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TAXATION AND BOND PRICES

With the growth of the Canadian income tax, and the
rapid increase in the numbcr of tax-exempt binds of the
Dominion of Canada in the country, there has arisen a
fee!mg that this exemption is unjust to the holder of other
secyrities, and to' the small investor who is not subject
to the income tax. Many journals have criticized the
feature, and Mr. 1. W. Killam, of Montreal, states- the
arguments against it very effectively in recently publ.shed
letters.

When we first commenced to issue war loans we we e
doubtful as to our ability to do national financing on a
large scale, and exemption from any taxes which might
be imposed by the Dominion was one of a number of
attractions attached to the bonds in order to coax funds
into this channel of investment. Even then, the exemp-
tion was of relatively small importance compared with
its value at the present time, as it was only in 1917 that
we adopted a federal income tax; now we know this to
be a permanent means of raising revenue, which will be
utilized more and more as our requirements grow. While
many believe our policy to have erred from the start, few
would care to criticize its adoption; no strong dissenting
voice was raised at the time.

Now, however, we know more of our capacity for
national financing. We know that we can continue to
meet our own war needs, provided they do no: grow
much greater than they are at present. The publ'c have
already Leen educated to the value of our war bonds, and
by paying a rate of interest in accordance with market
conditions further loans can be raised indefinitely. The
tax-exemption feature is quite dispensable, though un-
doubtedly a somewhat higher interest return would be
necessary to compensate for its removal. There is no
question as to the fact that injustice arises from this
cause. Tax-exempt bonds are peculiarly attractive to the
man of large income in Canada, who now pays a consider-

able rate of income tax. He is willing to purchase them
on a lower interest basis, and his bidding in the market
supports the price at which they are traded in; his heavy
subwnpnons contribute largely to the xuuc\s of the
flotations and make it possible to issue them at lower
prices than would be the case were they taxable. This
buying competition must be met by the small investor
who does not worry about the income tax, and in sub-
scribing for our loans or purchasing them in the market
he is therefore paying for something of little or no value
to him. He might easily profit better by investing in
higher yielding securities, which are subject to taxation.

That the growth of the income tax is an effective factor
in determining the price of war loans is illustrated by the
fact that during the past nine months, durmg which it
has become known that the tax will be raised, the selling
price of Victory Loan bonds has increased from 987% to
99%, and from 9914 to par. Three-quarters of a billion
of tax-exempt bonds have been issued, and holders of
other securities naturally deplore the existence in Canada
of around forty millions of non-taxable income. The
recent agitation is| the result of the realization that the
income tax is going to be something to be considered
in our economic life ; we had the income tax many months

_ago, and the point could have been just as well urged at

that time.

As regards the bonds already issued, this- condition
cannot be remedied, as our national pledge must not be
broken. No doubt the preparations for our new half-
billion tax-exempt loan are already too far advanced to
admit of change. When the plans for this loan were
made some weeks ago the question was carefully consid-
ered, and the opinion of the majority of those consulted,
including not only the bond-dealing element but repre-
sentatives of other interests, was in favor of the eéxemp-
tion. This may, however, \wl] be our last issue of this
kind, and future loans should be shorn of the privileve.

Admitted that taxable bonds would be preferable, and
that we can raise loans equally well by issues of this kind,



