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on the bonde from Its Incidence an< 
In favor of increasing the tax.

4- vitally important, fair and effec 
tive means for securing war revenu* 
Is available In a graduated incom* 

and every on

...

■?v
a .t ’V

tax, provided that each 
of"bs is made to* contril 
fairly, according to his respective 
ability, a liberal portion of hie current 
income.

After four years of war the returns 
from this source are not, to say the 
l^st, a source of substantial revenue, 
due largely to the tact that the im­
position of the tax was delayed tor 
three years.

The United States imposed an In­
creased Income tax the first year after 
they entered the war, and a commit­
tee of the congress now in session 
has very wisely determined that their 
normal tax for this year should be in­
creased from 4 per cent, to 12 per 
cent.

Great Britain has rightly imposed 
very substantial taxes on all eainlnge 
in excess of £180 per year, end there 
is in force today a minimum tax of 
11 per cent, graduated to 62 1-2 per 
cent., which shows that there Is al­
most no exemption whatsoever on the 
income derived by the people from 
the national loans.

It was and ty clearly the duty of 
the government to ensure that those 
who remain at home and participate 
in the benefits Of the great increase 
in our national wealth, resulting from 
the exploitation of our agricultural 
and other natural and industrial re­
sources and activities, provide and ex­
tinguish in liberal measure from cur­
rent revenue a most substantial part 
of the constantly increasing cost of 
carrying on the war.

In your statement to the Canadian 
press on Aug. 5 you Informed the Ca­
nadian people that they have "been 
able as a nation, not only to earn the 
entire cost of the war to date, but to 
make a very large national increase 
in wealth as well." How much of 
these earnings and this increased na­
tional wealth has been appropriated 
by the government and used to defray 
the cost of the war? The director of 
public information In a recent state­
ment points out that, during the Wo 
fiscal years to March 81, 1918, there 
has been applied to war expenditures, 
by way of surplus of revenue over or­
dinary and capital outlays, the sum 
of 9118,900,000.

This amount is probably less than 
our country will have to face each 
single year, beginning with 1920, for 
interest and pensions alone.

It is quite evident, therefore, that 
the provision for war expenditure 
from the incomes of our people has 
to date been far too small and must 
be increased, not only in Justice to 
our army, but as a necessary measure 
for the protection of the future econo­
mic welfare of our whole people.

Let us consider the position of a 
future finance minister submitting a 
budget to parliament at a time when 
the safe deposit vaults of Canada are 
filled with 5 1-2 per cent, long term 
tax exempt bonds. Will that minister 
be able to approach the house with 
confidence, with a proposal materially 
to raise the income tax, to impose 
other taxes on invested capital, 
knowing that such action would im­
mediately dislocate and change the 
ratio which may then exist between 
the value of the large holdings of 
government securities and all other 
forms of invested wealth representing 
-he nerve system of the industrial 
structure of the Dominion? Who 
knows how long the war may last? 
Who knows how many bond issues 
government m£}r yet hgvp j0 offer? 
Who knows what taxes our govern­
ment may yet be forced to impose 
upon our people? •
u « another billion or even

rl i*", 1®'year 5* Per cent. 
non-ca!leg>le tax exempt bonds the 
position will be Incomparably
difficult of remedy. If further__
exempt bonds be issued, the unknown 
factor “x" will add to the difficulties 
of after-war refunding. If tax ex­
emption be firmly dealt with now the 
situation in respect to oiir forthcom­
ing and all future loans will be clari­
fied Instead of remaining clouded 
obscure.
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TO UNITED STATES CITIZENS IN CANADA. So Says < 
Agains

