equilibrium 
was not to be arrived at by ordinary budgeting between revenue and 
expenditure but by an equilibrium between spendable income and avail­
able resources, by seeing how far expenditure could be extended and how 
far it should be covered by taxation. The gap between the two is the 
inflationary gap and then steps were taken to close it. Budgeting on the 
basis of national income and national expenditure has been successful in 
war and in peace it will be equally necessary if full employment is to 
prevail, as it must. It must be possible to measure the deflationary or 
inflationary gap. If it is deflationary it will mean the missing capital 
outlay required to have full employment, the deficiency of actual loan 
expenditure over the potential savings of the community if the resources 
of the community had been fully used in production. This means up-to­
date and reliable statistical information on the national income similar to 
that in the British White Paper 1 together with other data such as that on 
private construction works. It is then possible with yearly and quarterly 
data to have fairly reliable information on private investment, and from 

1 An Analysis of tht Sources of War Finance and an Estimate of tht National Income 
and Expenditure in 1938, 1940, 1941 and 1942. Command Paper 6438, 1943. J.ondon, 
H.M. Stationery Office. 
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this a policy of continuous full employment is possible. It will mean, as 
in Sweden, two separate Budgets annually : a revenue Budget including 
all current expenditures on defence, administration, interest on the 
National Debt, and expenditure including that on the. maintenance of 
State-owned capital assets. This "revenue" Budget will be balanced. 
The capital Budget will not be " balanced " except in the sense that it 
·will have led to the creation of additional capital assets, both productive 
and unproductive, and it will be met from loans. · The test of expenditure 
in the capital Budget will be whether it will be profitable from the social 
point of view, i.e. whether the national income is raised by as much as the 
interest on its cost. Housing, roads, education and public health all 
require huge outlays and yield a return in greater productive power of 
the. people and in greater health and happiness. Social profit in the 
planning of public expenditures must be the criterion for the annual 
capital Budget. The two-Budget system is not in any sense a device to 
clothe a deficit with respectability and it must be scrutinised constantly 
by the Government in its everyday working just as the revenue Budget 
must be scrutinised constantly by the Treasury or Finance Department 
at the Centre so that the ordinary expenditure from revenue is covered 
by ordinary revenue. Indeed both must be examined with care, although 
on different principles and by different officials. Capital expenditures 
after the war will have to be allotted according to a list of priorities 
allocated to meet national needs. Large-scale public investment will 
have to dovetail into private investment and this presupposes much 
careful planning and Government direction. 

Taxation may also be used as a means of stimulating investment, or 
if need be the reverse. As indicated in Part I, this is an aspect of taxation 
policy that is a corollary to a policy of national investment for full employ· 
ment. In war, taxation policy is used to skim off the greatest possible 
amount of purchasing power from consumers above the minimum necessary 
for health and morale to Government for the winning of the war and to 
prevent the inflation that is always likely to occur when increased purchas­
ing power consequent on high earnings competes for a diminished stock of 
goods and services. In peace-time every Government worthy of the name 
aims at increasing the standard of comfort of its citizens ; in war-time 
the reverse policy has to be developed ruthlessly in order that the Govern" 
ment may have the maximum of goods and services at its disposal. To 
achieve this the highest amount of taxation possible must be levied on 
personal incomes and on corporate profits (see chart opposite). Sales 
taxation must also be so high as to prevent the purchase of goods that 
can be done without. Taxation must be used with rationing, prohibition 
of manufacture or of imports, etc., as part {)fa policy to divert everything 
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to the winning ofthewar.1 Each tax in the tax structure must be examined 
and fitt.ed into the whole. This is not an easy matt-er any more than 
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is the fitting-in of parts of a jig-saw puzzle. The central principle of 
policy should be t.o see that the total of inwstment exactly equals the 
figure carefully arriwd at, neither more nor less. Taxation is one of the 
equalising methods and is direct and positi\e although its efficacy should 
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not be exaggerated. The ~llowances to companies or 'corporations for 
maintenance and depreciation should be capable of change from year to 
year. A National Investment Board would facilitate investment when the 
national economy required it, and it could also do the reverse. It would, 
therefore, not only discourage unsound investment but would facilitate 

· investment, and it could release large sums for investment when it con­
sidered the time opportune.· The Board could also work closely with the 
Treasury, whose taxation policy, especially in the short period, should 
harmonise with its own. Here again the co-operation of the Federal 
Government, States or Provinces and · Local Authorities, including the 
cities in the Federation, ·would not be ·easy to achieve but is never-

. the less essential. Beautiful things, as Pindar reminds us, are hard. The 
hardships of any heavy tax plan are infinitely less in the long ruii than 
serious inflation. The timing of the taxation as well as its amount and 
nature are important factors to be considered. 

Conclusions on the General Problem of FinarwiaZ Relations. 
What, then, are the conclusions 1 After a detailed examination of the 

financial structure of the Federations studied, together with a detailed 
examination of the trend of events in each Federation in recent years and 
of recent reports on the subject, certain broad facts emerge which, in the 
words of the English Prayer Book, must be read, matked, learned and 
inwardly digested. The Report of the SpeCial Committee on Inter­
governmental. Fiscal Relations 1 in ·.:.the United States (June 1943), 
the Report of the Royal Commission on Dol:ninion-Provincial Relations 
in Canada ill three volumes with several appendices,2 the Reports of the 
Commonwealth Grants Commission iSsued annually since the passing of 
the Australian Commonwealth Grants Commission Act, 1933, not to men­
tion the decisions of the Loan Council, referred to in Chapter V, together 
with official and non-official Reports on South Africa and India, lead to 
the irresistible conclusion that no single plan to solve intergovernmental . 

, financial relations is possible. There are some who favour complete 
centralisation on .the ground that recent history proves that State or 
Provincial and Local independence has outlived its usefulness. There are 
others who emphasise that Federalism means State and Local freedom, 
and the price paid for this is the friction between taxing authorities which 
at present obtains. There is a third school which thinks it possible to 
have a completely perfect system but without any change in the functions 
of the various layers of Government. Examples of all three schools of 
thought may be illustrated from the Reports already quoted and, in the 
British Commonwealth, also from Budget speeches and from the proceed· 
ings of Premiers of the States or Provinces with the Federal Government. 

1 See Appen~ix II. I See Appendix I. 
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The deviet>s of co-ontinntion referrt>d to in this chapter cannot be applied 
under all conditions and the special historical accidt'nts in each country 
cannot be overlooked. Another conclusion is that constant readjustment 
of financial relations will be essential and no one solution suitable for all 
time is possible. Thirdly, the Federal systems studied recognise the value 
of decentralised government although in very varying degrees, and they 
have a tradition be~ind them based on a Constitution and interpreted by 
a Federal Court or the Privy Council to suit changed conditions. These 
Fed('mtions cover a wide territory with divergent conditions and view· 
points. It is, therefore, reasonable that a decentralised form of government 
should be recognised, and this is, all things considered, preferable to any 
centralised administration. Each layer of Government has its important 
function. Thus with the increased development of social security, large· 
scale business and national activities generally the Federal Government 
has a most important part to play, but this should not be at the expense 
of the States or Provinces, cities or other Local Authorities. Financial 
independence, it is rightly said, is part of general independence and the 
latter is important in local self-government. In recent years, and especially 
in war, Federal administration has made tremendous strides in the field 
of public expenditures and in taxation, and this has meant a severe strain 
on the other lavers of Government. The United States, Canada and 
Australia in the ·'thirties are examples and the German Federation is an 
extreme example. The Nazis have been believers in extreme centralisa­
tion and the foundations of Federalism have been most seriously weakened. 
In the emergency of war the Provinces and the States in Canada and 
Australia have vacated a large part of the tax field in giving up income 
taxation during the war, but these Federations are more centralised than 
is that of the older Federation of the United States. In Australia 
especially there has been a highly developed system of grants from the 
Centre to the States, and State income taxes have been high. Moreover 
the autonomy of the States and Local Authorities is less developed than in 
the United States, so that we come baek to the fact that no single solu­
tion of financial co-ordination is possible. The alternative, under present 
trt>nds to central administration, is close and continuous co-operation and 
the Federal Government, being in a strong strategic position, must be 
the lt•ader in most instances. It has many relations with each of the 
Stat.t•s or Provinces and in a variety of ways, especially with its wide 
taxing powt>rs, achieves leadership.1 This, as is often forgotten, need 
nt>ver be at the cost of the States and Local Authorities. Nationalism need 

1 N. G. Findlav-Shirras, &~nu of Public Fi1111nc<?, "The Distribution of Ct.ntra.l, Pro. 
,·iul'ial and Local ·Revenues": London, Ma<'ruillan & Co., Book Ill, chap. xvi. Hubbard, 
Su1·it1 .\Junry cn1d Finance: London, Macmillan & Co. 



240 FEDERAL FINANCE IN PEACE AND WAR PT.n 

not be the enemy of Federalism. In Part I the relative increase of Federal, 
State, and Local Authorities' expenditures and revenues has been set out 
and there can be only· one conclusion. The States are responsible for 
many services closely affecting the citizens' welfare. So are the Local 
Authorities, especially in the nation-building sphere of education. Each. 
layer of Government, jealous of its powers under the Constitution, has a 
job to do and some overlapping is unavoidable. Ill; short, no complete 
and no logical solution of financial authority is possible. 

The main lesson of this study can be briefly summed up as follows. 
There is, as we have seen, already in operation official and non-official 
bodies in existence studying at close quarters financial relations in the 
various Federations. These should be developed after a complete revolu­
tion has taken place in financial thought in regard to this all-important · 
problem. The Committee on American Intergovernmental Fiscal Rela­
tions has summed up this view in regard to the United States thus : 
" The Federal Government has a vital interest in maintaining and 
strengthening both State and local governments. Much valuable energy 
has been wasted unnecessarily in quarrelling over the proper spheres of 
the Federal Government and the States, when the seeds of solid achieve­
ment lie in the scantily tilled field of intergovernmental co-operation and 
co-ordination. Progress in th.is field requires some willingness to compro­
mise, to surrender vested interests, and to forget jealousies on the part of 
both the Federal Government and the States. A change in attitude of 
revolutionary proportions seems to be needed. The American govern­
mental system has not been viewed as a unit by most public officials, with 
loyalties evoked and encouraged for. the entire system." The Committee 
recommends the creation of a Federal-State authority.l Before this 
Report was received a permanent official commission was the chief solution 
which had been in view as a result of the detailed study of intergovern­
mental financial relations in Federations. Co-ordination is a continuous 
study and in the near future there will be more and greater demands on 
the Federal Governments for assistance in what has hitherto be\m State · 
or Provincial and Local authority matters. The necessity, for example, 
of more and better education in Australia and in India will mean that the 
Federal Government will be asked for grants for this purpose. Social 
services and developmental_ services will necessitate greater co-operation 
between Federal, State and Local authorities. The main work of this 
official financial authority (the recommended Federal-State Authority) 
will be the continuous promotion of collaboration and study of the 
day-to-day co-ordination of revenues and expenditures with the 1Ilany 
difficulties that crop up in the practical work of Government! The 

· 1 See Appendix II. 
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taxation of income by Federal and State authorities and even by Local 
authorities bristles with knotty points. The taxation of business, death 
taxation and sales taxation are similarly requiring study and co-opera­
tion in their administration. The proposed authority would be worth 
its cost many times over if it succeeded in settling between the Federal 
and State authorities many outstanding and recurring difficulties. 
Ultimately the authority might be able to administer some of the taxes 
through delegated powers and to introduce the beginnings of joint returns 
and joint audit. It would also increase inter-State co-operation, which is 
easier in some Federations where there are fewer States than in the United 
States where there are forty-eight. It would also strengthen the weakest 
link in the chain of Governments in Federations- Local Authorities 
which are often small and financially most weak. Such an authority 
would undertake (1) research on the collection, incidence and effects of 
taxes ; (2) the education of public opinion by deft publicity. The 
authority would have to be official and staffed and paid for on an agreed 
basis by the Federal, State, and if possible also by Local Authorities. At 
the outset its cost may be defrayed by Federal and State authorities only. 
Its personnel need not be large. The recent American Committee suggested 
three members- one to be appointed by the President of the United 
States, one to be selected by a conference of delegates named by State 
governors, and one named by these two. All three members were to be 
suitably qualified in the field of intergovernmental financial relations. 
This body of experts was to be assisted by a Council affording " direct 
representation of Congressional committees and recognised organisations 
of State and Local and Federal officials. Further representation for 
municipalities might also be secured by a provision requiring that one of 
the three experts be especially informed on municipal affairs." 

The substance of the whole matter shows the necessity of a complete 
change of outlook, a revolutionary change, in intergovernmental financial 
relations. In thirty years' service under the Crown in India, where the 
writer served under the Central Government- the Government of India 
- and under Provincial Governments - the Government of Bengal and 
the Government of Bombay- the urgent reform of a change of attitude 
was evident, especially since the granting of provincial self-government in 
1921 consequent upon the Government of India Act, 1919. A colle~gue 
from the Home Civil Service who founded the Labour Office of the Govern­
ment of Bombay with the writer in 1921 went to discuss matters with 
the Central Government and on his return to Bombay was asked by His 
Excellency the Governor why he had been so long away. "We know the 
Government of India." "Yes," said my colleague, "when I arrived in 
New Delhi I was told 'We know the Government of Bombay'." It is 

R 
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true that the Government of India, as already pointed out in Chapter VII, 
had the elastic revenues including income tax, whereas the Provinces had 
with comparatively. inelastic revenues to finance the expanding nation­
building service8. As a result of the Niemeyer award they had access 
to income tax. Similarly in Canada and Au8tralia ·the proceedings of 
Premiers' Conferences show the same rivalry. The same lack of seeing 
the other man's point of View is seen in the United States. " The American 
governmental system has not been viewed as a unit by most public officials, 
with loyalties evoked and encouraged for the .entire system. 11 the mayor 
of a municipality believes that a change in .the Federal income tax would 
embarrass his own Government, he is ,likely to· feel no great concern as 
to whether the change is needed to strengthen and equalise the Federal 
system of personal taxation. Federal administrators show equally un­
fortunate blind spots. Very often they lose, in addition, a proper sense 
of proportion, and conclude that all wisdom an~ authority are concen­
trated in Washington. State officials who object to this frequently show 
the same attitude in dealing with municipalities. Some of this is but the 
inherent limitation of human beings. But much of. it could be eliminated 
by more conscious effort." 1 

The great point in favour of ll. Federal-State Financial Authority is 
that it will meet the need of to-day -continuous and constant co-opera­
tion at a time when Federal and State relations demand a new outlook 
and when inter-State relations must be so close that inter-State rivalries 
and inter-State ·trade barriers require an antidote. Co-operation m~t 
not end with this institutional change. Non-official bodies of all kinds 
such as the. Council of State Governments in the United States, and 
official bodies such as the meetings of State Premiers in Canada and 
Australia with the Federal, Government, together with every possible 
step to create public interest and disseminate information, must continue 
in all directions.2 The old Federalism in which the Federal Government 
and the States or Provinces each went their separate ways without much 
regard as to what the others were doing is giving place to the· new 
Federalism, a co-operative Federalism. With the development of social 
security and of business of all kinds in the Federations in the last decade 
there must be this co-operation to carry out functions which neither the 
CeD;tre nor the States can do alone. Uniform or at least integrated action 
on common problems is vital. 

1 Senate Document, No. 69, 78th 'Congress - Report of Committee on lntt1'· 
governmental Fiscal Relations, Washington, 1943, vol. ~ chap. i 

• Cf. Tax Yiekk, Annual Tax Collection Statistics for the various Units of Government 
in the U.S.A. : Phila.delphia, Ta.x :fustitute of the University of Pennyslvania.. Tax 
Sys!tJtnll of the World, the a.nnual publication of the Tax Research Foundation, prepared 
under the direction of the New York Sta.te Tax Commission. Chicago (Commerce Clearing 
House, Inc., of the Corpora.tion Trust Co.). 



CHAPTER IX 

SPECIFIC PROBLEMS OF INTERGOVERNMENTAL FINANCIAL RELATIONS 

I. THE DIFFICULTY OF GENERALISING ON SPECIFIC PROBLEMS 

PLATO in the Republic reminds us that the philosopher is one who takes 
general views and Adam Smith in his Essay on the HistMy of Astronomy 
always looks for "connecting principles". These are difficult indeed 
when we deal with specific expenditures and specific taxes in ·inter­
governmental relations. The reason is not far to seek. In the first place 
the Federations differ in a large degree historically, economically and 
financially. Their economies, too, are made up of a number of diverse 
and highly specialised areas. A very large proportion of the surplus 
income of the country is concentrated in a few areas and planning in 
terms of an integrated Federalism is most difficult. What applies to one 
country may be unsuitable for another. As a result of national policies 
and of the specialised nature of the resources or industries of the regions, 
the States or Provinces while dependent on each other are, at the same 
time, notably in the United States, Canada and Australia, widely different 
in economic strength and taxable capacity. It is, therefore, difficult for 
the Federal Government to insist on equal standards everywhere. The 
more prosperous States or Provinces in a Federation have to bear burdens 
heavier than those of the poorer, which sometimes are inclined to think 
that they are completely disregarded by their wealthier neighbours and 
that they must be content with inferior social and developmental services. 
To-day more than ever before there is in Federations a demand for the 
better distribution of governmental burdens in all layers of Government, 
for a fairer distribution of social benefits, for a more equitable tax system, 
and for a financial policy which will stimulate and not depress the national 
income. The war has quickened this demand. As Adam Smith reminds 
us in his Weauh of Nations (which "declined into the world" on 9th 
March 1776, a few weeks after Gibbon's first volume of his masterpiece 
was published), " The expense of government to the individuals of a great 
nation is like the expense of management to the joint tenants of a great 
estat~l, who are all obliged to contribute in proportion to their respective 
interests in the estate. In the observation or neglect of this maxim 
consists what is called the equality or inequality of taxation." 1 

These facts have to be remembered when the problem of inter­
governmental financial relations as applied to specific expenditures and 

1 Book V, cha.p. ti, Part ii. 
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specific taxes is discussed. The student of Federal Finance requires in a 
high degree in this part of his subject what Cavour called"·tact des choses 
possibles". What is flawless in logic is not always practicable and we 
must know the illogicality of facts. We should have the instinct for what 
is possible. "Very pretty," as the late Lord Milner used to say, "but it 
won't work." It is not an easy matter to do what the lumberman does 
in a log-jam and pick out the key log which, once moved, sets the rest 
going. We have, for example, the highly centralised type of Federation 
in the U.S.S.R., the German Reich and the Union of South Africa. The 
U.S.S.R. has one Budget which consists of the Federal Budget and 
the budgets of the sixteen federated republics and their Provinces. The 
Government of the Union fixes the taxes of the whole Union and agrees 
to the levying of supplementary taxes to satisfy the requirements of the 
federated republics. The Budget is approved by the Central Executive 
Committee (ZIK-USSR). In addition to prescribed shares, the republics 
may retain surpluses of their own and levy special taxes.1 In the Uruted 
States of Venezuela State and municipal taxation ·is of little importance 
be.cause the States and municipalities follow with very few exceptions 
the Federal jurisdiction under the Constitution " in all that i.B related to 
the legislation of the principal taxes ". The taxes are almost entirely 
indirect. In the United States of Mexico and in Switzerland, on the 
other hand, the States and municipalities have their own tax systems in 
addition: to the Federal which relies on the taxation of land, corporations, 
incomes, stamps, films, and a tax on the exportation of capital or income, 
known as the absentee tax. The United States of Brazil, under its Con­
stitution of 16th July 1934, has exclusive power to levy certain taxes, such 
as consumption taxes except on gasoline, and taxes on income and rents 
except on income from real property, but it has concurrent power to levy 
taxes except those reserved exclusively for the States. Some Federal 
Governments have far greater taxing powers in relation to functions 
requiring expenditure than the States, as in the Commonwealth of 
Australia, and devices referred to 1n Chapter V have been used to dis­
tribute Commonwealth or Federal revenue to the States. For the duration 
of war in Canada and Australia the Federal Governments have federalised 
part of the Provincial or State tax systems, but these, unlike the United 
States, have a highly developed system of grants from the Centre, and 
Provincial or State income tax rates were substantially higher than in the 
States of the American Union. State and Local autonomy in Canada and 
Australia is also less developed than in the United States. 

1 For a detailed analysis of the tax system in the U.S.S.R. see the tax chart in 
Taz Systems of theW orld, published by the Tax Research Foundation, Chicago (Corporation 
Trust Co., 205 W. Munroe Street). · 
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II. PoLICY AND PuBLIC ExPENDITURES 

Conflicts in intergovernmental financial relations arise from public 
expenditures as well as from taxes. In recent years expenditures on 
social and developmental services have increased at an extraordinary rate 
in several of the Federations studied, e.g. in the United States, Canada 
and Australia. " In the particular circumstances of a given age or 
nation," wrote John Stuart Mill in the last chapter of his Principles, 
" there is scarcely anything really important to the general interest which 
it may not be desirable or even necessary that the Government should 
take upon itself, not because private individuals cannot effectually per­
form it, but because they will not. . .. In many parts of the world the 
people can do nothing for themselves which requires large means and 
combined action. All such things are left undone, unless done by the 
State." This appeared in 1848, and about a century later, remembering 
the tremendous changes in educational and other expenditure on the 
social services, especially unemployment relief, we have seen· increased 
expenditures on social and developmental services which would have been 
regarded even a decade or so ago as impossible. Education and welfare 
services on a national basis cannot be left to State or Provincial or to 
Local Authorities. New factors have been introduced into a more highly 
geared and vulnerable mechanism as a result of industrial and agricultural 
specialisation. Mass unemployment is a national business and not a 
local one and is concerned with more than providing subsistence for its 
victims. It is concerned with national financial policy-monetary and 
exchange policy, national taxation, deficit financing tariff policy and other 
weapons in the national armoury. States and Local Authorities are 
interested in the highest possible standards of living and national security, 
and many of the social services are best administered by co-operation 
between the layers of Government so that due heed is paid to local circum­
stances. The following two tables bring out the importance of social and 
developmental services and the differences existing between the Federal 
systelll8 studied. They refer to the pre-war years. The table relating to 
the war years is given in Part III. The changes in the war years are strik­
ing, especially in the United States. In the year ending 30th June 1944 it 
is estimated that the aggregate expenditure of the Federal Government will 
be $106,000 millions, and taxation $38,000 millions, leaving a deficit of 
S68,000 millions. Thus 36 per cent of the total Government "expenditure 
was met by taxation, as against 4 7 per cent in Canada and almost 52 per 
ct>nt in Great Britain. The national income is estimated to reach a new 
high record of $150,000 millions. The Public Debt on 1st July 1944 is 
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likely to be $206,000 millions. The classification of the expenditures has 
been explained in Chapter II. 

TABLE I 

COMPARATIVE TAliLE OF EXPENDITURES FROM REVENUE IN RELATION TO THE 
NATIONAL INCOME, TOTAL FOR ALL GoVERNMENTS, 1937-38 

Per cent of the N a tiona! Income 

United Canada Australia South India States Africa 

1. Primary Furwtiotl8 : 
Legislation, administration, 

justice, pensions, etc. 4 5 3 3 3 
Defence 1 1 1 * 3 
Debt services 2 6 7 3 1 

------------1-
Total, Primary Functions 7 12 11 6 7 - - - - -

2. Secondary Furwtiotl8 : 
( 1) Social Services : 

Education 3 3 2 3 1 
Unemployment relief 3 3 1 * .. 
Other 2 3 4 2 1 

------------1-
Sub-total, Social Services 8 9 7 5 2 

(2) Developmenflil: 
Transportation 2 2 2 2 2 
Other 4 1 2 1 1 

-------~-------
Sub-total, Developmental 6 3 4 3 3 

------------
(3) Miscellaneous * .. 1 * * 

Total, Secondary Func-
tions 14 12 12 9 5 - - - - -

Lesa Duplications .. .. .. .. .. 
NET TOTAL EXPENDITURE 21 24 23 15 12 - - - - -
National Income (in millions) $69,400 $4300 £796 £370 Rs.19,000 

• Less than 0·5 per cent, 

The characteristics of each Federation's public expenditures have been 
dealt with in the chapters in Part I. The following points in recent years 
are of special importance. In the first place there has been an element 
of :flexibility in the interpretation of the Constitution, especially in the 
United States in regard to the New Deal.· Direct Federal assistance has 



TABLE II 

COMPARATIVE TABLE OF EXPENDITURES FROM REVENUE, ALL GOVERNMENTS, 1937-38 
(Percentage distribution) 

United States • Canada Au!itrali& South Africa India 

]i!S I ~ ~ .g ~ ~ §- I . I ~ ~ I 1· -;; I -~ .:2..._ ~J, -;;.!, ·g ~ ·a 3 ~~ .3 -s -s § ... -a -;; b ·;:; I 1i I -;; 
~~ ~~ ~~ ~ £ ~ ~ 8 ~ ~ ~ ~ ~ £ ~ ~ ~ £ .s ~ 

I ---------- -- -- ---------- ------------
t. Primar11 I!'unctiJJnB : 

Legislation, adruinistration and 
justice • 6 9 16 11 13 28 15 5 10 9 9 17 2 12 14 10 44 t t 

Defence 13 . . . . 7 • • • • 3 8 • • • • , 4 5 • • • • 3 43 • • . • 22 
Pension~ . 9 . . . . 12 • . . . . 6 11 3 . . 6 7 . . 2 5 2 8 t t 
Debt services • 12 4 10 35 20 20 27 19 46 17 35 15 4 44 18 12 2 t t 
Miscellaneous. _._. ___ ._. ___ ._. ___ ._. ___ 4 ___ ._. ___ 1_~._.__ _._. ___ ._. ___ ._. ___ ._. __ ._. ___ ._. ___ ._. ___ ._. ___ ._. __ .• _ ___:_·_ 

Total Primary Functions 40 13 26 65 :37 -18 52 43 5!1 "26 I 54 44 6 58 40 67 [J4- 24 58 
2. Secoru:Ulry Functions: ---~-----------------------------------------------------

(1} Social Se'f"vices : 
Education . . . . 24 28 . . 12 27 10 . . 14 . . 7 4 55 . . 20 1 14 26 9 
Unemployment relief 29 • • . . . 14 16 5 13 . . 7 . . 4 1 . . . . 1 . . . . . . . . 
Public health . 9 I 6 5 } 9 17 9 13 { 1 5 10 5 } 12 8 10 l2 { . . 6 25 6 
Other weltare 1- 18 5 23 6 . . 13 . . . . . . . . 

Sub·total, Social Services --;rr-- -4-g 3-g ~ ~ _4_1_ ~ --z4 ~ --w-~ 1-r--,~ 10- a:r- --1- ZO- ---sr- --u;--
(2) Developmental: -- ----~~ -~ ----------~----------~----------, 

Transportation 4 13 9 4 10 11 8 7 . . 45 10 } 19 25 19 23 { 27 • 10 • 18 • 20 • 
Other 15 23 • 25 • 4 8 . . . 4 8 6 15 9 1 13 2 5 

Sub·total, Developmental ~ ~ ----a:r- --8- ---yg-- _1_1_ ----n! --u;- --6- -oo-~ ----w-~ ----w- ~· · -28- ---za- zo-~ 
(3) Miscellaneous • •· -.-.- --3- -----z- ----:-:- ~.-.-- -.-. - --.-. - -z- ~-3~ --4- --2- --2--6 l:r- --5---1--3- --5---3-

Grants, ei'c~tal, S~conda~y Fun.ctions: ~~ ~~ ~~ 3~ ~~ -~~ 4~ 1A ~~ - ~~ -4- ;~ ~~ ~~ ~~ -r :~. ~~- -4-
GRAND .T.?TAL • • • • ..!.22,._ ...!22.... ..l.!!2.... ~ ...!22.... ..l!,L ...,!!!L ~ ---roo- ..l.!!2.... ...!.!..!,_---roo- ..l.!!2.... ...!22....~~~1()() ,.l!!L ,.l!!L 102 
Less duplications • . ·1 . . . . . . " . . . . ~ --nr'--..,- . . 11 19 . . . . 12 ---:r- 1 . . -z-
NET TOTAL • • • • ~ ~ ~ ----gs- wo-~ J(j()" ~ --n;r--~ion--~~~ lOll. ----w;-~~~ ~ 
Percenta~e share of each Government -----------------------------------------------------

in Total Expenditures . • • • • 46 26 28 100 37 48 15 100 52 30 18 100 51 35 14 100 

• See Chapter III. x Includes protection to person and property.. 2 Includes sinking fund and other payments in the cases of South Africa. and Australia~ 
a No complete and comparable data are available for all Governments in 1937-38. Hence the latest available year has been given in each cu.se 7 and the u Total •• column omitted. 

State fl~ures include 32 per cent of grants to Local Authorities. . 
• Expenditure on Recovery and Relief programmes. • Includes u outlays"', i.e. capital expenditure from revenue. 4 Military pensions and after-care .. 
T Provincial subsidi~s to b-Iunicipalities have been deducted from offsetting expenditures in the Rowell-Sirois Report. from which the Canadian data are taken. 
• Includes expenditure on buildings. • Not given separately in the Finance and Revenue Accoun~. t .Details not available .. 
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been extended, and .sine~ the great depression grants-in-aid have been 
more common than was formerly the case. In Australia the system of 
grants-in-aid has been specially noticeable. Much still remains to be done 
to provide national minima without burdening Local Authorities. This is 
especially desirable in the sphere of education, above all of elementary 
education. The economic and cultural value of such a policy on the part 
of Federal Governments cannot be over-estimated. The Intergovern­
mental Fiscal Relations Committee of the American Treasury made a 
recommendation which has reference to Federations generally on the 
subject of Federal assistance : " Unemployment is a national problem, 
and important advantages would result from changes which would put 
the Federal Government in a· position to develop its social security system 
as a whole. On the other side, the interests in experimentation, participa­
tion and adjustment of programmes to local diversities may be cited. A 
law suited for New York may be badly adapted to Nebraska. Were the 
programme to be fuaugurated now, it is probable that a national system 
would have the preponderance of advantages. Since the States have been 
granted the leading role in· the system, they should be given time and 
Federal assistance to demonstrate whether they can handle it successfully. 
Constant threats to federalise the function will only interfere with cordial 
Federal-State relations." 1 The Committee also holds that a very strong 
case for a functional transfer can be made to make it incumbent on 
Corporations doing an inter-State business to secure a Federal charter. 
This, however, is a point to which reference has been made in the previous 
chapter when dealing with the general problem. The Royal Commission 
on Dominion-Provincial Relations in Canada 2 would centralise to a degree 
which might interfere with the real democratic working of the lower 
layers of Government by its proposition to relieve the provinces and 
municipalities entirely of the burden of relief for the employable Unem­
ployed and their dependants and at the same time assume the whole of 
the provincial but not the municipal debts, except in Quebec where the 
provincial debt bears an unusually low proportion of combined provincial 
and municipal debt. The Dominion in the case of Quebec would assume 
40 per cent of the n~t cost of the combined provincial and municipal debt 
service. The Dominion, as we have seen, was to ask the Provinces to 
withdraw from certain important tax fields and to surrender existing 
subsidies and give to certain Provinces a National Adjustment Grant. 
The Dominion Government accepted the Report, but owing to opposition 
from some Provinces decided to take over for the duration of the war · 

1 Senate Document No. 69, 78th Congress - Report of Committee on Inter· 
governmental Fiscal Relations, vol. i, Ma.jor Conclusions and Recommendations, chap. vi 
(Washington Treasury Department, 1943). 

s See Appendix I. 
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income taxation on payment of a~ agreed annual sum to the Provinces. 
It is questionable whether so great a change as the Royal Commission 
envisaged is in the long run in the interests of Federal expenditures, 
especially where State and Local autonomy is developed. Are not other 
co-ordination devices preferable~ In war-time we are apt to believe that 
Federal Governments are so predominant that the day for Provincial or 
State autonomy and for Local self-government has entirely gone. As 
stated in the previous chapter this is a fallacy, since these other layers 
of Government can spend, all things considered, wisely. There cannot 
be a completely clear-cut solution of Federal expenditure. 

III. POLICY AND SPECIFIC TAXES 

Emphasis has been laid in the previous section on the importance of 
public expenditures in intergovernmental financial relations because 
these functional expenditures play a great part in the relations between 
layers of Government in Federations. They are important for another 
reason. These expenditures must be examined before we come to definite 
conclusions on the burden of taxation. Those who are at the bottom of 
the income scale pay mostly in indirect taxation, in the form of taxes on 
consumption goods, but, on the other hand, they receive free educational 
benefits and other social services of value. It will be noticed in Table II 

, above that the distribution varies not only between the different layers of 
Government but also between the different Federations. Some have, for 
example, high expenditures on the social services or on developmental 
services, while others have scarcely any or comparatively little. Some 
spend much on education, others on defence and so on. We are here 
dealing with specific taxes and intergovernmental relations in regard to 
those taxes which overlap and, because of their overlapping, bring about 
conflicts. Of these the most important are the progressive taxes -income 
and death or inheritance taxes ; taxes on property ; corporation or busi­
ness taxes ; and mainly consumption taxes such as those on liquor, 
tobacco, gasoline and sales. Pay-roll taxes in the United States are also 
combined Federal and State taxes. 

The following table shows at a glance the tax structures of the Federa­
tions studied with the distribution of the taxes among the various layers 
of Government-Federal, State and Local Authorities. When placed side · 
by side, the differences between the structures are striking and the over­
lapping jurisdictions are evident. The basis of the classification has been 
described in Chapter II. The main idea is to show the degree of progression 
or regression of the taxes, as well as the spread of the taxes among the 
various layers. It is with this latter point we are now mainly concerned, 



TABLE III 
C~MPARATIYE TARLE OJ.I' REVENUE SYSTEMS, ALL GOVERNMENTS, 1937-38 

(Percentage distribution} 

United States • I Canada I Australia • I. South Africa I India 

.& Tax revenues only. 
• Provincial subsidies to municipalities have bf>en deducted from offsetting expenditures in the Rowell-Sirois Report, from which the Canadian data. are taken. 
• Of this, Mining Revenue 25 per cent of tot&l Union revenues. 6 Of this, .Mining Revenue 17 per cent of total revenues. 
6 State income taxes are all given in Group I. a.s it has not been possible to sel!arate out those on companies. 
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but we cannot be blind to the cumulative effect of the taxes in each layer 
of Government and in each group. As one's eye runs down the table, one 
is struck by the lack of progression in some Federations, as for example in 
Canada and India, and how much of the taxation is on costs rather than, 
as in the case of income taxation, on surplus or net incomes. Taxes on 
business based not on net income but on arbitrary capitalisation of income 
and taxes which increase the cost of living at the subsistence level and 
increase wage costs are taxes on costs. Efficiency in taxation is not merely 
efficiency in collection but efficiency in the sense of collecting it with the 
least burden on the national income. Lack of co-ordination and a high 
number of taxes affect the efficiency of a tax system positively through 
restriction on production, and therefore on employment and also on invest­
ment. It may also be said to affect 'it negatively by the fact that financial 
policy is not used to increase the national income. These facts have to be 
remembered in dealing with the problem of conflicts in regard to specific 
taxes in the four groups of taxes in the table progressive taxes, taxes 
on property, taxes on business and consumption taxes. 

The co-ordination of progressive taxes -personal income taxes and 
succession duties or death taxes- is the most important problem awaiting 
solution in Federal finance. It has to be considered from a pragmatic or 
realistic point of view, and this means that an analysis of each Federation 
must be undertaken separately. The science of Public Finance and especi­
ally the taxation part of it is not in the strict sense of the term an exact 
science. 

Income Taxes 
Take, for example, the taxation of income. In a Federal economy the 

difficulties of this, the most fair and most highly developed instrument of 
taxation, are serious tax injustice and friction among competing taxing 
authorities in an integrated and complementary economy. In the United 
States about two-thirds of the State Governments levy income taxes. In 
Canada all Provincial Governments except Quebec, Nova Scotia and New 
Brunswick have recourse to this form of taxation. All the six States of 
the Australian' Commonwealth have income taxes which, especially in 
Queensland and New South Wales, were important. During the present 
war the Federal Governments in Canada and in Australia have taken 
this head of taxation to themselves and compensated the Provinces 
and States in order to get the greatest possible revenue collected with 
the maximum of efficiency. The variation in rates between the Federal 
tax and those of the States or Provinces and in some cases between 
Local Authorities and the division of jurisdiction have led, especially 
in the higher ranges of income, to great inequalities. Even before the 
war the Canadian Dominion tax was one of the highest in the world, 
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for the largest incomes and the combined Dominion-Provincial tax in 
Manitoba, Saskatchewan, Alberta and British Columbia was, as shown 
in Chapter IV, the most burdensome in any Federation, varying from 
33 per cent in Nova Scotia to 58 per cent in Saskatchewan. There 
were also great differences in exemptions. In Alberta and British 
Cohuiibia no exemption of Dominion income tax paid was allowed, while 
exemption was permitted in Ontario. When the definition of income varies, 
tax-collecting offices, increased costs of audits, unnecessary costs and 
annoyance of tax-compliance to taxpayers result. Income taxation to-day 
is regarded as the equaliser of the whole tax system, but it cannot be so 
in the ·above circumstances nor when there are heavy tax burdens on 
business costs, marginal industry and on the lowest income groups in 
which the burden of consumption taxes is heavy. Those in favour of 
having this instrument of taxation under one authority emphasise the 
importance of the rate of progression which results. 

No single method of co-ordination applicable to all Federations is 
possible. One method, however, is for the whole of income taxation to be 
collected by the Federal authority and for the States or Provinces, as in 
India, to get a share. As years go on, Federal Governments will have to assist 
the social services to a greater degree than obtains to-day and States them­
selves may wish to have more access to progressive taxes. It is, therefore, 
suggested that these units be permitted to add a percentage to the Federal 
tax, due care being taken to avoid differences among the units as regards 
rates and jurisdiction. A generally applied standard avoids jurisdictional 
conflicts. Where this is not the case, as in pre-war Cana:da and Australia, 
tax injustice is bound to arise. A second proposal to avoid conflicts is for 
the Federal Government alone to levy the tax. This is the recommenda­
tion of the Canadian Royal Commission on Dominion-Provincial Relations.1 

The Provinces are, it is proposed, to cease to use this form of taxation. An 
exception is made permitting them to levy a proportionate tax on wages 
and salaries to meet premiums for social insurance within provincial 
jurisdiction. The Commission bases this recommendation and indeed 
those regarding the withdrawal of the Provinces from the field of corpora­
tion taxes and inheritance taxes, on two grounds: (1) the withdrawal is 
part of its Financial Plan under which the Dominion will assume all dead.­
weight provincial debt, responsibility for unemployed employables, and 
new National Adjustment Grants to certain Provinces; all Provinces, 
therefore, receive a quid pro quo for withdrawal from these :fields : and 
(2) equity between different Provinces and the exploitation of the tax with 
the least harm to the national income will be achieved by a single jurisdic­
tion administering the tax. It must be remembered' that in Canada as in 

1 See Appendix I. 
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Australia there is a well-developed system of grants-in-aid from the 
Central Government to the Provinces or States, and the tradition of 
Provincial or State and indeed Local autonomy is not so deep-rooted as 
in the United States. There is another point to be considered with care. 
Should, from the point of view of self-government in the units, access to 
progressive taxation be withdrawn 1 The value of State or Provincial 
independence in financial affairs cannot lightly be set aside. The advan­
tages of the Federal Government's assuming the role of sole authority in 
income taxation have to be set against the disadvantages of such a policy. 

A third method is a method to continue but to improve greatly the 
collection of income tax by both Federal and State or Provincial authorities. 
In the United States, for example, the withdrawal of State authorities 
from the field of income taxation would be outside the realm of practical 
politics because of the importance of income taxation in State taxation, 
and also because of the large measure of financial independence on the 
part of the States, a growth of over a century and a half. In the United 
States, too, there has developed a system of co-ordination (e.g. in regard 
to income tax deductibility), although co-ordination in administration 
and in other directions is still far from what it might be. There is much 
room for the development of co-operation between the Federal Government 
and the States and between the States themselves. For example, the 
principle of deductibility could be extended. It should be the rule that in 
calculating taxable income not only should the Federal tax paid during 
the year be deducted from the income before arriving at the State taxable 
income, but the reverse process should be universally applied in all the 
thirty-five States where net income taxes prevail. The States themselves 
should see that this principle is enforced between one State and another. 
Here the Federal-State authority would be useful in avoiding probleins 
such as conflicting jurisdictions, high compliance costs, and inter-State 
competition. An alternative would be to use the Federal tax as the basic 
one for all States and by a great improvement, much overdue, to make 
the State tax a supplement. The principle of deductibility has the addi­
tional advantage that it prevents the combined Federal and State rates 
becoming confiscatory. It is a curb to tax avoidance by migration and 
also reduces the amounts which the Federal Government collects from the 
taxpayers of income tax levying States than from those in non-levying 
income tax States with equal incomes before taxes are paid.1 The most 

1 Cf. Senate Document No. 69, 78th Congress- Report on 1-ntergot•ern~Mntal Fi$cal 
Re/.oli0118, vol. i, chap. iv: " If each Government allows the deduction of tax~s paid the 
other, the combined load of an 80 per cent Federal and a 15 per cent State rate IS only 80·7 
per cent (77-3 per cent Federal and H per cent State) .••. At the $5000 level, the differ­
ential in t<Jtal income taxes between a New York and non-income tax State taxpayer (1942 
rates) is l·l per cent of net income and 14·7 per cent of the total tax of the latter taxpayer." 
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desirable form of co.ordination, as will be clear from what has been said, 
is in administratiop:. State supplements would hardly be possible without 
uniformity and a considerable improvement in administration. In this 
connexion the Committee on Intergovernmental Fiscal Relations stated, 
" A sound precedent for delegated administration has evolved in both 
Canada and Australia, and the development of joint administration has 
been suggested as an improvement upon these successful experiments. 
Utilisation by the States of Federal income tax information is already 
developed to some extent and some informal co-operation between 
ad:mi:r)istrative staffs now occurs. But the field has scarcely been scratched. 
Joint returns, joint audits, joint use of personnel and more uniform laws 
are a few of the possibilities," and on the subject of multiple taxation 
added, "Jurisdictional conflicts constitute a problem in which the 
Federal Government is most strategically _situated to make decisions. 
The rules that should be applied and the means of promoting them must 
remain somewhat vague for the present. But the outlines of a desirable 
procedure are fairly clear. They call for (1) conference and consultation 
between Federal and State officials as to acceptable uniform jurisdictional 
rules; (2) joint promotion of the adoption of these rules; (3) acceptance 
of Federal arbitration ·in cases of dispute; and (4) Federal development 
of incentives for State compliance. The Federal· Government should 
gradually develop techniques to purchase compliance with such rules 
regarding jurisdiction as it may establish, in consultation with ·the 
States." 1 ·· 

The position, in short, is that the income tax in some Federations is 
so important to the States that it cannot be a purely Federal head of 
revenue. Take, for example, the United States. The following table 
shows that income tax was the second most important tax in 1940 in the 
tax structure as a whole, and the fourth most important State tax. 

It is being increasingly realised that too much time has been wasted 
in the past in conflicts on income tax by attempting a comprehensive 
single plan for·immediate adoption so that one layer has the whole field 
of lncome taxation. In Federations a single uniform Federal tax is not 
always possible.- Where it is, the States may be permitted to add a supple­
ment under definite conditions. In the majority of Federations, however, 
the goal should be a uniform Federal and State income tax, and to achieve 
this continuous and exhaustive consultation with the States is desirable 
and a Federal-State authority would greatly advance this. The revolu­
tionary change in attitude has been emphasised in the previous chapter. 

1 Report of Committee on Intergovernmental Fwcal Relatio118- Major Conclusions and 
Recommendations, vol. i, chap. iv. 
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TA.BLE IV 

UNITED STATES TAXES IN ORDER OF lMPORT!NCE IN 194-0 

( S millions) 

Local 
Tax Fe<leral State Governments Total 

(Estimated) 

Property .. 240 4445 4,685 
Income . 2130 369 20 2,519 
Gasoline 257 853 5 l,ll5 
Alcoholic beverages 624 244 4 872 
Tobacco. 608 98 .. 706 
Sales taxes 28 491 70 589 
~lotor vehicle 119 412 2 533 
Inheritance, Estate and 

Gift 360 116 .. 476 
Customs 350 .. .. 350 
Other 384 444 200 1,028 

TOTAL 4860 3267 4746 12,873 - - -
Percentage of total, ex· 

eluding pay-roll taxes 38 25 37 100 
Percentage of total, in-

eluding pay-roll taxes 39 28 33 100 

Suum.-Taz l'itld& 1!).10. 

Percentage 

36 ! 

20 I 

9 
I 7 

5 
4 
4 

4 
3 
8 

100 

.. 
I .. 

Nott.-Income tax includes pt>rsonaland corpora!<> income taxes based upon net income. Par·roll 
t:~xes in 194U were ~'ederal $838 millions, State S851 millions, a total of ~lti.:lij millions (Old Age 
lleuetlt.s $ti0~ millions, Unemployment $1084 millious). 

Droth Tam 

In the United States death taxes are levied by the Federal as well as 
by State authorities. The Federal Government levies an estate tax, a 
progressive tax, on the entire estate regardless of the division of the 
estate among successors, and it grants a credit for State death taxes to 
those States which levy a similar estate tax either as a substitute for an 
inheritance tax or as a supplement to it. The result has been that all States 
except one (Nevada) levy death taxes either in the form of estate or 
inheritance taxes, both being paid after death. The estate tax is levied 
on the whole estate, while the inheritance tax is graded according to the 
individual bequest and the relationship of the successor to the deceased. 
Death taxes are supplemented by gift taxes, as in the case of the Federal 
gift tax and some of the State taxes. In Canada inheritance taxes are a 
provincial head of revenue, although the Royal Commission on Dominion­
Provincial Relations recommended, as we have seen, that it should be 
solely a Federal tax. The Constitutional limitation that the Provinces are 
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restricted to "direct taxation within the Province'' has been a fruitful 
subject of legal decisions as to the validity of provincial statutes in this 
regard. In the competition for revenues difficulties of double taxation, 
impediments to the free movement of capital and excessive costs of tax 
compliance and administration have arisen. Two estates of the same 
amount even in the same Province are differently taxed. If the deceased 
was domiciled in one Province and the beneficiaries are in that Province, 
the estate is taxed once. If in several Provinces the estate is taxed by each 
Province on the assets situated Within it, and it will be taxed on the 
transmission of the property to the beneficiaries in the Province in which· 
they reside. The application of rules ascribing an artificial situs to 
intangible personal property such as company shares and moneys payable 
under insurance policies, as well as the taxing of real property and tangible 
personal property, have given rise to conflicts. The absence of reciprocal 
agreements among Provinces and delays owing to administrative regula­
tions have added to the difficulties already noted. In Australia there are 
Federal and State duties which were in the period 1926 to 1935 from 1·8 
to 3·8 times as large per capita as in Canada. In South Africa the duties 
are Federal. In India this form of taxation is provincial, as in Switzerland, 
but it is as yet undeveloped, although the making of all successions liable 
to taxation as well as the imposition of an estate duty even on the joint 
Hindu family are feasible 1 and awai,t the sickle of the tax-gatherer. 

No clear-cut principle can be laid down as to the federalisation or the 
reverse of the tax. Much can be said for making the tax a Federal one 
whether it is levied on the corpus of the estate (an estate tax) or on the 
shares passing to beneficiaries (an inheritance tax, succession or legacy 
duty). It will do much to avoid conflict among State or Provincial 
Governments and unfairness and inequality. In addition to the criticisms 

' already made in regard to the systems in Canada and Australia, there .are. 
those concerning (1) the inequality of the yield as between provinces; 
(2) the Federal Government in most Federations being responsible for a 
large part of the cost of social security; and (3) the detrimental effect of 
the present system on the national income. In regard to (1) nearly nine­
tenths of succession duty collections between 1926 and 1939 were collected 
in Ontario and Quebec, while in the same period these Provinces produced 
65 per cent of the national income. If the tax were made entirely Federal 
the variability would not unbalance Federal revenues as it does Provincial 
revenues, for Dominion revenues are so much larger and the base would be 
much larger, covering a wider population. In regard to (2), the nine 
Provincial Governments of Canada cannot meet the cost of the responsi-

1 See G. Findlay Shirra.s, Science of Public Finance, vol. ii, chap. niii, p. 567 (1936, 
London, Ma~millan & Co.). · 
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bility of unemployed employables, and already before the war the major 
share was being borne by the Dominion Government. Excessive rates of 
death taxation, as in the case of income taxation which makes the taxpayer 
refrain from earning additional income, may lead him to avoid accumu­
lating wealth and instead to buy annuities. An alternative scheme would 
be for the Provinces or States in consultation with the Federal Government 
to come to an agreed policy of death taxation for all Provinces or States 
and for the Federal Government to collect the tax on its own behalf and 
on behalf of the Provinces or States. The American Committee in its 
Report realised the truth of this when it said, " on strictly logical gro~ds 
a very strong case could be made for separation of sources as a co-ordina­
tion device in the death tax fiekf. If this were recommended, the Federal 
Government would be the choice as the taxing unit. The State tax is 
plagued by interstate competition and multiple taxation, and especially 
by the fact that estates are highly concentrated in a relatively few States, 
though the wealth represented may have been accumulated over a much 
wider area. On the other hand, the States, with one exception, have a 
proprietary interest in this field and any proposal for surrender would 
rouse intense antagonism. Moreover, any method of getting the States 
out of the field, short of a constitutional amendment, would involve a 
distribution of revenues not very different from the present." 1 

Death taxes are co-ordinated in some Federations by a system of credits. 
The deceased's estate tax is given a credit against the Federal tax to the 
extent of death duties paid to the States. This applies to the Federal 
Estate tax but not to the gift tax, although there is no reason why it 
should not be extended to the latter. A credit computed under the 
Federal estate tax is allowed up to 80 per cent. When a credit is in force, 
a Federal Government should, in consultation with the States or units, 
arrive at an agreed method of exemptions, common to both the Federal 
Government and the States, and the Federal Government should broaden 
it (1) to secure single administration and (2) to avoid multiple taxation. 
There is no reason why the Federal Government should be responsible 
for administration, but it should determine the taxpayer's liability to the 
States. Alternatively the Federal-State financial authority may be 
entrusted with the administration of the tax. A thorough overhauling 
of the system is overdue in most Federations. Its introduction in 
countries which are of industrial importance and in which death taxes 
have not yet taken their due share in the tax system should be seriously 
considered. India is a case in point. · 

1 Senate Document No. 69, 78th Congress-Report of Committee on Intergovern­
mental Fiscal Relations, Major Conclusions and Recommendations, vol. i, chap. iv. 

s 
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Business Taxes 
The present position of business taxes from the viewpoint of inter-

.. governmental financial relations is, to parody Pope, a mighty maze without 
a plan. In addition to Federal and State corporation income taxes there 
are taxes levied on capital, the number of branches, gross revenue, 
physical volume of output, mileage of track or wire, mileage worked, note 
circulation, volume of deposits, and insurance premiums. These taxes 
a:(e levied on a plethora of concerns such as banks, insurance companies, 
transport, telegraph and telephone companies, gas and electric power 
companies, chain stores and miscellaneous companies. The ·basis of 
taxation varies and may be said to run counter to the canons of taxation. 

·The Federal tax was in origin a part of personal income tax, but the 
two taxes are now independent, dividends being taxed under the personal 
income tax and the corporation tax being levied on corporations qua 
corporations, i.e. business is taxed as such. Provinces and States look on 
business as a goose which lays the golden eggs and do not care how much 
cackling takes place in plucking it. The result is not only complexity 
but black chaos in the competition for revenue. Federal-State co-ordina­
tion, in the absence of any strong policy from the Federal Government, 
is most difficult. It goes witho~t, saying that business is. accepted as a 
subject suitable for taxation, and this is, without the present disadvan­
tages, possible by direct taxation. Not only are investments in different 
Provinces taxed at different rates even in the same class of business, but 
different forms of business in the same Province are subject to different 
rates and businesses operating throughout the Federation are taxed twice 
and three times without relation to net income. In these circumstances 
tax compliance is high. 

How is this inequity, divided jurisdiction, increased business costs and 
the eradication of the marginal :firm to be overcome ~ One solution is a 
uniform centralised system based on net income. Corporations, therefore, 
operating at a loss would not be taxed. A general business tax levied by 
the Federal Government and shared with States and Local Authorities is 
the ideal. The States and Local Authorities would vacate gross and net 
income taxes, capital stock taxes and other taxes on business. This does 
not mean that bona-fide Provincial or State and Local licence fees, real. 
estate taxes and consumption taxes collected through corporations would 
be excluded. State or Provincial taxes on business are, as a rule, vexatious, 
detrimental to the expansion of the national income and are, as we have 
seen, a source of inter-State or inter-Provincial jealousy. They are often 
taxes on costs rather than on profits. Two recent authorities have 
emphasised the neQessity for correlation· of taxes on business. The 
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Canadian Royal Commission, as we have seen, recommended that the 
Provinces should withdraw completely from the taxation of corporations. 
Similarly the Intergovernmental Fiscal Relations Committee of the 
American Treasury reported that a Federally collected tax with distribu­
tion to lower layers of Government may be the solution but added that 
public opinion is not yet ready for such drastic action. Research would be 
needed, as the change " would involve heavy complications, including the 
separation of business taxes from property taxes, Federal apportionment, 
and the adaptation of the programme to the needs of the States. Against 
these must be balanced compliance costs resulting from diversities, 
injustices and losses of revenue owing to jurisdictional confusion, and the 
repressiveness of State forms of taxation. A quantitative appraisal of 
what these causes for action add up to is not possible without research 
that cannot be attempted in an emergency like the present. The results 
might support a recommendation for complete federalisation of business 
taxes by application of a Federal sharing programme." 1 Until this is 
done, the Committee suggests (1) better integration of the personal and 
corporat~ income tax at the Federal level ; (2) State use of a system similar 
to the Federal, with resulting possibilities of joint administration, mitiga­
tion of multiple taxation and State supplementation ; (3) research and 
education in this whole field; and (4) Federal incorporation of corpora­
tions engaged in int~r-State business. 

Nothing has been said about the excess profits tax which may or may 
not be used. beyond times of emergency. It has proved to be of great im­
portance in war finance and has values other than as a revenue-producer, 
being an anti-inflation instrument. But it has been in recent years, where 
industry is of great importance, a first-rate revenue-producer. The tax 
captures, as its name implies, excess war profits as well as monopoly 
profits that have slipped through the net of other controls and " windfall " 
income. In war-time the principle is that no one should be allowed to 
make excessive profits out of war conditions. A normal or standard profit · 
may be measured by reference to the profits over an average of years, on 
the supposition, of course, that the business was making normal profits 
in those years. In fixing normal profits a percentage on the capital 
employed may also be taken, but here iliscrimination between different 
classes of businesses has to be considered. Other problems, such as the 
rate of tax, the checking of wasteful expenditure, the items to be included 
in computing capital, allowances in respect of wasting assets, the treatment 
of new subsidiaries, are of great importance and have to be mentioned 
only to show how essential Federal direction is. Here again the Federal­
State Authority, proposed in the previous chapter, will be invaluable. 

1 Op. cit. vol. i, chap. iv. 
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Taxes on Property 
The high percentage which taxes on property play in Federal financial 

structures is well seen in Table III, e.g. under ~he United States. Changes 
have been developing in the present century in the oldest of the Federa­
tions studied so that the tax has become less and less a State tax and 
more and more a Local Government tax, the States depending on such 
taxes a~ the gasoline tax, the general sales tax, the income tax, the 
motor vehicle tax and the pay-roll tax, each of which,' as Table IV 
shows, is more important than the property tax. In fact, the property 
tax since the begiruiing of the century has fallen from 50 to 5 per cent 
of the total of State· revenues. It was in 1940 the largest single tax 
of any layer of Government. The general tax is levied on all forms 
of property -real and personal, tangible and intangible, but, as the 
experience of the great depression has shown, it is not a tax to depend 
on and it makes one. agree with Seligman who held that it was " one 
of the worst taxes known in the civilised world ".1 The method of 
levying the tax, the numerous exemptions, statutory limitations and so 
on,2 coupled with the memories of New York City's great difficulties when 
the tax failed it just over a decade ago, are not peculiar to one of the 
Federations but in some degree are :common to all. The problem of Local 
Government finance bristles with difficulties connected with this form of 
taxation, and in the enquiries made, especially in regard to Australia and 

·India, statistical information has been sadly wanting. One ·of the first 
reforms in Federal finance after the war should be research on local finance 
with a view to improving the taxation available to Local Authorities, especi­
ally cities. This, too, raises the question of better representation of the 
Local Authorities in the State or Provincial legislatures which in the past 
have curbed the powers of Local Authorities in regard to expanding the pos­
sibilities of property taxation and to the greater diversification of revenues. 

· Local Authorities should devise new sources of revenue which should cover 
the vast body of its population without conflicting with Federal and State 
taxes. They should also improve old sources, especially the property tax 
and its administration. With great advantage they might consider a 
retail sales tax, a tax· on rentals of occupied premises, a development of 
special assessments, unearned increment taxation, and, as in South Africa, 
the taxation through public utilities by charging prices higher than are 

1 Essays in. Trwxtion. (9th ed., New York, 1921), p. 62. 
2 See the comprehensive charts on property ta.:es, especially those of Professor Mabel 

A. Magee, of Wells College, on Constitutional limitations on municipal taxes, Statutory 
limitations on property taxes of cities, towns, villages and townships of certain States and 
on local property tax exemptions. Tax SysterruJ of the World (The Tax Research Found&· 
tion, 7th ed., Chicago, 205 W. Monroe Stroot), pp. 90·133. 
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required to cover costs including depreciation of all kinds. Federal and 
State Governments might also assist with grants-in-aid for unemployment 
relief and more and better education. The entire question of exemptions 
also requires careful examination. This does not refer to exemptions 
merely of individuals but also of Governments holding property other than 
commercial or industrial enterprises (which should be taxed as private 
property). Governments may make ex gratia payments based on the 
benefits from municipal services as well as on the nature of the property. 
It should not be difficult to lay down general principles on exemptions 
and on the methods governing the payments. A strict interpretation of 
property tax exemptions and a detailed examination of possible new 
sources of independent revenue are much overdue. Greater co-operation 
between Federal and State Governments with a view to grants-in-aid 
should also be worked out. 

Consumption Taxes 

One of the most arresting facts in the table of comparative tax 
structures (Table III above) is the overlapping jurisdiction in regard to 
consumption taxes (Group IV of the table). These consumption taxes in 
some of the Federations studied are· an important part of the whole, and 
this is especially the case in India and Australia, although in the latter 
the States' share is small. These taxes are in general regressive, i.e. they 
take a larger percentage from low incomes than from high, although 
as we have seen if sales taxes are omitted from necessities such as food 
and if luxuries bear a high rate of tax, there is a degree of progression 
even in regard to taxes on commodities. The importance of this group 
of taxes in the present consideration is not whether they are regressive, 
as indeed they are, or whether they are on costs rather than on surplus, 
but is in regard to the conflicts caused by various laye_rs of Government 
levying the same tax. The solution of conflicts in the taxation of 
selective sales taxes such as those on. liquor, tobacco and gasoline, or 
of general sales taxes or turnover taxes, depends greatly on histori­
cal and geographical factors in each Federation. Federations often 
cover large areas which differ considerably. In the co-ordination of 
revenues this must never be lost sight of. As a general rule the wider 
the jurisdiction the more effective the administration of the tax. This 
does not mean that all taxes should be federalised as far as practicable, 
since what is aimed at in federal finance is an integrated system. It is 
worth repeating that in every Federation there are fundamental conflicts, 
and when conflicts are of this nature they do not admit of any single 
solution. 

These general principles may be illustrated by several of the taxes in 
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Group IV, mainly consumption taxes, that are levied by Federal, State 
and Local Authorities. Where the Federal Government and State Govern­
ments tax liquor there ·are almost certainly differences of outlook in 
regard to the liquor question and this naturally causes differential 
taxes in the units. Not infrequently there are inter-State barriers to the 

. trade. The history of the taxation of alcoholi.c liquor in the United States 
may be cited as an example. Under prohibition the attitude of the St~tes 
was certainly not uniform, and in 1934 Federal collection and State 
sharing was definitely negatived. The best method is to have reciprocal 
legislation among the States and by conference and otherwise to under­
stand the other State's point of view. One thing is very clear. There 
can be no question of one layer of Government, say the Federal or the . 
State, taking to itself the field of liquor taxation. It is a suitable source 
of revenue for all three layers- Federal, State (or Province) and Local 
Authority. Similarly, tobacco has, in some Federations in recent 
years, been a popular source of revenu~ for both State and Local Authori­
ties. Here, however, there is room for Federal collection and State 
sharing as (1) there is danger of evasion and (2) some units do not get 
what they should from the tax. Even in the Uii.ited States to-day State 
tobacco adJ:l)inistration is only between 70 and 80 per cent effective.1 

Each Federation should weigh up the disadvantage, the curtailment of 
State· independence, with the advantages such as productivity and 
efficient administration, and see whether this would not result in far more 
grist being brought to the State mill and the mill of Local Authorities. 

Another tax which overlaps' is the stock transfer tax or stamp duty, 
levied by the Federal Government and State Governments. On balance, 
it might be said that the taxation of stock transfers ID:ay be left to both 
Federal and State authorities. In the United States, however, where the 
Federal Government and seven States occupy this field, it is held that the 
combined Federai and State taxes are levied without regard to each 
other and the combined tax is excessive. It has been suggested that a 
credit should be given for State taxes against the Federal tax. The 
Intergovernmental Fiscal Relations Committee think such a credit might 
give rise to the States exploiting this tax. It doubts if the burden of the 
combined taxes is excessive, and even if it were this could be solved by 
eliminating the crudities in the present laws. "The Stock transfer tax," 
it concludes, " because of its incidence, is best suited for national exploita­
tion, and on this ground separation of sources, with the tax to be .levied 

.by the Federal Government, riright be recommended. But New York 
has a strong proprietary interest in its stock transfer tax and is not likely 
to surrender it except under considerable pressure." The tax ~s of far 

1 Cf. Intergovernmental Fiscal Relations Com~ittee's Report, vol. i, chap. iv. 
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greater importance to New York than to the Federal Government, and the 
Committee concludes that in the circumstances forbearance, with most of 
the restraint to be exercised by New York State, is recommended. 

In recent years a tax suitable for States or Provinces has been the 
taxation of gasoline and motor vehicles. For the upkeep of roads and 
other purposes it could be further developed in some Federations. The 
growth of the gasoline tax in the United States has made it possible for 
the States to relinquish the field of property taxation in favour of Local 
Authorities, but it could be further developed. Some States have a tax 
of only 2 or 3 cents a gallon while others have 6 or 7 cents, the average 
being 3·85 cents a gallon.1 The Federal Government as in other Federa­
ti~ns is interested in the taxation of gasoline. It levies a motor vehicle 
use tax ostensibly to finance Federal highway aid. The State motor 
vrhicle taxes are paid by .users of the roads. The Federal Government 
should vacate the field of motor vehicle taxation and it tnight be possible 
for the States to be left with the entire taxation of gasoline, except perhaps 
with the exception of gasoline used in aviation as has been s11ggested.2 
The solution of the conflict will vary with each Federation, but gaso­
line is a specially suitable head of revenue for State or Provincial Govern­
ments, and indeed for Local Governments, such as cities, in search of 
funds. 

The revenue possibilities of general sales or turnover taxes have proved 
to be very great and all Governments, Federal, State or Provinces and 
Local Authorities, have competed in this field. The Federal Governments 
in the Dotninion of Canada and the Commonwealth Government of 
Australia have found the sales tax to be a good revenue-producer and 
easy to adtninister, although evasion has to be carefully guarded against. 
The Federal Goveriunent of the United States has not so far levied this 
tax notwithstanding the fact that twenty-three State Governments have 
adopted it, and it is not improbable that some of the twenty-five remaining 
States may find it a useful and much-needed source of revenue after the 
war. Sitnilarly in Canada many Governments may be compelled to use 
it. The Province of Saskatchewan and the city of Montreal have already 
found that its virtues greatly outweigh its defect.s. The city of New York 
introduced a retail sales tax in 1934 and found its revenue possibilities 
very great. The experience of Federations in regard to sales taxatior 
has been the same as Germany, the U.S.S.R. and other European countries 
which introduced a turnover tax since the war of 1914-18 when the tax 
was rediscovered. Sales taxation is one of the oldest of taxes and can be 

I For State ga..~line tax rates t•idc pp. 168 and 224, Ta:.r: Systems of the Trorld (7th ed., 
Chicago, 205 \\'. }fonroe Street). 

' Cf. Report of Intergovernmental Fiscal Relations Committee, vol. i, chap. iv. 
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traced back to Athens, Egypt and Rome. It was introduced into Spain 
in 134~ and was called the' Alcavala. Adam Smith, it will be remembered, 
criticised its costliness of collection and the inconvenience which it gave 
to the taxpayer, but had he been living to-day he would have been struck 
by the low rate of tax as compared with the rates that obtained at the 
time when he wrote. The 8 per cent sales tax in Canada in the lower 
ranges of incomes took in 1940 from 3! to 5! per cent of income, a higher 
percentage than in other countries, before the war, and a percentage not 
very difierent from the percentage taken by the pay-roll or similar tax to 
:finance social expenditures elsewhere, and Canada has so far introduced 
no such tax to :finance expenditures of this nature.1 The turnover tax 
of the U.S.S.R., in the Soviet Union Budget of 1939 amounted to 
no less than R.92,500 millions out of a total tax. revenue of R.98,500 
millions or, including health and insurance contributions (R.7000 millions) 
and State industries (R.17,500 millions), R.123,000 millions·. The tax, . 
which was established by a law of 26th July 1921, is divided between the 
National and Local Governments and is collected under two main heads 
subdivided into three and four sub-groups respectively. The main heads 
are " Private business and industrial occupations " and " Enterprises of 
the socialised sector ". Under the former small artisans, small traders 
" with push-carts, stands, mats on the ground or floor, not using other 
help but members of their own families, or using not over 2-3 workers",. 
innkeepers in villages, petty brokers and agents, etc., are incl~ded, and 
under the latter State monopolies, State enterprises not members of the 
monopolies, mixed corporations (i.e. in which part of the capital belongs 
to the State and part to private interests) and co-operative members of 
the General Co-operative system are taxed. In the case of small artisans, 
etc., the tax is arbitrarily fixed for each group and each locality within 
limits prescribed by law, and in other cases on gross receipts. The rates 
vary according to groups and industries or commodities. Invalids are 
exempted, as are sales from one enterprise of the socialised sector to the 
others if for the purpose of sale. The assessment is DlQde by the People's 
Commissariat of Finance of the U.S.S.R. or of separate republics respec­
tively or Regional or District Officers of the corresponding· Commissariats 
of Finance. The State Bank and local offices of the Commissariat of 
Finance are responsible for the collection of the tax, which is shared on 

1 Before the war Canada. was the only self-governing Dominion without a. compulsory 
contributory social insurance scheme of any sort, although there were provincial workmen's 
compensation schemes and non-contributory pensions for the aged at 70 and the blind 
at 40. In July 1941 11 national unemployment insurance scheme, now covering over 
three million workers, came into operation. In March 1943 the Canadian House of 
Commons set up an all-party Special Committee to .report on a.· national plan of social 
security. 
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a percentage basis. In 1937, the respective Budgets of the Federated 
Republics were given shares varying from 15·4 to 88·2 per cent, the 
balance going to the AU-Union Budget.1 

Federations in years to come are likely to extend the use of sales 
taxation such as a retail sales tax because they are productive of revenue 
and convenient. No objection as a rule is taken by the taxpayer, who 
rrga.rds them as part of the price of the product. As we have seen, they 
are regressive, those on the lowest incomes spending a greater proportion 
of their income on food, clothing and other necessaries than those on the 
higher incomes. For this reason, however, in times of depression, since 
the poor are not exempted, the taxes are productive. They are good from 
the administrative and from the tax compliance point of view. On the 
othrr hand, it is sometimes argued that the tax is not a good tax since the 
tax is pyramided. If it is collected from the manufacturer, each sub­
Requcnt dealer in it calculates his profit on the price which he pays, and 
this price includes the tax, so that, if the tax takes a percentage of the 
manufacturer's price, the ultimate taxpayer pays approximately the same 
percentage of the retail price. With a general retail sales tax this is not 
a very serious criticism when revenue is required. The main point to 
emphasise is the necessity of getting a complete list of vendors, State and 
municipal, and of keeping this severely up to date as old businesses dis­
appear and new businesses take their place. The co-ordination most 
suitable for sales taxes in a Federation is without doubt joint administra­
tion. This not only minimises evasion but makes it possible to have a 
single system of returns and of control. The Federal-State Authority 
would be an ideal body to carry this out.2 

With the development of social security after the war and the provision 
of funds to implement this policy it is necessary to examine briefly the 
pay-roll taxes of the United States. Whether we agree or not with the 
explanation of the high sales tax in Canada, as suggested by the Royal 
Commission on Dominion-Provincial Relations, that it renders unnecessary 
a special levy on the part of the Dominion Government to meet the cost 
of social security services, it is advisable from the viewpoint of conflicts to 
examine the very productive pay-roll tax. The tax in 1940 was the most 
productive after the income tax of individuals and corporations in Federal 
revenues and in State taxes came second, being outstripped only by gaso­
line taxes. In 1940 the Federal Social Security (1935) Old-Age Benefits 
receipts amounted to $605 millions and Unemployment Compensation, 
f'tc., $2~3 millions. The State pay-roll (unemployment insurance) receipts 

1 R!'e a!No Paul Hacnsl'!, "Rrrcnt Changes in the Sovkt Tax Rystmn," Ta:res, 
({'ommerre Clrnring HmiRC, Inr., Chi<'a~o), Nov. IH41. .. . 

1 ~·or furlh<'r !liRCURsion, see chap. xxv (Ralos or Turnover Taxes), vol. n, 8c1enre of 
l'ub/ic Finance, G. Findlay Shim1.s (London. Macmillan & Co.). 
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wer~ $851 millions. Old-age benefits therefore brought in $605 millions 
and unemployment insurance $1084 millions- a total of $1689 millions.1 

In the same year the Federal old-age benefit was 2 per cent of the pay-roll, 
half paid by the employer and therefore added to his costs, and half 
deducted from the worker's wage. The unemployment benefit tax was 
3 ·per cent of pay-rolls and is a combined Federal and State levy. In 
some States the tax is somewhat higher than 3 per cent. As in the estate 
tax the Federal Government grants a credit and all States take advantage 
of this pay-roll tax credit; even Nevada (which forgoes the Estate tax • 
credit) has agreed to this scheme of achieving uniformity. The Govern­
ment does not contribute to social security in order to lighten the burden 
on the pay-roll and therefore on the employer. , If the Government were 
to do so, differential payments according to wages would have to end 
as such payments could hardly be paid from tax revenues. 

The main lesson of pay-roll taxes apart from the crediting device is 
the great productivity of the tax. ··If this system of taxing for social 
security were to be introduced in other Federations the following points 
should be considered: (1) Should the tax be completely centralised so that 
administrative costs as well as the costs of compliance may be kept at a 
minimum 1 (2) If the tax is not centralised, how can the credit system 
be best introduced with a view to the co-ordination of unemployment 
compensation ~ Could not the Federal Government lay down minimum 
standards in regard to tax rates, benefits or reserves ~ In some States in 
the United States the threat of inter-State competition (to counteract 
which the crediting system was introduced) has reappeared in the form of 
merit rating schemes by which :firms with good employment records obtain 
a pay-roll advantage. Unfair competition of this sort leads to the under­
mining of standards, as the Committee on Intergovernmental Fiscal 
Relations has emphasised. It has sometimes ·been suggested that the 
rates fixed should be increased beyond the cost for social security. This 
is indeed possible but it would change the whole object of the tax. 

IV. QONCLUSIONS 

1. The main conclusion of this Enquiry is that by an analysis of the 
tax structures of the Federal Governments of the United States, Canada, 
Australia, South Africa and India it has been possible to ·judge the extent 
to which taxes are progressive and which are on surplus rather than on 
costs. In many· ways this has necessitated much careful investigation 
and analysis. The results, it must be admitted, have been worth while. 
The division of tax revenues among the main layers of government-

1 For details see pp. 37 a.nd 114, Ta:r, Yields (Tax,Jnstitute, University of Pennsylvania, 
Philadelphia, 1941). 
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Federal, State or ProYincial and Local Authorities- in the federations 
studied has shown (a) the wide differences that exist and (b) the need 
for reform of some taxes that are at present levied by the various Govern­
ments. Table III in Chapter IX on p. 250 shows at a glance the 
revenue systems of the United States, Canada, Australia, South Africa 
and India classified under the following heads - progressive taxes, taxes 
on property, taxes on business and other taxes, mainly consumption 
taxes. There are striking differences between Federations, some Federa­
tions having a greater degree of progression than others, whereas others 
such as India and, to a lesser degree, Australia favour taxes on consump­
tion which are, therefore, in the main regressive and on costs. 

2. The tax structures, however, must be studied in relation to expendi­
tures and here again the differences between Federations are noteworthy. 
Since the great depression which set in after 1929 and continued well 
into the thirties there has been increased expenditures on the social 
services. Table II in Chapter IX on p. 247 summarises the direction 
of public expenditures classified under the primary functions of govern­
ment, and the secondary functions which are subdivided again under 
(a) Social Services, (b) Developmental and (c) Miscellaneous Secondary 
Functions. Grants are also shown. It is therefore possible to form a 
judgment of the public expenditures as a whole for each Federation and 
at the same time of their distribution among the layers of Government. 
Data for war years are given as they are for revenues in Parts I and III. 

3. The third most important set of conclusions is that dealing with 
the indebtedness of Governments. The burden of public debts has been 
examined in each Federation and it is clear that the burden in some 
Federations differs considerably. Thus, in the case of India, the debt 
is not only almost entirely internal- India since the war has turned 
from debtor to creditor status- but it is productive to a degree higher 
than that in any other country of the world. It is important, too, to 
note the distribution of the debt among the layers of Government. Many 
valuable lessons may be learnt from a comparison of the public debts 
and from their relative burden as expressed as a percentage of the national 
income. The effect of war on public debts is also of capital importance. 

4. A major conclusion of this Enquiry is that no one plan of complete 
co-ordination for a Federal financial system is possible because of differ­
ences of economic conditions, historical development and so on, and 
because of the varying degree of opposition arising from a conflict of in­
terests between the Centre and other units of Government. It is of interest 
to note that the Intergovernmental Fiscal Relations Committee of the 
American Treasury has made this a major recommendation in its Report.1 

1 St-e Appt-ndix II. 
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5. Since Federal finance is in essence dynamic and not static, constant 
readjustment of Federal-State-Local financial relations is called for. 

6. A Federal-State Authority should be set up in each Federation. 
This official body will be of vital assistance in furthering the revolutionary 

. change of outlook so much overdue, a cha)lge of attitude in all layers 
of Government and among all officials and non-officials in Federal, State 
(or Provincial) and Local Authorities. The main functions of the Federal­
State Authority include (a) the co-ordinating of financial relations between 
the layers of Government; (b) advice of a continuous nature and control 
of the practical application of this new co-ordination and co-operation 
by (i) administering overlapping taxes, and (ii) encouraging inter-State (or 
inter-Provincial) co-operation and thereby eliminating competition among 
Federal, State (or Provincial) and Local Authorities; conflicts from over­
lapping taxes and the multiplicity of taxing authorities competing for 
revenues are the greatest weaknesses of Federations to-day; (c) research 
in regard to specific taxes and financial policy generally since more and 
better research is necessary to get at the factors, peculiar to each federa­
tion, upon which co-ordination and co-operation are possible ; and (d) the 
possible ultimate administration by the Authority of some .of the taxes 
through delegated powers and the introduction of joint returns and 
join.t audits to reduce costs of collection and of tax compliance. 

· 7. Federal finance is far too serious a matter to be left to the experts. 
A sound and modernised Federal finance requires a revolutionary change 
of attitude which must .be shared not merely by all layers of Government 
and by officials but by non-officials and non-experts. Non-statutory 
bodies, such as the meetings of Provincial Premiers in Canada and of 
State Premiers in Australia with their respective Federal Governments, 
the Council of State Governments in the United States and the Tax 
Research bodies must continue their activities in every possible direction. 
Universities must also take a greater part in the teaching of and in 

· research into the science of Public Finance. 
8. The importance of studying taxes, public expenditures and public 

debt in relation to the national income, the trade or business cycles 
and the question of full employment has been and still needs to be stressed . 

. 9. The necessity of more comprehensive and accurate statistics has 
showed itself in many ways from the beginning of this Enquiry. In 
some Federations more up-to-date statistics in regard to Local Authori­
ties, especially in the Commonwealth of Australia and in India, and in 
regard to the separation of capital and revenue accounts on a scientific 
basis are much· overdue. 

The most important lesson perhaps of this long and difficult Enquiry 
is perhaps just this. No one plan of cO-ordination is possible for all 
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Federations. On the contrary, in the struggle to get at hidden uni­
formities, w understand men's actions in Federal finance rather than 
to bewail or to denounce them, it is necessary to follow the patient and 
t~dious method of research, an unspectacular method it is true, but the 
most profitable. This shows how impossible it is to offer any one solution 
of the Federal financial problem. The vitality of the great and friendly 
republic the United St.ates, of Canada and of Australia, not to mention 
the Union of South Africa and to a less degree India, makes one optimistic 
of the future of these Federations in the sphere of their intt>rnal inter­
government.al financial relations. 



PART Ilf 

LIST OF UNITED STATES TABLES 

TABLE PAGE 

1. National Government, Ordinary Receipts, 1937..:_38 • • 271 
2. National Government, Ordinary Expenditures, 1937-38 • 272 
3. State Revenues, 1937 • • 273 
4. State Expenditures from Revenue, 1937. (S millions) , 274 
5, State Expenditures from Revenue, 1937 .. ~(Percentage distribution) 275 
6. Local Government Revenues and Expenditures, 1932. ($millions) 276 
7. Local Government Revenues, 1?32. (Percentage distribution) , 277 
8. Local Government Expenditures, 1932. (Percentage distribution). 278 
9. Revenues and Cost Payments of Cities of 100,000 or More Inhabi­

tants, 1937 279 
280-81 10. Grants and Shared Taxes, 1936-37 

11. Revenues of All Governments, by Regions, 1932 and 1937 282 
12. Public Expenditures from Revenues, All Governments, by Regions, 

1932 and 1937 . , 283 
13. Net Debt of State and Local Governments, by Regions, 1932 and 

1937 • 284 
14. Percentage Distribution of State Tax Revenues, Selected States, 

1937-38 . . • 285 

15. ·Expenditures and Interest Charges of States, 1937 • . . 286-7 
16. Public Expenditures from Revenues, All Governments, 1932. 

(S millions) 288 
17. Public Expenditures from Revenues, All Governments, 1932. 

(Percentage distribution) • 289 
18. National Output, by Industries. (From Richard Stone) 290 
19. National Income, by Industries. (From the Statistical Abstract 

of the United States) . · • 129 
20. Government Revenues and Expenditures and the National Income 292-3 
21. The Change in Public Finance resulting from the New Deal • 294 

270 



PT.m LIST OF FNITED STATES TABLES 271 

Table l l'.S.A., NATIOXAL GOYERN11E~'T, ORDINARY RECEIPTS, 

1937-3~ 

1. Ta:ru an Income (other than 
Social Security taxes): 

$millions Per cent 

In('ome tax • 
Unjust enrichment tax 1 

Total. 

2634·6 
5·7 

',--- ---1 

l 
4~:i 

2&W·3 42·3 1 

, 2. Ta:ru under the Social Security I---- ~6~::1 Re;~;e !
12

.

1 

II, 

Act and upon Carriers and their 
Employees 1 754·6 

3. Other Ta.u&: 1 

~liseellaneous internal revenue 2279·5 36·5 
Customs 359·2 . 5·8 
Panama Canal tolls, etc. 25·1 0·4 
&igniorage . 35·6 0·5 

Total. 2699-4 43·2 -
4. biterut and Other Reuipts from 

Securities • 65·6 H 

. 5. JfiMdlaneous Receipts 81·9 --r.r -
TOTAL RECEIPTS, GENERAL AND 

I 
SPECIAL AccoUNTS ' 6241-8 100·0 

' 81't Chaptfr Ill. Tahle YIJ. not~ 4. 
1 Soda! insuranl."r rontributioru; of employers and employed. 
' lxdu.tes a few ~mall items included under llisceUaneous Receipts. 
• In orMr to obtain a figure more comparable t<) the total given in Chapter Ill. Table Yll, p !~. 

( $.'.~77 nulli<•nsl, add Internal Revenue other than Social Securitr taxes ( $4920 millions) and Customs 
1 s:;~~ millwn,). The resulting total is S:i~79 millions. or 84·6 per rent of t<)tal reet'iplll. It Social 
S<<"Urity taxes are indud...t, the figures ~come $tiOJ4 millions, or 96·7 per cent of total reet'ipts. 

Suum.-St&ti5tical Abstract of the l"nited States, 19~0. 
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Table 2 U.S.A., NATIONAL GOVERNMENT ORDINARY EXPENDITURES 
1937-38 

$millions . Per oent 

1. Primary Fuwtiorn~ : 
Legislation, administration and justice '• • 500·1 6·6 
Pensions s, ' • 655·0 8·6 
Debt services 926·3 12-1 
Defence' 974·2 12·8 

Tot&\ Primary Functions • 3055·6 40ol - -2. Secondary Functiorn~ : 
(1) Socia! servim : • 

Recovery a.nd relief 2237·6 29·3 
Social Security Act ' • 332·0 H 
Old-age Reserve Account ' . 387·0 5ol 
Railroad Retirement '• ' . 145·0 1·9 

Sub-total, Social Services 3101-6 40·7 

(2) Developmental : 
Post Office' 47·2 0·6 
Public buildings • 60·8 0·8 
Public highways ' 152·0 2·0 
Shipping Board . . 

and ftood 
3·0 .. 

River and harbour work 
control' 165·0 2·2 

Panama Canal 11-4 0·1 
Tennessee V~~olley Authorlty : 42·0 0·5 
Rural elect.ritlcation administration 10·6 0·1 
Reclamation projects ' . 39·9 0·5 
Civilian Conservation Corps 1 325·0 4·3 
Agriculture '• '· ' • • 473·0 6·2 
Public works, etc. '• '• " 133·7 1·8 

Sub. tot&~ developmental 1463·6 19-1 

(3) Mi.scelltwouB .• District of Columbia 
(U.S. share) 5·0 0·1 

Tot&~ SecondA.ry Functions 4570·2 59·9 - -GRAND ToTAL u 7625·8 100·0 - -
• Departmental expenditure (excluding expenditure of the Post Office Department, the Department 

of Agriculture and the Shipping Board, but including non-military expenditure of the War Department) 
$441 millions, and refunds of receipts (other than to States of taxes collected under the Social Security 
Act) $59·1 millions. Departmental e.'l:penditure includes several small items which would have been 
clas:i~fd~~g~~1s:;~~:~flu!fn~~~Jl:d. :a~~a~;:v~~~t~:a t\i~.mparable details been available. 

• Veterans Administration ($582 ·millions) and Government employees r~tirement fnnd ($73 
millions). • · 

• Includes revolving funds and transfers to trust accounts. . 
• A few small items (e.g. eduootion) are included under Legislation, Administration and Justioe. 

(See footnote 1.) 
• Administrative expenses and grants to States ( $291 millions) a.nd refunds to States of taxes 

collected under the Act ( $41 millions). 