-

X
By the United State* Military Service Con­

vention Regulation*, approved by the Gover- 
nor-in-Council on 20th August, 1918, MALE 
CITIZENS OP THE UNITED STATES IN 
ÇANADA, WITHIN THE AGES for the 
time being SPECIFIED BY THE LAWS OF 
THE UNITED STATES prescribing 
puleory military service, except those who 
have diplomatic exemption, ARB MADE 
SUBJECT AND LIABLE TO MILITARY 
SERVICE IN CANADA, AND BECOME 
ENTITLED TO EXEMPTION OR DIS­
CHARGE THEREFROM, UNDER THE 
CANADIAN LAWS AND REGULATIONS. 
The regulations governing this liability 
published in the Canada Gazette (Extra) of 
21*t August, 1918; copy whereof may be 
obtained upon application through the poet

STATES, or TO RETURN to the United 
State*; aru} THOSE WHO for any 
SUBSEQUENTLY BECOME LIABLE TO 
MILITARY SERVICE IN CANADA HAVE 
THIRTY DAYS FROM THE DATE of the 
accruing OF SUCH LIABILITY within which 
to exercise the like option. It i* stipulated 
by the Convention also that " certificates of 
diplomatic exemption may be granted within 
the optional period* aforesaid. EVERY 
CITIZEN OF THE UNITED STATES TO 
WHOM THE REGULATIONS APPLY is 
required/to REPORT TO THE REGIS­
TRAR under the Military Service Act, 1917, 

are FOR THE province or DISTRICT WITHIN 
WHICH he is, in the manner by the regulations 
prescribed, WITHIN TEN DAYS AFTER 
THE EXPIRY OF HIS OPTIONAL PERIOD 

to the Director of the Military Service Branch . and will be SUBJECT TO PENALTIES IF 
of the Department of Justice at Ottawa.

UNITED STÀTES CITIZENS of the 
description aforesaid who were IN CANADA 
ON 30th JULY, 1918, HAVE SIXTY DAYS 
FROM THAT DATE within which TO 
EXERCISE AN OPTION TO ENLIST or 
enroll IN THE FORCES OF THÈ UNITED
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without reasonable excuse HE FAIL SO TO 
REPORT. For the information of those 
whom it may concern Sections 3 and 4 defining 
the requirements of registration, with which 
it will be necessary strictly to comply, 
set out substantially as follows :—

are

■A«
■

REGULATIONS
3. EVERY MALE CITIZEN OF THE 

UNITED STATES WITHIN THE AGES 
for the time being SPECIFIED IN THE 
LAWS of the UNITED STATES prescribing

xcompulsory military service, not including 
those who have diplomatic exemption WITH­
IN TEN DAYS AFTER THE EXPIRY OF 
THE TIME LIMITED BY THE CONVEN­
TION within which the Government of the 
United States may issue him a certificate of 
diplomatic exemption, SHALL TRULY RE­
PORT TO THE REGISTRAR BY REGIS­
TERED POST, and in writing which is 
plainhr legible, his name in full, his occupation 
and tne date of his birth; stating also whether 
he is single, married or a widower; and if the 
latter, whether he has a child living; also if 
married, the date of his marriage; and stating 
moreover his place of residence and usual post 
office address in Canada; and, if he reside 
within a city or place where the streets and 
dwelling* are named and numbered, the name 
and number of his street and dwelling; or if Jie 
r.eside in another placé, the lot and concession 
number, section, township, range, and meri­
dian, or other definite description whereby hi* 
place of residence may be located, having 
regard to the custom of thé locality in which 

IF WITHOUT REASONABLE 
E NEGLECT OR FAIL TO

REPORT IN THE MANNER and with the 
particulars aforesaid within the time limited 
as aforesaid, HE SHALL BE GUILTY OF*

penalty not EXCEEDING FIVE HUNDRED 
DOLLARS, AND TO IMPRISONMENT 
for any term not exceeding six months, and 
moreover he shall incur A PENALTY OF 
$10.00 FOR EACH DAY after the time 
when or within which he should have registered 
during which he shall continue to be unregis­
tered.

4. EVERY UNITED STATES CITIZEN 
WHO'HAS DIPLOMATIC EXEMPTION, 
although not otherwise subject to these 
regulations SHALL WITHIN TEN DAYS
TO1rTHFgRFOT§4th^1.tndy REP0RT 
iu liifc Kr>(iI8TRAR, m like manner and
with the same particulars as required by the
last preceding section; and in addition he shall
embody in. his report & true and complete
statement of ■ tfi^j particulars of his certificate
of diplomatic exemption. NEGLECT OR
FAILURE without reasonable excuse to comply
™^,£!91"remente of this action SHALL 
CONSTITUTE AN OFFENCE PUNISH­
ABLE IN THE MANNER AND BY THE 
PENALTIES provided in the last preceding 
section. •
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ISSUED BY THE DEPARTMENT OF JUSTICÉ, MILITARY SERVICE BRANCH. ^ J
and 7

7Further to demoralize the business
j5"come*Ux°byt0theUlcreation of^biL
l0,?^Ila“°rJmore oflonff term non- 
callable bonde, bearing the rate of
5 I*2 ^er cent, plus “x,” would be en 
°“2rage and attempt to play upon the financial ignorance of they great 
™a-,or,ty of the people who are to be 
asked to subscribe for the bonds

Our government policy in 
finance should have been to issue 
domestic Idans to our own people, 
fully taxable at a rate of interest fix­
ed after careful deliberation. The fol­
lowing matters should have been 
carefully considered:

1. The rate of interest paid by our 
chartered banks for deposits—the 
government’s only real and tangible 
competitor—having regard to the 
large sums of money involved.

2. The compensation which should 
reasonably be paid by way of extra 
interest for the use of money by the 
government for a period of years as 
against the interest paid on demand 
or short time deposits.
,, et®ndard so fixed as the
hy e!d’ u°n “ba»is” of government 
bonds vitally affects the values* of all 
real estate, securities and other nro- 
perty thruout the country, and that 
whatever rate bex so fixed must bave 
an important and fundamental 
fluence upon the industrial produc-
vmrs CtnVUlee 01 the C0untry for many 
years to come.

4. It Is not necessary to make Inter-
stH/tatnA unduly hlgh ln order to re- 
etrict non-essential production, other 
measures having been generally ad-
countriM With-8UCCeas by belligerent

■4 Iexempt when they subscribed to the 
bond*.

Those who will be asked to lend 
to the government are Just as willing 
to pay (income tax on their Interest 
return of 5)6 per cent, as they are to 
pay income tax on the 3 per cent, al­
lowed them by our chartered banks.

Tax-exemption le 
wrongs have never

to , enact such legislation as 
would insure the collection of suffi­
cient annual revenues to enable a fair 
proportion of the cost of the war to 
be paid out of the current Income; of 
the nation. For this purpose parlia­
ment increased custom» duties, postage 
and inland revenue chargee, imposed 
stajhp taxe» and demanded for the 
state a share of the profits earned by 
the business undertakings of the peo-

to operate, the income tax will become ' .1 
proportionately an even more lmpor- ’ 
tant item ln the total revenue." Whst 
Is true ln Great Britain ln this regard 
will apply with equal force ln Canada.

Any considerable Increase ln the 
customs tariff will not be tolerated by „ 
western Canadians. The minister of 
finance obtained the last increase a» 1 $ 
a war measure, a* he did the enact- ,s 
ment of the business profits war tax. ;™ 
It Is, therefore, clearly apparent that [rj 
reliance must be placed upon the In- ^ 1 
come tax, not only to defray a nor- . 
tlon of our war expenditures and to ,J| 
meet the charges on our national debt, 
hut in the future to maintain 
existence as a solvent state.
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Twowrong.
. made a right.

There is only one remedy for wrong, 
and that is to correct it. The cost 
of correction is, email; 
quences of procrastination 
very great.

All that is needed la courage and 
confidence on the part of the gov­
ernment—courage to face the realities 
of the situation and confidence in the 
patriotism of the people.