! b~a~~~:~t~~~e~~l'tf:l (l~:tmo~~~ ~~~~~~n:t?0$i.W~~o:P~aee~ootal deficiency 144 
milllons. 

• Department of Agriculture . . . 112·7 $ millions 
Agricultural Adjustment Programme . 361-6 
Farm Tenant Act . • 8-1 
Farm Credit Administration . 8·2 

Total 
Leis exoess of credits on revolving funds : 
Farm Credit Administration , . 
Other 

Total . 

. 485·6 

8·4 
4-2 

12·6 

Net Total, Agriculture • 478·0 , 
" Loans and granta to States! municipalities, railways, etc., an'd'ii:'S.llouslng Authority ( $165,000). 
11 Total, General and Specla Amounts, less debt retirements. 
Source.-st&tlstical Abstract of the United States, 1940. 
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Table3 

LIST OF UNITED STATES TABLES 
U.S.A., STATE REVENUES, 1937 1 

$ millions 

A. TAXES: 
GROUP I. Progressive Taxes: 

Individual income 164·2 
Inheritance and estate ll4·9 ---

Total 279·1 ---
GROUP II. Taxes on Pr~perty : 

General 206-4 
Selective 47·9 
Special • 119·1 ---

Total 373'4 ----
GROUP III. Taxes on Business: 

Corporation income 81-0 
Other business 304·9 

Total 385·9 

Gao up IV. Mainly Oon.sumption Taxes: 
Motor fuel 649·3 
General sales and use . 431·0 
All other sales . 208-4 
Severance 44-1 
Motor vehicles 309·5 
All other non-business licences and 

permits 1H 
Poll 4·7 
:Miscellaneous 55·9 

---
Total 1720·3 

---
Unemployment compensation 346·7 

---
Total, Tax Revenues . 3105·4 ---

B. NoN-TAxEs: 
Special assessments and special charges 2·8 
Charges for current services 179·1 
Contributions from public service enter· 

prises 50·8 
Grants 1 585-4 
All other . 169-7 

---
Total, Non-Tax Revenues 987·8 ---

GRAND TOTAL 4093·2 -

Per ceut 

4-0 
2·8 ---
6·8 ---

5·0 
1-2 
2·9 

---
9·1 

---

2·0 
'H 

9·4 

15·9 
10·5 
5·1 
l-1 
7-6 

0·4 
0·1 
H ---

42-1 
---

8·5 ---
75·9 ---
0·1 
H 

1·2 
14·3 
H 

---
24·1 ---100·0 -

1 Extluding public service enrerprises. 
1 M~d~ up 118 follows : From minor chil divisions • 520,613,000 

From Federal Government : 
Highways • $317,409,000 
Eduration 24,844,000 
Public health • 12,0:13,000 
Relief , . • . . . 155,0lll,OOO 
Unemploymettt compensation administration 9,230,000 
All other . . • • . . 45,323,000 t l j 

Total • $564,806,000 

Total • Sf>85,4l!l,OOO 

Swm,-Statlstical Abstract of the Unired Stares, 11140. 
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Table 4 . U.S.A., STATE EXPENDITURES FROM REV_ENUE, 1937 1 

( $ millions) 

Direct Grants to 
Expenditure Minor Civil Total 

Divisions 

1. Primary Functions : 
General administration, legislation 

and jus~ice 151·0 .. 151·0 
Protection to person and property 102·2 3·9 106·1 
Correction '· 65·5 .. 65·5 
Debt services 122·0 .. 122·0 

Total• 440o7 3·9 444·6 

2. Sewulary Functions : 
( 1) Social Services : 

Education 193·7 636·3 830·0 
Public health 8 

·' 22H 2·2 226·3 
Relief (" charities ") 391-2 220o4 611·6 

Sub-total 809·0 858·9 1667·9 

(2) DevelopmenJol: 
Highways 248·3 209·8 458·1 
Development and conservation of 

natural resources . 77-1 0·8 77·9 
Contributions to public service 

enterprises 2·6 .. 2·6 

Sub-total 328·0 210·6 538·6 

(3) Outlays a 711·9 .. 711·9 

(4) Miscellaneous 65·3 35·0 100·3 

Total 1914-2 1104·5 3018·7 

GRAND TOTAL ' 2354·9 1108-4 3463·3 

1 Excluding public service enterprises. 
• Includes recreation. , 
• Expenditure ol a capital nature out of revenue, e.g. for purchase and lmprovemen\ of land, 

erection of new buildings, or purchases to Increase the collection o! libraries. 
Source,-8tatlstical Abstract of the United States, 1940, 
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·Table 5 U.S.A., STATE EXPENDITURES FROM REVENUE, 1937 1 

(Percentage distribution) 

Division into Dirert Pereentage Distribution of 
Expenditure and Grants All Expenditures 

Dirert. Grants w Dirert Grants w 
EXJJI'Dlli· )fin or Total Exprndi· Minor Tot.'l {'i\il Civil ture Dhisions ture Divisions 

-------------
I. Primary Fu11cli<m8: 

General administration, legislation 
and justice 100 .. 100 6-4 .. 4-3 

Protection to person and property 96 4 100 4·3 0·3 3·1 
Corroction 100 .. 100 2·8 .. 1·9 
Debt Sl:'rvicl'S 100 .. 100 5·2 .. 3·5 

----------------
Total • 99 1 100 18·7 0·3 12·8 ---- - -------

1 2. Sumrdary Fu11cticM : 

I 
( 1) Social Sen•icea : 

I Education. 23 77 100 8·3 57·4 24·0 
Public health 99 1 100 9·5 0·2 6·5 

I 
R<"lief ("charities") 64 ,36 100 16·6 19·9 17-7 

----------------
Sub-total 49 51 100 3H 77·5 48·2 

----------------
(2) Dm:lcpmtnial : 

Highways . 54 46 100 10·5 18·9 13·2 
Development and conservation of 

natural reaourcl'S 99 1 100 3·3 0·1 2·3 
Contributions to public Sl:'rvice 

enterpriSI:'s 100 .. 100 0·1 .. 0·1 
--------------1-

I Sub-total 61 39 100 13·9 19·0 15·6 
----------------

(3) Outlays 100 .. 100 30·2 .. 20·6 

i 

---
35 1100 

------1-

(4) 1\/iscdlaneous 1-65- 2·8 3·2 2·8 
------1-

Total . I~ 37 100 81·3 99·7 87·2 ------
GRAND ToTAL • 68 32 100 ~~~ 100·0 

!--- 1-

• Excluuin!l public ser,1oe enterprises. See also footnotes w Table 4. 

I 
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Ta.ble 6 

FEDERAL FINANCE IN PEACE AND WAR 

U.s.A.: LOCAL GOVERNMENT REVENUES AND 
EXPENDITURES, 1932 1 

A. REVENUES : 
1. TIWUWn.: 

General and selective property 
Inherita.nee • : • 
Income . 
All other special 
Poll , • 
Licences and permits 

( $ millions) 

Counties 

877-1 
1-5 
1-6 
3·2 
5·3 

132-1 

Total revenue from taxation. 1020·8 

Cities, 
Towns, 

Villages, 
:Boroughs 

2057·5 
3·7 

49·6 
19·3 
4·6 

116·6 

2251·3 

Other 
Local 

1426·7 
0·3 
2·7 
2·6 
3·2 
8·3 

1443·8 

PT.m 

Total 

4361-3 
5·5 

53·9 
25-1 
13-1 

257•0 

4715·9' 

2. Other SourrA!II of Revenut : 
Special asseasments • 32·2 226·4 36·5 295-1 
Fines, forfeitl! and escheats 10·3 19-4 0·8 30·5 
Grants , • . • • 139-1 137·8 341-7 618·6 
Donations, gifts and pension assessments 2·5 33·3 2·9 38-7 
Highway privileges, rentl! and interest 19·1 131-0 18·0 168-1 
Charges for current services • 89·0 8H 80·9 257·3 
Earoings of public service enterprises 0·8 487·0 32·0 519·8 

------1------+------1---~ 
TotaJ Revenue from Other Sonrces , 293·0 1122·3 1112·8 1928·1 

------1------·1-------1---~ 
TOTAL, LocAL GOVEI!.!OO!NT REVENUES 1313·8 3373·6 1956·6 6644·0 

B. EXPENDITUBIIS: 
1. OperatUm. and M aimenanee of General 

Government : 
General a.dmi.nistrative, legislative and 

judicial • . • • 
Protection to person and property 
Health and sanitation • • 
Highways • • • • 
Charities, Hospita'!s and corrections 
Schools 
Libraries 
Recreation 
Miscellaneous 

Total Operation and Maintenance of 
General Government 

2. OperatUm. and M aimenanee of Public 
Serviu Enterpri8e! , 

3. [nlet'MI 

4. Outl4ys • 

TOTAL, LocAL GOVERNMENT EXPENDITURES 

251-2 
44-2 
32·8 

236·4 
182-1 
178·4 

3·8 
7·6 

44-7 

981-2 

0·5 

118·9 

3ll·2 

1411-8 

2070·2' 

282·9 

424-1 

81H 

3694·6 

1496·3' 

·18·2 301-6 

188·6 731-6 

347·2 1475·8 

2050·3 7056·7 

1 Fiscal year ending on a. date between 1st July 1931 and 3oth June 1932. 
• Of this total, cities of 100,000 or more inhabitants account for $1841-7 millions, other loeal 

authOrities for 12874-2 millions. 

fro~ ~:e:oc:JJC:t!:Y w<;:6f:s::d ~i\~r:d~~~~~:n:~e:~d ~~:'1':1~e :me8~t t~~~rv~ 
division. 

• Details not available, 
• Expenditure of a capital nature out of revenue, ~.g. for purchase and improvement of land, 

erection of new buildings, extension of water·snpply systems, or purchases to Increase the collection 
of libraries. 

· Souru.--Financial Statistics of State and Loesl Governments, 1932. 
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Table 7 

LIST OF UNITED STATES TABLES 

U.S.A., LOCAL GOVERNMENT REVENUES Hl32 t 

(Percentage distribution) 

I 

Countl~s Cities, etc.• Other 
I 

Luenl 

I (a) As given in Table 6: 
---1-

1. Taxatian : 
I G'""'' aod "lootivo proP'tlY 66·8 61·0 72·9 

Inheritance • . 0·1 0·1 .. 
Income . , . 0·1 1·5 0·1 

1 
All other special , . 0·2 0·6 0·1 

i Poll. . . . o-4: 0·1 0·2 
1 Licences and permits 10·1 3-4 0·5 

1-~·-

I 

Total Revenue from Taxation 77·7 66·7 73·8 ---
I 

2. Other SQUrees of Revenue : 
Special assessments . 2-4 6·7 1·9 

I Fines, forfeits and escheats 0·8 0·6 

I 

Grants 10·6 H 17·5 
Donations, gifts and pension 

assessments . . . 0·2 1-0 0·1 
I Highway privileges, rents and 

I 

interest H 3·9 0·9 
Charges for current services 6·8 2·6 4-2 
Earnings of public service enter-

0·1 14-4 1·6 prises ---------
Total Revenue from Other 

Sources 22·3 33-3 26·2 
ToTAL, LocAL GovERNMENT REVENUES 100·0 100·0 100·0 - -(b) By groups: 

I. Progressive Taxes : 
Income 0·1 1·5 0·1 
Inheritance 0·1 0·1 --- ---

Total 0·2 1·6 0·1 ---------
II. Taxes on Prlfperty : 

General and selective 66·8 61·0 72·9 
All other special 0·2 0·6 0·1 

Total 67·0 61-6 73·0 
III. and IV. Taxes an Bu.siness, 

C'0118Umptian and Miscellaneous: 1 

Licences and permits • ~ I 10·1 3-4 0·5 
Poll. . . • . 0·4 0·1 0·2 

-~~-----~ Total 10·5 3·5 

TOTAL, TAX REVENUE 77·7 66·7 73·8 -Nan-Tax Revenue: 1 

Grants 10·6 H 17·5 
Public service enterprises 0·1 14-4 1·6 
All other 11·6 14·8 7-1 --- ---

ToTAL, NoN-TAX REVENUE 22-3 33·3 26·2 - - -GR.A.ND TOTAL 100·0 100·0 100·0 - - ---
• ~·t~cnl year emlln" on 11 date between 1st July 1931and 80th June 1932. 
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Total 
---

65·6 
0·1 
0·8 
0·4 
0·2 
3·9 

71·0 ---
H 
0·5 
9·3 

0·6 

2·5 
3·9 

7·8 ----

29·0 
100·0 -

0·8 
0·1 ----
0·9 ---

65·6 
o-4 

66·0 

3·9 
0·2 

--··-
H -----

71-0 

9·3 
7-8 

11·9 ----
29·0 

100·0 -
• l'iticll, tuWil8, villll~t·s, boroughs. 
• For comparison with oth~r chaptl'rs, adtl Public St•rvlce Enterprises and All Other Non·tal( 

Rewuu~ to Uruul"!lll aud IV. 
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Table 8 U.S.A., LOCAL GOVERNMENT EXPENDITURES, 1932 1 

(Percentage distribution) 

Counties Cities, etc.' Other Total Local 
.. 

1. Operatim and Mainte-nance ·of 
General Government : 

General administrative, legislative 
and judicial 17·8 .. .. .. 

Protection to person and property. 3-1 .. .. .. 
Health and sanitation 2·3 .. .. .. 
Highways 16·7 .. .. .. 
Charities, hospitals and corrections 12·9 .. .. .. 
Schools 12·7 .. .. .. 
Libraries 0·3 .. .. .. 
Recreation 0·5 .. .. .. 
Miscellaneous 3·2 .. .. .. 

------------
Tota~ Operation and Mainten. 

ance of General Government 69·5 57·6 1 73·0 3 64·4 3 

------------
2. Operation and M ainttnance of 

PUblic Service Enterprises .. 7·9 0·9 4-3 
3. Interest • 8-4 11-8 9·2 10·4 
4. Outlays 22-1 22·7 16·9 20·9 

------------
TOTAL, LocAL GovERNMENT EXPENDI· 

TURES 100·0 100·0 . 100·0 100·0 - - - -
Percentage share in total expenditures 

of the various classes of local 
government 20·0 50·9 29·1 I 100·0 

I 
' Fiscal year ending on a date between 1st July 1931 and 80th June 1982. 
• Cities, towns, villages, boroughs, . 
• Details not available. 
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Table 9 REl'ENUES AND COST PAYMENTS OF CITIES OF 100,000 OR 
MORE INHABITANTS, 1937 1 

~--

$millions Per cent 

A. REVENUES : 
1. General Government : 

General property taxes 1767·0 56·8 
Other local taxes and licences 172·6 5·5 
Shared taxes 97-5 3-1 
Grants . 405·0 13·0 
Service charges for current services. 84·0 2·7 
Miscellaneous 182·2 5·9 

------
Total 2708·3 87·0 

2. Public Service Enterprises 403·6 13·0 
------

GRAND ToTAL 3lll·9 100·0 - -B. CosT PAYMENTS: 
1. Primary FunctioM : 

General administration, legislation 
and justice 159·6 5·2 

Police 192·7 6·3 
Fire 122·1 4·0 
Interest (General Government) 222·6 7·2 

Total 697·0 22·7 - -2. Secondary FunctiOM : 
(i) Social Services: 

Education 596·1 19·4 
Public health t. 256·1 8·3 
Charities 1 332·1 10·8 

------
Sub-total . 1184-3 38·5 ------

(ii) Developmental: 
Highways 106·3 3-4 
Public service enterprises (in· 

eluding interest and outlays) 459·4 14·9 
------

Sub-total . 565·7 18·3 ------
(iii) Outlays t (General Government) 372·9 12·1 

(iv) Miscellaneous 260·1 8-4 -------
Total 2383·0 77·3 

GRAND TOTAL 3080-0~ -I 

• The flgures cover the gowmmrnt of the city corporation proper and algo inMpendent. school 
di•trirts, s~nitary dbtrkta and othrr inr\rp!'ndent. di•trkts pr!lftically oo-ext~nsive with the cities, and 
also lorlude a percentage of the ftoaodal statistics of the county Go,·eroments in whirh there are cities 
ha,inR owr 300,000 population. 

• Include$ recreation. 
• ~lainly poor relief. 
• Expenditure llf a capital nature and of revrnue, e.q. for pureha.-e and improvement of lam!, 

erertion of new buildings, extension of water·supply systems, or purcha.."CS to increase the collection 
ot li brarie$. 

Soum.-Statistlral Abstract of the United States, 1940. 
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Table 10 U.S.A., GRANTS AND SHARED TAXES, 1936-37 

A. SUite Revenues : 
Taxes (including social insurance contributions) 
Grants 1 

Other non-tax revenue 

Total, State Revenues 

$millions 

3105-4 
585-4 
402·3 

4093·1 

PT.m 1 

Per cent 

75-9 
14·3 
9·8 

100·0 
---------

B. SUite Expenditures : 
Other than grants . 
Grants to minor civil divisions 

Total, State Expenditures 

C. SUite Aid to Minor Civil Divisions, by Purpose 
and Type of Aid : 

General purposes 
Protection to person and property 
Highways 
Development and conservation of natural 

resources • 
Health and sanitation 
Charities 
Schools 
Miscellaneous 
Undistributed 

Total 

General purposes 
Protection to person and property 
Highways 
Development and conservation of natural 

resources • 
Health and sanitation 
Charities 
Schools 
Miscellaneous 
Undistributed 

Total 

Percentage distribution of total aid between 
grants and shared taxes 

2354·8 68·0 
1108·5 32·0 

3463·3 100·0 

$millions 
Shared 
Taxes 
(local 

Total Grants shares) 
35·0 145·0 180·0 
3·9 .. 3·9 

209·8 92·2 302·0 

0·9 .. 0·9 
2·2 .. 2·2 

220·4 0·1 220·5 
636·3 6·3 642·6 
.. 2·6 2·6 .. 13·8 13·8 

---------
1108·5 260·0 1368·5 
--'-------

Per cent 

' 3·2 55·8 13-1 
0·3 .. 0·3 

18·9 35·5 22·0 

0·1 .. 0·1 
0·2 .. 0·2 

19·9 .. 16·1 
5H 2-4 47·0 
.. 1·0 0·2 
.. 5·3 1-0 

---------
100·0 100·0 100·0 

---------
81·0 19·0 100·0 

---------

I 

I 
I 
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Table 10-{oontinutd) 

i D. Ret•enuu of CitiM of 100,000 or mme I 
I 

I 

Inhabitanl8: $millions Per cent 

Local taxes • 1939·6 71·6 
Shared taxes 97·5 3·6 
Grants 405·0 15·0 
Other sources of revenue . 266·2 9·8 

Total revenues 2708·3 100·0 

E. Social Security and Public Assistance : 
Federal expenditure under this head, apart from such heads as N.R.A., A.A.A. 

or C.C.C., is mainly administered by grants to States. 
During the fiscal year 1939-40 the following advances were certified by the 

Social Security Board to the Secretary of the Treasury for Public Assistance 
and for Administration of the Unemployment Compensation Laws and State 
Employment Services : 

I 
( S millions) 

Unemployment Com· 
Public Assistance pensation and State 

Employment Services 

a .. 
~ 

~ >. Total 
" 

+' ., 
" = '0 " ~ "= 

., .,= = "' too-5 ae o= " ~ .! Q)'!j ..,~ 

~ 
0! = 3 ~~ "-:::: .,., ·g~ ~~ ".C 0 

O< Ao ~~ E-< <ll< ~< E-< 
------------------1-

Statea and District 
of Columbia. 230·8 45·9 6·2 282·9 58·1 3·3 61-4 344-3 

Territories • 0·3 0·2 .. 0·5 0·2 .. 0·2 0·7 ! 

345·0 I Total. 23H 46·1 6·2 283-4 58·3 3·3 61-6 

1 Made up as follows : From minor civil divisions • $20,613,000 

From Federal Government : 
Highways . $317,409,000 
Education 24,844,000 
Public health . • . • . 12,933,000 
Relief . . . . . . 155,061,000 
Unemployment compensation administration 9,236,000 
All other , 45,323,000 

Total from Federal Government 

Total State revenue from grants 

Source.-Statistical Abstract of the United States, 1940. 

• $564,806,000 

·~ 

I 
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Table 11 U.S.A., REVENUES OF ALL GOVERNMENTS, BY REGIONS,1 

1932 AND 1937 

$millions Per· 

1932 1937 Increase 

I 

centage 

I-N--~Wmd-.---G~-~----nt--------------·l---2,0-0-5·-7-~'-5-,2-93-·8 __ 1 

__ 1_64 __ 

1----~--·!--------1,------
State G~ernment& : 2 

1. North-eastern States 
2. South-eastern States 
3. Middle States 
4:. Mountain and Great Plain Statey 
5. South-western States 
6. California 
7. Pacific North-western States 

Total, State Governments 

Local G~ernment& : 3 

1. North-eastern States 
• 2. South-eastern States 

3. Middle States 
4 .. Mountain and Great Plain States 
5. South-western States 
6. California 
7. Pacific North-western States 

Total, Local Governments 

GRAND TOTAL 4 • 

Less duplication due to intergovernmental 
grants . • 

NET TOTAL 4 

759·8 
358·5 
558·1 
155·5 
174·7 
118·9 
82-4 

1,4:24-5 
607·0 

1,110·9 
224:·6 
303·7 
287-1) 
135·0 

87 
69 
99 
44 
74: 