I dm not Insensible to the claim 
which the government has to the 
whole-hearted co-operation of all 
classes of our people ta the carrying 
on of the war; and lt is in this spirit 
that I have ventured to bring to your 
notice conclusions which, I am con­
vinced, reflect the mature judgment 
of an overwhelming majority of 
bankers and business men, who have 
given careful consideration to the 
question at

In the Hope of stimulating that free 
and full discussion which is the es­
sence of democratic government, I am 
mailing copies of this letter to the 
right honorable the prime minister, 
the members of the senate, the house 
of Commons, and to the press.

I haveXhe honor to toe, sir, 
-Tour obedient servant,

L W. Kill am.

AN OPEN LETTER TO THE PRIME 
MINISTER.

164 St. James street, Montreal.
September 12, 1918. 

The Right Honorable Sir Robert Bor­
den, P.C., G.C.M.O.

Prime Minister, Ottawa.
Sir—It Is now evident to the casual 

observer, a» It has long been apparent 
to the thoughtful Student, that money 
will be one of the most Important 
factors in determining the issue of 
the great war In "which we are 
gaged.

A» Canadians, we are filled with in­
tense pride for the matchless achieve­
ments of our gallant countrymen on 
the battlefields of France and Flan­
ders. And we contemplate with Jus­
tifiable satisfaction the results of the 
efforts of our Industrial and farming 
population ln maintaining adequate 
supplies of munitions and food, 
only for our own troops, but to no 
Inconsiderable extent tor the fighting 
forces of Great Britain and our al-
w

In the field of finance our record 
has not been so satisfactory. At tbr 
outbreak of war, experienced flnancia 
authorities urgpd your government

war
our

:pie.
the conse- 

wtll be But none of these forms of taxation 
directly affected the great masses of 
the people except as enhanced prices 
Increased the cost of living.

Appeals were vainly made to the 
minister of finance to meet the fin­
ancial necessities of the state by im­
posing an Income tax. * -

No sound and comprehensive 
scheme of national taxation, Intended 
to meet alike the requirements of the 
present and demands-of the future, 
has yet been submitted to the Can­
adian Parliament. The résulté ob­
tained have been In keeping with the 
policy pursued.

We have entered upon the fifth year 
of the war. Altho the value of Can­
ada’s field crops alone for the years 
1916 and 1917 amounted to nearly two 
billions of dollars, the total sum paid 
towards the cost of1 the war out of 
ordinary revenues during the same 
period, has been only 3113,000,000, or 
much less than has been expended by 
the Canadian people for pleasure au­
tomobiles since the outbreak of war.

Finally, the. minister of finance re­
luctantly yielded to the demand of an 
enlightened public opinion art*I sub­
mitted to parliament towards the close 
of the session of 1917 à bill providing 
tor the imposition of a graduated in­
come tax which has yet to become an 
effective source of revenue.

The recent belated prohibition of the 
importation of luxuries and the regu­
lation of other Imports, together with 
an increased tariff, are already less­
ening our customs revenues. The en­
actment of prohibitory liquor legisla­
tion will inevitably curtail our Inland 
revenue receipts. Business profits can­
not be further 
eating the Industrial life of the coun­
try. It is perhaps not the least com­
plaint of the commercial community 
that this tax has not been collected 
except where the willingness and 
anxiety of the citizen to pay has been 
greater then the zeai and industry of 
the finance department to collect.

I observe from a recent number of 
The Spectator that “the true yield of 
the Income tax and super-tax last year 
:n Great Britain was as nearly as pos­
sible £240,000,000 out of a total In­
come of £707,000,000,’’ an<J It is fur­
ther stated that “after the war, when 
the excess profits duty, at all events 
In Its present form, will have ceased

m
very p

‘ ;
Having failed for four years to pro-. 

vide sufficient revenues to defray out ffli 
of current income a fair and adë- f : i 
quate proportion of onr vast war ex­
penditures, recourse has been had to : - 
borrowing. We have by this method ". ; 
placed upon the returning citizen sol- t 
dler, who has offered his life In de- , * 
fence of the Dominion, a burden of 
taxation that In operation Involves hljl * * 
being called upon to pay an undue 
share not only for the uniform ho has 
worn and the food he has consumed^ 
but for the very ammunition he has ' - 
used in the destruction of the enemy. ; j

We have already made four domes­
tic loans.

- We are about to make a further Is­
sue of five hundred millions of 51* per 
Cent. Victory bonds.

It'has been announced that these j 
bonds are to be Issued free from all 
Income taxes, present or future, thaA ■ 
have been or may be imposed by th# 
parliament of Canada. It is true that 
heretofore our war bond Issues have 
been issued tax free and at a high 
rate of interest.
where securities have been Issued free, 
from taxation the annual interest rate 
has been from 10 per cent, to 20 per 
cent, less than on bonds subject to: " \ 
taxation.
first issue of tax-free bonds was at "* 
m per cent.
Liberty bonds is at 4% per cent., with <; 
limited income tax exemption.

It is also Imperative, that those who h 
lend their money to the nation should j 
do so on exactly equal terms. Th# * 
rate of return to the artisan must be: 
the same as that to the captain of in- ' 
dustry. The farmer must be on an 
equality with the manufacturer. No 
sale of national securities should be 
made on terms that will result ln ex­
empting from taxation the Income 
derived from accumulated wealth, 
while placing a proportionately In­
creased burden upon the earnings of 
the Industry and labor of the people.

If tax-free securities are issued, the 
citizen who remained in Canada and

our

:

our
was

Issue, . %
in-

ndxa-a*6< unduly h|8h standard or scale 
of Interest rate, will cause hardship 
,?,t ‘n!^ance companies, financial In- 
f î.u. ons and Individuals with large
cSS,Vf l°ng term «ecuritles ac-
T J,ûted prtor to the war.

6. The government should 
power to facilitate its own refunding 
?f>er.^,t 0na at ,ower Interest rates af-
call £t ™ir' retalnlng the right to 

any or all outstanding 
bonds at any convenient time after 
termination of the war.
JJ:rertre^ flnance Should be 
carried out with economy, and with­
out fear of market, conditions, 
ternal os Internal.

8. Market

In other countries

I.reserve %

TIn the United States the

EThe current issue of J
b®.en-

taxed without dislo-

iex-
:and other 

must be made to defer to conditions
„ _ , ---------- governmentfinance and mould themselves to 
the government requirements.

If this had been done, there can be 
no question that all our war bonds 
could have been sold to our people 
at a rate to yield not exceeding 6*4 
per cent. Tax-exemption was not de­
manded; on the contrary no income 
tax measure had been enacted until 
after our first thre# loans and even 
during the fourth many did not 
realize that the .interest wa# tax"
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fully submit that the forthcoming loan 
should b#. made callable in whole or 
in part at .par at any time after the 
war, and the people of Canada would 
undoubtedly accept this provision a« 
being strongly in the national later-

TAX EXEMPT BONDS
Open Letters to the Minister of Finance and 

Sir Robert Borden.
eet.

This important feature waa evl-> 
dently not considered in the creation 
of 324M00.000 6% per cent, tax-
exempt bonds due 1887, in respect to 
which no option of prior redemption 
at par has been retained. It is ob­
vious that no economical refunding 
operation can be carried out until 
1987, or until the market price of these 
bonde shall have been advanced ta 
perhaps 116 per cent, of par. This 
fact baa more recently been recog­
nized by discriminating buyers. Soma 
160,000.000 of Victory bonds have 
been dealt with by the stabilizing 
committee, and this is no* by any! 
means entirely due to selling pressure 
—It has been due rather to buying! 
pressure, and the work of the com­
mittee ln respect to 20-year bonda 
may be «aid rather to have been very 
largely directed to holding down the 
market price of theee 20-year bonda 
by solicitation of sales tp fill the buy­
ing orders. I am certainly of tha 
opinion that if lt were not for this 
and the expectation of an almost un­
limited further supplv of 16-year 5t4 
per cent, non-callable tax-exempti 
bonde, the market price of the 10 and 
20-year 6% per cent, bond# and of 
the long-term 5 per cent, bonds wouldi 
have very material I- advanced, with 
corresponding benefit to our govern­
ment flnance.