141 
64 

85 2,207·9 4:,093·2 
1---------1-~-----1------

2,611·3 
64H 

2,022·2 
360·3 
310·0 
512·2 
186·5 

6,644·1 6,700·0 8 

4:8 10,857·7 16,087·0 
1-----1-~---,-

867·9 . 1,693·8 95 

9,989·8 14,393·2 

1---------·1-~-----1------
44 

1 The regions a.re as follows: (1) North·eastem Slatel: Maine New Hampsbire Vermont, Massa· 
chusetts, Rhode Island, Connecticut, New York, New Jersey Pennsylvania, Delaware, Maryland, 
District of Columbia (under Local Governments) West . (2) South-eaatem States: Virginia, 
North Carolina, South Carolina, Georgi~ Florida, Kentuc , Alabama~issippii Arkansas, 

~~~~~~~~~i Ji/~=~~~~im 0ftl~in ~~t!::: n~=· Dakota, !l~00~ota." N~~~ka~wlan~a!: 
Montana, Wyoming, Coloradoi Utah, Nevada. (a) S()U!h·westem Sta/M: Oklahoma, Texas, New 
Mexico, Arizona. (6) Californw,, (7) Pacific North·westem SU/411: Washington, Oregon, Idaho. 

• 1937 ligures exclude public service enterprises, as do the corresponding expenditure figures in 
Table 12. This should be borne In mind when comparing the ftgures, and especially the perr.entages 
in the two tables. 

• No data are available for 1937, The figure of $6700 minions is a rough estimate. "The change 
between 1932 and 1937 is likely to have been very much less than in the case of National and State 
ftgures. 

• The definition of revenue is not quite the same for thtr National and for the other ftgures. The 
totals for all governments combined should therefore be used only with caution. 

Sourcs,--Btatistical Abstract of the United States, 
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Table 12 U.S.A., PUBLIC EXPL'WITURES FROM REVENUES, ALL 
GOYERNME1"TS, BY REGIONS,1 1932 AND 1937 

I 

$millions 
ee~~~~~ i 

1932 1937 Iucre&>e 1 

Salit:mal lht-ernment 1 4,535·2 8,442-4 86 

Stau Got"mmmenta : • 
1. North-eastern States 905-4 1,133-6 25 
2. South-eastern States 4.'>1·3 530·5 18 
3. Middle States 599·1 94H 58 
4. Mountain and Great Plain States 159·0 227-3 43 
5. South-western States 176·0 267·5 52 
6. Calilornia 134-3 232·4 73 
7. P~ific North-western States 80·7 124-6 54 

Total, State Governments 2,505·8 I 3,463·3 38 

Local Got'Unments:' 

I 

1. North-eastern States 2,958·1 .. .. 
2. South-eastern States 644·9 .. .. 
3. Middle States 2,032·6 .. .. 
4. Mountain and Great Plain States 355·2 .. i .. 

I 

5. South-western States 334-4 .. .. 
6. Calilornia 537-7 .. .. 

I 7. P~ific North-western States 193·9 .. .. I 
I I 
I Total, Local Governments 7,056·8 5,900·0 5 

~I I 

GRAND TOTAL •• 14,097·8 17,805·7 26 -
LtM duplication due to intergovernmental 

grants . 867·9 1,693·8 95 

XET TOTAL' 13,229·9 16,lll·9 22 

1 See Tabl~ 11, footnot~ 1. 
• Expenditure ch&J'1!e&ble a~rrunst ordinarr reeeipts. other than debt retirements. 
• l'ot!t ))llyments. }'iguret~ for 193:! include 1~31 ligures in the case of 18 States. 1937 fl11ures are 

exclusive of public seniCE' enterpri~. 
• t'co;t ))llrments. 1937 dat& are not available. 
• E>timsW. 
• Ttl!' .tetlnition of expenditure l• not quite the same for the National and for the other figUres. 

The wt.t.l:l for all GO\·emwents combined should therefore be used onl)' '1\ith c.mtion. 
Sovr.v.-St&tisti~al Abstract of the United SUites. 
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Table 13 NET DEBT OF STATE AND LOCAL GOVERNMENTS, 
BY REGIONS, 1932 AND 1937 1 

$millions Per· - centage 
i932 1937 Change 

State Government& : 
1. North-eastern States 662·0 965·9 +46 
2. South-eastern States 693·1 744·7 +7 
3. Middle States 411·0 439·0 +7 
4. Mountain and Great Plains States 59·3 72·2 +22 
5. South-western States 19·3 55-4 +188 
6. California . 142-4 106·3 -25 
7. Pacific North-western States 42·5 4H -3 

Total 2,029·6 2,424-6 +19 -
Local Government& : 

1. North-eastern States 6,271·3 6,548-1 +4 
2. South-eastern States 2,190·6 1,948·7 -11 
3. Middle States 3,758·0 3,255·2 -13 
4. Mountain and Great Plain States 581-8 514-6 -11 
5. South-western States 1,014-4 875·0 -14 
6. California • 953·7 1,250·3 +31 
7. Pacific North-western States 446--1 432·2 -3 

Total 15,215·9 14,824-1 -3 -
1 Net debt is gross debt less sinking fund assets, including debt of public service enterprises, except 

In the case of State debt in 1937. State ligures for this year represent funded or ftxed debt less sinking 
fund assets, and exclude debt of public service enterprises. State ftgures for 1932 contain 1931 figures 
for 7 States. For regions see Table 11, footnote 1. 

Source.-Statistical Abstract of the United States, 1940. 



Table 14 U.R.A., PERCENTAGE DISTRIBUTION OF STATE TAX REVENUES, SELEC'TED HTATI<~H. l!t37-3~ 1 

-- ----------,------- ---- . --------.------- ----- -------

Tax All l'!t.ateK eu.HfHrnla JJt:lu.ware (Jcorala llllnolK Nnvuda Nt•w Nt'W York 
N()rth 

Oklahoma Vr.rrnout Jt•nmy UILkfJtU. 
----~- ----- --- -~- -------- ----- -------- ---- ----

Net income (pert~onal and cor-
porate) 12·8 17·9 14·2 14·0 .. .. .. 39·7 3·~ 14·0 7·8 

Inheritance, eHtate and gift • 4·6 4·4 4·9 0·3 4·5 .. 7·7 7·7 0·6 0·6 4·2 
Property (State tax only) !H .. " 0·8 12·6 0·7 37·0 Hi·3 .. 23·7 0·2 10·6 
l<'ranchit,~e 3·4 . . 34·2 1·0 1·6 1·4 3·6 7·0 .. I 1·1 0·9 
lnRurance company 2·7 2·8 2·3 3·5 4·7 2·1 2·3 0·4 2·2 1·8 3·8 
Licence 0·4 .. 2·3 HJ .. .. . . 0·1 .. .. . . 
Stock tranHfer and document 

registry 0·9 .. .. .. .. .. . . 5·3 .. .. . . 
Liquor . 7·0 6·4 6·5 5·2 5·9 6·1 7·3 9·8 8·1 1·7 9·9 
Tobacco 1·8 .. .. 6·5 .. .. .. .. 3·7 3·6 3·6 
Severance 8 2·0 0·2 .. .. .. 2·1 .. . . .. 21·6 .. 
Gasoline, etc. • 25·0 19·8 20·0 48·6 21·2 37·1 20·1 15·0 21·2 22·8 26·8 
Motor vehicle • 12·1 11·2 10·6 4·7 11·6 14·2 15·5 11·2 13·1 13·9 24·9 
Racing. 0·3 1·1 2·1 .. 0·3 .. .. 0·1 .. .. .. 
Utility . 3·7 .. . 1·6 .. 6·2 .. 21H 3·5 .. 0·1 3·1 
General sales 14·4 36·1 0·3 .. 4-3·3 .. .. 0·1 23·9 18·6 .. 
Other 0·6 0·1 0·2 1·7 .. .. 0·1 0·1 .. I .. 4·4 

TOTAL 100·0 100·0 100·0 100·0 100·0 100·0 100·0 100·0 100·0 100·0 100·0 

TOTAL (in S millions) • 3139·7 240·4 10·3 41·2 187·2 3·3 119·2 444·0 12·2 61·0 9·7 
I 

1 The """"'tlon or the KtatcK 1.1! d"Higned to Kbow dUreren<Jell In tax Rtructure. • LflHII than O·Oa. 
• Taxe" levied upon natural rcsour0011 at tbe time of production, or severance from tho earth. Examples are tax"" on mineral reoources, oil and gill!, timber and 

Hea product.~. 

Source.-Taz Yields: 1940 (Tax lnatltute, University of Pennayivanla). 
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Table 15 . U.S.A., EXPENDITURES AND INTEREST CHARGES 
OF STATES, 1937 1 

Cost Interest 
! Interest 

Region and State nr:u:~ds· n;.:~:ds 
Payments as a 
Percentage of 

Cost Pay roents 

1. N ortk-eaatern State~! : 
Maine 28,017' 1,175 4-2 
New Hampshire 16,909 513 3·0 
Vermont . 11,127 297 2·7 
Me.ssachusetts 98,617 737 0·7 

Rhode Island 22,802 1,008 H 
Connecticut 45,918 291 0·6 

New York . 429,734 23,126 I 5-4 

New Jersey 107,496 7,655 7-1 
Pennsylvania 273,682 5,427 2·0 

Delaware • 12,038 88 0·7 

Maryland . 37,565 1,912 5·1 

West Virginia 49,661 3,681 7-4 

Total, North-ee.stern States 1,133,566 45,910 H 

2. &ruth-eastern Sf4te8 : 
Virginia • 55,990 955 1·7 

North Carolina 74,709 7,044 9-4 

South Carolina ·32,857 1,722 5·2 

Georgia 40,396 24 0·1 
Florida 49,290 
Kentucky : 47,593 1,384 2·9 

Tennessee • 46,205 4,730 10·2 

Alabama 49,391 3,223 6·5 

Mississippi : 40,159 2,317 5·8 

Arkanse.s • 26,633 5,017 18·8 

Louisiana , ' 
67,248 6,032 9·0 

Total; South-ee.stern States 530,471 32,448 6-1 

3. M idd1.e State~! : 
Ohio 192,501 483 0·3 

Indiana 76,909 170 0·2 

Illinois 175,820 8,654 4·9 

Michigan • 162,431 4,388 2-7 

Wisconsin • 79,484 83 0·1 

Minnesota • 102,711 4,311 4·2 

Iowa .. 75,960 337 0·4 

Missouri 81,605 4,856 6·0 

Total, Middle States 947,421 23,282 2·5 

4. Mounktin awl Great Plain..Sf4te8: I I North Dakota 20,520 1,305 6-4 
South Dakota 20,419 2,155 10·6 

Nebraska 32,105 17 0·1 

Kansas 42,175' 982 2·3 
Montana 20,895 470 2·2 

Wyoming 13,161 141 1-1 
Colorado 49,155 . 347 0·7 

Utah 21,216 469 2·2 

Nevada 7,676 43 0·6 

Total, Mountain and Great Pl&in 
States 227,322 5,929 2·6 
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Table 15-(rontinued) 

I 

i Cost Interest 
Region and State Payments, Payments, 

$thousands $thousands 

5. South-western States : 
Oklahoma • 71,381 561 
Texa.s 153,784 1,111 
New Mexico 23,281 569 
Arizona 19,101 lll 

Total, South-western States 267,547 2,352 

6. California , . . 232,402 9,088 

7. Pacific N orth-westen1 8tale8 : 
Washington 71,033 679 
Oregon 35,352 2,233 
Idaho 18,210 107 

Tot&~ Pacific North-we~tern States 124,595 3,019 

GRAND ToTAL 3,463,324 122,028 

• Exclusive of public service enterprises, 
Source.-Statistical Abstract of the United States, 1940. 
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InterPst 
Payments as a 
Percentage of 

Cost Payments 

0·8 
0·7 
2·4 
0·6 

0·9 

3·9 

1·0 
6·3 
0·6 

2-4 

3·5 
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Table 16 PUBLIC EXPENDITURES FROM REVENUES, .ALL 
GOVERNMENTS, 1932 t 

($millions} 

1. Primary Fumtions : 
General administration, legislation and 

justice • • . ·, 
Protection to person and property 
Pensions 3 , 

Debt services 
Defence ,, 

Total, Primary Functions • 
2. SflCO'IUi4ry Functions : 

(1) Social Serviees:' 
Education 
Public health 5 • , , • 

Charities, 6 hospitals and corrections. 
Government Life Insurance Fund • 

Sub-total • 
( 2) Developmental : 

Post Office 7 • 

Panama. Cana.l • 
Shipping Boa.rd 
Highways . -. 
Development a.nd conservation of 

natural resources 
Agriculture • . • • , 
Reconstruction Finance Corporation 
Public service enterprises 

Sub-total . 
(3) Outlays • 
(4) Mi&ccllaneous. 

Total, Secondary Functions 
GR.UID TOTAl; 

Leas grants and subventions made by the 
Federal Government to the States, by 
the latter to Local Governments, and 
by Local Governments to States 

NET TOTAL • 

National 

701-2 2 

.. 
1023-4 
599·3 
826·0 

3149·9 -
.. .. .. 
51-4 

~ 

203·0 
10·7 
51·5 
.. 
.. 

580·2 
767·7 

State 

123·3 
86·8 .. 

112·2 
.. 
~ 

604-5 
45·3 

274·9 .. 
924·7 

.. 

.. 

.. 
235·7 

73·0 .. .. 

'Local 

511·61° 
568·2 10 
.. 

731·6 .. 
1811-41° -
-1964·8 10 

354-1)10 
373·4 10 
.. 

2692-7 

597·910 

Total 
----

1,336-1 
655·0 

1,023·4 
1,443-1 

826·0 

~ 

2,569·2 
399·9 
648·3 
51-4 

8,668·8 

203·0 
10·7 
51·5 

833·6 

12-110 85·1 
•• 580·2 
.. 767·7 

6·3 301-6 307·9 
1613-1 ~ 911·610 2,839·7 

885·9 1,475·8 2,361·7 
47·3 57·9 165·310 ~ 

1711·8 2183·5 5245·410 9,140·7 
~ 2505·8 J2E 14,424·3 

238·1 618·6 ll·2 867·9 
4623·6 1887·2 7045·6 13,556-4 --------

' National <fflvemment: fiscal year ended 30th June 1932. State and Local Governments: tlscal 
years ending on a date between 1st July 1931 and 30th June 1932. National Government figures 
include trust and related accounts totalling $326·5 millions. . 

whl~~~f~~~~~~r:xre'a~~;~at~%l!e~::U:Sco~;:rC:~f~i>as~?~~~:~a:~~cl:SS~n~d8::fei~: 
tection to pelllon and property and under Secondary Functions such as Education. All War and 
Navy Department expenditure Is given under Defence, and that of the Department of Agriculture 
under Agriculture. 

• Separate figures for pensions are not available in the case of State and Local Governments. 
• National Government figures not readily available on a comparable basis. The amounts would 

be small. See also footnote 2. 
• Excludes hospitals but includes recreation. 
' Mainly poor relief, 
' Mainly postal deftclency. 
1 $319·0 millions Department of Agriculture, $186·2 millions Agricultural Marketing Fund and 

$125·0 subscription to stock of Federal land banks. , 
' Expenditures of a capital nature out of revenue, e.g. for purchase and improvement of land, 

ere~tion of new buildings, extension of water-supply systems, or purchases to increase the collection 
of hbrarles. 

" Estimate, subject to revision. Details are not available for all types of Local Government In 
all States. • . 

Sourcu.-statlstical Abstract of the United States; Financial Statistics of State and Local Govern• 
ments, 1932. 
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LIST OF UNITED STATES TABLES 
PUBLIC EXPENDITURES FROM REVENUES, 

ALL GOVERNMENTS, 1932 
(Percentage distribution) 

289 

Percentage Share of each Percentage Distribution of 
Government in Total each Government's 

Expenditures Expenditure 

.£ 1 ~ ! .£ Gil 3 '" 1) ~ " ... 0 0 
rn ;.1 

"" tiJ ;.1 
"" 

1. Primary Functions : 
General administration, legislation 

and justice 53 9 38 100 15 5 7 9 
Protection to person and property .. 13 87 100 .. 3 8 5 
Pensions 1 100 .. .. 100 21 . . .. 7 
Debt services 41 8 51 100 12 5 .u 10 
Defence 100 .. .. 100 17 . . .. 6 

----------------
Total, Primary Functions • 60 6 34 100 65 13 26 37 ----- - - - - -

2. Secondary Functions : 
(1) Social Services: 

Education .. 24 76 100 .. 24 28 18 
Public health . .. ll 89 100 .. 2 5 3 
Charities, hospitals and corrections .. 42 58 100 .. 11 5 4 
Government Life Insurance Fund . 100 .. .. 100 1 .. .. . . 

----------------
Sub-total. 1 25 74 100 1 37 38 25 

----------------
(2) DeL·elopmental: 

Post Office . 100 .. .. 100 4 .. . . 1 
Panama Canal 100 .. .. 100 .. .. .. . . 
Shipping Board 100 .. .. 100 1 .. .. . . 
Highways .. . 28 72 100 .. 9 8 6 
Development and conservation of 

natural resources .. 86 14 100 .. 3 . . 1 
Agriculture 100 .. .. 100 12 .. .. 4 
Reconstruction-Finance Corporation 100 .. .. 100 16 .. . . 5 
Public service enterprises .. 2 98 100 .. .. 5 3 

----------------
Sub-total. 57 ll 32 100 33 12 13 20 

----------------
(3) Outlays . .. 38 62 100 .. 36 21 16 

----------------
(4) .Miscellaneous 18 21 61 100 1 2 2 2 

----------------
Total, Secondary Functions 19 24 57 100 35 87 74 63 - - ----- - - -

GRAND TOTAL 34 17 49 100 100 100 100 100 --- - - - - - -
Less grants and subventions 28 71 1 100 5 25 .. 6 

----------------
NET TOTAL. 34 14 52 100 .. .. .. .. ----- - - - - --

1 Separate ligures for pensions are not available in the cases of State and Local Governments. 
u 



290 FEDERAL FINANCE IN PEACE AND WAR 

Table .18 U.S.A., NATIONAL OUTPUT BY INDUSTRIES 1 

(S billions) . 

1929 1932 1935 1987 193~ 

Agriculture 2·6 5·3 6-4 5·8 
Mining. 1·9 0·5 1-0 1·6 1-3 
Manufacturing • 20·4 6·1 12·5 17·5 16·4 
Contract construction 3·5 0·8 0·9 1-8 2·1 
Transportation N 3·7 H 5~~ 5·0 
Power and gas • H H 1·2 ~:t-4 H 
Communications 1·0 0·7 :0·7 0·9 0·9 
Trade 11-1 5·1 7·5 9·6 9·6 
Finance 11-7 6·2 6·3 7·7 7·6 
Government 5·6 5·9 N 8·1 8·9 
Service . 9·9 5·7 6·8 8·6 8·8 
Miscellaneous 4·0 2-4 2·7 3·2 3·4 
Corporation income and excess profits 

taxes. H 0·5 1-0 1·6 1-5 
Capital outlays charged to current 

expense 0·8 o-4 0·6 0·8 0·8 
Inventory revaluations 0·5 1-2 -0·6 -0·7 -0·3 

----------
Lesll--

Social security contributions of em-
ployers .. .. .. -1·0 -1-3 

Revision and rounding-off errors .. -0·1 -0·1 -0·1 0·1 
----------

NET NATIONAL OUTPUT AT FACTOR 
CosT. 87·6 42·8 57•0 72·6 72·0 - - - - -

n.m 

~·I 7·4 
2·0 

27-6 
3·7 
6·4 
1·6 
H 

13·2 
w 9·0 

10·7 
8·0 
4-4 

6·9 

1-8 
-3·2 
--

-1·6 
0·1 

--
99-1 -

' The del\nltion of national income and output used here differs slightly from that of the U.S. 
Department of Commerce (see Table 19), In that Mr. Stone excludes from the total social security 
contributions of em11loyers and Federal debt interest, but Includes imputed rents on owner-occupied 
honses, corporation mcome and excess profits taxes, capital outlays charged to current expense and 
Inventory revaluations. 

SOtlrce,-Richard Stone, "The National Income, Output, aud Expenditure of the United States", 
ECIIflomic Journal, June-Sept. 1942, Table I. 



PT.m LIST OF UNITED STATES TABLES 

Table 19 U.S.A., NATIONAL INCOME, BY INDUSTRIES 1 

( S millions) 

1929 1932 1935 1937 
------

Agriculture 7,258 2,551 5,276 6,378 
Mining 1,883 524 1,028 1,530 
Electric light and power and gas 1,425 1,096 1,152 1,380 
Manufacturing 20,308 6,009 12,402 16,994 
Contract construction . 3,670 906 964 1,902 

1 

Transportation 7,108 3,622 4,133 5,088 
Communication 1,047 722 723 839 
Trade 11,314 5,290 7,608 9,131 
Finance 8,915 4,895 5,131 6,189 

------------
Government, excluding work-

programme wages 6,330 6,355 6,584 7,370 
Work-programme wages. .. 132 1,339 1,783 

------------
Government, including work-

programme wages 6,330 6,487 7,923 9,153 
Service 9,615 5,579 6,828 8,477 
Misct>llaneous 4,012 2,393 2,695 3,161 

, Social securit.y contributions of 
employers .. .. 7 950 

291 

1939 
1-

5,635 
1,232 
1,384 

15,425 
2,148 
4,800 

863 
9,135 
5,983 

-

8,015 
1,869 

---

9,884 
8,374 
3,319 

1,196 
---------

71,172,69,378 NATIONAL INCOME 82,885 40,074 55,870 

1 These ft~nn>s, taken from the Stati~tiral Abstrart of the tTnit.ed States, 1940. are based on a 
<leftnition o( national inrorne diffHin!l .<lightly from that used by ~lr. Rirhard Stone (see Tables 18-
e>peciail)' f•Xltnote-and 20C, al•o Chapter III. Chart IV (p. 33) and Table Yl (p. 38), and Richard Stone, 
op. ~il.). Data on dhiMnd~. intt>n>st. and corpora!<' savini!S b)" industrialdivbions from 1934 onwards 
are ha.<t'd on a diffen>nt industrial riM.<iftration than those for earlier years, though the changes are 
~mall for total income a.s distinct from specific items in particular industries. 



Table 20 U.S.A., GOVERNMENT REVENUES AND EXPENDITURES AND THE NATIONAL INCOME 
( $ billions) 

:1929 ~,~ ~~-=-~ 1938 1939 1940 ~I 
A. Income, Deficit aTUl ExpeTUliture of Public 

A utkorities : 
I 

Direct taxes, etc. : 

I Federal corporate income and excess profits 
taxes • 1·2 0·8. 0·4 0·9 1·4 1·0 1·3 2·6 6·6 

State corporate_ income taxes 0·2 0·1 0·1 0·1 0·2 0·2 0·2 0·2 0·3 
Direct personal taxes . 3·0 2·6 1·9 2·3 3·1 3·3 2·9 3·0 3·8 
Social security contributions of employees . 0·2 0·2 0·2 0·2 0·7 0·7 0·7 0·9 0·8 

Sub-total ~ -~ ~ ~ ~ ~ 5·1 . ~ -n-5 
Indirect taxes, etc. : 

All other federal business taxes 1·2 1·0 1·0 2·1 2·4 2·1 2·3 3·1 4·2 
All other state and local business taxes 4·4 4·9 4·6 5·0 5·0 5·0 5·8 5·9 6·5 
Social security contributions of employers . .. 1·0 1·2 1·3 1·3 1·6 

~ ~ ~ -----,-;y-~ ---s:a-~ ~ )2:3"-

Total Income of Public Authorities ~ ~ ~ ----ro-:6 "}3:8 ~ ~ 17-() ~ 
Deficit ---rii ~ -;:a---rr----r-5 -;:a---rr-~ ~ 
Total Expenditure of Public Authorities • ----u-:7 ~ ~ ~ ~ ~ ~ 19-0 ~ 

Transfer Payments : 
Federal debt interest 0·7 0·6 0·6 0·8 0·9 0·9 1·0 1·1 1·1 
Other transfer payments 0·7 0·7 1·3 1·8 1·7 2·4 2·5 2·7 2·4 

Sub-total ~ ~ ~ ~ ~ --a:a-~ ~ ~ 
Government Expenditures for Goods & Services: 

National defence 
}2·0 1·8 1·8 3·1 5·2 5·9 ·e·4 2·8 11·2 

Federal non-defence 4·4 4•1 4·1 
State and local • H H H H -~ ~- H H M 

Sub-total ~-w:s-~--u:r-~-ra:5~~~ 
Total Expenditure of Public Authorities • -2..!:!,_~--2l:!!._.....!!:!_~_!!!_~~2!:.2..... 

L...--- - - - --- -----L-~--

"" 0:0 

"" 

Po;~ 

~ 
l;l;j 

-~ 
Po;~ 

i 
z 
~ 
~ 
l;l;j 

~ 
~ 

;l 
a 



Table 20-{rontinued) 

1937 1938 1939 1040 

B. Government Expenditure Campared with the National Income: 
(I) Total Government expenditure at market prices . 15·3 16·8 17·6 19·0 
(2) Less transfer payments, including federal debt interest -2·6 -3·3 -3·5 -3·8 
(3) Government expenditure on goods and services at market prices 12·7 13·5 14·1 15·2 
(4) Personal expenditure on consumption at market prices 63·8 59·9 63·5 67·7 
(5) Less all "other •• business taxes -7·4 -7·1 -8·1 -9·0 
(6) Adjusted personal expenditure on consumption 56·4 52·8 55·4 58·7 
(7) Sum of (3) +(6) 69·1 66·3 69·5 73·9 
(8) Item (3) as a percentage of item (7) 18 20 20 21 
Comparable percentages for the United Kingdom .. 19 .. 44 

C. Taxation Campared with tke National Income: 
(I) Net national income 72·6 66·1 72·0 79·8 
(2) Direct taxes, etc. 5·4 5·2 5·1 6·7 
(3) Indirect taxes, etc. 8·4 8·3 9·4 10·3 
(4) Total tax payments, i.e. (2)+(3) 13·8 13·5 14·5 17·0 
(5) Total tax payments as a percentage of net national income 19 20 20 21 
Comparable percentages for the United Kingdom (based on the 

White Paper 1 ) .. 25 .. 29 
--- ---- -------

1 Budget 'White Paper, Crnd. 6347, 1942, Section B. 
Source.-Richard Stone, " The National Income, Output and Expenditure of the United States ",Economic .Journal, June-Sept. 1942. 

1941 

27·0 
-3·5 
23·5 
77·4 

-10·7 
66·7 
90·2 
26 
52 

99·1 
ll·5 
12·3 I 
23·8 
24 

37 

I 

~ 

t-' ...... 
= 1-3 

0 
I":Zj 

d z -1-3 
1:;11 
t:::J 
= 1-3 
> 
1-3 
t?j = 
1-3 
> 
0:1 
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00 

!>!> = c.:. 
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Table 21 

FEDERAL FINANCE IN PEACE AND WAR 

U.S.A., THE CHANGE IN PUBLIC FINANCE 
RESULTING FROM THE NEW DEAL 

($millions) 

Fillcal Year tll4ina 80th June 

1929 1930 1935 1938 

N ati(YftJJt Government 
A. REVENUES AND EXPENDJTURES: 

PT.m 

1939 I 

I. Ordinary receipts . 4,033 1 4,1781 2,006! 3,800 6,242 5,668 ' 
----------~-----

II. Ordinary expenditures 
other than those listed 
under III. .. .. .. 2,775 3,746 3,920 i 

III. Recovery and relief and 
other expenditure on 
agricultural aid, Civilian 

.I 

\ 

Conservation Corps, ! 

Tenne~see Valley 
Authority, and 
similar projects, as· well 
as social security pay-
ments .. .. .. 4,235 3,880 5,290 ' 

----------------·· 
IV. Total ordinary 

expenditures 3 • 3,2991 3,4401 4,535 7,010 7,626 9,210 : I __ 
r-· 

V. Surplus(+)orDeficit(- )3 +734 +738 -2,529 -3,210 1,384 -3,542 
VI. Surplus ( +) or Deficit ( - ) 

apart from III .. .. .. +1,025 +2,496 +1,748 ; 

B. PUBLIC DEBT : 
Bonds• 12,125 12,lll 14,250 14,936 23,602 27,572 
Floating debt ' 3,907 3,047 4,603 12,076 10,301 8,550 
Special issues to Government 

3,770 f agencies and trust funds 607 764 308 633 2,676 
------------------· 

Total interest-bearing debt 16,639 15,922 19,161 27,645 36,579 39,892 : 
------------------· 

Non-interest~bearing debt 292 263 326 1,056 588 553 
------------------· 

TOTAL GROSS DEBT 16,931 16,185 19,487 28,701 37,167 40,445 . - - - - - -
1 1929 and 1930: these figures Include trust and related accounts, which are excluded from the ofllcial flguw 

for later years. The ligures for these accounts are liable to vary considerably from year to year. In 19Sii th• 

receip~:~f:c~~~~~g;db~~=e~1 t~ ~~~~ ~~:1~~r)~~~~~~o. although largely due to the deprei!Sion, partly repre 
~ents the exclusion of trust and related accounts. (See footnote 1.) 

• Excluding public debt retirements. 
• Other than specialii!Sues to Government agencies and trust funds. 
Source.-U .S. Statistical Abstract, 1940, 
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Table 1 CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940 1 

( $ millions) 

Dominion Provincia I Municipal Total 

GRoUl' I. Progreasive Taxea : 
Personal income taxes 76 14 3 93 
National defence tax 28 .. .. 28 
Succession duties .. 25 .. 25 ------------

Total, Group I 104 39 3 146 - - -GROUl' II. Taxes on Property : 
Property taxes on land . .. 4 136 140 
Property taxes on buildings .. 2 108 110 
Business property taxes .. .. 14 14 
Public domain 2 21 .. 23 

---------
Total,. Group II 2 27 258 287 - - - -GROuP III. Mainly Taxes on Business : 

Corporation taxes 145 57 .. 202 
Excess profits tax 24 •'' - .. 24 
Company fees, licences, etc. 3 8 10 21 ---------

Total, Group III 172 65 10 247 - - - -GRoUP IV. Mainly OonsumzJtion Taxea : 
Customs (including liquor) • 131 .. .. 131 

War exchange tax 61 .. .. 61 ------------
Sub-total, Import Taxes 192 .. .. 192 ------------

Excise (inCluding liquor} 88 .. .. 88 --- ------
Otker, Similar Taxes and Licences : 

Manufacturer's taxes 42 .. .. 42 
Sales taxes 179 13 5 197 
Gasoline tax .. 53 .. 53 
Liquor control (other than customs 

and excise) .. 32 .. 32 
Automobile licences ... 27 .. 27 
Amusement taxes .. 3 .. 3 

--- ·---------
Sub-total, Other Taxes and Licences 221 128 5 354 

Surplus Utility Earnings 
---------1-

7 2 7 16 ------ ---
Miscellaneous (taxes and receipts) 38 5 29 72 

-------------
Total, Group IV 546 135 41 722 - - -Dominion subsidies to Provinces . .. 19 19 ------------

GRAND TOTAL 824 285 312 1421 - - -Less duplications 19 .. .. 19 --- ------
NET TOTAL. 805 285 312 1402 - - - -

1 The ftgures are based on Oooaparative Statillticl of Public Fioo'llte,l936-1940 (Dominion-Provincial 
Conference, January 19H), but have been corrected for changes in actual results aa compared with 
budget estimates. · 
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fable 2 CANADA, THE REVENUE SYSTE;)l, ALL GOVERNMENTS, 1940 

(Percentage distribution) 

I 
Percentage Sh1u·e of ~ach P~reentage Dist.rlbution 

Government in Total of carh Government's 
Revenues Revenues 

' = -; -; Cl ~ i 0 ;:; p. 0 

= .5 " = " s ... ·a 3 s '2 -; 
0 2 :0 0 0 " ~ 

(.:l Po< )!! ... >=l ::;:: ... 
--------

GROUP I. Progres.sire Ta:re.s: 
Personal income taxes 81 15 4 100 9 5 1 6 
National defence tax 100 .. .. 100 3 .. .. 2 
Succession duties .. 100 .. 100 .. 8 2 -- -- --1 --

Total, Group I 69 29 2 100 12 13 10 - --------- ---GROllP II. Taxes on Property : 
Property taxes on land . .. 3 97 100 .. I 44 10 
Property taxrs on buildings .. 2 98 100 .. 1 35 8 

I Busint'ss property tnxt's .. .. 100 100 .. .. 4 1 
I Public domain 9 91 .. 100 .. 7 .. 2 

----------------
Total, Group II 1 9 90 100 .. 9 83 21 - - - -- - ---GRollP III. Mainly Taxes 011 Busi11ess: 

Corporation taxes 72 28 . .. 100 16 20 .. 14 
Excess profits tax 100 .. .. 100 3 .. . . 2 
Company f('('s, licenct's, etc. 14 38 48 100 .. 3 3 2 

I 

Total, Group III 70 26 4 100 19 23 3 18 ----- - - ------
GROUP IV. Mai11ly Consumption Taxes: 
Custom.! (including liquor) 100 .. .. 100 16 .. .. 9 

\\' ar exchange tax 100 .. .. ~00 7 .. . . 5 
----

Sub-total, Import Taxes 100 .. .. 100 23 .. 14 
---------- - --

Excise (including liquor) 100 .. .. 100 10 .. . . 6 
----------------

Other, Similar Taxes and Licences: 
.Manufacturer's taxes 100 .. .. 100 5 .. .. 3 
Sales taxt's 91 7 2 100 21 4 2 14 
Gasoline tax .. 100 .. 100 .. 19 . . 4 
Liquor control (other than customs 

and t'Xcist') .. 100 .. 100 . . 11 .. 2 
Automobile licl.'nces .. 100 .. 100 .. 10 . . 2 
Amusement taxt's .. 100 .. 100 .. 1 .. . . 

1-
Sub-total, Other Taxes and Licences 63 36 1 100 26 45 2 25 

------------------
S11rplu8 Utility Earni11g8 44 12 44 100 1 1 2 1 

Misallaneou.! (taxes and receipts) 54 7 39 100 9 2 9 5 
------1-

Total, Group IV 75 19 6 100 69 48 13 51 - - - - - --
Dominion subsidies t() Provinces . .. 100 .. 100 .. 7 .. 1 ----------------
GRAND TOTAL 58 20 22 100 100 100 100 101 - - - -- ----

10: I 

Le~s duplientions 100 100 2 

N.:T ToTAL. 58 20 22 100 98 100 100 -______ I 
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Table 3 CANADA, PUBLIC EXPENDITURES FROM REVENUE, 
ALL GOVERNMENTS, 1940 

{$millions) 

Dominion Provincial Municipal Total 

1. Primary Funclions : 
Legislation, administration and justice 57 41 73 171 
National defence • .852 .. I .. 852 
Military pensions and after-care 56 .. .. 56 
Debt charges 150 66 52 268 

Total, Primary Functions . 1115 107 125 1347 - - - -
2: Serondary Functions : 

( 1) Social Services : 
Education .. 36 81 117 
Relief 31 23 6 60 
Other public welfare • 36 55 37 128 

------------
Sub-total, Social Services 67 114 124 305 

------------
( 2) Deve}qpmerrJ.ol : 

Agriculture and public domain 20 24 .. 44 
Transportation 17 31 32 so 

------------
Sub-total, Developmental 37 55 32 124 

------------
Total, Secondary Functions 104 169 156 429 - - - -

Subsidies to Provinces 19 .. .. 19 
------------

GRAND TOTAL 1240 276 279 1795 - - - -
I Less duplications 19 .. .. 19 

------------
NET TOTAL. 1221 276 279 1776 

I - - - -
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• ·rable 4: CA...'XADA, PFBIJC EXPENDITURES FROM REVENUE, 
ALL GOVERNliENTS, 1940 

(Pel'Ct'ntage distribution) 

1. Pri11wry Fundion.! : 
lkgislation, administration and justice 
National defence • 
~lilitary pensions and after-care 
fh:.bt cha.rg€'8 

Total, Primary Functions . 

2. Se(xmdary Function~: 
(1) Social .'?moicu: 

Education 
Relief (unemployment) 
Other public welfare • 

Sub.total, Social Servic€'8 

(2) Det'€lopmtntal: 
Agriculture and public domain 
Transportation 

Sub-total, Devt'lopmt'ntal 

Total, Secondary Functionfl 

Suhsidi€'8 to Provinces 

GRAND Tout 

lRss duplications 

XET TOTAL. 

Percentage Share of ~arh 
Government in Total 

Expenditures 

= I 
'; 

0 

~ = 5 "2 :5 
0 :1 0 
~ ;:;1 ... 

33 24: 43 100 
100 .. .. 100 
100 .. .. 100 
56 24 20 100 
--------

P~rcenta~te Distribution 
of each Government'~ 

Expenditure 

= '; '; c 

" Q. 
"2 = 1:1 
6 ~ "2 ~ 0 2 = ~ ;:.. ~ ... 

------

5 15 26 10 
69 .. .. 48 
4 .. .. 3 

12 24 19 15 
--------

83 8 9 100 90 39 45 76 

50 
29 

31 
40 
43 

69 100 
10 100 
28 100 

2 
3 

13 
8 

20 

29 
2 

13 

7 
3 
7 

22 38 40 100 5 41 44 17 

46 54 . . 100 2 9 . . 2 

21 39 40 100 1 11 11 ~ 
28 48 24 100 3 20 11 7 

24 39 37 100 _i_ 61 55 ..::.. 

100 100 2 1 I --------, 69 15 16 100 100 100 100 101 ----1 
100 . • . . 100 2 . . • • 1 il 

j--;-~~~~100 [-;-l1oo 100 100 
~-----~-~-.-! 
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Table 5 CANADA, PERCENTAGE DISTRIBUTION OF 
PROVINCIAL AND MUNICIPAL REVENUES, 1937-38 

i 
I ~ I ~ 

~I . a. 
ol 1l ol .s 

"" ~ fji~ 
;. 

ttl j ~ ~ ~ ll~'g 

' 
.. " 

~"".$ ~~ ~ ~ ~ :i!.E 
~ P..liil..'!i 

~I-"-
ttl ~8 

GROUl' I: 
Income taxes on persons . 2 1 . 1 3 8 1 2 4 2 
Succession duties 2 3 31 8 10 1 1 3 3 6 

GROUl' II: 
Real property taxes 20 37 31 43 51 48 43 45 38 45 
Public domain .. 4 8 5 2 2 2 4 8 4 

GROUP III: 
Corporation taxes • 8 6 4 7 5 5 3 5 13 6 

GROUl' IV: ·I Sales taxes • .. . . .. 3 .. .. 3 2 .. 
Gasoline taxes and motor 

vehicle licences • 20 18 18 10 12 10 10 11 12 12 
Liquor control 2 7 8 5 5 5 3 7 8 5 
Miscellaneous taxes, 

licences, fees, etc. 14 15 16 16 11 14 19 16 11 15 
--- - - - - - - - -

Total revenu!l from Pro-
vincial sources 68 90 89 98 99 93 85 95 97 96 - - - - - - - - - -

Federal subsidies 32 10 11 2 1 7 15 5 3 4 
--- - - - - - - - -

TOTAL, 100 100 100 100 100 100 100 100 100 100 - - - - - - - - - -
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Table 6 CANADA, PERCENTAGE DISTRIBUTION OF 
PROVINCIAL AND MUNICIPAL EXPENDITURES, 1937-38 

= Ill " ~ " ii: 

·~ I 
., 

" 'd " 0 
..::: 

,.::::0 rJ:J ..., .£ ~ 1J~'d 
" "' " ~ " ~~ .§U ~§ "' ."1 ., ... ~ 0 ""' = " gj ~ ~8 r:..ro~~ z z;q CJ 0 ::!i rJ:J 

I. Primary FunctiOM : 
General Government and 

miscellaneous 15 17 14 22 21 20 17 17 24 20 
Net debt charges . 17 21 30 20 18 21 19 17 21 20 

2. Serondary FunctioruJ : 
(1) Social Services: 

Education 28 23 21 15 23 20 18 27 18 20 
Public welfare .. .. .. .. .. ... .. . . .. . . 
Unemployment relief 4 3 2 14 8 14 23 8 9 11 
Other 14 19 15 12 17 15 14 16 15 15 

(2) Developmental: 
Agriculture and public 

domain 2 3 5 7 2 2 3 3 4 4 
Transportation . 20 14 13 10 11 8 6 12 9 10 

TOTAL 100 100 100 100 100 100 100 100 100 100 



302 FEDERAL FINANCE IN PEACE AND WAR 

Table 7 CANADA, DEBTS OUTSTANDING, 
ALL GOVERNMENTS, 1913-40 

( $ millions) 

1913 1921 1926 1930 

Dominion 521 3520 3570 3779 
Provinces 285 633 951 1246 
Municipalities-. 505 804 1038 1238 

--------
Sub-tota.!. 1311 4957 5559 6263 

--------
Less Intergovernmental 

debts: 
Dominion-Provincial 12 50 61 . 58 
Provincial-Municipal 1 24 33 - 31 

--------
Net outstanding debt .1298,~ 5465 6174 -

Table 8 

1936 1937 

4800 4855 
1836 1960 
1279 1271 

- --
7915 8086 
----

178 193 
29 30 

----
7708 7863 - -

PT.m 

1940 

5879 
2190 
1143 
--
9212 
--

241 
48 

89231 

CANADA, TOTAL RELIEF EXPENDITURES (INCLUDING RELIEF 
WORKS CHARGED TO CAPITAL ACCOUNT), 1930-37 

($millions) 

1930 1931 1932 1933 1934 1935 1936 1937 
·-------·-----

Through Provinci&l-Municipal 
agencies: 

I 1. Dominion share 3 34 34 28 43 41 52 55 
2. Provincial share 9 42 37 39 74 70 59 79 
3. Municipal share 5 16 21 23 24 23 23 18 

----------------
Sub-total 17 92 92 90 141 134 134 152 

---------------
Dominion expenditure through 

own agencies . 1 5 3 8 17 39 26 13 
----------------

GRAND TOTAL • 18 97 95 98 158 173 160 165 - - - - - - - -
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T.1ble 9 

lliT OF C'.L\"1DLL\' TABLES 

CA...\'.ID.l, RELIEF EXPnl>IITRE....'\ 
!LL GOITRX~TI, 1937-38 

r (Vf .u R.niu ExPxxDITr'lU::S 
(Dvmi.n.ion. Prorino.:w and Yunidpal Sha.n'S rombined): 

Print-e Ed nrd Isl.md 
Xo'""a &'Otia 
Xt>w Brun..~'k 
Qllt'hec 
l)nt&rio 
}l.initoba 
&t..;btdlt'nn 
.!.lbt>rta 
British Columbia • 

Slan of Ead Gor:mt•tlll 

EnLXDITlR..I nmoroR PRoVBC'llL-Yn!ciP.u J.ax..xciES: 
Total Dvminion sha.re 
Total Prorincw share 
Total Yunil.•ipal sha.re 

I T(vt!L unliDI1TB.ll, through Prorino.:ial-Yunio.:ipal.!gencies 

.\dd Dvminion Expenditllft', through on agrocies 

577 
2,500 
1,470 

30,823 
28,161 
9,789 

62,312 
7,1).!9 
9,013 

152,35! 

54,547 
79,400 
18,341 

12,802 

165,156 

Lablto 10 CA .. \'AD.!, C'OYPOSmOX OF TOT.!.L DEBT, .ll.L C',.OITR~~TI, 
3-.)m XOITYBER 1940 

( $ thousands) 

Flllhkd : . GIW'.lllt~. Otl!t>r 
1\t>bt. k'SS I l'n':t.>Ul'f I n;atmg I n..... ·. ('.~till' ·""nt 

Sinbog .Billi I 1\t>bt ~-... ' ~""., fun.i.! I ~ i uwtlo.':i 

------------------------·------~-----~ 
..lllliun>rnmt"nts s.9:!:?;; .u ; 1 .~~tr.9 1 :H9.l'i90 : 557 ,o~u 1 1).!,758 i 2506 

u.'-• lnt<'rgol'emmt"ntal I 

I 
I 

Debts: I i I 

Dominioo-Protin.:-ia1 • 240.037 -lt).591 157 ,:.'100 ~ 33.7tH I 

Prorincial-Yunio.:ipal • 
I 25,lH2 

I 
5017 48,398 6,3:!::? ! I 

Dvm.inion and Canadian 

I ;~3 I X.itional Railways 5.S';S..5bl 5,199.931 8.5,066 
Pro\-ln('t'$ • 38,41)5 
Yuni:iJllilities I .. I 
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Table 11 

RELATION OF CANADIAN WAR EXPENDITURE TO NATIONAL 
INCOME AND PUBLIC FINANCE IN 1937-38, 1940-41 AND 1941-42 

1937-38 1940-41 1941--42 

Net National Irwome ($thousands): 
Tentative results entered for calendar 

years 1937, 1940, 1941 4,348,001 5,386,582 6,514,000 

Government Revenue ( $ thousands) : 
National 516,693 872,170 1,488,536 
Provincial . 287,940 304,564 305,0001 

Municipal . 309,067 314,500 312,700 

Total. 1,113,700 1,491,234 2,106,236 

AS percentage of national income . 25·6 27·7 32·3 

Government Expenditure ( $ thousands) : 
National 534,408 1,249,601 1,885,066 
Provincial . •. 274,100 273,503 274,000 1 

Municipal . 311,297 314,000 309,300 

Total (including defence or war 
expenditure) 1,119,805 1,837,104 2,468,366 

Defence or war expenditure 32,7601 778,4248 1,382,491 8 

Total Government expenditure a.s per-
centage of national income 25·7 34·1 37·9 

Defence or war expenditure a.s percentage 
of national income 0·7 14-5 21-2 

Population (thousands) 11,120 11,385 11,507 
Per Head ( S) : 

Income .. 391 473 566 
Government revenue 100 131 183 
Government expenditure 101 161 215 
Government defence or war expenditure 3 68 120 

'Estimated. 
• Ordina.ry Expenditures of the N a tiona! Defence Department. 
• Including amollllis charged to active assets. 

Nots.-Tentative approximate estimate of Net National Income in 1942 is $7500 millions. Ex­
penditure for war in the fiscal year ended 31st March 1943 was tentatively given in the Budget speech of 
2nd March 1943 as $3,802,765,000; this figure includes the $1000 millions gift to the United Kingdom. 
Total Dominion revenue for thl.s fiscal year was S2,SOS,400,000 ; total expenditure $4,469,958,000 
(prelimina.ry figures). 

S011rce.-Dominion Statistician, Ottawa. (See also Table IT, Chapter IV.) 
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Table 1 

-FEDERAL FINANCE IN PEACE AND WAR 

AU~TRALIA, COMMONWEALTH REVENUES, 
1940-41 AND 1941-42 1 

PT.m 

£thousands Percentage Distribution 

194Q-41 1941-42 194o-41 1941-42 

GROUP I. Progressive Taxes : 
Income tax (individuals) 2 18,872 24,265 lH 16·0 
Pay-roll tax .. 8,000 .. 5·3 
Estate duty ~ ~ 1-8 1-8 

I Total, Group I 21,236 35,065 15·9 23-1 - - - -GROUP II. Taxes on Real Property :· 
Land tax 3,191 3,150 2·4 2-1 ---- - -GRoUP III. Taxes on Business : 
Income tax (companies) 2 • • 

War-time (company) tax: and super· 
' 20,443 26,285 15·3 17·3 

tax: . 3,990 4,000 3·0 2·6 
Gold tax: . . 1,452 1,300 H 0·9 
Non-tax: revenue under Group III . 311 299 0·2 0·2 

Total, .Group III ~ ~ 19·6 ...!!L 
GROUP IV. Mairdy Consumption 

Taxes: 
Customs 29,410 20,440 22·0 13-4 
Excise: 

Liquor 13,597 14,960 10·2 9·8 
Tobacco (including cigars and 

cigarettes) 7,805 9,130 5·8 6·0 
Other . ~ ~ 2·2 2·0 

Sub-total, Excise 
---

24,369 . 27,110 18·2 17·8 
Other Similar Taxes : 

Sales tax 19,793 24,000 14·8 15·8 
Flour tax: ~ ~ H 1·0 

Sub-total, Other Taxes 21,292 25,580 }5:9 16·8 
Net Revenue from Business UJUler· 

takings: 8 

Post Office. ~ ~ 2-4 2·5 ------
M iscellaneou.s : 

Territories ' 507 497 0·4 0·3 
Interest & 1,172 1,100 6 0·9 Qo7 

Other ~ ~ 2·3 2·3 
Sub-total, Miscellaneous ~ ~ 3·6 3·3 

Total, Group IV ~ 81,932 62-1 ~ -GRAND TOTAL • ~ ~ 100·0 100·0 - -
rece;p~·l~fi:~:S~~a~~u~~~~~E~im~O:ic~;t.1:;;~~f~~~~~::t~;~i b~~~ur:d~~hl~~ 
are included. 

• In the absence of separate data of individual and company income tax, the total income tax 
receipts have been split up in the ratio of assessments In 193HO. In view of the repeated changes in 
the income tax law as more and more reliance has been placed on this source of revenue, there is a 
considerable margin of error in the ilgure given above. 

' Net revenues of Post Ofllce only. These were net expenditures on railways, 
• Excluding business undertakings. 
• Excluding balance of interest on States' debts payable by States. 
• No details available. The ilgure of £1,100,000 Is a rough estimate obtained by taking approxl· 

mately the proportion of" Miscellaneous Receipts" (the liead in the Budget accounts) represented by 
interest in 194Q-41. In this way the Budget estimate of Miscellaneous Receipts for 1941-42 has been 
split up. The total of Miscellaneous Revenue in this table is not t~ffected. 

Souru.-Commonwealth Budget Papers. 
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Table 2 AUSTRALIA, COMJ\101\VEALTH EXPENDITURES 
FRO)! CONSOLIDATED REVENUE, 1940-41 AND 1941-42 1 

. --
£thousands Percentage Distribution I 

194G-41 1, 1941-42 194Q-41 1941-42 

1. Primmy Functioo.s: I 

Legislation, administration and I 

justice 4,072 4,176 3·0 2·8 
Defence z 67,481 66,597 49-4 43·8 
Pensions 8,252 8,223 6·0 5-4 
Debt services 1 13,603 14,914 10·0 9·8 --------

Total, Primary Functions ~ ~ 68·4 61·8 
2. Secondary Functions : 

( 1) Social Services : 
Education' Ill 125 0·1 0·1 
Public health 271 291 0·2 0·2 
Invalid and old-age pensions 17,366 18,750 12·7 12·3 
Repatriation and War Service 

Homes Commission 791 945 0·6 0·6 
Child endowment . .. 13,000 .. 8·6 
Maternity allowances 408 425 0·3 0·3 
~liscellaneous 168 368 0·1 I 0·2 

Sub-total, Social Services 19,115 33,904 14·0 22·3 
(2) Developmental: 

Railways (net) 608 628 0·4 0·4 
Shipping and mail services 62 67 .. .. 
Federal Aid roads • 3,485 1,600 2·6 H 
Civil aviation 382 474 0·3 0·3 
Bounties 61 163 .. 0·1 
Rest>arch and publicity 6 • 546 694 0·4 0·5 
Relief to primary producers 3,023 3,776 2·2 2·5 
New works. 3,212 3,831 2-4 2·5 
Miscellaneous 53 26 .. .. 

Sub-t<>tal, Developmental ll,432 11,259 8·3 7·4 
(3) Miscellaneous: 

Territories . 1,238 ~ 0·9 0·9 ----
Total, Secondary Functions 31,785 ~ 23·2 30·6 

Payments to or for States 11,441 ~ 8·4 7-6 
GRAND TOTAL ~ ~ 100·0 100·0 

• l\14G-41 actual figures, 1941-42 Budget estimat~s. The grand totals differ from those in the 
onirial accounts in that net exp~·nditure only on business undertakings is included, and in that ex· 
r.-n<littrre from excess receipts (£2,928,375 on defence in 194G-41) has been ad\led to ordinary ex· 
twn<litnre. 

• Ex[l<'nrliture of dcfenre departments from revenue (other than on pensions and debt services), 
and rni,ctllancou~ expenditure on account of the war of 1914-18. 

• Iutt•rest, sinking fuml, exchan~e, and loan rcdemptbn and converaion expenses. 
• Sol·1icrs' chihlren education scheme (expenditure on account of 1914--18 war) and National 

Librar)·. · 
• Pairl tQ SUites. but does not appear in State Consolirlated Revenue arrounts. 
• Inciud(•s expcnuitnre on scientific research and similar items which have been included under 

e1lucation in the :'\We t\gur!'S (Table~ 5 anrt 6 and Chapter V 'rabl•• XI an<~ Xlll. •·· well as in other 
chapter>, but cannot be separatt'd out in this case. 

Sourc(,--{:ommonwealth Budget Papers, 
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Table 3 

FEDERAL FINANCE IN PEACE' AND WAR 
AUSTRALIA, STATE REVENUES, BY STATES, 1937-38 

(£thousands) 

FT.m 

I 
'd' 

dl 1 ~ ~~ i 
d! 

'§ s~ $~ 

~ 
a ] 

!:1 6~ ~~ a 0 
Cl rll< (;; 

GROUl' I. Progressive Taxes_: 
Taxes on income 1 11,649 4,980 3,251 1994 1655 743 24,272 

Pro bate and succession duties 1,951 1,206 366 240 80 108 3,951 
--------- ----L 

Total, Group I 1 13,600 . 6,186 3,617 2234 . 1735 851 28,223 r - - -
GROUl' II. Taxes on Real Property : 

Land tax . • 2 420 233 319 98 84 1,156 I 

Non-tax revenue from lands 1,872 434 1,543 217 375 66 4,507 

---------------· 

! 

t 
Total, Group II 1,874 854 1,776 536 473 150 

-~·r - -- - -·· 
· GROUP III. Taxes on BWiine&B : a 

Stamp duties 1,196 802 364 273 223 79 2,937 I 

Licences and other taxes 63 100 76 37 34 22 332 ! 

Total, Group III . 1,259 902 440 310 257 101 3,269 - - - - - - -· 
GROUl' IV. Mainly Consumption Taxes: 

Taxes: 
Liquor. 341 197 46 34 60 23 701 

Motor vehicles .,. 2,260 1,538 471 660 341 148 5,418 

Entertainments 106 220 89 69 30 514 l 

Racing 350 349 55 277 63 37 1,131 · r 
Lotteries .. .. .. 50 .. .. 423 3 473 

--------------~ 
Sub-toW, Taxes 3,057 2,304 622 1060 533 661 8,237 r 

--------------
Revenue fr01n BWiiness Undertakings : • 

Railways, tramways and omnibuses 7,105 2,507 1,512 6726 1048 .. 12,844 ~ 

Harbours, rivers and lights • 841 8 .. 550 249 .. 1,648 -
Water supply, sewerage, irrigation 

and drainage . • . 246 304 .. 697 511 1,758 ~ 

Other • .. 785 .. 11 128 13 937 ~ 

---------------
Sub· total, Business Under· 

8,192 takings 3,604 1,512 1930 1936 13 17,187 

------------__ , 
MiscellaneoUII : 

Interest 653 2,255 1,299 914 449 351 5,921 

Other • 4,182 972 1,259 518 697 190 7,818 I 

------------1-· 
Sub-total, Miscellaneous 4,835 3,227 2,558 1432 1146 541 13,739 I 

--------------· 
Total, Group IV 16,084 9,135 4,692 4422 3615 1215 39,163 ,j 

----- - - -I 
I 

Grants and other Commonwealth pay· 
menta • 3,008 2,12'7 1,097 1783 6 1051 841 9,907 i 

GRAND TOTAL 35,825 19,204 11,622 9285 7131 3160 ~~ - - - - -
1 Includes taxes on company ln'come, which could not be separated out from those on individual income. 
1 Taxes on company Income are inch1ded under Group I. . 
1 Includes Income tax on lotteries, £277,3i3 (8·8 per cent of Tasmanian revenues) .. 
• Net revenue only, In calculating the total for all States, the losses of some have not been offset against 

the profits of others, but given separately in the expenditure tables (Nos. 5 and 6). 
' Includes £120,000 (1-S per cent of South Austra.lian revenues), portion of Commonwealth Speelal Grant 

paid direct to railways. . • Excludes £120,000 (H per cent of South Australian revenues), portion of Commonwealth Special Grant 
paid direct to railways, 

Sourcs.-Finance, 19/ll...f/8 to 1987-38, Commonwealth Bureau of Census and Statlstles, Bulletin No. 29, 
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.-\l"STR.-\LL\, STATE RE\'K\TES, BY STATES, 1937-38 
(Pereentage distribution) 

!I I -_§ o~il :~ ..!! 
' I .:: " :; E::; ; ! 

.c~ ~ § .::r.. .s- E - I 

! ~~d ~ E ~~ I f~ ~ ~ 
I Z:t::l: I > l:;j i< ~< "" "" 

GRO<P I. Pr_vg_r_tM_i_t't!_T_a_:r_e&_: _____ l ~~--~~-,-~--

Taxes on inrome 1 • • 1. 32-5 2.5·9128·0 21·5 1 23·2 23·5 28·1 . 
Probate and succession duties • ! 5·5 l 6·3 3-1 I 2·6 I H I H 4-6 i 

Total. Group I 1 

Gaon fl. Ta:n8 on Real Praptrly: 
Land Tax 
Xon-tax rt>>enue from lands 

Total, Group II 

GROlP m. Ta.ru on Bti/Ji .. u/1: I 
Stamp dutiee • 
Lieenet>s and other taxee 

Total, Group ill 

I 38·0 I 32·213}.11 2H I 24-3 I 26·9 32·7 i 

-~-~-~-~-~--: 
I .. I 2-l 2·0 I 3·-1: I 1·3 2·7 H i 
I 5·2 2·3 13·3 2-3 5·3 2·1 5·2 i 

----'----·----·--
• I 5·2 I H 115·3 I 5·7 I 6·6 l 4-8 I 6·6 I 
----~1-!-
; I I I I I 
i 3·3 4·2 3-1 I 2·9 I 3-1 I H I H I 

I 0·2 0·5 0·7 I 0·4 I 0·5 I 0·7 0·4 I 
13.5!M13.813.313.6T3.;T3.8i 
;-1--1--,--1-1---~ 
' I ' I I I GRo<P IV. J!,Jiniy Co".s~mplion Ta:rt/J: 1

1
. , I I fl 1

1 Ta.ru: 
Liquor I 1·0 1·0 0·-1: J 0·4 I 0·8 I 0·7 0·9 : 
~lotor whides i 6·3 8·0 H 1 H 4·8 4·7 6·3 I 

Entertainments \
1 

0·3 1·2 .. 11·0 1·0 0·9 0·6 : 
Rating 1·0 1·8 0·5 3·0 0·9 1-2 1·31 
Lotteries • J .. 0·4 13-4 1 0·5 , 

Sub-total, Taxes !8.6J12·0 J---s.4Jn·51N/ 20·9!9.61 

Rtrtnt from BusirtWJ [nderllll·i•UJ&:' ,--~--~--·--~------
Railwan, tramwavs and omnibuses 19·8 J 13·1 I 13·0 I 7·3"i l-1:·7 ! .. 14·9 
Harbo~ rivers a~d light.s 2·3 1 • • • • • 5·9 i 3-51 .. 1-9 
\\'ater supply, sewerage, irrigation and I 

drainage . 0·7 i 1·6 .. 7·5 7·21 . . 2·0 
Otht>r . • . . .. I H .. 0·1 1·8 0·5 ! H I __ , ____ I _______ _ 

Sub-total, Businei!i! l'ndertakingg • ! 22-8 ~~~~~ 20·81 27·2~~~~ 

.1/iMtllanwtM: I ! • I 'I I 
lntert>,t ; 1·8~11·7111·2 9·91

1 
6·3 1H 6·8 

Other 11-7 5-l 10·8 5·5 9·8 6·0 9·1 I ____ ! ______ , ____ ! 

Sub-total, llisrellant>Ous 

Total. Group rr 

i 13·5 ! 16·8 I 22·0 115-4 116-1 I lH 115·91 

: 4-1:-9 I -~:Hj 4N I 47·6 1: 50·8j38.514S·-~: i :-1--1---..::..:..j 
' Grantsand otht>r Corun1onWNllth payments i 8·41 11-1 j _ 9·41 19·2 'I 14·71 26·6 11-5 j 

GIUSD ToTAL • lwo·o 1100·0 IIOO·O IIOO·O ltoo·o 1100·0 \100·0 ·, 1_1_1_1_1_, __ 

For lootootes see Tablt 3. 



Table 5 AUSTRALIA, STATE EXPENDITURES, BY STATES, 1937-38 
{£thousands) 

I New South Western 
\South Wales Victoria Queensland Australia Australia 

I. Primary Function8 : 
Legislation, administration, and justice 1,578 842 994 445 510 
Public safety 2,141 1,013 650 348 298 
Pensions . : 712 1,020 213 280 144 
Debt services 14,242 8,I14 6,566 5091 4245 

Total, Primary Function 18,673 10,989 8,423 6164 5197 

2. Seoondatry Function8 : 
(1) Social Se:rvices: 

Education 5,123 3,093 1,712 1015 837 
Public health (including hospitals). 2,174 1,247 508 448 190 1 

Relief of aged, indigent, etc. 1,297 2 93 285 171 95 
Unemployment relief 3,ll4 1,934 213 319 . 62 

Child welfare . 103 305 101 40 56 
Family endowment • . 1,470 .. .. .. .. 
Miscellaneous . 348 54 1 40 Ill 

Sub-total. Social Services 13,629 6,642 2,820 2033 1351 

(2) Developmental, : 
Railways .. .. .. .. .. 
Miscellaneous business undertakings .. .. 2" . . .. 
Lands and survey 368 845 300 70 52 
Agriculture 701 304 162 127 287 
Forestry 77 171 40 .. 83 
Public works 688 79 84 576 8 

Sub-total, Developments! 1,834 1,399 588 773 430 

(3) MiscellaneouB 1,635 143 20 188 164 

Total, Secondary Functions 17,098 8,184 3,428 2994 1945 

GRAND TOTAL 35,771 19,173 ll,851 9158 7142 

' I Tasmania Total 

I 290 I 4,659 
158 4,608 

17 2,386 
1219 39,477 
1684 51,130 

374 12,154 
168 4,735 

94 1,951 
175 5,817 

55 620 
. . 1,470 

8 562 
834 27,309 

213 5 213 
. . 2 

10 1,645 
103 1,684 

35 406' 
I 134 1,569 

495 5,5.19 
140 2,290 

1469 35,118 
3153 86,248 

1 Exclusive of £256,800 from Hospital Trust Account. a Includes widows' pensions~ and payments to deserted wives, widows and children .. 

l 

I 
I 

• Portion only. Remainder included with hospitals in the official statistics, and hence under*~ Public Health u in this table. 
4 Up to July 1941 Government family endoWIIlent was confined to the State scheme in New South Wales. Since then there has been a. more eomprehensh·e Com-

monwealth system. (See Table 2.) 6 Net loss. 
Source.-Fi:nom.ce, 1927-28 to 1937-38, Commonwealth Bureau of Census and Statistics, Bulletin ·No. 29. 
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Table 6 AUSTRALIA, STATE EXPENDITGRES, BY STATES, 1937-38 
(Percentage distribution) 

I Xe'w South \Yegtern 
South \Vales '\~ictoria Queensland .Australia Australia 

L Primary Functions : 
Legislation, administration and justice 4·4 4·4 8·4 4·8 7·1 
Public safety 6·0 5·3 5·5 3·8 4·2 
Pensions . 2·0 5·3 1·8 3·1 2·0 
Debt services 39·8 42·3 55·4 55·6 59·5 

Total, Primary Functions 52·2 57·3 71·1 67·3 72·8 
2. Secondary Functions : 

{ 1) Social Services : 
Education 14·3 16·1 14·4 11·1 11·7 
Public health (including hospitals) . 6·1 6·5 4·3 4·9 2·7 1 

Relief of aged, indigent, etc. 3·6 z *3 2·4 1·9 1·3 
Unemployment relief 8·7 10·1 1·8 3·5 0·9 
Child welfare 0·3 1·6 0·9 0·4 0·8 
Family endowment • . 4·1 .. .. .. .. 
:Miscellaneous . 1·0 0·3 .. 0·4 1·5 

Sub-total, Social Services 38·1 34·6 23·8 22·2 18·9 
(2) Developmental: 

Railways . . . . .. .. .. .. .. 
1\Iiscellaneous business undertakings .. .. *" . . .. 
Lands and survey 1·0 4·4 2·5 0·7 0·7 
Agriculture 2·0 1·6 1·4 1·4 4·0 
Forestry 0·2 0·9 0·4 .. 1·2 
Public works 1·9 0·4 0·7 6·3 0·1 

Sub-total, Developmental 5·1 7·3 5·0 8·4 6·0 
(3) Miscellaneous 4·6 0·8 0·1 2·1 2·3 

Total, Secondary Functions 47·8 42·7 28·9 32·7 27·2 
GRAND TOTAL 100·0 100·0 I 100·0 100·0 100·0 

-------------

For footnotes see Table a. • Less than 0·05 per cent. 

I 

Tasnunia 

9·2 
5·0 
0·5 

38·7 
53·4 

11·9 
5·3 
3·0 
5·6 
0·5 
.. 
0·3 

26·4 

6·8" 
.. 
0·3 
3·3 
1·1 
4·2 

15·7 
4·5 

46·6 

I 100·0 

Total 

5·4 
5·3 
2·8 

45·8 
59·3 

14·1 
5·5 
2·3 
6·7 
0·7 
1·7 
0·7 

31·7 

0·2 
* 
1·9 
2·0 
0·5 
1·8 
6·4 
2·6 

40·7 
100·0 
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Table 7 AUSTRALIA, LOCAL GOVERNMENT REVENUES, BY STATES, 1937-38 
(£thousands) 

New Victoria Queensland South Western 
South Wales Australia Australia 

GROUF II. Taxu on Real Property : 
Rates 5,304 3706 } 2266 871 { 673 
Penalties 1 106 33 1 

Total, Group II 5,410 3739 2266 871 674 
GROUP III. Taxtl/J on Business : 

Licences • 73 88 33 30 20 
GROUP IV. Mainly Ocms'Umption Taxtl/J: 

Miscellaneous taxes 45 .. .. .. . . 
Public Works and Se.rvictliJ : 

Sanitary and garbage services 456 155 382 14 71 
Council properties 567 538 288 84 91 
Street construction 340 163 18 66 8 
Other 158 49 19 17 4 

Sub-total, Public Works and 
Services 1,521 905 707 181 174 

Profits from business undertakings .. 265 5 1 48 
Miscellaneous 96 62 180 72 400 2 

Total, Group IV 1,662 1232 892 254 622 
Government Grant8 : 
• Unemployment relief 1,834 789 729 13 } 127 { Roads 1,380 84 385 312 

Other 298 139 214 30 2 
Total, Grants 3,512 1012 1328 355 129 

GRAND TOTAL 10,657 6071 4519 1510 1445 

Tasmania 

333 
2 

335 

9 

. . 
11 
53 

1 
8 

73 
32 
29 

134 

26 
13 

4 
43 

521 

• Inct;d!: ~:2~:~ (~s~u:~s!:~t ~i'th:~:l1:;:t~!t:;:r~t~!.1';)~oYt~~~Jel:Oc:U~'!~~n ~ft~t!~~f~~ r~~i:ration. 
Source.-Finance. 1939-40, Commonwealth Bu.reau of Census and Statistics, Bulletin No .. 81 .. 

Total 

} 13,295 

13,295 

253 

45 

1,089 
1,621 

596 
255 

3,561 
351 
839 

4,796 

} 5,692 

687 
6,379 

24,723 
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Table 8 AUSTRALIA, LOCAL GOVERN:\lENT REVENUES, BY STATES, 1937-38 
(Percentage distribution) 

~~ ---------
\\,.estC'rn New Victoria Queen•la.nd South 

South Wales Australia. Au~tralia 
----~~ 

GROUP II. Taxu on Real Property : 
Rates 49·8 61·0 I 50·2 57·7 { 46·5 
Penalties 1 1·0 0·5 f 0·1 

Total, Group II 50·8 61·5 50·2 57·7 46·6 
GROPP III. Taxu em Business: 

Licences 0·7 1·4 0·7 2·0 1·4 
GROUP IV. Mainly Consumption Taxe&: 

Miscellaneous taxes 0·4 .. .. . . .. 
Publie lV orks and Service& : 

Sanitary and garbage services 4·3 2·6 8·5 0·9 4·9 
Council properties 5·3 8·9 6·3 5·6 6·3 
Street construction 3·2 2·7 0·4 4·4 0·6 
Other 1·5 0·8 0·4 1·1 0·3 

Sub-total, Public Works and 
Services 14·3 15·0 15·6 12·0 12·1 

Profits from business undertakings .. 4·4 0·1 0·1 3·3 
:M.iscellaneous 0·9 1·0 4·0 4·7 27·7 2 

Total, Group IV 15·6 20·4 19·7 16·8 43·1 
Government Grants : 

Unemployment relief 17·2 13·0 16·1 0·9 \ 8·8 { Roads 12·9 1·4 8·5 20·6 J 
Other 2·8 2·3 4·8 2·0 0·1 

Total, Grants 32·9 16·7 29·4 23·5 8·9 
GRAND TOTAL 100·0 100·0 100·0 100·0 100·0 
Distribution of Total Revenues by States 43·1 24·6 18·3 6·1 5·8 

I 

For footnotes see Table 7. 

Ta!'<.mania 

63·9 \ 
0·3 J 

64·2 

1·9 

.. 

2·2 
10·2 
0·2 
1·5 

14·1 
6·2 
5·5 

--25·8 

4·9 I. 
2·5 J 
0·7 
8·1 

100·0 
2·1 

Total 

53·8 

53·8 

1·0 

0·2 

4·4 
6·6 
2·4 
1·0 

14·4 
1·4 
3·4 

19·4 

23·0 

2·8 
25·8 

100·0 
100·0 
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Table 9 AUSTRALIA, LOCAL GOVERNMENT EXPENDITURES, BY STATES, 1937-38 
(£thousands) 

New Victoria Queensla.nd South Western 
South Wal<'.S Australia Australia 

1. Primary Functions : 
General administration . 678 614 293 137 126 

Public safety 1 101 73 25 2 23 

Debt Servioea: a 
Interest 847 496 545 47 97 
Redemption and other items 1,152 418 397 72 142 

Sub-total, Debt Services 1,999 914 942 119 239 

Total, Primary Functions 2,778 1601 1260 256 388 

2. Seconilary Functions : 
(1) Social Services: 

Health administration 133 184 92 91 38 
Sanitary and garbage services 630 261 564° 56 92 
Hospitals and ambulances } 39 { 

215 . 20 
Other charities· 

21 1 3 1 
Sub-total, Social Services 784 484 872 150 151 

(2) Developmental : 
- Roads, streets and bridges 5,698 5 2121 6 1764 870 578 

Street lighting 341 175' 68 55 43 
Council properties 1,092 793 251 122 237 
Other public works and services 212 73 204 69 13 

Sub-total, Developmental 7,343 3162 2287 1116 871 
(3) Miscellaneous -115 7 895 106 2 43 

Total, Secondary Functions 8,012 4541 3265 1268 1065 
GRAND TOTAL . 10,790 6142 4525 1524 1453 

Tasmania 

58 
4 

37 
26 
63 

125 

31 
22 

1 } 1 
55 

222 
24 . 
58 
17 

321 
27 

403 
528 

Toto.l 

1,906 
226 

2,069 
2,207 
4,276 
6,408 

569 
1,625 

302 

2,496 

11,253 
706 

2,553 
588 

15,100 
958 7 

18,554 
24,962 

~ ..... 
>!'>-

~ 
~ 
1-:z;l 

I 
;;j 

~ 
~ 
~ 

~ g~~~~!~r~~~~~~~Ons included in the official statistics under public works and services, a.nd hence ln this ta.ble under Developmental Expenditure. ~ 
• Excludes business undertakings~ • Includes £215,07 4 ( 4·8 per cent of the total for Queensland) for sewerage and drainage. · 
: i~~l~~:: ii~::~~~ ~~:~ ~:~ :~~ ~~ ~1!.: ~~:1 ~~~ ~r:to~ra)tgf ~!~:l ~ ff~:~o l~~~s t~~-Department and Harbour Bridge Fund. , a 
"~' Inclutles deductions for duplications which cannot be allocated to the various heads. £230,035 (2·1 per cent of the total for New South Wales and 0·9 per cent of 

tha-t for all States). Sou:Tce.-Finance. 1.934-40, Commonwealth Bureau of Census and Sta.tistics. Bulletin No. 31. 



TablelO Al.:'STRALL\., LOCAL GOVERX)lEXT EXPEXDITL'RES, BY STATES, 1937-38 
(Percentage distribution) 

I :'>~w ,. · I - I South i WP•tem . . I ·--------------~ South \\~ales 'ICtona Queen~land Au:;.tn~Ha I Auf\tralia Ta-..mai.ua Total 

I. Primary Functian8: \ 
General administration . 6·3 10·0 6·5 9·0 8·6 ll·O 7·7 
Public safety 1 • • i 0·9 1·2 I 0·5 • I 1·7 0·8 0·9 

De1A Sen.,ices : a l • 
Interest 1 7·8 8·1 12·0 3·1 6·7 7·0 8·3 

8·8 Redemption and other items I 10·7 6·8 8·8 4·7 9·8 4·9 
Sub-total, Debt Services 18·5 14·9 20·8 7·8 16·5 11·9 17·1 1 

Total, Primary Functions · 25·7 26·1 27·8 16·8 I 26·8 23·7 25·7 I 
2. Secondary Function8 : I 

(I) Social Services : 
1

1 
Health administration 1·2 3·0 2·0 6·0 2·5 5·9 2·3 
Sanitary and garbage services 5·9 4·2 12·5 3·7 6·3 4·0 6·5 , 
Hospitals and ambulances 1'- 0 _2 0 _6 J 4·8 2 1·4 0·2 1 1.2 i 
Other charities . I \ * 0·2 0·1 0·3 f I 

Sub-total, Social Services I 7·3 7·8 19·3 9·9 10·3 10·4 10·0 I 
~2) DevelopTTU'-ntal : i 

Roads, streets and bridges • 52·8 34·5 39·0 57·1 39·8 42·1 45·1 1 

Street lighting 3·2 2·9 1·5 3·6 3·0 4·6 2·8 ! 
Council properties 10·i. 12·9 5·5 8·0 16·3 ll·O 10·2 l 
Other public works and services 2·0 1·2 4·5 4·5 • 0·9 3·1 2·4 \ 

Sub-total, Developmental 68·1 51·5 50·5 73·2 60·0 60·8 ~~~~ 
(3) Miscellaneou-s • -1·1 14·6 2·4 0·1 2·9 5·1 3·8 ! 

Total, Secondary Functions 74·3 73·9 72·2 83·2 73·2 76·3 I 74·3 

GRAND TOTAL • • I 100·0 100·0 100·0 100·0 100·0 100·0 I 100·0 
Distribution of Total Expenditures by I I 

States . ! 43·2 24·6 18·2 6·1 I 5·8 2·1 100·0 

For footnotes see Table 9. • Less than 0·05 per cent. 
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Table 11 AUSTRALIA, COMMONWEALTH AND STATE DEBT, 
30TH JUNE 1941 

Maturing in-

Australia, 
£000 (Austr.) 

London, 
£000 (Stg,) 

New York, 
£000 ( $4-8665) 

For Commonwealth Purposes 
(1) War Debt (1939~1): 

Stock and bonds 2 84,178 5,775 .. 
Advance loan subscriptions 8 872 .. .. 
Citizens' National Emergency 

Loans 2 5,390 100 .. 
War savings certificates and stamps 2 17,460 .. .. 
Public Treasury bills (short-term 

debt) 1,750 .. .. 
Indebtedness to United Kingdom 

Guvernment .. 12,000 .. 
Sub-total, War Debt (1939~1) 109,650 17,875 .. 

(2) War Debt (1914-19): 
Stock and bonds 2 171,073 ll,020 .. 
Miscellaneous 2 167 .. .. 
Indebtedness to United Kingdom 

Government .. 79,724 .. 
Sub-total, War Debt (1914-19) 171,240 90,744 .. 

(3) Works and other Purposes: 
Stock and bonds 8 28,766 61,664 15,877 
Treasury bills and debentures (short-

term debt) . .. 3,720 .. 
Internal Treasury bills 3 10,692 .. .. 
Sub-total, Works and other Purposes 39,458 65,384 15,877 

Total, Commonwealth P11rposes 320,348 174,003 15,877 

On Account of States 
Stock and bonds 459,072 206,381 15,584 
Treasury bills and debentures (short-

term debt) 45,423 23,155 .. 
Balance of debts of States taken over 

by Commonwealth and still repre-
sented by State securities .. 154,505 11,902 

Total, on Account of States 504,495 384,041 27,486 

GRAND TOTAL, COMI\[ONWEALTR AND 
STATE PUBil(J DEBT 824,843 558,044 43,363 

PT.m 

Total, 
£000. 

89,953 
872 

5,490 
17,460 

1,750 

12,000 

127,525 

182,093 
167 

79,724 

261,984 

106,307 

3,720 
10,692 

120,719 

510,228 

681,037 

68,578 

166,407 

916,022 

1,426,250 
I 

1 Total " face " or " book " value of the debt without adjustment on account of relatlv~ currency changes 
since the loans were tloated. 

1 Funded with the public. 1 Funded debt. 
Source,-Finance,l94(}.4], Commonwealth Bureau of Census and Statistics, Bulletin No, 32. 

I 



Tal>l" 12 AUHTRALJA, HTATI<: DEBT, llY HTATES, 30Tn ,JUNr<; JH38 

N.-w Vldnrla QUN!UMJ&nfl ' linnth I W•·•l•·rn I T I I T I 
Huuth Walm• _ A ~~tr~~ ____ 

A uKtrulia II.Mrtlun tl otn : 
----------·~ ---- ------- -- -- - - -- -------,-------- ---- - --I 

~laturiug in Aw<tralia : 
£ tlwwutnds (Austr.): 

Fund"d 
Hhort-term 

Total 

Maturing in lAndon, £ thouKands (Htg.): 
l<'unded 
Short-term .. 

Total 

Maturing in New York,£ thousandH 
(S4·8HHG): 

:Funded 

7'otal Debt, £ thommnds : 1 

Funded 
Short-term 

GRAND ToTAr. 

150,031 
3o,1no 

181,801 

140,4~1 

9,065 

159,440 

12,020 

313,332 
40,835 

354,107 

-- -------~ 

10fl,H3fl 53,4flH 
3.3~5 2.1~3 

110,021 55,f)52 

56,805 63,012 
5,8S5 .. 

62,0HO 63,012 

4,517 7,ll8 

167,958 123,599 
9,270 2,183 

177,228 125,782 

5~.405 41,fl70 12,0:13 
4,130 5,1500 170 

I 02,535 47,530 12,203 

I 

I 
30,358 41,WO 12,018 

3,816 2,908 4!H 

43,174 44,158 13,40{1 

1,742 2,024 229 

IJH,505 84,864 25,180 
7,H46 8,858 6fH 

I 107,451 93,712 

I 
25,841 

-------- - --- ---

a Tot.aJ .., ftu:e"' or "book u valne ur the dt~bt without. adjUHtrncnt on account of rclut!vc currcrw)' f•hauJ(mJ sJnoo the Ioams were floated. 
Source~-~~inaneP, J[J.'/7-:JH, Counnonweulth Uurt•u.u of CcruHJM anti Jituth;.tleJot, Hulh•tln No. 29~ 

423,144 I 
I 

4fl,598 

I 
409,742 
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381),8S9 
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Table 13 AUSTRALIA. LOCAL GOVERNMENT DEBT, BY STATES, 
1937-38 . 

Maturing in-

Debt of Local Authorities in- Australia London New York New 
£000 (Austr.) £000 (Stg,) £000 ( $4·8665) Zealand 

£000 

New South Wales : 
Due to Central Government 3,987 .. .. .. 
Due to banks (net overdraft) 250 .. 
Due to public creditor 27,159 5,477 1913 .. 

Total 31,396 5,477 1913 .. 

PT,m 

Total 
£000 

3,987 
250 

34,549 

38,786 - -
Victoria: 

Due to Central Government 664 .. .. .. 664 
Due to banks (net overdraft) 324 .. .. 324 
Due to public creditor 12,075 .. .. 31 12,106 

Total 13,063 ... .. 31 13,094 - -
Queensland : I 

Due to Central Government • 10,152 .. .. . . 10,152 'lo 

Due to banks (net overdraft) 708 .. 708 d 

Dull to public creditor 9,200 5,500 3588 .. 18,288 d 
-· 

Total 20,060 5,500 3588 .. 29,148 fl -
South Australia : 

Due to Central Government 394 .. .. .. 394 j . 

Due to banks (net overdraft) 45 .. .. .. 45 i 
Due to public creditor 846 .. .. .. 846 jl 

Total .. 1,285 .. .. .. 1,285 i - -·· 
Western Australia : 

Due to Central Government 43 .. .. .. 43 I 
Due to banks (net overdraft) 32 .. .. .. 32 ~ 
Due to public creditor 2,589 552 .. .. 3,141 l 

Total 2,664 552 .. .. 3,216 : -· Tasmania: 
Due to Central Government 362 .. .. .. 362 { 
Due to banks (net overdraft) 43 .. .. 43 i 
Due to public creditor 1,658 1,194 .. .. 2,852 • 

Total 2,063 • 1,194 .. .. 3,257 -All States: 
Due to Central Government 15,602 .. .. .. 15,602 
Due to banks (net overdraft) 1,402 .. .. 1,402 ~· 
Due to public creditor 53,527 12,723 5501 31 71,782 --

GRAND TOTAL 70,531 12,723 5501 31 88,786 - --
NoU.-The "Total" column shows the total "face" or "book" value of the debt without adjustment< 

~~:~~n~f ~nrf~~:,e c~e~lru~b!\:o:!nof ot~:r1~~~o'rl~:S 11:W~·do ~~t ~:i?o~:fr~f:~:;e a:~Je~~ ~eeJu~~. 
Source.-Finance, 1938-89, Commonwealth Bureau of Census and Statistics, Bulletin No. so. 
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Table 14 AUSTRALIA, DEBT OF SEMI-GOVERNMENTAL 
A.XD OTHER PUBLIC AUTHORITIES, 1937-38 

Maturing in-
Drbt of Authorities in-

Australia London New York 
£000 (Austr.) £000 (Stg.) £000 ( $4-8665) 

Xew South Wales: 
Due to Central Government 22,387 .. .. 
Due to banks (net overdraft) 234 .. .. 
Due to public creditor 42,886 3,989 1442 

Total 65,507 3,989 1442 

Yictoria: 
Due to Central Government 2,703 .. .. 
Due to banks (net overdraft) 166 .. .. 
Due to public creditor 32,475 6,669 .. 

Total 35,344 6,669 .. 
Queensland : 

Due to Central Government 8,301 .. .. 
Due to banks (net overdraft) 1,271 .. .. 
Due to public creditor 2,605 .. .. 

Total 12,177 .. .. 
South Australia : 

Due to Central Government 7,079 .. .. 
Due to banks (net overdraft) 26 .. .. 
Due to public creditor 810 .. .. 

Total 7,915 .. .. 
Western Australia : 

Due to Central Government 299 .. .. 
Due to banks (net overdraft) 4 .. .. 
Due to public creditor 104 .. .. 

Total I 407 .. .. 
I 

Tasmania: 
Due to Central Government 371 .. .. 
Due to public creditor 487 .. .. 

Total 858 I .. I .. 
AU Stak8: 

Due to Central Government 41,140 .. .. 
Due to banks (net overdraft) 1,701 .. .. 
Due to public creditor 79,367 10,658 1442 

GRAND TOTAL • 122,208 10,658 1442 

319 

Total 
£000 

22,387 
234 

48,317 

70,938 I 
I 
I 

2,703 
I 
I 

166 
39,144 

42,013 i 

8,301 
; 

1,271 
2,605 

12,177 I 

I 

7,079 I 

26 
I 810 

7,915 
I 

I 
299 

I 

4 
104 

I 

I 

407 ! 

I 
I 

371 
I 487 
I 

858 
I 

I 41,140 
1,701 

I 

91,467 

134,308 I 

N'!U.-The" Tntal" column shows the total" face" or" book" value of the debt without adjust­
ment on acc"uot of n-lative currency changes since the loans were 11oated. Net overdraft.'! represent 
a..r~r··~ate O(·t vverdralts of all fundll. The credit balances of other authorities which do not carry 
Oltrdraill! have not bt-t:n deducted. 

"'"urct.-Fina•~. 1938-39, C<>mmonwealth Bureau of Census and Statistics, llulletin No. 30. 



Table 15 AUSTRALIA, PUBLIC DEBT CHARGES AND NET LOSSES OF THE STATES, 1937-38 AND 1940-41 

Year New South Wales! Victoria. l Queensland \ South Australia I Western Australia.! Tasmania I Total 

Interest, Sinking Fund and Exchange Charges 

£millions 

I 
£millions 

I 
£millions 

I 
£millions 

I 
£millions 

I 
£millions 

I 
£millions 

1937-38 16·2 8·1 6·5 5·1 4·2 1·2 41·3 
1940-41 16·9 8·6 6·9 5·3 4·5 1·3 43·5 

Per Head 

£ 8. d. 

l 
£ s. d. 

I 
£ 8. d. 

I 
£ 8. d. 

l 
£ ... d. 

\ 

£ .. d. I £ s. d. 
_1937-38 5. 19 3 4 611 611 5 811 4 9 411 5 3 6 i 6 0 7 
1940-4I 6 I 9 4 10 3 6 15 8 8 18 1 9 15 9 5 10 1 I 6 3 7 

Net Losses after Debiting these Okargea and Grediting Earnings 

£millions 

I 
£millions 

I 
£millions 

I 
£milllons 

l 
£millions 

l 
£milllons 

1 

£millions 
1937-38 5·0 3·6 3·8 2·5 1·9 1·2 18·0 
1940-41 6·6 3·9 3·9 2·7 2·2 1·1 20·4 

Per Head 

£ s. d. I £ 8. d. 

I 
£ s. d. 

l 
£ s. d. 

I 
£ .. d. 

! 
£ s. d. 

I 
£ s. d. 

1937-38 1 17 2 1 18 9 3 15 5 4 4 8 4 2 I 5 1 3 2 12 5 
1940--41 2 7 2 2 0 8 3 17 1 4 911 4 14 2 4 15 6 2 17 9 

Note.-The ilgures are not strictly comparable" because of differences in services controlled and in accounting practice. 
Sf>U1'Ce.-Commonwealth Grants Commlsslon, Eighth Report (1941), Appendix No. 21, p. 126, and Ninth Report (1942), Appendix No. 20, p. 98. 
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fable 16 

LIST OF AUSTRALIAN TABLES 

AFSTRALIA, LOCAL GOVERN~IENT AUTHORITIES, 
h~TEREST PAYABLE, 1937-38 

Parable in-

Intnest on Debt of 
New Local Authorities in- Australia London New York Zealancl £000 (Au;tr.) £000 (Stg.) £000 ( $!-8665) £000 

-
Xew South Wales: 

To Central Government 134 .. . ' .. 
To banks (net overdraft) 11 .. .. .. 
To public creditor 1175 284 105 .. 

Total 1320 284 105 .. 
Victoria: 

To Central Government 27 .. .. .. 
To banks (net overdraft) 15 .. .. .. 
To public creditor 538 .. .. 2 

Total 580 .. .. 2 -
Queensland : 

To Central Government 451 .. .. .. 
To banks (net overdraft) 32 .. .. .. 
To public creditor 394 291 189 .. 

Total 877 291 189 .. -
South Alliltralia : 

To Central Government 20 .. .. .. 
To banks (net overdraft) 2 .. 

I 
.. .. 

To public creditor 37 .. .. .. 
Total 59 .. I .. .. 

Western Australia. : 
To Central Government 2 .. .. .. 
To banks (net overdraft) 2 .. .. .. 
To public creditor 114 24 .. .. 

Total liS 24 .. .. -Tasmania: 
To Central Government 15 .. .. .. 
To banks (net overdraft) 2 .. .. .. 
To public creditor 70 57 .. .. 

Total 87 57 .. .. -AU Statu: 
To Central Government 649 .. .. .. 
To banks (net overdraft) 64 .. .. .. 
To public creditor • 2328 656 294 2 

GRAND TOTAL . 3041 656 
I 

294 I_:_ 

321 

Total 
£000 
---

134 
11 

1564 

1709 

27 
15 

540 

582 

451 
32 

874 

1357 

20 
2 

37 

59 

2 
2 

138 

142 

15 
2 

127 

144 

649 
64 

3280 

3993 

..\'ole.-The "Total" column show; the nominal amonnt of interest payable, taking no account of exchange. 
Net overdrait.s represent aggregate net overdrafts of all funds. The interest on the credit balances of other 
authonties which do not carry overdrafts bas not been deducted. 

Soum.-Fillllnct, 1938-J!J, Commonwealth Bureau of Census and Statistics, Bulletin No. 30. 
y 
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Table 17 AUSTRALIA, SEMI-GOVERNMENTAL AND OTHER 
PUBLIC AUTHORITIES, INTEREST PAYABLE, 1937-38 

Payable in-
Interest on Debt of Authorities in-

Australia London New York Total 
£000 (Austr.) £000 (Stg.) £000 ( $4·8665) £000 I 

New South Wales : 
To Central Government 783 .. .. 783 
To banks (net overdraft) 11 .. 11 
To public creditor 15~ 160 79 1763 

Total 2318 160 79 2557 

Victoria: 
To Central Government 107 .. .. 107 
To banks (net overdraft) 7 .. .. 7 
To public creditor 1448 311 .. 1759 

Total 1562 3ll .. 1873 

Queensland : 
To Central Government 341 .. .. 341 
To banks (net overdraft) 23 .. .. 23 
To public creditor 103 .. .. 103 

Total 467 .. .. 467 

South Australia : 
To Central Government 280 .. .. 280 
To banks (net overdraft) 1 .. .. 1 
To public creditor 35 .. .. 35 

Total 316 .. .. 316 -Western Australia: 
To Central Government 13 .. .. 13 
To banks (net overdraft) s .. .. a 
To public creditor 4 .. .. 4 

Total 17 .. .. 17 -Tasmania:· 
To Central Government 16 .. .. 16 
To public creditor 20 .. .. 20 

Total 36 .. .. 36 

All States: 
To Central Government 1540 .. .. 1540 
To banks (net overdraft) 42 .. .. 42 
To public creditor . 3134 471 79 3684 

GRAND TOTAL • 4716 471 79 5266 

~!:,~~~~ ~!:~~~r~Yr!~~es:~~~~:g~~g::o~t ~~e:~~r~g~i e.IJ run~ 1~ t~~:r!:t0~n the credit 
balances of other authorities Which do not carry overdrafts has not been deducted. 

Source.-Finance,1938-89, Commonwealth Bureau of Ceneus and Statistics, Bulletin No. SO. 
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Table 18 PAYME~"rS BY THE COMMONWEALTH TO OR FOR 
THE STATES, SUMMARY, 1930-31 To 1941-42 1 

(£thousands) 
I 

New 
Year and Item South Victorla Queens· South Western Tasmania Total 

Wales land AustraJ.ia. Australia 
-------

1!J.JU.,11: 
from Revenue 4290 3080 1826 2460 1330 695 13,681 
From Loan Fund .. .. .. .. .. .. .. ---------------------

Total 4290 3080 1826 2460 1330 695 13,681 ---------------------
1931-32: 

i'rom Revenue 3968 2757 1679 2262 1314 646 12,626 
from Loan Fund 1075 785 65 833 690 2 3,450 

---------------------
Total 5043 3542 174c4 3095 2004 648 16,076 ---------------------

19.32-33: 
from Rewnue 4615 3254 1768 2805 2048 751 15,241 
nom Loan .Fund 366 238 275 216 li2 22 1,289 

---------------------
Total 4981 3492 2043 3021 2220 773 16,530 ---------------------

19.'3.1-34: 
From Revenue 5025 3470 1866 3245 2288 911 16,805 
from Loan Fund 23 230 29 9 . 9 300 ---------------------

Total 5048 3700 1895 3254 2288 920 17,105 
---------------------

191.J-.15: 
From Revenue 6252 4413 2295 3910 2763 1029 20,662 
}'rom Loan .Fund 20 221 70 31 85 46 473 

---------------------
Total 6272 4634 2365 3941 2848 1075 21,135 ---------------------

19.3.5-36: 
From Revenue 5207 3776 2087 3506 2529 1018 18,123 
From Loan Fund 230 230 HO 81 346 70 1,097 

------·---------------
Total 5!37 4006 2227 3587 2875 1088 19,220 

---------------------
19.3(]-:Jl: 

From Revenue 4808 3HO 2112 2947 1932 1192 16,431 
From Loan Fund 626 572 95 279 320 46 1,938 

---------------------
Total 54U 4012 2207 3226 2252 1238 18,369 

---------------------
19.17-38: 

From Revenue 4956 3463 2314 2857 2132 1169 16,891 
From Loan Fund 840 840 170 280 300 70 2,500 

---------------------
Total 5796 4303 2484 3137 2432 1239 19,391 

---------------------
19.18-39: 

From Revenue 5531 3709 23~6 3080 2529 1021 18,266 
From Loan Fund 465 550 300 300 300 85 2,000 

---------------------
Total 5996 4259 2696 3380 2829 1106 20,266 

19.39--10: 
From Revenue i)842 3724 2390 3016 2621 1097 18,690 
From Loan Fund 210 210 100 100 100 30 750 

---------------------
Total 6052 3934 2490 3116 2721 1127 19,440 ---------------------

19./iJ-41: 
i'rom Revenue 5481 3728 2145 3023 2647 1237 18,261 
}'rom Loan Fund 725 395 115 215 315 5 1,770 

---------------------
Total 6200 4123 2260 3238 2962 1242 20,031 ---------------------

]941-42; I 
From Revenue 4816 3638 1921 2918 2372 1745 17,410 
Frmu Loan Fund 185 308 140 190 277 1,100 ---------------------

Total 5001 3946 2061 3108 2649 1745 18,510 

1 The IIRUI't'1'1inclurlr all payments by the Commonwealth to or for the States, surh as those under 
the Financial Agreement, tbe Federal Aid Roads Ag:reemo!nt, special grants, bounties and assistance 
to primary industries. 

1 Less than £100. • Budget estimates. 
Sourcu.-Commonwealtb Granta Commission Reports and Commonwealth Budget Papers. 



Table 19 AUSTRALIA, PAYMENTS BY THE COMMONWEALTH TO OR FOR THE STATES, DETAILS, 1937-38 
(£ thousands) 

Payments from .ReVI!.11liJ£ : 

Under Financial Agreement : 
Contribution towards interest on State debts . 
Contribution towards sinking fund on State debts 

Sub-total, Financial .Agreement 1 

Grant for Federal .Aid Roads 
Special grants 1 • 

Unemployment relief : 
Metalliferous mining 
Forestry 

Sub-total, unemployment relief 1. 

Grants for youth employment 1 

Grants for local public works 1 • • • • • • 

Contribution under Port Augusta,-Port Pirie Railway .Agreement • 
Medical research • . • 
Grants for other research • . • . 
Grants for after-care tr-tment of infantile paralysis 

Sub-total, payments from revenue other than relief of primary 
producers. 

Assistance for relief of prinlary producers : 
Bounties 
Other 

Sub-total, primary producers 
Total Payments from Revenue • • 

Payments from Loan Fu'!Ul : 
Assistance for relief of primary producers : 

Farmers' debt adjustment • . 
GRA.llrD TOTAL 

Per head(:£) 

New South 
Wales Victoria Queens~ 

land 
South 

Australia 
Western 

Australia Tasmania. Total 

2918 I 2127 I 1096 I 704 I 473 267 7,585 603 287 193 170 163 38 1,454 
I 3521 2414 1289 874 636 305 9,039 i 

1166 726 793 461 797 207 - 4,150 
1200 575 575 2,350 

I 13 __ 25 14 I 19 
27 44 
~----gs 
39 27 

5 I 4 8 8 
__ ._.__ 10 

4845 I 3288 

42 l 68 
69 107 

ll1 I 175 
4956 -r 3463 

840 I 840 
5796 -r-4:ws-
lFl--1~ 

24 
8 

32 
25 
14 

2 
4 

2159 

95 
60 

155 
2314 

170 
2484 
2·5 

4 
4 

I9 
9 

20 
2 
5 
5 

2599 

208 
50 

258 
2857 

280 
3137 
o--:r 

10 3 70 
25 6 81 
35 9 151 
14 8 200 

7 4 100 

1 
3 

2068 

9 
55 
64 

2132 

300 
2432 
5:-a 

1 
2 
4 

1115 

39 
15 
54 

1169 

70 
1239 
5·3 

20 
15 
30 
19 

16,074 

461 
356 
817 

16,891 

2,500 
r9-;391 

2·8 

• Included in the item " Grants and Similar Intergovernmental Payments" In Table XI on page 139 of Chapter V. (Other items are given under other heads.) 
Saurcea.-Budget Papers, 1941-42, Table 21, p. 80 ; Commonwealth Grants Commission, Sixth Report (1939), Appendix No. 23, pp. 1-1.2·3. 
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Table 20 ACSTRALL\., SPECIAL GR.L'ITS PAJD BY THE 
CmDION,YEALTH TO THE STATES, 1910-11 To 1942--43 

(£thousands) 

Year I South .-\ustl'lllia West~rn Tasmania Au:;tr&lia 

1910-11 .. 250 .. 
1911-12 • .. 240 .. 
1912-13 . .. 230 95 
1913-14 • .. 220 90 
HH!-15 . .. 210 90 
HH5-16 . .. 200 90 
1916-17 • .. 190 90 
1917-18 • .. 180 90 
1918-19 . .. 170 90 
1919-20 . .. 160 90 
1920-21 . .. 150 90 
1921-22 . .. 140 85 
1922-23 . .. 130 85 
1923-24 . .. 120 85 
192!-25 • .. no 146 
1925-26 . .. 450 68 

. 1926-27 • .. 300 378 
1927-28 • .. 300 378 
1928-29 • .. 300 220 
Hl2!f-30 • 360 300 250 
1930-31 • 1170 300 250 
1\131-32 • 1000 300 250 
Hl32-33 . 1000 '500 330 
1933-34 . 1150 600 380 
1934-35 1 1400 600 400 
1935-36 1 1500 800 450 
1936-37 1 1330 500 600 
1937-38 1 1200 575 575 
1£138-39 1 1040 570 410 
1 \13\)--l{jl 995 595 430 
1940-41 1 1000 650 400 
Hl4l-42 1 1150 630 520 
1942-43 I 550 800 575 

Total 

250 
240 
325 
310 
300 
290 
280 
270 
260 
250 
240 
225 
215 
205 
256 
518 
678 
678 
520 
910 

1720 
1550 
1830 
2130 
2400 
2750 
2430 
2350 
2020 
2020 
2050 
2300 
1925 

• P:ud in accordantf with the recommendatiolll! of the Commonwealth Gra.nt.!l Conu:u.ission. 
• lleronunendatiolll! of the Commonwe&lth Grants Commission. 

Soum.-('{lmmonwealth Grants Comro.ission, Ninth Report (1942). 
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Table I SOUTH AFRICA, REVEr>.""UES AND EXPENDITURES OF THE UNION AND PROVINCES 1 

Revenue Expenditure Interest on 
Capital from Year Railways and 

Union Provincial Total Union Provincial I Total Harbours 

£ £ £ £ £ £ £ 
1913-14 12,606,150 1,289,190 13,895,340 11,100,686 3,324,136 14,424,822 3,198,926 
1928--29 30,501,650 5,186,622 35,688,272 23,180,076 10,886,812 34,066,888 5,917,421 
1931-32 27,740,746 5,016,726 32,757,472 22,975,664 11,557,257 34,532,921 6,492,296 
1938-39 44,07_5, 726 8,456,721 52,532,447 35,094,971 19,039,989 54,134,960 5,813,051 

- -- - - - ---·------ --·--- -- -- ---------- --- -- -- -------

1 The ligures include gross revenues and expenditures of public utilities. Figures of Provincial revenues and Union expenditures are exclusive of grants and 
subsidies. 

Table 2 

Year 

1913-14 
1928-29 
1931-32 
1938-39 

SOUTH AFRICA, DISTRIBUTION OF ORDINARY REVENUES UNDER MAIN GROUPS 
(£thousands) 

Union Government Provincial Administration 

Taxation Services Public Estate , ....... ~··1="-="·· Services Public Estate Miscellaneous 

8,552 2041 1289 724 1175 91 8 15 
21,632 4570 1951 2349 4503 508 87 88 
18,890 4994 1138 2718 4389 424 114 90 
32,707 6669 1466 3342 7461 530 177 289 

- -- ---- --- -- --

Grand Total 

13,895 
35,688 
32,757 
52,641 
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Table 3 

Year 

1913-14 
1928-29 
1931-32 
1938-39 

Table 4 

Year 

1913-14 • 
1928-29 
1931-32 
1938-39 

---------

Union 
Government 

8,552 
21,632 
18,890 
32,707 

SOUTH AFRICA, REVENUES FROM TAXATION 

(£thousands) 

Provincial Administration~ 

~r··· t "·~~ ·~ ~r .. ~ ... Goo Hope ·~·· -~~~-400 87 557 131 1175 
1401 628 1968 506 4503 
1461 643 1885 400 4389 
2502 857 3576 526 7461 

---- -- --- -----

Grand Total 

9,727 
26,135 
23,279 
40,168 

--- ------

SOUTH AFRICA, REVENUES FROM TAXATION PER HEAD OF EUROPEAN POPULATION 

Provincial Administmtlons 
Union Grand Total Government 

a~rH".:pe ·Natal Transvaal .. Orange Free State Total, 
All Provinces 

£ s. d. £ s. d. £ .. d. £ s. d. £ 8. d. £ s. d. £ B. d. 
6 8 7 0 13 •5 0 16 5 1 410 0 14 0 0 17 8 7 6 3 

12 8 10 1 18 6 3 14 11 3 2 0 2 8 6 211 9 15 0 7 
10 6 6 1 19 0 3 12 5 2 14 1 1 18 1 2 8 0 12 14 6 
15 14 4 3 1 9 4 7 3 4 110 2 12 4 311 8 19 6 0 

··----- -- ----
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T•Lir 5 SOVTH AFRIC.\, DETAILS OF REVENUES OF THE 

Customs. 
Excise . 

L1-.'10N GOVERN3IE.NT, 1937-38 1 

1 State mining revenue . 
Licences 
Stamp duties and fees 
Ineome tax 
Surtax on interest 
Estate and succession duties . 

1 Xative taxes • 
Pass fees 
Quintrent and farm taxes 
Forest revenue . 

, Rents of Government property 
Interest. 
Dt>partmental reet>ipt.s 

: Finrs and forfeitures 
)li~cellaneous . 
Postal • 
Telegraph and telt>phone 

Total 

' Including gross rownues [rom public utilities. 

£ 
10,677,913 
2,911,558 

582,407 
191,114 

1,305,0ll 
16,286,332 

42 
1,037,547 

567,409 
62,123 
15,393 

141,936 
177,469 

2,458,844 
788,074 
328,078 
539,237 

2,406,781 
3,133,473 

43,610,741 

329 
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Table 6 

-

Table 7 

Table 8 

FEDERAL FINANCE IN PEACE AND WAR 

SOUTH AFRICA, MINING REVENUE, 1937-38 

£thousands 

Gold mines 13,592 
Diamond 441 
Coal 106 
Other 441 

· .. 
Total 

·~· .. 14,580 

From taxation . . . 9,845 
Other .. 4,735 

Credited to Revenue Account 10,190 
To Loan Account 4,390 

SOUTH AFRICA, RAILWAYS, REVENUE AND 
EXPENDIT~E, 1937-38 

£thousands 

Revenue: 
Gross traffic receipts 33,389' 
Millcellanecus 1,656 

Total 35,045 

Expenditu.re : 
Gross working expenditure 23,219 
Interest 4,924 
Miscellaneous expenditure . 1,320 

Total .. 29,463 

Surplus • 5,582 

SOUTH AFRICA, HARBOURS, REVENUE AND 
EXPENDITURE, 1937-38 

£thousands 

Revenue. 2lll 

Expenditure : 
Gross working expendittll.'e 826 
Interest 566 

Total 1392 

Surplus • 719 

PT.m 



rT.m LIST OF SOl"TH AFRICA ... ~ TABLES 

SOl'TH AFRICA, l"110~ EXPE...'WITURES, 
1937-38 AND 19-lQ-4}1 

Table 9 

lll3i-38 

£ 
General Go>ernment 1,371,680 
Law, order and prott'Ction . 6,284,430 

I Higher education, science, etc. 1,165,049 
Labour and social welfare 1,273,234 
Public health. 1,312,844 
Commerce and industries 280,206 
~lining. 618,180 
Xati>e affairs. 528,2.51 
Land and agriculture 2,294,456 
Assistance to farmers 1,609,619 
Public works . 1,313,337 
P08ts and telegraphs 3,985,214 
Pensions 4,742,968 
Public dt>bt 5,348,434 

i 
Crt:lwrnment printing works 351,144 
Miscellaneous. 149,898 

Total 
I 

32,628,944 

Protincial Subsidies, etc.l I 6,654,761 

GRA.:!i'D TOTAL 39,283,705 

331 

1940-41 

£ 
1,536,840 

17,l.W,810 
1,355.198 
2,096,300 
1,804,300 

330,380 
766,800 
764,866 

2,741,509 
2,222,900 
1,696,933 
4,398,830 
5,314,975 
5,889,975 

4:10,413 
75,100 

48,5!6,129 

7,193,253 

55,739,382 

• Induding lrf'."'SS expen•litlll't" on publir utilitit>S. 
' Inl'iudn~ & gnwt of £3~,ll00 per lllillum ill respt:'('t of native eduration, to the South Afriran 

~ative Tnl:it. 

Table 10 SOl'TH AFRICA, TOTAL REITXLTES OF PROTI.XCES 

(I) St1bsidies of Cnicn Got't111ment to Prot·im:u 
I I 

j 
YtM I r~pe of :s'atal Trans;a.a.l Onm~ Total Good Hope 

f 
Free State 

1911-12 I 1085 I 431 1367 

I 
419 3302 

192t)..27 . I 2054 480 1901 736 5171 
l\i31-32 

: I 
2220 520 1947 

I 

738 5425 
1937-38 2634 670 2081 934 6319 
1938--39 2699 691 2157 942 6489 

(2) Rtt'ttlue ColltcJitm.t of eacA Protillu 

Ytar C'a(l(' of Xatal Tran;;yuJ Orange Total GooJ Hope ~Statt 

Hill-12 .. .. .. . . .. 
IH2t)..27 1580 616 1843 419 4458 
IH31-32 1850 

I 
i69 1956 441 5016 

1937-38 

:I 
2i02 1002 3906 623 8233 

1938-39 3037 1049 3770 601 8457 



Table 11 

Item 

GROUP I. Mainll/ PrD(J1"e&rifJ6 
Pa:us: 

Income taxes on individuals 
Native pass fees 

Total, Group I 

GROUP II. Taus on PropO'Tt!/ (incl. 
Pram/or) 

GROUP III. Taus <m Buriness : 
Companies tax .. 
Other business taxes 

Total, Group III . 

GROUP IV. Mainly Ctm8Umpti<m 
Taxes.~ 

Motor vehicle licences • 
Other licences . . 
Entertainment and raeing 
Other taxes 

Sub-total 

Miscellaneous revenues . 

Total, Group IV 

TOTAL C{)LLECr:IONS 

Grants and subsidies 

. GBA."D · TOTAL 

SOUTH AFRICA, REVENUE SYSTEM OF THE PROVINCES, 1937-38 

(1 ) £Thousands I (2) Per Cent of Total (3) Pounds per Hea.d of (4) Pounds per B;ead of 
Revenue European Population Total Populat1on 

~ . ~ . ~ . ~ . - I I I - - - I 
8. I 3 I ! :; :s ,. 8. 3 ~ :; 3 8. :s ~ :; 3 8. 3 ~ I :; 3 
~ 1 ~ d a ~~~~a~~~~£~~~~~~ 
308 I 131 I 626 I 1161 1,181 I 5 I 6 9 6 7 0·381 0·68 0·74 0·58 0·58 0·09 0·07 0·18 0·15 0·12 

604 . • 604 . . . . 9 4 . . . . 0·71 0·29 0·17 . . 0·06 

so8 I 131 1 1230 I 116 I 1,785 I 5 I 6 I 18 1 6 1 11 1 0·38 1. 0·6811·451 o·s81 0·871 0·091 o·o71 o-351 o·151 0·18 ----------------------.---- ---------- ----
315 I 981 451 I 72 I 936 I 5 1. 5 ! 7 I 4 I 5 I 0·391 0·50 !: 0·53 0·36 0·45 0·09 0·05 0·13 0·09 0·09 --1-------1--r-1-------- -- __ ,____ ----

5151 18 749 t±l 31 8! 1 l 41 0·19! 0·32! 0·61 ! o·o91 0·36 o·04 o·o3l 0·151 o-o2l o·o8 280 43 695 4 5 4 2 4 ' 0·35 0·49 0·33 0·22 0·34 0·08 0·05 0·08 0·06· 0·07 

795 61 1,444 6 8 12 3 8 0·54 0·81 0·94 0·31 0·70 0·12 0·08 0·23 0·08 0·15 -- ------------------------------
848 256 829 

'·"' ~ 
12 13 11 13 1·06 1·32 0·98 1·02 1·04 0·24 0·13 0·24 0·26' 0·22 

104 26 18 165 2 1 .. 5 1 1 0·13 0·13 0·02 0·08 0·08 0·03 0·01 0·01 0·02' 0·02 
211 148 363 741 .3 7 1 4 0·26 0·76 0·43 0·09 0·36 0·06 0·07 0·10 0·03 0·07 

7 5 43 62 117 .: 1 3 1 0·01 0·03 0·05 0·31 0·06 .. .. 0·01 0·08' 0·01 

1170 435 1253 301 I 3,159 18 20 19 16 19 1·46 2·24 1·48 1·50 1·54 0·33 0·21 0·36 0·39 0·32 

478 176 -n goal 7 3 
,.---

181 9 4 5 0·60 0·93 0·20 0·37 0·44 0·13 0·09 0·05 0·09 0·09 .. ~ ... ..,. ,. . .. .,I .. 

1 

,. ~ 00 .. .... .., ,... 

1

1·87 1·98 0·46 0·30 0·41 0·48 0·41 ------------------------------------------~ 
' 2702 1002 3905 623~ 8,232 41 48 59 33 48 3·37 5·16 4·60 3·12 4·00 0·76 0·60 1·12 0·80. 0·83 