The Issue of another billion or even 
half-billion 16-year 6% per cent, non- 
callable, tax-exempt bonde will make 
the position Incomparably more dif­
ficult of remedy, and eerloiraly In­
crease the dlfficultlee of after-war 
refunding.

The refunding of our $100.000,000 
of 6 per 6«nt. note* which mature ln 
New York on October 1, 1919, should, 
be accomplished with bonds which are 
taxable If owned in Canada; $25,000,- 
000 of 6 per cent, bonds mature in 
New York on April 1, 1921; $266,000,- 
000 additional 6 
bonde, of which 
sued In New York, and are partially 
held ln Canada, should either remain 
at 6 per cent, plus “x," or be offered 
conversion Into 616 per cent taxable 
bonds. Of the $545,00d,000 outstand­
ing 616 per cent, tax-exempt bonds, 
$280,000,000 mature ln 1822, and It ftf 
Important that theee should also be 
refunded by taxable bonds. •

It Is thus apparent that the most 
important obstacle to the reduction of 
the value or the elimination of "x" 
lies In the existence of 369,000,000 of 
6t6 Per cent, bonds, due 1927, and, 
$246,000,000 of 616 Per cent, bonde due 
1987. These bonds have been sold, 
and - the tax-exemption privilege can­
not be repudiated. The menace of 
“x" lie# ln the existence of thfo large 
leeue of 20-year bonds and the pro­
posed offering of $600,000,000 of 16- 
year 6% per cent, bonds with the at­
tendant conversion privilege, which 
under the terms of the respective Is-/ 
sues must be thrown open to at least 
$61,000,000 of 5 per cent, bonds due 
ln 1926 and $280,000,000 of 6ft pen 
cent, bonds due 1922, and $69,000,0001 
of 6t6 per cent, bonda due 1927.

If $500,000,000 of, 16-year 5^6 pen 
cent tax-exempt bonds are offered in 
November, we may then have out­
standing about one billion dollars of

non- 
Thle

would make lt almost impossible 
thereafter economically to change oun 
war loan policy to the basis of tax-i 
able bonds.

Would it not be better arbitrarily 
to offer premium# and secure conver­
sion of part at least of these 10 and 
20-year non-callable tax-exempt bonds 
Into taxable bonda with a great net 
saving to the treasury of Canada?

The idea of issuing any further 
long-term 6ft per cent, non-callable 
tax-exempt bonds should be aban­
doned. An unlimited Issue of 5V6 per 
cent, fu'.ly taxable bonds should be 
made at par, with provision for the 
conversion of the 1827 and 1987 6^6 
per cent, tax-exempt bonds at falr 
premlume into taxable bonds at par. 
The 6 per cent, tax-exempt bonds 
would undoubtedly ln a relatively 
short time, like" the United State» 
Liberty 3*6 per cent, tax-exempts, rise 
to a price of over par. The damage 
occasioned by our mistaken pôlicy 
would thus be kept within reasonable 
bounds, and Canadian Government 
credit re-established on a 6ft . per 
cent, basis.

The further depreciation ln property 
and security values, which has only 
begun to be felt as a result of the 
Insidious and destructive influence of 
the unknown factor "x,” will be 
checked, apd perhaps eliminated. The 
depreciation of values, due to a 6% 
per cent, government rate for long­
term bonds, alone is great enough 
and serious enough to make lt of 
most vital Importance to escape the 
further undermining influence of “x."