~~~~~~~~41~~-~-~~~~~~~ 
6578 2076 6671 1862 17,187 100 100 100 100 "100s:211o·70 7·8519·31 8·34 1·84 l:o4 1·92 2·38 1-741' ·-- . ---- ---.--------------~--==--
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Table 1:2 SOUTH AFRICA, DETAILS OF ORDINARY PROVINCIAL 
REVENUES, 1937-38 

('(a.<:;itlcation Cape of Natal Transvaal Orange 
Good Hope Free State 

£ £ £ £ 
Auction sales tax .. .. 43,095 15,710 
Companies t.ax 153,726 61,613 515,165 18,502 
Dt>partmental receipts 146,766 105,086 151,864 48,590 
Education receipts 321,064 72,839 13,066 22,568 
Entertainments tax l45,5ll 60,999 ll7,507 16,272 
Fint"!l and forfeitures • 10,224 3,657 10,312 2,293 
Licences: 

Dog, fish and game 4,662 25,580 18,907 16,890 
Importers 

I 

98,950 .. .. .. 
Liquor 86,869 21,313 61,275 9,352 
)lotor vehicles 848,471 255,598 829,314 203,447 

Trades and professions 190,o78 73,978 219,012 32,282 
Xative pass fees .. .. 604,007 .. 
Personal and income tax 307,720 131,062 625,764 ll5,545 
Provincial property tax 13,947 .. .. .. 
Racing taxation 65,171 "~"' I 

245,338 2,451 
Transfer duty . 301,568 98,024 451,103 71,573 
Trank.skeian roads tax 7,025 .. .. 
Wheel tax .. i •. >M I .. 46,408 

Total Collections 2,701,752 11,002,254 3,905,729 622,883 

l'nion Government subsidies 2,634,463 I 669,92612,081,149 933,619 
Grant: I 

S.A. Nati\·e Trust . 427,000 157,740 170,467 61,300 
Xational Road Fund 814,763 241,557 508,659 243,827 

Other .. 4,585 5,844 .. 
TOTAL RE\'ESt'E 1 6,577,978 2,076,062 6,671,848 1.861,629 

333 

All 
Provinces 

£ 
58,805 

749,006 
452,306 
429,537 
340,289 
26,486 

66,039 
98,950 

178,809 
2,136,830 

516,350 
604,007 

1,180,091 
13,947 

400,259 
922,268 

7,025 
51,614 

8,232,618 

6,319,157 
I 

816,5071 
1,808,806 

10,429 ! 

17,187,5171 
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Table 13 

i 
Period I 

I 

i 1911-12 
1926-27 
1931-32 
193s-39 

FEDERAL FINANCE IN PEACE AND WAR 

· SOUTH AFRICA, ORDINARY EXPENDITURES 
OF THE PROVINCES 

(£thousands) 

C~of 
Go ~ope Natal Transvaal Orange 

Free State 

931 376 1200 377 
3910 1090 3641 1207 
4751 1409 3974 1423 
7887 2474 6673 2005 

Table 14 SOUTH AFRICA, AVERAGE EXPENDITURE 

PT.m 

Total 

2,884 
9,948 

11,557 
19,039 

OF THE PROVINCES .PER HEAD OF MEAN POPULATION 

~of Natal Transvaal Orange Total Hope Free State 

Period g g c:l c:l 

J ~ ! 
0 ~ ~ ; ~ .. 

~ ~ ~ " & :l ~ ]]. <i!'3 8' ~'3 "' ,.;..: 

~ El """' El ,Sg. ~ .,I>< ~ 00 00 00 ~~ 00 
~ !:'II< 11'1 E.'lll< 11'1 E.'lll< 11'1 11'1 E.'lll< 11'1 -------------------------

s. d. £ 8, d. s. d. £ s. d. s. d. £ s. d. s. d. £ 8. d. s. d. £ s. d 
1911-12 7 3 1 11 11 6 3 8 16 2 14 2 2 16 9 14 2 2 3 0 9 7 2 5 
192&-27 26 5 5 10 8 13 11 6 17 2 32 4 6 2 10 34 8 5 18 11 26 5 5 18 '. 
1931-32 28 10 6 6 9 15 10 7 18 9 27 5 514 1 38 9 6 18 6 26 6 6 6 ' 
1938-39 43 5 9 14 8 24 6 12 11 8 37 9 7 12 9 50 9 9 18 8 38 2 9 2 1: 

-
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Table 15 SOUTH AFRICA, ORDINARY EXPENDITURES, 
PROVINCES, 1937-38 AND 1939-40 

1937-38 

£ 
Administration 458,275 
Education .. 9,610,821 
Hospitals and charitable institutions 1,515,576 
Roads, bridges and local works 4,384,857 
Miscellaneous services . 929,733 
Interest and redemption charges 672,542 

Total 17,571,804 

1939-40 

Cape of Natal Transvaal Orange All 
Good Hope Free State Provinces 

£ £ £ £ £ 
General administration 193,874 77,230 210,700 53,116 534,920 
Education 4,322,374 1,068,943 3,972,748 1,031,234 10,395,299 
Hospitals and charitable 

institutions • 525,598 401,858 728,505 165,765 1,821,726 
Roads, bridges and local 

works 2,509,319 767,922 2,035,070 686,694 5,999,005 
:Miscellaneous . 55,136 27,979 7,230 19,724 110,069 
Interest and redemption 325,624 136,907 303,572 90,840 856,943 

Total 7,931,925 2,480,839 7,257,825 2,047,373 19,717,962 
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Table 16 SOUTH AFRICA, DETAILS OF REVENUES OF 
MUNICIPALITIES, 1937-38 

Cape of Natal Transvaal Orange 
Good Hope Free State 

£ £ £ £ 
Rates 2,170,567 619,605 1,705,210 232,401 
Sanitary fees 192,300 68,506 1 1,037,383 73,581 
Water . 867,849 336,392 955,309 171,516 
Licences 55,489 109,626 403,205 16,853 
Abattoirs 88,572 41,499 171,969 15,584 
Building plans, fees 7,230 6,996 46,846 1,781 
Cemeteries 8,577 7,686 36,241 . 2,279 
Estate (incl. Town Hall) 294,318 140,019 100,343 62,870 
Fines 18,915 20,199 70,127 904 
Fire brigades and ambulances 13,210 6,778 16,805 2,734 
Locations 138,354 136,540 281,711 77,360 
:Markets. 71,212 73,765 77,548 16,968 
Pounds. 3,384 342 5,468 2,788 
Forestry 3,517 12,601 8,934 1,000 

.Parks, gardens, recreation 
grounds, swimming baths~ 
bathing and wash-houses . 56,375 37,195 48,307 10,039 

Interest on investments 80,115 7,097 62,851 22,066 
Electricity supply 1,967,459 831,370 1,941,566 254,150 
Gas supply 2,584 .. 153,747 .. 
Tramways and bus services . 37,185 300,178 1,087,889 20,357 
Native beer 2,119 70,939 25,915 .. 
Other revenue • 610,984 175,293 141,937 53,547 

Total 6,690,315 3,002,626 8,374,811 1,038,778 

• Including Public Health. 

PT:m 

Union 

£ 
4,727,783 
1,371,770 
2,331,066 

585,173 
317,624~ 
62,853r. 
54,7838 

597,55or. 
110,145~ 
39,52n 

633,965'1 
239,493t~ 

11,9823 
26,052) 

i 

147,416( 
172,12\h 

4,994,5451>. 
156,331t2 

1,445,609).; 
98,9731~ 

981,76bi 
-

19,106,53Q;.' 



PT.m LIST OF SOUTH AFRICAN TABLES 

'ahle 17 :SOUTH AFRICA, DETAILS OF EXPENDITURES OF 
~fUNICIPALITIES, 1937-38 

Cape of Natal Transvaal Orange 
Good Hope Free State 

£ £ £ £ 
Administration 277,384 85,675 256,664 62,100 
Sanitary 387,657 191,007 713,548 65,457 
Puhlie health . 286,805 .. 205,761 23,376 
Streets and bridges 311,663 154,204 481,701 59,573 
Street lighting . 98,392 13,697 170,742 14,313 
Water supply . 304,391 97,697 525,213 81,568 
Electricity supply 1,437,937 586,060 1,090,975 121,908 
Gas supply 4,500 .. 101,452 .. 
Tramways and bus service 31,419 279,563 1,056,711 21,069 
Abattoirs 60,147 27,415 130,555 13,915 
Cemeteries 16,275 9,878 51,129 2,319 
Estate . 93,677 23,203 42,324 24,822 
Fire brigades and ambulances . 70,103 32,034 100,235 6,058 
Locations lll,124 75,145 225,259 66,285 
~Iarkets 50,835 56,814 67,027 14,982 
Pounds. 5,427 219 7,969 2,016 
Forestry 11,318 14,719 10,629 1,797 
Town halls, parks, gardens, 

recr!'ation grounds, swim-
ruing baths, bathing and 
wash-houses . .. 173,755 140,676 272,177 37,650 

Mayoral allowances . 8,301 3,350 17,457 4,525 
Public entertainments 10,566 5,400 8,871 3,013 
Grants to hospitals and other 

institutions . 136,709 40,218 195,471 15,055 
Elections I 1,476 129 15,337 572 
Yaluation 5,981 8,760 14,911 1,524 
Legal and audit 19,059 7,075 28,965 6,167 
Insurance 17,763 4,429 52,939 3,884 
Pensions and gratuities 107,674 34,383 79,163 4,985 
Traffic control . 38,463 25,559 102,160 1,417 
Licensing 16,219 .. 65,816 .. 
Police .. .. .. .. 
Loan charges : 

Interest 1,240,271 592,661 956,622 147,376 
Redemption. 603,636 134,191 408,086 98,072 
Other 300 4,015 255 2,463 

Maintenance and depreciation 53,259 35,108 142,794 10,147 
Native beer 2,502 21,321 18,073 .. 
Other expenditure 421,648 119,175 171,455 29,034 

Total 6,416,636 2,823,780 7,788,4461 947,442 
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Union 

£ 
681,823 

1,357,669 
515,942 

1,007,141 
297,144 

1,008,869 
3,236,880 

105,952 
1,388,762 

232,032 
79,601 

184,026 
208,430 
477,813 
189,658 
15,631 
38,463 

624,258 
33,633 
27,850 

387,453 
17,514 
31,176 
61,266 
79,015 

226,205 
167,599 
82,035 
.. 

2,936,930 
1,243,985 

7,033 
241,308 
41,896 

741,312 

17,976,304 

z 



Table 18 SOUTH AFRICA, GROWTH OF EDUCATION 

European iNa.tive Indian and Coloured 

1910 1920 1930 1937 11110 1920 1930 1937 1910 1920 1930 1937 --------------------------------
Number of pupils (in thousands) 165 314 370 398 so 185 287 399 .. 55 99 148 
Percentage of population '' 13 21 20 20 2 4 5 6 8 11 15 

~ 
.. 

Percentage of pupils of all grades in 
primary schools 89 87 84 80 100 99 98 98 .. .. 99 97 

Percentage of pupils of all grades in 
post-~rimary classes 11 13 16 20 .. 1 2 2 .. . . 1 3 

1-----------------
100 100 100 100 100 100 100 100 .. .. 100 100 

State e:x;penditure on education (in 
£ thousands) 1596 6323 8369 98201 107 340 ' 612 836 .. .. 457 1 ... Cost per head of population (in £) • 1·27 4·22 4·66 4·80 0·03 0·08 -0·1 0·1 .. . . 0·5 0·8 

Cost per ~upil (in £) . I 9·65 20·16 22·60 24·66 1·25 1·83 2·1 2·1 .. .. 4·6 5·5 
-- -

• This differs from the expenditure figure in Table IV In Chapter VI because the Union figure in the latter includes grants for scientific research, libraries, etc., whlch 
are not included in the a.bove table. . · 
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Ta.ble 19 

Year 

UH2 
·1927 
I932 
I939 

I 1940 

SOUTH AFRICA, GROSS AND NET PUBLIC DEBT ON 31sT M..<\RCH, FROM 1912 TO 1940 
(£ millions) 

----~-- --·-

I Gross Debt per Head Net Debt per Head 
Gro"" Debt Sinking Funds Net Debt 

Total European Total European 
Population Population Population Population 

£ s. d. £ s. d. £ 8. d. £ 8. d. 
117 6 Ill 19 6 0 90 5 5 18 7 0 85 15 5 
231 15 216 30 6 7 135 18 I 28 7 1 127 1 I 
264 20 244 29 16 8 I42 5 8 27 15 10 131 7 3 
279 8 271 27 11 5 I32 6 5 26 15 10 I28 11 7 
291 6 285 28 6 2 I35 19 3 27 13 9 132 19 4 
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340 FEDERAL FINANCE IN PEACE AND WAR PT.m 

Table 20 SOUTH AFRICA, EXTERNAL AND INTERNAL 
DEBT, 1912-40 

' (£ millions) 

External Debt Internal Debt 
Date Total Debt 

~~JeB~~f Per Cent of Amount Amount '!;otal Debt 
---------

1912 103 88-10 14 11-90 117 
1927 148 63·85 84 36-15 232 
1932 160 60·50 104 39·50 264 
1939 101 36·26 178 63·74 279 
1940 106 36-41 185 63·59 291 

Table 21 

SOUTH AFRICA, CAPITAL EXPENDITURES OF PROVINCES, 
1913-14 ro 1938-39, AND _PROVINCIAL LOAN INDEBTEDNESS 

(£thousands) 

• Cape of Natal Transvaal Orange Total Good Hope Free State 

Capital expenditure . 7261 4910 9146 4146 25,463 
Total loan indebtedness 5595 2413 4844 1468 14,320 

Table 22 

SOUTH AFRICA,' LOAN INDEBTEDNESS, SINKING FUNDS AND 
RATEABLE VALUATION OF PROPERTY OF MUNICIPALITIES, 1937 

(£thousands) 

Indebtedness t Sinking Funds Ratl>.able Vnlua· 
tlon on Property 

Cape of Gi>od Hope 31,621 6,640 125,940 
Natal 15,787 3,467 52,228 
Transvaal 23,227" 3,993 185,434 
Orange Free State . 3,276 765 17,602 

Total 73,911 14,865 381,204 
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Table 1 INDIA, THE REVENUE SYSTEM, CENTRAL GOVERNMENT 1 

(Rs. millions) 

1939-40 194()-41 1941-42 1942-43 

GROUPS I .AND m. Taxes (Jfl, PersO?Wl 
Income and oo Business: 2 

Taxes on income other than Corporation 
Tax 142 176 247 336 

Corporation Tax 24 41 113 220 
------------

Total, Groups I and III 166 217 360 556 - - - -
GROUP n. Taxes (Jfl, Real Pr~>perfly : 

Land revenue 2 2 2 2 
Forests 1 2 2 2 

------------
Total, Group II 3 4 4 4 - - - -

GRoUP IV. Chiefly Oonsumptioo Taxes: 
Customs 459 373 360 354 

------------
Excise : Central ,. 65 95 123 126 

Provincial 3 3 3 3 

------------
Sub-tota~ Excise . 68 98 126 129 

------------
Other, Similar Taus and Licences : 

Salt' 109 76 91 90 
Opium 4 5 7 8 
Stamps 4 4 4 4 
Miscellaneous 1 1 1 1 

------------
Sub· tota~ Other Taxes and 

Licences . 118 86 103 103· 
------------

Revenue from Public Utilities : 
Railways (net) . 341 478 555 570 
Post and telegraphs (net) 16 19 39 49 
Civil works (roads and bridges) 3 4 3 4 

-.-----------
Sub-total, Revenue from Public 

Utilities . 360 501 597 623 
------------

Defence Receipts . 7 12 13 20 
------------

Miscellaneous 71 154 110 120 
------------

Total, Group IV 1083 1224 1309 1349 - - - -
Contributions from States 6 6 6 6 

------------
GRAND TOTAL 1258 1451 1679 • 1915 - - - -
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T<~ble 2 LXDL\, l'rBLIC EXP.Ii:XDITrRES FROM REYE.N1.1ES, 
CEXTRAL GOYEIL'\llE:XT 1 

(Rs. millions) 

1. Pn"111ary Furu:limM : 
C'i\il adm.inistrntion, legislation 

justiC't' 
Prns.ions 
Dt'ht St'rvlct'S 

Dl:>ft'nce 

Total, Primary Functions 

2. &rondary Ftmdions: 
(I) S(l(i(1l Stnit:u : 

Education 
Public health 

Sub.total, Social Senit't'S 

(::!) fkry/apmtlllal: 
Railways 
Aviation. 
Po..~ts and telegraphs 
Broadt'Mting 
Ci'il works 
.-\p-it'nlture and irrigation 
Industrit'S 

Sub-total, Dt>vrlopmental 

Total, Serondary }\ml'tions 

Contributions to Pnwinct'S and 
rdlam"ous adjustments 

! l\\3\40 194041 lll4H2 1942-~ 
---l--

and I 
~9 1~ U7 M3 

I 2s 21 21 21 
I 120 12s oo 107 

~~~~ 1350 

~ 1037 1306 1641 

I- I 

I 
9 10 . 10 10 
3 5 4 4 

1 12 1 I5 1 u 1~ 

297 356 363 369 
4 8 10 12 
7 7 7 7 
3 3 5 6 

27 30 39 33 
6 6 • IO 28 
I I 2 2 

.)~1~17&1~ 

roO: ~L;_~_;_' -~Ia!, 30 281 
1 I258 1 1517 j I852 1 2265 ! 
I I I I i 



Table 3 THE REVENUE SYSTEM OF INDIA, PROVINCES, 1937-38 
(Rs. millions) 

I. PROGRESSIVE TAXES : 
Personal income t&xes 

II. TAXES ON REAL PROPERTY : 
Land revenue 
Forests • 
Sale of land • 

Total, Group II . . 
IV. CHIEFLY CONSUHl"l'ION TAXES: 

Cusl<mu< • • 
Exci8e : Liquor • 

Opium. 
Other • . 

Sub-total, Excise • 
Othe7, Similar Tazes and IkenceB : 

Salt • . 
Tobacco duties ~ ~ 
Entertainment and betting . 
Automobile licences . 
Stamps : Non-judicial 

Judicial • 
Registration . . 

· Sub-total, Other Taxes 
Revenue from Public Utilities : 

Railways (net) 
Irrigation (net) 
Civil works . 
Electricity duties . 

Sub-total, Utilities 
;u iscellaneOUB "~ . • 

Total, Group IV • . • . 
Grants-in-aid and miscellaneous adjustments 

GRAND TOTAL 

M 1 i \ ' I _I ) l ~~ l_ l I J l ~~ .I J I s I ~ I ~ I ~ 
-·-· - ......1;.2_ __,ll_ __,ll_ ......1;.2_ ---l;2_ _.ll.,_ .....2;!!.... _...2;!_ ....£;l_ --2;!._ -2:L ~I 

0·4 49·6 32·0 35·3 58·7 28·8 13·7 23·1 i2·1 2·1 4·8 3·3 263·9 
0·4 5·0 4·3 2-2 5·0 2·4 0·7 5·1 1·8 0·5 0·4 0·8 28·6 
•. .. .. 0·1 . . 3·1 .. .. .. .. .• 8·2 11·4' 

~~~~.....,!!U_~...ll;i_~..ll;2._......U....~....lll...~ 
. . • . . . 23·8 . . • . 1·4 . . 1·1· • . 0·2 . . 26·5 

o:2 ~ ~ ~ ~ ---a:3 ~ ~ ----y:g- ---o:-il --o:g-~ 1os:5 
. . 2·8 1·9 3·5 2-6 3·4 o-8 1·5 1-2 o-1 1-9 o-5 20-1 
-- 2·1 4·8 3·4 3·9 1·0 2·1 1·1 0·5 0·1 0·5 0·8 20·3 

0·2 40·3 32·2 15·~ 14·6 10·7 12·2 -6·8 3·6 0·8 3·3 3·7 143·9 

. . 0·1 . . . - . . . . . . -. . • 0·1 
. - 2·0 0·3 . - 0·1 -. • . . . 0·1 2·5 

o-i 1 ~:~ ~:~ ~:i ~:~ g:~ :: o:4 o:3 o:1 o:1 g:~ 1~:g 
8-2 8-2 8·1 2·8 3·4 2·5 0·9 0·5 0·4 0·4 1·1 36·5 

11·1 7·2 20·7 11·0 5·6 7·7 3·2 1·3 0·5 1·4 0·7 70·4 

o:i I 2!:: . 2;:: 3;:; . 1~:~ - 1i:~ 1i:! ~:~ . ~~:~ ~:i ~:~ . ~:: 1!~:~ 
.. •. .. 0·2 .. .. .. .. .. .. .. 0·2 

. • 18·5 2·3 -0·2 14·1 47-4 1·9 0-4 . . 1·5 0·2 7·1 93·2 
0·1 I 4·1 5·8 2·8 1·3 3-8 0·8 1·0 1·6 1·0 0-4 0·6 23·3 
•. .. ' 1·2 1·8 .. .. .. .. .. .. .. 0·1 3·1 

-o:y- -22·6 -g.r --4T- -15-6 ~ -z:7' ~ ~ ~ ----o:6- --or-s- ---m:s--
--o:r--1~ ~ ---rr:o- -----g:r- -ll~ ~ ---a:a-~ -rr-~ --:-pr- 79·1·-
--o:6'11o376 ~ ---oo:o-~- -84·2 -aT-6· llf.'6 10-2--~ -s::r- 15-6- 510·o 
""ij.2--. . ---.. - --. . --n---o=r -.-. - --.-. -~ 'l1i-ll ~ -rro- ---:rr-7 
---r.r l6i):1 ---rzrr- 13o:r-123-4 119-8" -so:s-1--45·4 ~ --18-2 ~ ~ 858-2 I --------------------------------------

c:.o 
::;:: 

"'=:l 

~ 
t>;t 
~ 
> 
t"' 
"'=:l ...... z. 
~ 
~ 
z 
~ :; 
t>;t 

~ 
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t MiR-Cell&neous Receipts are the revenue from Debt Services,. Administration of Justice,. Jails and Convict Settlements Police, Ports and Pilotage Education't Medical ~ 
Services,. Public Health, Agriculture, Veterinary Services, Co-operation. Industries~ Broadcasting, Miscellaneous Departments, Transfers from Famine Relief Fund, Receipts .. 
in Aid of Supera.nnuatton, Stationery and Printing, Miscellaneous Items, and Extraordinary Receipts other than from sale of land.. Ef 



'l'ul.le 4 THE REVENUE HYSTEM ()]<' INDIA, l'HOVI:-.ICES, lfJ:J7-:lS 
(P(•rcentaJ.~:e di .. trilmtion) 

I. ]'"Jt(t(IJCES!otl\'1': TAXfl:l'4: 
),t•rf'IIOUfll hi('OIHU f..ti.Xt·~ 

II. 'J'AX.:A ""' ltitAL I'RtJPf<RTY: 
J~n rul n·vr-rHJc • 
J•'ort·flltl'4 • 
Mult" uf Inn•& 

TutJ~ol. Uroup II 
IV. f'IIIV.I'J.Y t:ONKUMJ>TION TAXKS: 

Custotnll. 
Ezri~tr.: 

Muh~t.otu.l~ ~xc.lMn • 
OthPr, Similtsr :J'ax'-11 and Lic~nce• : 

1-\ulf, • • 
'rolHU'CH duUnl4 • • 
l<~nt•·rtnlnrucnt, and ))(•tUnK 
Atltr•rnohih• lif•f•JH'I"M 

~t.u.UIJJK: Non-judldal 
.Ju<llelal • 

Jtr·W:IMtrn.tJou $ 

Huh·tottll. Othnr TnxeK 
. R,.,.,Hlt! from l_,t.tblic l!tilitiP.B : 

I 
Jt~lllwnyK (nnt,) 
Jrrhln.tlon (net) 
('lvU workH . 
)<~Jeet.rldf,y dutleM 

Mub-t,oto.l, Utllltl"K 

I 

It/ isrrll(lnf'OUII • • 
Totlll, ftrtJHp IV .. 

GrantJ-4-In-nJd and IniMcellaneouK adjuHtmenbt 
URANH 'I'OTAL • 
Pen·l·ntn.-.ce Mhare of tho Provlncos in the total 

I 
"' 
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Ta.ble 5 .INDIA. EXPENDITURES FROM REVENUES. PROVINCES. 1937-38 
(Rs. millions) 

"'I~ I.e -g . 
8 ~ ~ ~ ·a2 § :9 ~t ; ~ ·~ ~ ~ 
o ,.. ',:<\ P'l PI>< I>< P'l oP'\ ~ Z 0 oo E-4 

1. Prima1"1! Functions : 
Civil administration, legisla.tion and justice 

.. I '" .c g, j.; .. ~ ..... a !'<! .. -

~- --::-1--::--- ~---::;---::------::--~ ~--:::----:----:::- 369·9 
0·1 10·2 11·1 10·2 10·0 7·3 4·2 4·2 2·1 0·9 1·0 1·6· 62·9 Pensions ~ . . 

Debt services . 

Total, Primary Functions 

2. Secornla1"1! Functions : 
(1) Social S6Mlic8a: 

Education . 
Public hea.lth 

Sub-total, Social Services 

(2) Developmental : 
Civil works . . ~ 
Agriculture and irrigation • 
Industries 
Co-oper&tion 

Sub-total, Developmental 

(S) Miscellaneous 

Total, Secondary Functions 

GRAND TOTAL 

Surplus ( +) or deficit (-) 

Total Ordinary Revenue 1 

-4·4 12·5 -0·7 6·0 -1·0 0·6 -0·6 .0·3 0·1 0·1 0·5 13·4 

~l...!!:!_l~l~l.....!!!..l~l-~-.l...!!;!_l.2!:!...l....!!_l~l..!!:!...l..!!!!... 

0·2 
0·1 

0·3 

0·3 l 

25·9 
13·9 

39·8 

13·8 
16·6 

2·5 
1·3 

0·3 1 34·2 

3·0 

16·9 
6·8 

23·7 

13·1 
7·2 
0·8 
0·6 

21·7 

3·4 

13·7 
8·3 

22·0 

12·0 
5·0 
1·6 
1·2 

19·8 

4·6 

20·6 
5·7 

26·3 

6·1 
14·5 

1·4 
0·6 

22·6 

2·8 

16·1 
6·5 

22·6 

13·9 
19·1 

1·9 
1·4 

36·3 

9·2 

7·0 
3·5 

10·5 

4·7 
2·8 
1·0 
0·4 

8·9 

1·3 

5·5 
2·0 

7·5 

5·9 
4·1 
0·3 
0·3 

10·6 

1·3 

3·6 
2·2 

5·8 

5·3 
0·8 
0·3 
0•1 

6·5 

1·4 

2·1 
0·8 

2·9 

4·0 
0·8 

0:1 

4·9 

0·8 

2·6 
1·1 

3·7 

2·0 
1·6 
0·2 
0·1 

3·9 

1·1 

8·0 
l•O 

4·0 

2·1 
15·7 

0·1. 
0•1" 

18·0 

0·6 

117·2 
51·9 

169·1 

83·2 
88·2 
10·1 

6·2 

187·7 ' 

29·5 

-!!!...I...1Z;!!_l.....!!!.-l_!!!_l-!!!...l..-!!:!...l....:!!l..l2!!:!...1...!!!...l..!!..l-!1-l....:=!...l~ 
-2.:.!...l~l..!!!;!_l...!!!!._l....!.:!!...l~l~l.....!!:?-l....:!:!...l...:!1!...1..!:!:!...1..!!:!..1~ 
+0·1 I +1·8 I +2·9' I +11·8 I ·.- I +5·1 I +0·8 l-1·2 .,-0·4 I +0·3 I +0·8 I +3·7 I +25·7 

1·5 160·1 124·4 1ao·1 123·4 119·8 1 50·3 45·4 27·4 18·2 18·4 39·2 858·2 

• See Table 3. 
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Table 6 I~DIA, EXPENDITURES FROM REVENUES, PROVINCES, 1U37-38 
(Percentage distribution) 

I ;., I 'I I I I -e I I -
1 

I I 

! 2 : ~:n ~ ~... e ~ 2 ' _ i ~ g c ~ 0 '2 ~ ~ ~ ~ ~ -~ ~ ~ I l-'"'-/_...-:__~--~ ~.t ___ ~_2_ c~ __.;__,o._Jy ___ •_l-~-
1. Primary J<'unrtiotlll: 

c;hdl a.tlrniuh~traUon, lcghdaUon and jusUce 
]J"t'Ul'\IOtJMi .. 

!Jcbt sc£"v1ces .. 
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Table 7 INDIA, DETAILS OF MUNICIPAL REVENUES, 1937-38 

Rs. n:illllollll Per cent 1 

GRoUP I. Progrusive TllXeB 

GRouP II. Ta:eu on Real Property : 
Tax on houses and lands 
Rents of lands, houses, etc .• 
Sale proceeds of land and produce of land, etc. 

Total, Group II . 

GaolTP III. To;cu on Bwness : 
Tax on professions and trades 

GaolTP IV; Chitifly Consumpticn Taxes: 
Various Taxes and Licences: 

Octroi • . . 
Tax on animals and vehicles , • • • • • 
From pounds, hackney carriages, licences for the sale of spirits and 

drugs, etc. 
Other taxes 
Other fees, etc. 

Total, Various Taxes and Licences 

Revenue from Public Utilities : 
Tolls on roads and ferries 
Lighting rate 
Water rate • • • • • • • • 
Conservancy rates and receipts (charges for the removal of night soil) 
Receipts from markets and slaughter:houses 
Fees from educational institutions 

Total, Revenue from Public Utilities 

M ucel!anetYUS : 
Fines 
Miscellaneous 

Total, Miscellaneous • 

Total, Group IV. 

GROlTP V. Gran!IJ and Cont!'l'butions: 
Grants from Government 
Grants from local funds • 
Other grants and contributions 

Total, Grants and Contributions 

TOTAL, ORDINARY REVENUE , 

Gaoln> VI. E:r:ti'CIOI'diMry and Debt : 
So.le proceeds of securities, etc. • 
Loans from Government 
Loans raised from private individuals -. 
Reo.lisa.tions of sinking fund 
Advances 
Deposits 

Total, Extraordinary and Debt 

GRAND TOTAL, GROSS REOEIPTS 

1 Per cent of Ordinary Revenue, 

.. .. 

5Q.l 28 
5·0 3 
2·7 1 

57·8 32 - -
3-4 2 - -

14-6 8 
4-8 3 

1·5 1 
19·6 11 
8·0 4 

48·5 27 

2·9 1 
4·0 2 

21·8 12 
10·6 6 
6·6 4 
1-8 1 

47-7 26 

H 1 
9-1 5 

10·2 6 

106·4 ' 59 -
1H 6 
0·8 } 1 0·5 

12-4 7 -180·0 100 -
55·7 .. 
2·5 .. 

ll·O .. 
8·6 .. 

15·4 ... 
115-4 .. 

-------
208·6 .. - -
388·6 .. - -
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Table 8 Di'DIA, DETAILS OF MUNICIPAL EXPENDITURES, 
1937-38 

--
Rs. nllllions 

1. PrimanJ Function.s: 
(I) Civil Administrali{)n: 

Gt>neral administration 16·9 
Public safety 15·6 

Total, Civil Administration 32·5 

(2) Debt Services . 1H 

Total, Primary Functions 46·9 

2. Seamdary Fundion.s: 
( 1) Social Services : 

I Education 23·5 
I Public health (including water supply, drainage I 

and conservancy) 62-4 
Other (e.g. public gardens) 1·6 

Total, Social Services • 87-5 

(2) Duel{)pmenwl : 
Civil works (roads and buildings) 18·6 
Other 7·3 

Total, Developmental 25·9 

(3) JI iscellaner;u., 19·8 

I 

Total, Secondary Functions 133·2 

I TOTAL, EXPENDITURE FROM REVENUE . 180·1 

3. E.rtraordinary and Debt: 
Investments 56·1 
Payments to sinking funds 6·0 
Repayment of loans 11·7 
Advances • 21·2 
Deposits lll·S 

Total, Extraordinary and Debt 206·8 

GRAND TOTAL, GROSS EXPENDITURE 386·9 

• Per cent of Expenditure from Revenue, 

349 

Per Cent 1 

9 
9 

18 

8 

26 

13 

35 
1 

49 

10 
4 

14 

11 

74 

100 

.. 

.. 

.. 

.. 

.. 

.. 

.. 
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Table 9 INDIA, INCOME OF DISTRICT AND LOCAL BO.ARDS, 
BY PROVINCES, 1937-38 

(Rs. thousands) 

Province Provincial Civil Other Total Rates Works Sources ------· 
Madras 11,053 11,133 25,110 47,296 
Bombay 3,508 2,357 14,470 20,335 
Bengal 9,305 2,615 5,748. 17,668 
United Provinces 7,987 1,446 10,422 19,855 
Punjab 6,622 1,421 12,843 20,886 
Bihar .· 7,029 3,986 5,121 16,136 
Central Provinces and Berar 2,592 267 4,417 7,276 
Assam 1,283 798 1,585 3,666 
North-West Frontier Province 273 80 1,164 1,517 
Orissa 782 232 1,730 2,744 
Sind 1,274 342 2,931 4,547 
Coorg 62 4o . 54 156 
Ajmer-Merwara . 29 50 53 132 
Delhi 45 12 204 261 

TOTAL 51,844 24,779 85,852 162,475 - - - -
Percentage distribution 32 15 53 100 

Source . ......Statistical Abstr&et for British India, 1921H!G--1938-39, 

Table 10 INDIA, EXPENDITURE OF DISTRICT AND 
LOCAL BOARDS, BY PROVINCES, 1937-38 

(Rs. thousands)· 

Civil Sanitation, Debt 
Province Education Works Hospital, andMis· 

eto. cellaneous 
-------

Madras 13,743 14,584 4,051 15,099 
Bombay 11,276 3,609 997 4,555 
Bengal 3,039 7,241 4,379 3,335 
United Provinces 11,310 3,469 4,724 322 
Punjab 11,233 3,234 2,916 3,561 
Bihar 4,603 5,801 2,272 2,237 
Central Provinces and Berar 3,010 813 381 3,131 
Assam 1,479 1,09,2 600 544 
North-West Frontier Province 996 157 120 285 
Orissa 1,187 590 509 464 
Sind 2,050 937 469 392 
Coorg 79 12 36 28 
Ajmer-Merwara • 17 60 8 32 
Delhi 160 31 54 24 

------------
TOTAL 64,182 41,635 21,516 34,009 - - - -
Percentage distribution 40 26 13 21 

source.-statl&tlcal Abstract lor British India, 1929-S0-1988-39, 

Incidence I per Head 

Rs. A. P. 
0 14 10 
1 3 2 
0 5 7 
0 611 
1 0 6 
0 8 0 
0 8 0 
0 7 4 
0 ·10 6 
0 5 9 
1 ·4 4 
0 15 4 
0 3 9 
1 6 9 

0 911 

.. 

Total 

---
47,477 
20,437 
17,994 
19,825 
20,944 
14,913 
7,335 
3,715 
1,558 
2,755 
3,848 

155 
117 
269 

---
161,342 -

100 
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Table 11 INDIA, RAILWAY FINANCES 
(Rs. millions) 

1937-38 

Capital outlay to end of year . 7538·0 
Net revenue receipts 319-5 
Percentage of net revenue receipts on capital 

outlay . 4-24 
Payments on account of share of surplus 

profits and of net revenue receipts . 5·3 
Interest on capital outlay 292·6 
Total expenditure 297·9 

, Gain 21·6 

351 

1939-40 1940-<11 

7586·2 7609·3 
327-2 462·3 

4·31 6·08 

3·5 5·0 
29H 286·8 
294-6 291·7 
32·6 170·6 

Source.-combined Finance and Revenue Accounts of the Central and Provincial Governments In 
India lor the years 1~37-38, 19311--40 and 194()-.41. 