Notwithstanding the great strain 
which this war has brought upon the 
Government of Great Britain, the 
chancellor of the exchequer and the 
bankers of Great Britain, working 
hand ln hand, can Justly claim first 
place in the financial skill with which 
their war financing hag been 
ducted.
Great Britain has been developed with 
skill and foresight, and has stood 
the test of time. Great Britain ha#' 
sold a limited amount of 4 per cent, 
bonds at par, exempt from income 
tax, but not from super-tax, simul­
taneously with tire sale of fully tax­
able 6 pgr cent, securities, 
critic successfully may contend that, 
notwithstanding the very large In-, 
come taxes Imposed upon the British 
people, any purchaser of these bonds 
has received material exemption from, 
taxes for which he has not fully paid 
the price when compared with hia 
neighbor, Who may have bought 6< 
per cent, securities subject to all tax­
ation.

The Australian people have sub-, 
scribed for fully as many bonds per 
captta as the Canadian people, at tha 
price of par and at 4% Per cent. tax-, 
exempt, and their government, recog­
nizing the error of the policy of tax-, 
exemption ln government flnance, has 
now adopted the policy of financing 
by the Issue of 6 per cent, taxable 
securities.

In respect of the annual Interest, 
approximately $40,000,000 pn $750,000,- 
000 of domestic Issues now outstand­
ing, you say:

"It Is extremely Improbable that
we should derive more than $1,000,-
000, or at most $1,600,000, addi­
tional revenue from the taxation of
Income derived from this body of
securities.’’
You estimate, therefore, that on 

every $40,000,000 of annual Interest 
Income of the people of Canada only 
$1,000,000 to $1,600,000—or 2 1-2 per 
cent- to 3 3-4 per cent.—can he 
lected under the Income Tax Ac 
this estimate be correct then It con­
clusively proves that the amount which 
win be derived from the Income tax 
la totally Inadequate for our needs, 
and this fact constitutes a strong 
gument against excepting the Interest

The queetlon of the wisdom of ex­
empting from taxation the Income of 
the war bond issues of the Dominion 

‘ Is still attracting a lot of attention, 
and The World this morning prints ln 
full two letters dealing therewith, ad­
dressed xto Sir Robert Borden (prime 
minister) and Sir Thomas White 
(minister of flnanee) by Mr. I. W. 
Klllam, of the Royal Securities Cor­
poration of Montreal. The World 
believes that the view# of Mr. Klllam 
have the approval of many prominent 
financial men ln different parts of 
Canada. What he pleads for ie that 
Canada should do ae Britain has 
done, let the Incomes from these bond# 
pay war taxes like all other Incomes. 
They think that Canadian Investors 
will both take the bonds and pay the 
taxes.

now can be remedied with ease by the 
reversal of the government policy of 
conducting its war finance by the 
issue of tax-exempt bonds. ,

In your étalement you argue strong­
ly that our four outstanding domestic 
loan# to date would have had to bear 
an additional one-half of one per cent 
annual Interest, If the tax-exemption 
privilege had been withheld. In other 
words, that the Canadian people were, 
and are, not willing to lend their 
money to the government at less than 
6)6%. Stated baldly ln this way, 
your argument carries Its own refuta­
tion, and would never have been ad­
vanced had you an adequate apprecia­
tion of the value of the bonds you had 
for sale, your ability to control your 
market, and the support and buying 
power of our people.

In reference to our United States 
financing, you say:

“It was an Imperative condition that 
the securities should be tax-free, no 
matter in whose bands they might be 
held."

They should have been made tax- 
free only in respect to American hold­
ers, and the price realized for these 
bonds was not Increased by one dollar 
by reason of the neglect to retain the 
power to tax such Income when re­
ceived by residents of Canada.

If the government had prohibited by 
order-ln-councll the purchase by our 
citizens of Anglo-French, Canadian 
and other allied loans ln the United 
States, ae undoubtedly should have 
been done, and If a reasonably sub­
stantial lncoipe tax had been imposed 
from the beginning 
the Canadian people, with Its conse­
quent influence upon the importation 
of luxuries, our United States ex­
change situation would have been 
greatly benefited and the neceeslty for 
United States financing might have 
been entirely obviated.