Table 12 INDIA, CAPITAL AND OTHER EXPENDITURES (APART FROM REVENUE ACCOUNT) OF THE 
CENTRAL AND PROVINCIAL GOVERNMENTS TO THE END OF 1937-38 

(Rs. millions) 

Capital a.nd Other Expenditure outside the Revenue A{c I E-¢ ! ::!' I ~ l i I ~ l ~ rJ I ~ I :0 I ~ ~ I ~ I ~ ! .~ I o-o I :5 fo g ~ o Q) 1=12 :::t :9 ~Q) ~ ~ t: .e .e 
I OC!> 0 "" -""'--~~-""'-~~--< __ ~-·~-"'---~--

1. Ca;pital E"'lJenditure : 
Commercial D""('tWtmtJnts : 

Railways . . • 
:Posts and telegraphs 
lrrlgo.tlon. • 
Electric schemes . . . 
Other oommercio.l departments 

Total, Commercial Departments 
Ot.htr DepartmtJnts : 

New capital at Delhi . • 
Bombay development scheme • 
Other accounts • • 

Total, Other Departments • 
Total, Capital Expenditure • • . . 

2. Indio/s Financial Contri.but4on to thew,.. of 1914-18. 
3. Loans fUUl Adva.teea: 

To Provinces 
To Coorg . . 
To Indian States . 
To Local Funds, ete. 
To Government servants . . 

• Total, Loans and Advances • 
TOTAL, CAPITAL AND OTHER EXPENDITURE TO END OF 

1937-38 • . . • • . . • ' • . 
4. Dedu.:t-Contribution from Be"""ue for Capita! Ezpenditure to 

end of 1937-88 • • • • · •. . . 
NET CAPITAL AND OTHER ExPENDITURE OUTSIDE THE REVENUE 

ACCOUNT TO END 0\lr 1937-38 

7,538·0 
170·7 

17·8 
. . . . . . ' . . . • . . . . •. • . • . . . 170·7 

199·1 103·7 '52·0 282·7 349·7 34·4 65·7 . . 31·2 31·9 293·9 1,462·1 
37·4 • . • . • . . 64·8 • . . . . . 4·3 . . • . 106·5 

0·1 I . . . . . . . . . . . . . . 7,538·1 

59·0 . . 1·6 . . . . . . . 0·9 • . . . . . . . . . . . 61·5 
7,785·5 .. 238·1 103·7 52·0 282·8~ _416·4_ !4·4 66·7 .. _ 35·6 31·9 293·9 9,338·9 

156·0 . . . . . . • • _ . I . . . . . . . . . . . . . . . 156·0 
. . . . . . 93·5 . • . . • . . • . • . . . . . . . • 93·6 
144·6 . . 8·6 57·7 13·7 49·4 33·5 6·8 15·6 8·6 0·2 . . 10·7 349·4 

----:fu---u:6 - .. - -s:ll 151·2 "Ilf.7" 49·4 33·5 """iHI 15·6 s""l! """"().'2 - •• - 10·7 ~ Hgn -:-:-· 246·7 254·9 -65-7 332·2 

1
448·9 41·2 81·3- 8-6 35-7'" ""3iT 304·6- r·ggz·e .... --------------------------·--·- -·-·---·-· ---·-·- --· ·- --·-·-----· ·- -·-·- -·-·- --· ·---· ·- --·-·-~ 

1,24g:g • . :: I :: :: I :: :: . . :: . _ :: . . . . 1,24g:~ 
128·8 . . • . . . • . • . . . . . . • . • . • • . . • 128·8 

85·1 0·5 45·2 156·8 8·1 23·5 7·8 15·6 10·1 0·6 2·7 0·7 6·3 362·0 
4·2 • . 0·2 0·3 0·3 0·9 0·5 0·3 0·2 0·5 0·1 0·0 0·1 7·6 

1.465·2 E~..!.!!U..~~~.l2;2. .!2£-ll...~...!!:.l.:...!;i. 1,745·5.
1 

11,051-3 .2;.!L ~ ~~2tl. ~ .!2U.. .!:U.. .2l.!L ..2:1.. ~ ~ .!!2;l!.. 13,183·3 

~-··- 27·6 ~ ~~ 54·3 ~...±!....~....:.:.....::~ 12·0 ~ 
1o.8a5·5 0·5 • 264~5 397·1 54·3· 347·1 402·9 56·9 87·519·2 a8·5 31·1 298·0 12,853·1 ---------------------------

~ 

""' ~ 

"';1 
t>=j 
\:::1 
t>=j 
!;d 
i>c 
1:""' 
"';1 

~ 
t>=j 

z ...., 
~ 
~ 

~ 
:a 
s; 

Source.-Combined Finance and Revenue Accounts of the Central and Provincial, Governments in India for the yeo.r 1937-38. 

item~):"Su"~~ 'C':!':n:J:1!~~~~~~~i'~3 f.; ~t~e~.:f::t, .f~i~!,1;d~i~~ w1~h'~~U:,~~t,"~~e~f p~i,if;'D~~t:"c(~e~u&~i3e~v~TJ';"i'!t[.:'~. '; .. ~:,'~~tfevenue (but see ~ . . . a 
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Tnbln 13 INIHA, J<:XI'El\IJITlJJtJ<: ON J<:IHTCATION, BY l'ltOVIN('ES, 111:17 :IX 

(HH. million><) 

Hource of FumlH: 
( iovr•runu·nt 
l>i><tri<:t. nud hwnl honrclK ltnd muni­

c·ipnlitii'K 
Jc'I!, .. ,~M 
0till'r KOUTPI'K 

Total 

Po7mlution (million><) 

Per Ua11ila Expf'-nrliture (in rupPI'K) 

Allooltion of Jt'umlH (HK. millionK): 
Univ•m•ity nnd profi'KHionnl 
HN,ondnry 
Prirnnry 
OUwr• . 

'J'otnl 

N·umiH<r of St:lwlars (Hwu111tndK) 

l!J:r'TJenrliture JH'T Sch()lar (in rupc.,K) 

• ENthuutcd. 
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APPENDIX I 

.Abstract of the Leading Recommendations of the Royal 
Commission on Dominion-Provincial Relations 1 

THE Report which the Commission has prepared is the outcome of two 
and a half years of carefully planned study. In the present summary the 
aim is to set out the principal recommendations embodied in the Report 
and to indicate briefly the reasons for them. At the heart of the problem 
lie the needs of Canadian citizens. The basic problem before the Com­
mission lies, therefore, in finding a way in which the financial position of 
the Provinces could be improved and assured, without disastrous financial 
consequences to the Federal Government on whose efficient functioning all 
Provinces are dependent. National unity must be based on Provincial 
autonomy, and Provincial autonomy cannot be assured unless a strong 
feeling of national unity exists throughout Canada. 

The Commission did find one onerous function of government which 
cannot, under modern conditions, be equitably or efficiently performed on 
a regional or Provincial basis. This function is the maintenance of those 
unemployed who are employable and of their dependants. In reaching this 

. conclusion (which is amply supported by the Evidence and the research 
studies) the Commission merely confirmed conclusions which had been 
reached by earlier Commissions. So firmly is the Commission convinced of 
the validity of this conclusion that, even when it comes to consider the 
situation which will arise if its main recommendations are not implemented, 
it proceeds on the assumption that the relief of the unemployed who are 
able and willing to work will become a Federal function. 

Another function closely analogous to that of relief for employables is 
that of assistance to a primary industry (e.g. agriculture) in the form of 
operating cost advances. When relief is on a small scale the responsibility 
can be borne without difficulty by the Province. But in the event of wide­
spread disaster with which a Province is unable to cope without assistance 
from the Dominion, or in the event that the Dominion by Sl\Ch means as an 
exclusive marketing organisation has already established effective control 
of the industry concerned, the Commission recommends that the Dominion 
should assume direct administrative and financial responsibility rather than 
render indirect assistance by way of advances to the Provinces affected. · 

The Commission's treatment of these expensive functions of government 
may be contrasted with its treatment of another expensive function, namely 
the payment of non-contributory old~age pensions. As the Federal Govern· 
ment is already paying as high a proportion of their cost as it can reasonably 
pay without assuming control of the administration of the pensions, and as 
the Commission was convinced that it is more satisfactory that the Provinces 

1 Vide Report of the Royal Commission on D~minion-ProvineiaJ Relations, Book II, 
Section G. The Appendix above is a summary of the abstract in the Report. 

354 
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should continue to administer non-contributory old-age pensions, it could 
not recommend any further financial help to the Provinces in this connexion. 
But the Commission is of the opinion that if non-contributory old-age pensions 
were to be superseded or supplemented by a contributory system the latter 
should, for various reasons, be under the control of the Dominion. 

There is, however, an Important financial burden of which Provincial 
Governments can be relieved without any sacrifice of autonomy. This is 
the deadweight cost of their debt service. The burden taken up by the 
Dominion, if it were to assume this deadweight cost, would be less than 
the burden of which the Provinces were relieved because, as maturities 
occurred, the debts could be refunded more advantageously by the Dominion 
than by the Provinces. To this extent a saving would accrue to Canadian 
taxpayers. The Commission has, therefore, recommended that the Dominion 
should assume 1\11 Provincial debts (both direct debts and debts guaranteed 
by the Provinces) and that each Province should pay over to the Dominion 
an annual sum equal to the interest which it now receives from its invest­
ments. The reason for this proviso is that it would not be expedient that 
the Dominion should take over liability for a debt whicli represented a 
self-liquidating investment retained by a Province. Conditions governing 
future Provincial borrowing are outlined in detail in the Report. 

In the case of one Province this recommendation as to debt requires an 
important modification. The Provincial debt of the Province of Quebec is 
low in comparison with the per capita debt of other provinces, and is an 
unusually low fraction of the combined municipal and Provincial debt of 
the Province. To meet this situation, which has arisen through the policy 
of this Province in imposing on municipalities onerous functions which are 
performed elsewhere by Provincial Governments, the Commission has recom­
mended that the Dominion should take over 40 per cent of the combined 
Provincial and municipal net debt service in Quebec. 

If the Provinces are relieved, in accordance with this recommendation, 
of the deadweight burden of their debt, it is not unreasonable that they 
should surrender to the Dominion the subsidies, whatever their character, 
which they now receive. Prince Edward Island alone would give up subsidies 
more than equivalent to the deadweight cost of its debt, and, as will be seen, 
this apparent loss will be more than made up in other ways. The abolition 
of the Provincial subsidies will be in itself no inconsiderable reform, for their 
history is long and tortuous. The subsidies have been based on no clear 
principles and it has been impossible to say whether or not different Provinces 
have received equal treatment. 

The Commission had also to consider how to provide the Dominion with 
sources of revenue which would enable it to carry its new burdens. This 
enquiry (as will be seen) was combined with the consideration of efficiency 
and equity in taxation specifically entrusted to the Commission. There 
could be no question of increasing the legal taxing powers of the Dominion 
since these are already unlimited. But the Provinces, in return for the 
benefits which they would receive, and for further payments which the 
Commission finds it necessary to recommend, should be prepared to renounce 
some of the taxes which they employ (or are entitled to employ) at present. 
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The Dominion, for its part, should be able and willing to refrain from com­
peting with the Provinces in respect of sources of revenue left to them and 
should leave the Provinces free to collect these revenues in whatever way 
appears to them most efficient even if the method of indirect taxation should 
be involved. 

Just as the assumption of Provincial debts by the Dominion will lead to 
savings in interest from which taxpayers will benefit, so there are several 
taxes from which, if they are under unified control, as great a revenue can 
be obtained as at present with less hardship to the taxpayer. What is more 
important, a reorganisation of these taxes, of a character which is possible 
only if they are under unified control, can remove many hindrances which 
in the recent past have been detrimental to the expansion of the national 
income (i.e. to the sum-total of the incomes of all citizens of Canada). As 
this income expands, as the result of what may be fairly. termed greater 
efficiency in taxation, the same revenue as at present can be obtained by 
taxes imposed at lower rates than those of to-day. 

The first of the taxes which the Commission recommends that the Pro­
vinces should renounce is the tax on personal incomes. Not all Provinces. 
impose this tax. Those which get most revenue from it are often taxing 
incomes which other Provinces think that they should have a share in 
taxing, because they are in part at least earned in them although they are 
received in those Provinces in which investors live, or in which large cor­
porations have their head offices~ Nor is this all. The general equity of 
the whole Canadian tax system - and the Commission has been instructed 
to concern itself with equity as well as with efficiency in taxation- requires 
that the tax on personal incomes, which is one of the very few taxes capable 
of any desired graduation, should be used to suppl~ment other taxes and 
should be uniform throughout Canada. 

The second form of taxation which the Commission recommends that 
the Provinces should forgo includes those taxes imposed on corporations 
which individuals or partnerships, carrying on the same business as the 
corporation, would not be required to pay, and taxes on those businesses 
which only corporations engage in. They include, therefore, the tax on the 
net income of corporations and a multitude of taxes devised to raise revenue 
from particular classes of corporations which a Province cannot conveniently 
subject to a tax on net income. They do not include bona fide licence fees, 
the power to impose which would remain with the Province. These Pro­
vincial corporation taxes are peculiarly vexatious to those who pay them 
and particularly detrimental to the expansion of the national income. The 
cost of tax compliance is high. The tax is often payable by a corporation 
which has no net income. The tax is very likely to be a tax on costs rather 
than on profits. These taxes are also a frequent source of interprovincial 
jealousy. Great benefits may be expected if they are swept away and the 
equivalent revenue raised by Federal taxes chiefly on corporate net income. 

To ask the Provinces to give up the entire revenue· which they now 
derive from taxing corporations would, however, intensify a grievance of 
which the Commission: received complaint -in more than one Province ; for 
the Dominion would receive a tax: on uwome which was in part derived 
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from the depletion of irreplaceable natural wealth. It is clt>arly desirable 
that revenue of this character should be used for developmental work which 
will compensate for the damage which has been done to the resources of a 
Province. The Commission has, therefore, recommended that the Dominion 
should pay over to the Province concerned 10 per cent of the corporate 
income derived from the exploitation of the mineral wealth of the Province. 
When what is required is the conservation of natural resources by main­
taining their productivity, rather than compensation for depletion by new 
investment, the Provinces are in a position to use their own taxing power. 

The third tax which the Commission recommends that the Provinces 
should forgo consists of various forms of succession duty. These differ from 
the income taxes in that they have not hitherto been used by the Dominion : 
but they are taxes to which the Dominion might at any time be compelled 
to resort. The use made of them by the Provinces has given rise to bitter 
complaint because the Provinces have not made equitable arrangements 
with one another so as to tax each item in an estate in one Province only. 
The difierences in rates between Provinces, and the dangers of double taxa­
tion, seriously distort investment in Canada. 

At this point there must be a refinement in the calculations. What is 
significant for the purposes of the Commission is the size of the surplus or 
deficit which would exist in a Province if it were to provide the normal 
Canadian standard of services and impose taxation of normal severity. It is 
not the services which each Province is at present providing, but the average 
Canadian standard of services, that a Province must be put in a position to 
finance. It is not the revenue which its taxes yield at their present level which 
matters, but the revenue which it would derive from them if its people were 
as hea,ily taxed as Canadians in general. Just as in the case of debt it is 
necessary to take account of the fact that some Provinces are more accus­
tomed than others to provide services for their people through municipalities 
or other agencies instead of directly. The Commission has, therefore, at­
tempted to compute, Province by Pro.vince, what the cost would be if the 
Province and its municipalities taken together were to provide services on 
the Canadian standard. Adjustments have been made for the cost of the 
developmental services appropriate to the Province, and for the weight of 
taxation in the Province. The result has been that the Commission has 
been able to make a recommendation as to the amount, if any, which each 
individual Province should receive from the Dominion annually to enable 
it to provide normal Canadian services with no more than normal Canadian 
taxation. The Commission recommends that each Province found to be in 
need of such a payment should receive it by way of an annual National 
Adjustment Grant from the Dominion. This grant as originally fixed would 
be irreducible. The Commission recommends, however, that National Adjust­
ment Grants should be re-appraised every five years. For special emergencies, 
which might arise in respect of any Province (and which exist in one Province 
to-day), special provision should be made, as it would be undesirable either 
to fix an annual grant in perpetuity on the basis of conditions that are 
transitory, or to fail to provide for serious emergencies. 

The Commission also recommends the establishment of a small permanent 
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commission (which may be called the Finance Commission), assisted by an 
adequate technical staff, to advise upon all requests for new or increased 
grants, and to re-appraise the system of grants every five years. 

The recommendations which have heel). described would, if implemented, 
safeguard the autonomy of every Province by ensuring to it the revenue 
necessary to provide services in accordance with the Canadian standard. 
Every Provincial Government (including those whose position will be so 
good as to make adjustment grants unnecessary) would be placed in a better 
financial position than it is in to-day. And the financial position of every 
Province would be immeasurably more secure than it. is to-day. The Com­
mission looks on this as its primary achievement. It is convinced that this 
fundamental problem must be faced and it has not been able to discover 
any alternative way in which it could be solved. 

The recommendations which the· Commission has made must be judged 
as a whole. They cannot with fairness either to the Provinces or to the 
Dominion be considered in isolation for any one of them taken alone might 
produce grotesque results. 

At what cost, it may be asked, will the Provinces have secured these 
advantages ~ There will be a certain cost to the Dominion and, therefore, 
to the Dominion's taxpayers. The taxes forgone by the Provinces, if replaced 
by Dominion taxes of. equal yield, would not provide all the money which the 
Dominion will probably be called on to pay under the Plan. It is necessary 
to say" probably" because the Dominion, unlike the Provinces, will be left 
with highly variable expenditures (e.g. those on unemployment relief) and 
variable revenues. The long-run effects of the proposed arrangements should, 
as has been explained, be to increase employment and to increase the national 
income and, therefore, the national revenue. But the expectation of the 
Commission is that the Dominion, in the first instance, will have to increase 
taxes somewhat. Even withoutincreasing tax rates it will obviously increase 
the taxes payable by citizens ~f those Provinces which have no per~onal 
income tax to-day. It is hardly nece~sary to add that, in view of the end to 
be attained, the price seems low. 

There Will, of course, be adjustments. At every stage of the Commission's 
enquiry it has endeavoured to frame recommendations which, if implemented, 
will avoid the minor hardships or inequities that might result if the measures 
which have, perforce, been somewhat crudely described in this summary, 
were crudely applied. One or two examples will·be given here. Others will 
be found in the Report itself. But the whole spirit of the Report would 
suggest that analogous adjustments should be made, even if the Commission 
has not thought of them and, therefore, has not mentioned them. 

If the administration of a service or the collection of a tax is transferred 
from one Government to another it is desirable that those who have adminis­
tered the service or collected the tax in the past should continue to do so in 
the future and that their skill and experience should not be'lost to the nation 
nor their personal expectation 9f continuous employment disappointed. The 
Commission has, therefore, recommended that the Dominion, if it takes over 
a Provincial function, should continue the employment of those previously 
employed by the Provincial Government concerned. This recommendation . 
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is particularly important when questions of language are involved. 
If a tax now levied by one Government is to be replaced by a tax levied 

by another the new tax should be adjusted to the circumstances of the people 
on whom it is to be imposed, and advantage should be taken of the oppor· 
tunity to design the new tax as equitably as possible. Thus, if the Dominion 
collects succession duties, it is important that the administration for their 
collection should be decentralised and that small estates should be rapidly 
cleared without correspondence having to go through Ottawa. And the 
taxation scales should be arranged so as to tax an estate more lightly when 
it is divided among many children. 

If legislative powers (e.g. in relation to unemployment insurance) are to 
be conferred on the Dominion in addition to those which it now enjoys, it is 
important that they should be strictly defined so as to avoid the danger of 
their being extended by interpretation in unexpected ways which might 
interfere with the civil code in Quebec, or with the corresponding interests 
of other Provinces. 

This brief summary would lose its way among details were it to attempt 
to enumerate the recommendations- some of them important recommenda­
tions- which the Commission has felt bound to make in its Report. What 
has been said should indicate the structure of the Dominion-Provincial 
financial relations which would, in the opinion of the Commission, charac­
terise a healthy Federal system in Canada. Before passing on to mention 
a few of the subsidiary recommendations, it may be worth while to point 
out that the Commission's financial proposals are, in terms of the economic 
life of 1939, very similar to what the provisions of the British North America 
Act were in terms of the economic life of 1867. 

As far as the municipalities were concerned, they are the creatures of the 
Provinces in which they are situated and their financial powers and duties 
are such as the Province chooses to confer on them. The financial plan which 
has been described has taken account of municipal expenditures and taxa· 
tion as part of the Provincial picture and it will, if it is implemented, have 
very important indirect effects on municipal finance. It will relieve the 
municipalities of their share in providing relief for employables and their 
dependants. It will put every Provincial Government in a better position 
than it is in to-day for extending such aid as it may think fit to its munici­
palities, whether by relieving them of the cost of services which they now 
perform, or by contributing financially to the cost of these services. 

In respect to marketing legislation great difficulty has been experienced 
in framing Dominion and Provincial legislation which will cover the whole 
field, even when the wishes of Dominion and Provinces are identical. The 
Commission has sought to remedy this situation by recommending that the 
Dominion and the Provinces should have concurrent legislative powers to 
deal with the marketing of a named list of natural products to which additions 
may be made from time to time by common consent. 

Nor is this the only instance in which it has seemed appropriate that a 
power of delegation should form part of Canadian Federal relations. The 
Commission has recommended that this power should be quite general and 
that the Dominion should be able to delegate any of its legislative powers to 
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a Province, and that a Province should be able to delegate any of its legislative 
powers to the Dominion. Delegation should provide a convenient means 
of dealing with specific questions as they may arise from time to time without 
limiting in advance the power of either the Dominion or the Provinces. In 
some instances one or more of the Provinces might be prepared to delegate 
powers to the Dominion while other Provinces were unwilling, and in such 
cases the advantages of a power of delegation over constitutional amendment 
would lie in flexibility. ' 

The Commission has come to consider the transportation problem of 
Canada one of the problems which cannot be solved without close collabora­
tion between the Dominion and the Provinces. It realises, however, that its 
own technical competence is slight in this field and has, therefore, confined 
itself to discussing the issues which will have to be faced, in the hope of doing 
something to clarify the problem of jurisdiction. It points out, however, 
the great advantage which might be derived from a· Transport Planning 
Commission which would be concerned both with planning transportation 
developments in a broad way, and with facilitating the co-operation between 
the Dominion and the Provinces in transportation matters which is necessary 
for the taxpayer. 

Co-operation between the autonomous Governments of the Federal 
system has to-day become imperative. The Commission recommends as the 
principal means to this end that Dominion-Provincial Conferences, which 
have hitherto met at infrequent intervals, should now be regularised, and 
provision made for frequent meetings, say every year. It urges further that 
the Conference should be provided with an adequate and permanent secretariat 
for the purpose of serving the Conference directly, and of facilitating co-opera­
tion between. the Dominion and the Provinces in general. 

In conclusion of this Sum:II!ary it remains to add that the decisions 
underlying the recommendations contained in the Report were reached before 
the outbreak of war. The Commission decided, after deliberation, to com­
plete the Report exactly as it would have been completed had war not been 
declared. The basic recommendations of the Commission concerning the 
re-allocation of the functions of Government and the financial relations of 
the Dominion and the Provinces were framed with the possibility of emer~ 
gencies in mind and are, it is hoped, sufficiently flexible to be adjusted to 
any situation which the war may produce. . 

Of the· subsidiary recommendations many are concerned with matters 
not in the least likely to be affected. by the strains and stresses of war, while 
some may require modification in the light of events. The need for some 
action designed to enable the people of Canada to throw their whole weight 
into any great national effort, such as the struggle to which they have com· 
mitted themselves, and at the same time to ensure the smooth working of 
the social and educational services on which the welfare of the mass of the 
people depends, is far greater and far more urgent in time of war and of 
post-war reorganisation than it is in time of peace. And it is precisely to 
these two main objectives that the chief recommendations of the Commission 
have been directed. 

The financial proposals have been designed to enable every Province of 
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Canada to rdy on having sufficient reYenue at its command in war-time as in 
pt'ace-tirue, in years of adnrsity as in years of prosperity, to carry out. the 
important functions entrusted to it. They are also designed to produce this 
result while leanng the fiscal powers of the Dominion as wide in fact as they 
haw always been in law, so that it may direct the wealth of the nation as 
the national interest may require. If some such adjustment of Canadian 
t'conomic life appeared sufficiently urgent to lead to the appointment of the 
Corumis.c-.ion in time of peace, how much more urgent is it in time of war ! 
How much more urgent will it be in the critical transition from war to peace 
ag<lin ? The Collllllission does not consider that its proposals are either 
centralising or decentralising in their combined effect but believes that they 
will conduce to the sane balance between these two tendencies which is the 
essence of a genuine Federal system and, therefore, the basis on which 
Canadian national unity can most securely rest. 

ALEX. Sii.ELTOX, Secretary 

ADJl:TOR 8.!\'ARD, French SccrcJary 

JOS. SIROIS, Clwirma11 

JOHN W. DAFOE 
R. A. MACKAY 
H. F. ANGUS 
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Summary of Recommendations, made in the Report by the 
· American Committee on Intergovernmental Fiscal Relations 

(Dr~ Luther Gulick, 'Dr. Harold M. Groves and Dr. Mabel 
Newcomer), in Terms of an Action Programme for each 
Level of Government 

I. FEDERAl,. GovERNMENT 

A. For Immediate Action 
1. Negotiate with State representatives and pass legislation to· create a 

Federal-State Fiscal Authority. 
2. Amend the income tax law to make State income taxes deductible on 

an accrual basis even though other expenses are reported on a cash basis. 
3. Revise, modernise and broaden the death tax credit. 
4. Give the Federal estate tax a thorough overhauling, integrating death 

and gift taxes, substantially reducing exemptions and co-ordinating the 
Federal and State taxes. 

5, Eliminate tax-exe~pt securities in a manner to secure States and munici­
palities against loss arising from the taxability of their securities. 

6. Defeat discrimination resulting .from State community-property laws 
by providing that they shall not apply in· the operation of Federal 
tax laws. . 

7. Provide a clearing-house and " board of appeals " (Federal-State Fiscal 
Authority) for more careful and consistent treatment of payments in lieu 
of property taxes on Federally owned property. Such payments should 
be generous, especially during the war. 

8. Provide a special joint committee of Congress to consider legislative 
proposals for payments in lieu of taxes ; provide facilities for maintaining 
a permanent inventory of Government property. 

9. Allow .State sales tax application to contractors working on Government 
orders. 

10. Modify and improve the co-ordination and efficiency in unemployment 
compensation by increasing the Federal credit from 90 to 100 per cent 
and requiring the States to furnish part of the cost of administration. 

11. Disallow sales taxes as a deduction in Federal income tax practice; if 
the deduction is retained, make it general and not conditioned upon 
certain technicalities in the tax law. 

12. Pay more heed to cost of compliance in framing tax laws. 
13. Extend the Civil Service coverage to include all personnel engaged in 

Federal tax administration. 
14. Consider the' provision of a suitable bond instrumentality for the invest­

went of State and Local surplus funds during the war. This might take 
362 
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the form of a non-negotiable bond redeemable after the emergency or 
upon a showing of war-created need, and to be matched by the Federal 
Government if used for approved public works. I 

15. Continue and enhance co-operative efforts to improve State and Local 
accounting and reporting ; provide annual compilation of cost of govern· 
ment and total taxes. 

16. Expend more effort on Federal-State collaboration in the administration 
of overlapping taxes. . 

17. Repeal the automobile use tax, or, if it is retained, require receipt as a 
condition for obtaining a State licence. 

18. Further promote better uniform governmental accounting and reporting. 
19. Assume the responsibility of annual calculation and publication of the 

over-all cost of government and other fundamental fiscal data. 
20. Cultivate an attitude which regards States and Localities as partners in a 

joint enterprise. 

B. For Immediate or Future Actwn 
21. Develop in consultation with the States, standard rules for income and 

death tax jurisdiction ; develop suitable rewards for State compliance 
with these rules and other suitable procedures so that the Federal Govern· 
ment may serve as an umpire in multiple taxation disputes. 

22. Develop in consultation with the States rules of uniform income tax 
procedure ; promote the adoption of such rules looking toward single 
administration of a relatively uniform State and Federal income tax. 

23. Adopt a Federal-Collection-State-Sharing programme for the tobacco tax. 
24. Enact legislation providing for Federal incorporation of corporations 

doing an inter-State business. 
25. Provide distribution of welfare grants to the States through a graduated 

bracket system as suggested in the Connally amendment. 

C. For Future Action 
26. Abandon motor vehicle taxes to the States reserving the right to tax 

motor fuel used in aviation. 
2i. Inaugurate a thorough study of the cost of tax compliance and the 

burden of multiple taxation on inter-State companies ; reserve action on 
centralisation of business taxes until this evidence is available. 

28. rse a public investment technique (if necessary) to cope with post-war 
deflation and unemployment ; dual Budget ; creative public works 
(health, housing, nutrition and regional development) ; full liquidation 
of outlays. . . . 

29. Reduce repressiveness of the tax system by de-emphastswg busmess 
taxes and by equalising burden upon equity-financed companies ~ompare.d 
with those financed by means of indebtedness (through a parttal cred1t 
to the corporation for dividends paid out). 

3(1. Broaden Federal aid to include relief and elementary education. 
31. Broa<len the Social Security programme to include uncovered groups under 

1 Written before recent developments which <,over, to some extent, the needs of 
the ~tates. 
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old-age insurance and unemployment compensation. This would not 
only provide more equitable coverage but would also make possible some 
simplification of pay-roll taxes. 

32. Recognise a national minimum status for elementary education by 
provision of a differential (equalisation) grant. 

33. Provide controls which will ensure improvement in the division of 
educational revenues, local districting, and the quality of the educational 
product, at the same time ensuring against coercive interference with 
Local autonomy and minority views concerning education. 

34. Provide for Federal scholarships to ensure the adequate development of 
talent through higher education. . 

35. In the interest of simplification, repeal Federal liquor licence fees retaining 
licences where needed for administration. 

D. Contingent Action 
36. If a Federal retail sales tax is enacted, provide legislative implementation 

and administrative action to ensure the fullest co-operative use of State 
personnel and machinery. 

II. STATE GOVERNMENTS 

1. Negotiate with Federal representatives and collaborate in the develop­
ment of a Federal-State Fiscal Auth9rity. 

2. Negotiate with Federal officials and Congress to inaugurate a programme 
for the elimination of tax-exempt securities in such manner as not to 
embarrass States and municipalities fiscally. 

3. Tighten property exemption provisions ; relax ceiling and uniformity 
requirements as to Local property tax levies; develop more adequate 
supervision of property tax administration. 

4. In collaboration with municipalities, refrain from demanding unreason­
able war-time aid from the Federal Government, thus recognising the 
importance of Local independence. 

5. Apply surplus revenues, where possible, to the elimination of debt and 
the development of a reserve against war-time loss of revenue and post­
war need for public works. 

6. When revenues will permit, allow Federal income taxes as a deduction 
in calculating State income taxes. 

7. Redouble attack on trade barriers, multiple taxation, and special induce­
ments for the location of industry ; use of education, reciprocal agree· 
ments and inter-State compacts toward these ends ; pass legislation 
allowing credit to new residents for automobile licence taxes paid in the 
same year to other States. 

8. Collaborate with the Federal Government looking toward Federal arbitra· 
tion of jurisdictional disputes and joint determination and promotion of 
uniform practices in income and business taxation especially with regard 
to questions of jurisdiction. . · 

9. Further collaborate with th'e Federal Government in the joint administra· 
tion of overlapping taxes. 
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10. Adopt legislation on their own initiative that would make payment 
of Federal automobile use tax a condition for the receipt of a State 
licence. 

11. Mitigate the rotten borough system by providing more adequate repre­
sentation for cities in State legislatures. 

12. Give more consideration to cities in the distribution of shared taxes, 
particularly motor vehicle taxes. 

13. Adopt enabling legislation that would permit cities to supplement the 
general property tax with a rental tax on occupiers. 

H. Adopt enabling legislation that would facilitate surplus financing during 
war-time. 

15. Adopt legislation requiring more adequate and more uniform govern­
mental accounting and reporting. 

16. Cultivate an attitude that regards all Goverlllllents as partners in a joint 
enterprise. 

17. Collaborate with the Federal Government on a broader and more generous 
programme of Federal aids, accepting controls, but insisting that they be 
co-operatively applied rather than dictated. 

III. MuNICIPAL GovERN~ENTS 

1. Negotiate with Federal representatives and collaborate in the develop· 
ment of a Federal-State Fiscal Authority. 

2. Negotiate with Federal officials and Co~gress to inaugurate a progralllllle 
for the elimination of tax-exempt securities that will not fiscally embarrass 
States and municipalities. 

3. In collaboration with States, refrain from demanding unreasonable war· 
time aid from the Federal Government, thus recognising the importance 
of Local independence. 

4. Apply surplus revenues, where possible, to the elimination of debt and 
the development of a reserve against war-time loss of revenue and post­
war need for public works. 

5. Broaden the property tax programme by supplementing the property tax 
with a rental tax on occupiers. 

6. Strictly interpret property tax exemptions. 
7. Inaugurate a thoroughgoing study of possible new sources of independent 

Local revenue. 
8. Study successful procedures for safeguarding reserve funds, and enact 

legislation needed for this purpose. 
9. Develop more metropolitan co-operation and the use of large metro· 

politan districts for financing functions of common interest. 
10. Emphasise raw-material-producing districts' claim upon aids and shared 

taxes because their tax base does not represent their contribution to the 
national product. 

11. Demand more equitable representation in State legislatures. . 
12. Demand more equitable distribution of shared revenues, particularly 

motor vehicle taxes. 
13. Provide for more adequate governmental accounting and reporting. 
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14:~ Cultivate an attitude which regards all Governments as partners in a 
joint enterprise. 

15. Prepare for collaboration with the Federal Government in a post-war 
public investment programme. 

16. Collaborate with the Federal Government on a broader and more generous 
programme of Federal aids, accepting controls, but insisting that they 
be co-operatively applied rather than dictated. 
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Constitution of the United States, 28-34 ; 
Amendments, 29-30; Roosevelt a.nd the, 

• 31-34; sections dealing with fina.nce, 
29-30 

Consulta.tive Committee of South African 
provinces, 158 

Consumption taxes, 49, 133, 196-97; 
recommenda.tions for improvement of, 
261-65. See aliio under name of f4:l: 

Co-ordination of public revenues and re· 
a.l!ocation of functions, 224-30 

Corporations, business taxes on, 258 ; 
Canadia.n excess profits tax and, 99-
100 ; complexity of present taxes on, 
258 ; concentra.tion of economic power 
of, 32 ; double taxation of corpora.te 
profits, 258 ; evasion of taxes on, 224 ; 
Federal Charter and, 230, 248; highly 
developed organisation a.nd taxes in 
British Columbia., 86 ; income tax, 42, 
43, 67, 97, 99-100, 132, ·133, 219; in­
creased te.x on gold mining, 173, 17 4 ; 
opera.ting throughout the Federation, 
67, 258; supertax, 174, 219; tax allo­
cated to Provinces, 158 ; tax collection 
by single authority suggested, 4, 5, 258. 
259; Trade Profits Special Levy and, 174 

Corry, J. A., The Federal Dilemma, 3 n. 
Costs, taxes based on, 13, 83, 197, 251 
Cotton, development of India.n industry, 

182 ; fall in imports to India. of, 184-85 ; 
ra.w, doubled tax on, 218 

Council of State Governments, 268 
Credits tax systetn, in United States, 16, 

228, 257 . 
Curtin, Mr., Commonwea.1th Prime Minister, 

and entertainments tax, 118 ; on legisla­
tion on the Federal Constitution, 121 

Customs Duties, denied to States or 
Provinces, 3, 110, 118, 223 ; intersta.te, 
113 ; source of revenue of Centre, 43, 45, 
79, 95, 109-10, 133, 188, 197 

Dea.th Taxes, co-ordinated by a system of 
credits, 16, 228, 257 ; estate a.nd gift, in 
United States, 43, 45, 49 ; increase in, 
49, 17 4 ; on succession to agricultural 
land, levied by Provinces, 191; other 
than on agricultural la.nd, levied by 
Centre, 188, 192 ; recommended as tax 
levied solely by Centri), 82, 255 ; revenues 
from, 118, 119, 132, 133, 173, 174; 
summary of present position a.nd reoom- · 
mendations for improvement- of, 255-57. 
See aliio Estate Tax ; Inheritance Taxes ; 
Succession Duties 

Debts, public, and social security, 15, 83, 
91 ; as reflection of political and eco­
nomic events, 61 ; changes in composi­
tion of, 62-63, 101 ; "deadweight", 63 ; 
increase in Federal, 63 ; indirect, the 
guara.nteed security, 64-65; interest 
charges, 64, 87, 92, 114, 138-42, 147-49, 
213-14; net a.nd gross, defined, 64 n. ; 
productive, 147, 169, 211-14; sterling, 
repatriation of, 96, 171-72, 216-17; 
transfer of States', to Centre, 15-16, 
93, 114, 144; uniform policy between 
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Ft>deral Gu>t-mment and units nt't'ded, 
1.>-lti 

Dt't'entralisation, historv of Indian, 1~6-88 
Deductibility, e.xtt~nsio~ of principle of, 253 
Defence, Australian t-xpenditure on, 149-

Ut); Canadian expenditure on, 93-94; 
com in South Africa. 16i; expenditure 
of India for, 204, 20i, 218-19; rise in 
r nitt>d States expenditure for, 36, 68. 
f;a a/$o War 

Deticit budgeting. Set Budgets, deficit 
Ddkit financing, 61-64, 114-15, 140 
Dt'tlation during depression, 13, 23:!-33 
Detlarionary gap. 235 
De!!ressi•e tues, 9-10 
Delegation of powers, :!9, H-75, 110, 114, 

118-19, 240, :!;)4 
Department of )!unitions and Supply, 

work of, 94 
Depressilln, and re>olntionary changes in 

natiLinal investmt"nt policy, 232-33; 
cause of abnormal deficits of Australian 
States. 114-15; deficits as remedv for, 
61, tl3, 140, ~e al.!o Pump-pri~g; 
effects of, in Prairie Provinces, 7l-i2; 
expenditUI\"s during, 56-57, 8i, 90-91, 
l:!:!-:!5, 195; leading to Xew Dt>al, 65; 
priet', South Australia rulnerable to, 
ll4; role of taxes in, 13. 122-25, 12i, 265 

Developmental ~rnces, growth of expendi-
tures for, 245-49 

Devolution in India, 186 
Dominion )farketing Board, i-l 
Dt1minion-Provincial Conferences, 9:!, 241, 

2!)8 

Eccles, )Iarriner S., and Federal control of 
income and inheritance ta.xes. 4-5, 8 

Education, {'{'Onomic value of. 248; grants. 
in-aid most important for, 22i; )funicipal 
and Local expenditure on, 59. 88. 20i ; 
n~ for reform in India of. 207-10; 
Provinces responsible for, 143, 155, 
l:i6; standards in, 19, 167-68, 208-9. 
See alao Schools 

Employment, budgeting for, 235-37; 
national in•estment policy and, 232-34. 
Sa a/,<o Cnemployment 

Employment and Social Insurance Act, i4 
Endand. Se~ Great Britain 
Ent~rtainments Tax, Commonwealth takt.>s 

o>er from States, 118-19; on motion 
pictures. new Canadian, 101. See also 
Amu>emt>nts Tax 

E>tatt' Tax. credit svstem for, 257; how 
levit>J in rnited States, 2.'i5: problems 
in l'anadian len- of, :?J6. Set a/,<o Death 
Taxes; Inheritance Tax; SucCt'asion 
Dutil'S 

Exce$ Profits Tax, British model modified 
for India, 218; combined with Trade 
Profits Special Lery, li4: rates for, 99-
100, 1 i4, 219; revenues from. 66, 150; 
values of, 13, 259 

E.xcess Profits Tax .-\ct, 99-100 
E.xcise Tax, great importance of, in 

Australian economv, 109-10, 111, 115, 
llS-19, 133; lesse~ing importance of, 
3, 49. 101; power to lery, 29. 157, 
187, 188, 19:!; revenues from, 43, 45, 79, 
95, 197 

Exemptions, death or estate tax, 25i ; 
income tax, 99, 189, 252; property tax, 
:?til ; to attract industries, 229, 23:! 

Expe~s of Go•emment, 222-23 
Exports, of Australia, 105-6; of Canada, 

70; of India, 184-85; of South .-Vrica, 
151-5:!; of United States, 25 

Facing the Tax Problem, a Surve\·, The 
Twentieth Centurv Fund, 37 11.: 43 n., 
45 n., 232 n. • 

Fadden, A. W., TreasUI\"r Australian Com­
monwealth, on uniform income taxation, 
116 

Familv endowment svstem, 143 
Feder~! Charter, adrised for incorporation 

of companies, 230, 248 
Federal Government, busineas tluctuations 

and, 258-59; debt policy of, 15-16, 61. 
91, ll4, 159, 169, 213-17; dynamic 
quality of, 2:!5, 267 ; etit>ct of policies on 
business, 32-34, 64, 65, JjO, 151-53, 168, 
181-85; functions and powers, revolu­
tionary changes in, 229-30; owrlapping 
Federal and State ta.x powers, 66-67, 79, 
87, 132, 224. 251-5-l, 258, 2ti2-ti3; 
policies, 31-34, 63, 86, 99, 1:!1, 153, 158-
159, 1 i3. 189-90, 230; post-1\"ar financing 
of, 233-34; predominance of, unnecessary 
after war, :!49 ; principal taxes of, 45, 73, 
82, 118-19, 192; proportion of .Federal, 
State and Local expenditUI\"s, 2, 36-37 ; 
role of, 238-39 ; tax system, 43-45, 
256 

Federal sntem, chantte in India from 
Ct'ntrali...:ation to a, lStl-88; collapse of 
division of powers in a, 91 ; co-operation 
between Guvemments, 268; economic 
balance in a, i -8 ; functions cannot be 
sharply divided in, 16, 2:?3, 241-42; 
modilit>d character of, 120, 155 ; n~ for 
flexibilitv in, 10.3, 246-48; predominance 
of Cent~ in, 1-2, 95, 161. 2~6. 2:!8; pur­
pose of grants in a, 14, 31, 105, 119-20; 
rigidity and inelasticity as defects of, 
•H4 •Jolt) 

Fed~~jj;m, & new co-operative, 3, 31, 242 
2B 
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Federal-State Authority, and overhauling 
of death taxes, 257 ; functions and duties 
of, 240-42, 268 ; ideal to handle retail 
sales tax, 265 ; recommendations for a, 
239, 268, Appendix II 

Financial Agreement Act, 1928, 113 
Financial Authority, research on economic 

and financial problems by, 235, 240, 259, 
268, 269. See al8o Federal- State 
Authority 

Financial history of Commonwealth, periods 
I-IV1 112-22 

Financial recommendations, budgeting over 
business cycle, 235-36 ; grantS, 226-27, 
248 ; public debt taxation, 248, 267. See 
aU!o under separate tau8 

Financial relations, conclusions on the 
general problem of, 237.42 

Financial Relations Act, 1913, 157 
Flexibility and elasticity in financial struc­

ture, 13, 105, 190, 241, 246-48 
Florida, default on debts by, 64 ; high 

revenue from gasoline in, 46 ; a taxless 
paradise, 229, 232 

Food Grains Control Order, 220 
Foodstuffs, surpluses in South Africa, 171 ; 

tax on vanaspati (vegetable fat), 219 
Foreign trade, changes in direction of 

Indian, 184-85 ; importance of, to South 
Africa, 151•52 

Frankel, Professor, Capital Investment in 
Africa, 151, 152, 153 ; ·and national 
income figures, 160 

Free trade, and Federal Constitution of 
United States, 23-24 

Gasoline Tax, 43, 46, 101, 115, 263. See, 
. aU!o Petrol Tax 

General Property Tax. See Property Tax 
Georgia, high revenue.from gasoline in, 46 
Germany, centralisation of finance in, 228; 

full employment and expansion of bank 
credit in1234; Matricular-Beitrage grants 
in, 225 ; war expenditure and national 
income of, 17 5 

Gift of $1000 millions from Canada to 
· Britain, 96 

Gift taxes, 43, 45, 255. See alao Estate Tax 
Gladstone, Mr., on direct v. indirect taxa­

tion, 11 ; on United States Constitution, 
17 

Gold, influence of, on South African eco. 
nomy, 151-52 

Government, borrowing policies, 15-16, 61· 
64, 142, 149·50, 159, 169, 213-14; Centre 
taking over increased sector of economy, 
1·2, 95, 161, 211; competition among 
co-ordinate units, 229-30 ; financial 
policies and business fluctuations, 258-

259 ; financial powers of each layer of, 
in .South Africa, 155-59; revolutionary 
changes in Canada in role of all layers of, 
75· 76, 86-87 ; rising cost of, and com­
petition for revenues, 1, 76, 222-24; role 
of each layer of, 237-42 ; sharing of 
revenues between layers of, 225·26; 
taxation policy in peace and in war; 236 

Government expenditures, affected by 
monsoons, 178 ; causes of increase in, 
245-46 ; high on secondary functions, 
143; ·in two-budget system, 236; of 
Australia, 138-44; of Canada, 87-91, 96; 
of India, 204-11 ; of South Africa, 164-
168; of United States, 52-60 

Government of India Act, 1935, 6, 183, 
188, 189 

Grading. See Marketing 
Grants, conditional, defects where lack of 

objective standards, 74-75; emergency, 
to wheat industry, 71 

Grants-in-aid, advantages and disadvan­
tages of, 226-27 ; Dominion subsidies 
replaced by national adjustment, 93 ; 
for educational purposes, 51, 59, 167, 
227; for highways, 51, 59, 111, 143; for 
old-age pensions, 52, 111 ; for unemploy. 
ment relief, 51, 59; from Commonwealth 
to States, 111, 115, 119, 140, 143; funda­
mental principle of Commonwealth, 105 ; 
growth of social services leads to growth 
of, 55-57, 227 ; intergovernmental, in 
United States, 50-52, 55-57 ; reviewed 
periodically, 93, 231 ; to Indian Pro­
vinces, 192 ; to States, based on income 
tax collections, 117. See alao Subsidies 

Graves, W. B., "Future of the American 
States", A mer. Polit. Sci. Rev., 34 n • 

Great Britain, curtailed consumption in, 
for war expansion, 69 ; expenditures as 
percentage of national income of, 175; 
expenditures in India by, leading to 
inflation, 220 ; gift of $1000 millions to, 
96; Indian trade with, 184-85; muni· 
tiona output, 1943, in, 20; national 
income of, 20-21, 25-26; post-war 
. industrial possibilities for, 185-86; re· 
patriation of Indian sterling ~ebt, and, 
216-17 ; suspension of Australian war 
debt by, 115; trade with Canada., 71; 
wage rates in, 20 ; war expenditure of, 27 

Groves, Harold M., Financing Government, 
223n. 

Gulick, Professor Luther H., and Enquiry 
into tax system of United States, 5 ; 
Education for A merimn Life, 228 11. 

Hartsen, Fiscal Policy and Business Cycle~~, 
3211. 
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Har~a"l"t>S, H. Walter, "The Guaranteed 
Se<-urit"l" in Federal Finance", Jour. 
PoliJ. EW'Il., 6511. 

Harris, J. P., The Future of FeJ.aal GraiiU-
in-Aid. 3111. 

H!'alth, Public, 143, 164, 236 
H!'alth Insurance, 264 
Hidden taxes, 11-12, 82, 258, 263, 265 
llighways, expenditures on, 51, 58, 60, 87 ; 

financing of, 263; r. railways, problems 
of, in CanM!a., i2. See auo RoM!s 

Hitch, C. J., Am~riro's Economic Strellljth, 
20 x., 22 11., 24 n., 32 n. 

Hofmen, J. H., Minister of Finance, on 
gold-production, 152; on South African 
financial policy, li3; on taxation 
burden, 160 

Housing, South African municipalities' 
schemes for, 156; Cnited States Federal 
Housing Administration, 3 ; yields social 
profit, 236 

Hubbard, SorieJ M~y and Finance, 239 n. 
Hughes, the Rt. Hon. William, K.C., on 

the States' pretensions to sovereign 
powers, 120 

Hyde Park Agreement, 1941, 95 

Illinois. cost of go"l"ernment in, 48 
Ilsley, the Hon. J. L., on inflation, 102 n. 
Incidence and shifting of taxation, 11, 191, 

2J1, 258, 261, 263, 265 
Income, as faNor in ability t<l pay, 117 ; 

IIH•rage, for the world, 108; distribution, 
and depression in Canada, i2 ; great dis­
parity in Indian, 180-81 ; national, see 
~ational Income; unequal distribution 
of, in Cnited States, 32 

Income Tax, as alternati"l"e to compulsory 
sa"l"ings. 217; as best form of taxation, 
13. ~25, 251-52; Canadian, progressive 
and regressi"l"e, 79, 101 ; federal control 
of, 4-5, 82. 117, 224; highest, in the world, 
79 ; methods re<'ommended for co­
ordinating, 2:!4, 252-54; Pronnrial (or 
State), 42, 46, 119, 158, 189-91, 253; 
ratt's of, i9, 81, 99, 173, 174, 217, 
219; uniform, in Australia., 5-6, 116-118. 
~ee auo Corporations ; Personal Income 
Tax 

Income Tax Exl"mptious, anomalies in 
Canada, :!52 ; for marril'<i persons, 99 ; 
on agritultural incomes. 152, 189, 191; to 
attrad industrit>S to States, 229, 232 

J ndia. conditions go\'erning Indian finance, 
I iti-t\6; debt charges of, 2ll-15; effect& 
of war on the financial system of, 217.21; 
financial system of, 186-94; gon~rnmental 
renonues and expenditures, 1!!4-221; local 
E"xptonditures of, 210-11 ; natural re-

sources of, 182-83; public expenditures, 
204-10; repatriation of sterling debt of, 
216-17; self-go"l"ernment offer, 1942, 6 

Indian Statutory Commission, Report.<!, 
187 n., 189n., 191 n., 193 n., 209 n., 
210 II. 

Industries, claims of primary and secondary, 
in Australia., 105-7; development of 
Japanese, 183-84 ; financial repercussions 
due to war-time reorganisation of, 150; 
growth of Indian, 179-80, 183, 220; 
large foreign capital investments in 
South African, 152-53 ; manufacturing, 
basis of United States economic strength, 
17-18 ; methods of attracting, 229, 232 ; 
post-war changes necessary for British, 
185-86; unsheltered, 105-6 

Inflation, commodity control t<l prevent, 
219-20; heavy taxation t<l prevent, 69; 
prevented by cancellation of repatriated 
stock, 173 ; surcharge on incomes to pre­
vent, 217; war-time production without, 
94-95, 102 

Inflationary gap, 102, 235 
Inheritance Taxes, 4-5, 228, 255. See aka 

Death Taxes ; Estate Tax ; Succession 
Duties 

Insurance, Health, 264; Social, contribu­
tions, 49; Cnemployment,4, 37, 74,264n. 

Intangible personal property, 256, 260 
Intergovernmental financial relations, busi­

ness tax problems in, 258-59; conclusions 
on the general problem of, 237-42; con­
clusions, main, of whole Enquiry, 266-
269 ; consumption tax problems in, 
261-66; death tax problems in, 255-57; 
income tax problems in, 251-54; need for 
revolutionary change of outlook, 240-41 ; 
policy and public exptonditnres in, 245-
249 ; policy and specific taxes in, 249-
266; property tax problems in, 260-61 ; 
specific problems of, 16, 243-69 

International trade, Australia's economv 
dependent upon, 109-10; importance ~f 
in Canadian economv, 70-71; of United 
States, 24-25 • 

Interstate competition, '' sectionalism " 
and, 19 

Interstate relations, problems of, 224, 229, 
230-34,256 

lnt<-rstate trwe, 22-24, 74, 105-7, 229 
" Invasion " of States' field of taxation, 

lll-12 
Investment policy, national, 232-34 
Investments, affecti'd by taxation on costs, 

83 ; foreign, in South Africa, 153 
Irrigation, financially productive t<l Pro­

vinces, 213; Indian debt charges due t<l 
financing, 211. See also Barrage 
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Jamshedpur, l~>bour supply plentiful in, ' 

180 ; steel production ~>t, 182 
J~>p~>n, industrid development in, 183 

Key, V. 0., State Legislation Facilitative of 
Feiferal Action, 3 n. 

Kook, M. H. de, The Economic Developmem 
of South Africa, 154 n. 

La Commission des Assurances Sociales de 
Quebec, 92 

Labour, subsidised by tariffs, 106; supply 
in India, 180, 183 

Land Taxes, 118, 119, 191, 197 ; cess or 
surcharge on, 194; on profits from. sale 
of land, 174 

L~>yton, Sir Walter, on ~>ssigning a propor­
tion of income tax revenue to Provinces, 
189 ; on Indi~>n revenue system, 188 

Lend-Lease and Hyde Park Agreement, 95 
Liquor Tax, as tr~>de barrier, 232; for all 

layers of government, 262 ; non-existent 
during Prohibition, 4 7; revenue of Centre 
from, 45, 157; States' revenue from, 46,49 

Lo~>n Council, 5, 113-14, 116, 150, 237 
Loan Fund,-Commonwealth, 119, 127 n. 
Loans, Government, as major part of war 

expenditure, 149-50, 172, 173 ; Centre 
assumes provinci~>l, 159, 169 r interest­
bearing, 213 ; ratio to t~>xes for w~>r 
expenditures, 69 ; unproductive, 142. 
See also Debt, Public 

Local Governments,· and the gre~>t depres­
sion, 34-36 ; comparative unimportance 
of, in Australia, 133; debt, 64; expendi­
tures, 37, 40, 59 ; grants to, 50-52, 55, 
193; multiplicity of, 47, 60; need of 
reorganisation of, 193-94, 210-11, 230, 
260-61; property tax and, 40, 47, 66-
67, 223-24, 260-61 ; Provinces or States 
entrusted with customary powers of, 137, 
155-56; reduction of debts and expendi· 
tures, 60 ; regressive taxation of, 48 ; 
taxation, 37, 40, 47, 66, 193, 224, 260. 
See also Municipalities 

Local Governments Acts, 1888 and 1889, 60 
Louisiana, severance taxes in, 46 
Luxury Tues, 261 

MacDonald, A. F., " Federal Aid to the 
States: 1940 Model", Amer. Po!it. Sci. 
Rev., 31 n. 

Manitoba, evolving Ontario-type economy, 
71 ; revenue system of, soundest in 
Canada, 85 ; suggested postponement of 
Royal Commission Recommendations, 92 

Margarine Tax, as trade barrier, 232 
Marginal industry, 83 
Marginal theory of value, and taxation, 10 

Maritime Provinces. See unifer separate 
heads 

Marketing, boards,-74; concurrent powers, 
22-23; Natural Products Marketing Act, 
74; regulation of prices, 74-75, 94, 152, 
184 

Marshall, Professor, Principle<~ of Eco­
nomiCIJ, 181 n. 

Matricular-Beitriige, 225 
Maud, City Government, the Johannesburg 

Experiment, 155 n. 
Menzies, the Rt. Ron. R. G., K.C., on 

Australia as a more unitary form of 
government, 120 

Mill, J. S., on Government expenditures, 
245 ; on progressive taxation, 9 

Mills, Professor R. C., on Committee to con­
sider uniform income taxation, 6, 117 

Milner, Lord, and advantages of customs 
union, 154 

Mining, importance of, in South African 
· national income, 161 
Mississippi, default on debts by, 64 
Mitchell, K., Japan's Industrial Strenglh, 

184 n. 
Monetary policy and full employment, 234. 

See also Federal Government, policies 
Montagu-Chelmsford Report, 186 
Motor Vehicles Taxes, 43, 46, 101, 158, 263 
Municipalities, debt charges of, · 168; 

expenditures of, 88, 156, 167, 168, 210-
211 ; Provincial responsibility for tax 

.arrears, 194; revenues of, 47, 83-85, 156, 
164, 194; st~>bility in finance of, 95 

National adjustment grants, 82, 93, 252 
National Defence. See Defence; War 
National Defence Advisory Commission, 28 
National Employment Commission, 92 
National Income, decline in, 21, 32, 34, 83; 

definition of, 19-20 ; distribution of, 23, 
27, 161; effects of t~>xation on, 2, 68, 83, 
251, 252, 256; explanation of high 
American, 22 ; nationd disparities in, 
2, 20-21, 107-8, 178-79; regional dis­
parities in, 21-22; taxation based on 
costs instead of surpluses affecting, 13, 
83, 251 ; war expenditure increases and, 
25-27, 37-39, 150, 161, 171, 175, 207 

National Investment Board, suggestion for 
a, 237 

National investment policy, 232-34 
National Recovery Act, 33 
National Roads Act, 1935, 159 
Native pass fees collected by Union only, 

157 
Natural Products Marketing Act, 74 
Nevada, forgoes estate tax, 46, 228, 255 ; 
. representation in Senate, 19 · 
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Xerim. Allan. and Commage-r, Ht'nry 
:"teele. America: Tht Story of a Free 
Pwph. 33 n. 

Xf'w Bruns'lliC'k and real property taxation, 
~j 

Xew Dt-aL :!. :!9. 31. 39, 56; Bennett's., i4 
Xew Je~y. debt charges in. 64 
Xew r L1tk. City. failure of property tax in, 

:!t\(1 : retail sales tax in, 2t\3 
Xew York, State, debt charges in. 64; 

highways re;ponsibility, 48; layers of 
loc-al gowmment in. 48: most progress­
in> taxation of all r.s. States in, 46; 
numl)('r of taxes. 7. 66: o~erlapping tax­
in!! jurL<dictions in. 47: representation 
in SenatE", 19: taxes in. 46. 66. :!6:!-63 

Xewcomer. Dr. ~label. on pay-roll tax. 45; ' 
Ta1·ation and Fisml Policy. 3 n., 40 n., 
45 n .. 4i 11 .. 66 n., :!3:! 11. 

incidence relatin• to. II. :!51-5:!; short­
comings of, 10. :!51. :!53 n.; States 
le;ying, 46, 133, 158. :251, 254; sur­
charge on, li4. 190-91, 217, :!19; 
surtax on, 190-91 

Petrol Tax, 1i5, 218. See aJSQ Gasoline Tax 
Pietermaritzburg. compensation to, 159 
Plumptre, Central Banking in the British 

Dominions. 100 11.; JiobiliziTI{/ CaTUida's 
REsaurm for Tr ar, 94 n., 102 n. 

Police. responsibility for expenditures on, 
167, lSi 

Poll Tax. dwindling of, 45 ; small, levied by 
municipalities, 85 

Poor Relief. Dominion responsibility for 
unemployment and, :!48 ; irregular, 
156 ; sales tax a lew for, 265 : State 
responsibility for, 1 i3, 155. See also 
Social Serrires 

Post-\rar RE"Construction. See RE"Construc­
tion, Post-War 

Xieme\·er, Sir Otto, and Round Table Con­
fe!'E'~ces. 1936. 6: lndia11 Financial 
E'l'luiry, a Report. 190 11., 191 tl.; on 
su J:.sidies to Pro~inces. 19:! 

Xon-tax re>e-nues. ~1. 49-52. 133. 134, 156-
l5i. 197 

i Prairie Pro~inces. depression and the, 71-
7:!. See also under Alberta; Manitoba; 
Saskatchewan 

Xo•a Scotia. and the depression. i:!: 
inrom!' tax in, 79; low taxable rapacity 
of. 85 

Oklahoma. SE'>erance taxes in. 46 
(tld-.-\c-e Pensions. rontrihutorr s~stE"m. 

\13:, expenditures on. 57, Ill: U!!. 138. 
143. 16.5, :!04; phenomenally high in 
California. 231 ; surplus rewnue used 
for. 11:!. l:!i 11. See a/SQ Social Sernces 

Ontario. tax policy in, 81. 85: type of !'CO· 

nom~. 71 
O•erlapping. Fe-deral-State Authority to 

remffiy. 268 ; tax juril'dictions. 3. 16. 
4i. t\ti-6i, 81; taxes. 3. 66-6i. :!:!4. :!:!9, 
~.'il-.'i4. 256, 258. :!6:!, 263; un!'mploy­
mt'nt relief. :!4S. 

Pav-a.•·\·ou-eam. 99 
T'a~-roll Tax. 9. 45. 49, 6i, 150. :!65-66 
Pf~n,;yl•ania.low debt chargE'S in. 64: Tax 

Institute. and definition of a tax. 50 
T'rnsions. capitalisinjZ liability for, :!li. 

Sel a/SQ Old-.-\ge Pensions 
Per mplta payments to 8tates from C'om­

m(\flwealth. 112-13 
Personal Inc:-ome Tax. avoidance and 

t"r&..<ion of. 2~9. :!3:! 11.: best form of 
taxation. 13. ~:!J. :!.51; t>xemptions, 99, 
I ~!l. :!.'i:!; Ft'lit>ral and State. 4. 5-6. 41-
4:.!. 81-s~. 93. 116-Is. I~s. :!51. :::33-54: 1 

muni<'ipalitieo; leoying. 81. 194: rateo; of. 
1:4 : role of. durin~Z pro;;perity and , 
ensuing cri·i~. 10, :!36: ~hifting and 1 

Premiers' Conferences. 6, 111, 118, 268 
Prince Edward Island, high Federal suhsidv 

to. 85 ~ • 
Private enterprise !', State routrol and in­

~estment. 233-34 
Prirul'ge Taxes. 258 
Profits from sale of land. tax on, 1 i4; 

normal or standard. 259 ; taxes on, 99, 
258-59; Trade Profits Special Le.-y, 
1 i4; undil'tributed. tax on, 43. See 
also Excess Profits Tax 

Progressive taxl"s. compared, 249-57 ; de­
tined. 9-10. 12; effect on U.S--\. reT"enue 
sntem. 43-45, 49 ; effects on .-\ustralian 
States' revenues. 133. 134; income tax 
ratE"ssteepened.190-91; war expenditure 
leads to Ie-rying of more. 150, 173 

Property, Church, and taxation in Queber, 
85 ; transfer dutv on fixl"d, 157 

"Property and C'i~ Rights in the Pro­
mces '',clauSE' of British Xorth America 
Act, i4 

Property Tax, analysis of. and ri'COmmenda. 
tions for improwment of. 260-61 ; assess­
ment. 156, :!60: exemptions, 85, 261 ; 
!!l'"ants to lightE"n burden of local, 226, 
:!Ill ; largest single solll'<'e of revenue, 
43, 4i. :?60; local re>enu~ from, 3. 40, 
43. 4."i-48. 66-6i. 133. 156, 197; Pro­
mdal or Statt> re~enues from, 46, 49. 
66. 85-86, 133. 19i; regressive nature of, 
4S. 133; relinquished by P.S . .-\. States 
to Local.-\uthoritit>s. 66-6i. :!:!3-24 

Prnpo..<als for India" Constitlltional Reform 
(\\'Lite Paper, 4:!t\S, 1\133), 189 n. 
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Protection policy, Australian, 106-7, 109; 

to manufacturing industry in South 
Africa, 152 

Provincial autonomy, financial proposals, 
226-32 ; recommended in preference· to 
centralisation, 237-40, 249 ; social service 
development through, 227 

Provincial Finance Commission, 1933, 6 
Provincial Premiers' Conference, in Canada, 

92, 241, 268 
Provincial Subsidies and 'faxa.tion· Powers 

Amendment Act, 1925, 158 
Provincial trade barriers, 106-7 
Provinces. See Government ; States (or 

Provinces) 
Public Debt. See Debt, Public 
Public Health. See Health, Public 
Public Revenues, co-ordination of, and re• 

allocation of functions, 224-30 
Public Utilities, as part of revenue system, 

9 ; as potential source of revenue for 
. Local Authorities, 260 ; as source , of 
municipal revenue, 194, 203 ; mixed 
State and Local Government control of, 
134-37 ; receipts lessen preponderance of 
property taxation, 4 7 

Public Works, 34, 39, 58, 87, 168 
Public Works Administration, 34 
"Pump-priming" theory, 33, 36, 39, 63 
Pyramided ta:x:es, 82, 265 

Quebec, economically allied to Sas· 
ka.tchewan, 71 ; income tax in, 79 ; low 
per capita debt in, 93; unique position of 
Church and taxation, 85 

Railway and Harbour Fund, 156-57, 169 
Railways, and agricultural policy in South 

Africa, 152; annuities, 216; .Canadian 
National, 71, 72, 96; Indian, source of 
revenue for Central Government, 184, 
197, 211, 213. See also Transportation 

Real estate, assessment probiems of, 156, 
256 ; exemptions from tax on, 85, 261 ; 
protests against burden of taxes on, 256 ; 
provinces allocated tax on, 158; tax on, 
46, 85, 132, 133, 191, 197 ; taxes offered 
for relief of, 86 ; taxes on transfer of, 
157. See also Land Taxes; Property 
Tax 

Reconstruction, Post-War, fund for post· 
war Indian industry, 220 ; increased 
importance of Commonwealth in plans 
for, 121-22 

Reconstruction Finance Corporation, 56, 64 
Recovery, business, 232-34, 258 
Regional income. See National income 
Regressive taxes, consumption taxes are, 

261 ; defined, ·9 ; effect on Austra.lian 

revenue system, 132-33 ; effect on 
Canadian revenue system, 79, 82 ; effect 
on Indian revenue system, 196-97 ; 
feature of Local Government revenue 
systems, 48 ; percentages of, 79, 82, 132-
133, 164; slight predominance of, in 
South African revenue system, 164 · 

Relief, lack of schemes for, in India, 204 ; 
responsibility for, 51-52, .56-59, 73, 74, 
91, 92-93, 143; 156; social security and, 
57, 68, 74, 87, 143. See also Poor Relief; 
Unemployment Relief 

Repr.rrt of Royal Oommission on Dominion· 
Provincial Relati0118, 3 n., 10 n., 14 n., 
75n., 79 n., 83 n., 87 n., 237, Appendix I 

Reporta of Commonwealth Grant8 Oommis- · 
&ion, 5, 105 n., 106n., 107 n., 112 n., 
115n., 142n. · 

Research, 235, 240, 259, 268, 269 
Retail Sales Tax, General, 263-65 
Rigidity in tax structure, 224, 226 
Roads, and railways, eompetition between, 

72 ; control of Centre with regard to, 
159 ; inefficiency of New York responsi­
bility for rural, 48 ; outlays on, yield 
social profits, 236 ; variation in responsi· 
bility for, 87-88, 98, 134, 143, 211 

Roos, Mr. J. de V., Chairman of Provincial 
Finance Commission, 1933, 6 

RooseVelt, F. D., and Acts to make worker 
more secure, 33-34; and the Constitution, 
31-32; anddefl.citfinanoing,63-64; useof 
presidential position to secure legislation, 
34 / 

Rosinger, L. K., Japan aa an Economic 
Power, 184n. 

Royal Commission on Dominion-Provincial 
Relations, important recommendations 
of the, 92-93 ; on centralised responsi· 
bility for unemployed, 248 ; on persona.! 
income taxes, 82,252; reason for appoint· 
ment of, 3-4 ; recommendation that 
provinces withdraw from corporation 
taxation, 259 ; Report of, see Repr.rrt of 
Royal Oommission on Dominion-Pr?· 
mncial Relati0118 

Sales Tax, as revenue producer, 46, 79, 86, 
96, 113, 196, 197, 263-64, 265; efficiency 
and equity of, 261, 263-65 ; estimated 
cost to rich and poor, 82, 265 ; form of 
excise tax levied by Commonwealth, 111, 
115, 118 ; munioipal revenues from, 96 ; 
regressive in effect, 82, 261, 265. See also 
under specific name of !11.1: 

Salt Tax, 192, 197, 218 
Saskatchewan, economically allied to 

Que bee, 71 ; income and the depression 
in, 72, 86 ; income tax in, 79 
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8nin11~. compul-ory, as alternative t.o 
incomt> tax, ~17; inade-quacy of volun• 
tary, 173; low \\"&f sa'l"ings aiding 
intlation. 219; part of income tax tree. ted 
a.s compulsory, 99; progressin tax 
systt>m bearing hea'l"ily upon, 9 

Schools, expt'nditurt"S on, 59, 88, 167-68, 
207-8. Stt a/.so Education 

Scullin, Right Hon. J. H., on C-ommittee 
to consider uniform income taxation for 
Commonwt>alth. 6, ll7 

Sort ionalism, 19 
&rurities guarantood by Gon•rnmt>nt, 6-!-65 
&Iigman, Professor E. R. A., on changing 

function of law•rs of Government, 16; 
on drift t.owa~ls Cl'ntra.lisation, 16; on 
propt>rty tax, ~60; on suppl('ments, 2~6; 
Tht Co-ordination of Public Rmnuu, 
Economic Es..'lllvs in honour of Gustav 
Cassel. 2:?6n. • 

&•nate Document Xo. 69, 78th Congress; 
Rt•port of Spt'Cial Committe-e on Ini.er· 
gmv>rnmen«U Fiscal Rclaiioll.9 in IM 
Cnitro Stales, 2::!3 n., 227 11., ::!31n., 237, 
241 11., 248 11., 253 II., 2.)4 II., 257 II., 

2[>ll n., 262 11., 263 11. 

Shifting and inddt'noo of taxation, 11, 191, 
251, :?.i6, 258, 261, 263, 265 

Shipping and the effect of war on Australian 
t:ot•onomv, 109 

Shirras, G. Findlav, XaiioMl bu:cmt, Rev. 
btlunai. I nst. Siatlstiu, 178 n. ; Por'l!ri!J 
and Kindrt'd Ecc110mic Problems in India, 
179 "·; Sti~nct of Pt~blic Finanu, 37 n., 
179 II., 239 II., 256 II., 265 II. ; TM 
Burdr11 of British Ta.rotion, xiii 11., 50 11. 

•· Silw•r '' States, effect on financial policy 
of. 19 n. 

Singt'r, H. \\'., TM Germa11 lrar Econcmy, 
175 "· 

Sixte-enth Amendment, 30 
Smith, Adam, and progressi'l"e taxation, 

10; on inequality of taxation, 243; on 
tax justioo, 12; WtaUA of ~'ntioM, 3 11. 

Social Soourity, evolution of, shatters old 
division of powers in Canadian Feder&· 
tion, 91 ; family endowment for, 143, 
143 "· ; mea.slllt'.S, Federal expenditure 
on, 56-57: a national problem, 230, 245, 
248 ; responsibility of States or Pro· 
vin('{'s for. 51, 83, 85 

Social Security Act, 1\):J;), 2, 9, 33, 67, 228 
Social &'r'l"i('l{IS, and relation to borrowing, 

15; t"Xpt>nditure on, 51, 56, 87, 91 "·• 
143, 204, 24-5-49 ; exp<>nditure regarded 
a.s dt>vt>lopmental, 15, 57. S~t al.so 
:Eduration: Ht"alth, Publir: Old. Age 
Pensions; Poor Rt'lit'f; Relit.>f; l'netu· 
plo~·ml"nt R<'iief 

South Africa, Govt'rnment revenues and 
expenditures, 159-68 : high foreign in· 
vestments in, 153; national economy, 
151-53; public debt, 169-71; South 
Africa Act, 154·59 ; tax structure a.s 
affected by the war, 171-75 

South Africa Act, 1909, 154-59 
South Australia. vulnerability t.o price de­

pressions of, 104 
South Dakota, high dt>bt charges in, 64 
Spedal Committee on lntt'rgovt"rnment.al 

Fiscal Relations, on oontral collecting of 
death taxes, 257 ; on Federal assistance 
for unl'mployment, 248 ; on ft'deralisa­
tion of busint"&! taxes, 259 ; on fiscal 
indl'pt>ndenoo, 223 : on grants-in-aid for 
t>ducation, 227 ; on joint administration, 
2..'14; on multiple taxation, 231 ; need 
for, 5 ; on public officials regarding 
government& system as a unit, 241 ; on 
revolution in financial thought, 239 ; 
on stock transfer tax, 262 ; recommends 
a Fedt>ral-State Authority, 239, 240, Ap. 
pt>ndix II ; recommends no one plan 
of complete co-ordination for Federal 
financial system, 267 

Spending, Government. See Government 
expenditures 

Spooner, Mr., on Committee t.o consider 
uniform inrome taxation for Common· 
wealth, 6, ll7 

State control and investment v. private ·en. 
terprise, 233-34 

States (or Provinces), abnormal deficits of 
Australian, due t.o depression, ll4-15; 
and local tax powers and authorities, 
134, 226; and protection policy, 105·7, 
229, 232 ; a.s progressive t>lement in 
Australian revenue system, 132; changes 
in taxes levied by, 4.5-46, 49, 86·87, 111, 
157-58; debts and debt charges of, 4, 
ll4, 140-42, 169, 213-14: distribut.ion 
of functions of, 16, 71, 134-37, 156, 167, 
230; expenditures compared with those 
of central authority, 36, 71, 96, 138-40, 
204 ; grants t.o Local Authorities from, 
47, 133, 226; income tax, 5·6, 46, 81, 
133, 189, 2:!5, 251·54; maldistribution of 
wealth amongst, 231; marginal, of 
Australia.. problems of development of, 
104: overlapping Fedt>ral and State tax 
pow~rs. 3, 16, 67, 81, 2::!4·25, 262; 
O\"erlapping Local a.nd State tax powers, 
47, 66, 260; problt~ms of intt-rstate rela. 
tions, 230-34; propt>rty tax relinquished 
in U.S.A. to Local Governments, 46, 49, 
66-67. 223-24, 260; sharing revenut's, 5; 
ll3, 19:!; social security responsibility 
and, 51, 83, 85; SOUI'i."X'S of revenue of, 
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9, 45, 46, 52, 85-86, 133, 158, 191, 258 ; 
stability in finance of, 95 ; subsidies and 
grants from Centre to, 2, 4, 71, 111, 133, 
155, 157, 161, 192, 226,27; supplements 
added to taxes levied by Centre, 225-26, . 
259; tax distribution, 43, 46, 49, 73, 74, 
ll1, 119, 156-58, 191-92. See also 
Government 

States Premiers' Conferences in ,Australia, 6, 
lll, 118, 268 

Sterling debt, repatriation of, 95-96, 171, 
216-17, 220-21 . 

Stock Transfer Tax, 45, 66, 229, 262-63 
Stone, R., "The National Income, Out­

put and Expenditure of the U.S.A., 
1929-41 ", Economic Journal, 20 n., 
21 n., 37 n. 

Subsidies, Australian States' policy of pro­
tection through, 105-7 ; based on 
expenditure, 157 ; conditional, 74, 75; 
exchanged for grants to Canadian 
Provinces, 93 ; ·Provinces relying on; 
155, 192; to farmers, cause food surplus, 
171. See also Grants · 

Succession Duties, a progressive tax, 10, 
14, 255-56; double taxation or, 256; 
Federal v. Provincial levying of, 255-57. 
See also Death Taxes ; Estate Tax ; 
Inheritance Taxes 

Supertax, 219 . 
Supplements, power of States to add, when 

Federal Government is primary collecting 
agent, 226 

Surcharge on income tax, 190-91, 217, 219 
Surplus Revenue Act, 1910, 113 
Sweden, two annual separate Budgets in, 

236 
Switzerland, centralisation of .finance in, 

228 ; tax system of, 244 

Tables, classification in, 14-15 
Tangible property, 14, 85, 133, 157, 197, 

256, 260 
Tariffs, and Canadian exporting industries, 

72 ; effect of Indian, on Britain's exports, 
184; in Australian States, 105-7; lack 
of inter_state, in United States, 22-24; 
policy in South Africa, 152 ; taxes which 
function as, 229, 232 

Tasmania, developmental problems of, 
104 ; phenomenal debt charge losses in, 
147 

Tax, avoidance, by migration, 253 ; defini­
tion of a, 9, 50; evasion, 224, 262, 263, 265 

Tax Policy League, Tax Relations among 
Governmental Units, 3 n. 

Tax Syeteme of the World, annual publica­
tion of Tax Research Foundation, 241 n., 
244 n., 260 n., 263 n. 

Tax Y ie!d8, Annual Collection of Tax 
- Institute of University of Pennsylvania, 

241 n., 265 n. 
Taxation, ability to·pay, 10, 13, 99, 117, 

225, 231 ; and dominant Central Govern· 
ment, 157-59,1611 163, 168; as mettmi of 
stimulating investment, 236-37 ; as per­
centage of national income, 37, 39, 68, 
17 5 ; based on costs rather tha,n on sur. 
plus, 13, 83, 197, 251 ; best form of, 13, 
225, 251 ; buoyancy of, in South Africa, 
173 ; burden for lower income groups, 
249, 252, 261, 265; cardinal principles 
of, 10-11, 12-14; competition among 
co-ordina,te governmental units, 229, 232; 
competition an~ co-operation among 
taxing authorities, 222-32, 238-40; com­
pliance, 252, 258; concealed, 11-12, 82, 
258, 263, 265; conflicts, solutions for, 
224-29; credit system, 16, 228, 257, 262, 
266; direct v. indirect, 11-12, 101, 109· 
110, 111-12, 127, 226; distribution of, 
am9ng various layers of Government, 3, 
14, 49, lll-12, 222-24; double, 81, 93; 
efficiency in, 164, 224, 251 ; . exemptions 
from, 99, 189, 229, 232, 252, 257, 261 ; 
future policy for, 237 ; inflation and, 34, 
69, 95, 102, 217, 219, 235; interstate 
problems of, 16, ·67, 105-7, .224, 230-32, 
.256, 258 ; levied for purposes other than 
revenue, 49-52, 101, 2191 229, 232, 259 ; 
multiple, 230-32, 254 ; need for change 
of attitude towards, 239-41 ; number of 
jurisdictions, 3, 47-48, 66, 229; number 
of taxes levied, 7, 66; overlapping juris­
dictions, 3, 16, 47, 66, 81, 229; over­
lapping taxes, 3, 66-67, 224, 229, 249, 

· 251-54, 256, 258, 262, 263; protective 
tariffs, 106-7, 109, 232; revolutionary 
changes in, 3, 49, 66 ; separation of 
sources, 186-88, 224-25, 262 ; sharing of 
revenues, 41, 4 7, 188, 225-26 ; shifting 
and' incidence of, 11, 191, 251, 256, 258, 
261, 263;265; single administration and 
shared talles, 226 ; standards for a sound 
system of, 12-14, 225 ; State-wide busi­
ness and, 258.59 ; tax exemption as 
reason :lor industrial locations, 232 ; 
territorial inequality of Ca,nadian, 82 ; 
the ideal tax, 218; v.loans as major part 
of war costs, 69, 96, 99, 150, 172-73, 
218 

Taxes, benefit, 9, 45, 67, 260, 263, 265·66 ; 
consumption, 49, 133, 196-97, 261-65; 
corporation, 4, 5, 42, 43, 45, 67, 86, 93, 
97, 99-100, 132, 133, 158, 173, 174, 219, 
224, 258 ; customs duties, 43, 45, 79, 95, 
109-110, 113, 118, 133, 187, 197, 223; 
death, 4, 5, 10, 13, 16, 43, 45, 49, 82, 118, 
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132, l 74, 188, Hll, 192, 228, 255-57 ; 
deferred, 99; entertainments (and amuse­
ments), 101, 118-19, 158; excess profits, 
13, 99-100, 150, 174, 218, 219, 259; mar­
garine, 232 ; mot<>r vehicle, 9, 43, 46, 
101, 158, 263; on capital, 83, 188, 258; 
on foreign dividends, 79 ; on gold mining, 
Jii2, 174; on profits from sale of land, 
174; pay-roll, 9, 45, 49, 67, 150, 265-66; 
poll tax, 45, 85 ; pyramided, 82, 265 ; 
severance, 46; terminal, 188, 192, 194; 
turnover, 264. See also Liquor Tax ; 
Personal Income Tax ; Property Tax ; 
Sales Tax · 

Tennessee, high debt charges in, 64 
Tennessee \'alley Authority, 31, 58 
Terminal Tax, 188, 194 
Texas, severance taxes in, 46 
TheA ustralian Tariff, an Economic Enquiry, 

by Professors Copland, Giblin and Brigden 
and Messrs. Dyason and Wickens, 100, 
106 n. 

Tobacco, taxes on, 3, 45, 49, 67, 97, 175, 
219, 229, 262 

Towns. See Municipalities 
Trade Profits Special Levy, 174 
Transportation, competition between rail-

ways and roads, 72; development of, 87-
88, 164, 184, 211 ; effects of national 
policies on, 23, 72, 134, 152, 211 ; special 
freight rates for agriculture, 152, 164, 
168 ; variation in control in Australia, 
134. See also Highways; Railways; 
Roads 

Turnover Tax (General Sales Tax), hist<>ry 
and present position of, 263-64. See also 
Sales Tax 

Undistributed Profits Tax, 43 
Unemployment, benefit tax, 9, 67, 266; 

insurance, 4, 57, 74, 92, 264 n.; little, 
in pre-war South Africa, 171; national 
im·estment policy and, 232-34 ; public 
works expenditure for, 34, 39, 58, 87, 
l 68 ; structural, 233 

l'nemployment Relief, centralisation of 
responsibility for, 4, 56, 57, 92, 230, 245, 
248; expenditures on, 2, 57, 87, 91 n., 
143, 204; very small expenditure on, 
166, 204. See al.!o Relief; Social Services 

"l'nification by finance", 117 

United States, conclusions from studv of 
United States finance, 65-69 ; Constitu­
tion of the, 28-34 ; economy in war-time, 
25-28 ; Go•ernment expenditures, 52-
60 ; Go•ernment revenues, 40-52 ; 
Government revenues and expenditures, 
34-40: indirect debt, 64-65; national 
economy, 17-25; population, 18; public 
debt, 60-64 

Use taxes, sales and use, 46 
U.S.S.R., budgets of the, 244; centralisa­

tion of finance in, 228 ; turnover tax in 
the, 264 

Vehicles Tax, 158, 194. See also llfot<>r 
\' ehicles Tax 

Venezuela, State and municipal taxation of 
'little importance in, 244 · 

Victoria, Premier of, on its prudent finance, 
116 

Wages and Hours Act, 33 
Wagner Act and Amending Acts, 33 
War, costs, financing of, 68-69, 96-100, 101-

102,112,144, 150,173,217-20; effect on 
public debt, 68, 95-96, 144, 171-72, 216; 
expenditures, 36, 68-69, 76-77, 149-50, 
161, 171, 207 ; expenditures relative to 
national incomes, 25-27, 37-39, 150, 161, 
171, 175, 207; increased importance of 
Centre due to, 94-95, 149, 150, 238; 
potential, 27-28 ; predominance of 
Federal Government unnecessary after, 
249 ; production, 68, 94, 109, 150; 
quickened demand for better Federal 
financial policy due to, 243 ; resiliency of 
United States finance to, 68 

Water supply and sewerage, divergence of 
financial responsibility in Australia for, 
134-37 

Western Australia, problems of setting up 
infant industries in, 106; reckless 
financing of wheat in, 104 

Wheat and vulnerability of Canadian Na­
tional Economy, 71 

Willcox, F. W., jnternational .Migrations, 
176 n. 

" Windfall " income, 259 
Workmen's Compensation scheme, 264 n. 
Works Progress Administration (W.P.A.), 
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