It Is an elementary principle that 
public offering» of securities should 
be made to all subscribers at the same 
price and on the same terms. In our 
flour previous loans this established 
principle has been eet aside thru fail­
ure to realize the full significance of 
the situation arising out of the ul­
timate adoption of the graduated in­
come tax. But now that the govern­
ment and the entire financial and 
business community Is seized of the 
fact that the maintenance of the 
graduated income tax give» to tax- 
exempt bonds an unequal value ln 
the hands of different purchasers, lt 
Is not desirable that the government 
should Issue any further bonds on 
terms that may be construed as an 
attempt to take unfair advantage of 
the limited financial knowledge of that 
great majority of the people of Cana­
da who will be asked to subscribe for 
the bonds on patriotic grounds.

Our national security must hai^ the 
same value in the hands of every Indi­
vidual Canadian, no matter what may 
be the extent of his personal estate. 
The people of Canada desire a gradu­
ated Income tax to be effectively en­
forced. Continuation of the issue of 
tax-exempt bonds Is calculated to nul­
lify the graduated Income tax. 

x This matter Is too serious to brook 
silence or delay-

For the revenue necessary to pay off 
our accumulated war debts, and for 
the exports essential to the d!scharge| 
of our external obligations, we must 
depend almost wholly upon the de­
velopment of eur agricultural and 
other natural attd Industrial resources. 
Any financial policy which will retard 
this development must at all costs be 
avoided. From your statement I do 
not think you appreciate this fact. You 
say:

AN OPEN LETTER TO THE MIN­
ISTER OF FINANCE.

164 St.^3ames St., Montreal,
12th September, 1918. 

The Hon. Sir Thomae White, K.C.M.G..
Minister of Finance, Ottawa.

Sir,—During the past four years the 
governments of those countries which 
have been involved ln the great" war 
have had to deal with problems and 
responsibilities unparalleled ln history. 
To the various governments there have 
been delegated more extensive powers 
than would have oeen delegated to 
democratic legislative bodies were it 
not for the necessities of war.

Responsibility for clear reasoning and 
wise decision has correspondingly In­
creased ae the obligation to secure the 
sanction of the responsible legislative 
body to each respective measure has 
been eliminated.

The responsibility of your depart­
ment has been enormously Increased by 
reason of the war. Public opinion has 
also placed upon our financial admin­
istration In no uncertain manner the 
responsibility not only of effectively 
bearing its part In the burden of car­
rying on the war, but of maintaining 
a clear conception of and making ade­
quate provision/or the period of read­
justment that must inevitably follow 
the return to productive occupations, 
not only of our army ln the field, but of 
that large number of our citizens now 
engaged in war endeavor.

Wise and sound decision as bo finan­
cial policy Is a vital and fundamental 
necessity to the welfare of our coun­
try, and should have regard not only 
to the demands of the moment but to 
its effect upon the future economic 
life of Canada. x

It 1# with great reluctance, but With 
a deep sense of responsibility and with 
the strongest feeling of l$s grave im­
portance, that I ventur 
against a policy which,, 
conditions as they are, should, I feel, 
be immediately abandoned as harmful 
and unsound.

That the tax-exempt war bond Is 
fundamentally injurious to the eco­
nomic life of Canada, Is the prevailing 
opinion of those competent to Judge of 
Its nature and effects. In your state­
ment; published In the press on August 
14th, you say:

It is remarkable, and most credit­
able to Canada that our securities 
stand so firmly on a 6)6 P-c. basis. 
The present "basis" of our premier 

securities Is not, as you erroneously 
announce, ”6)6 p.c„” but 6)6 p.c. plus 
the ux” of tax-exemption, an unknown 
factor. But, whatever the value of this 
unknown factor, lt should not be at­
tached to the terms of any future bor­
rowing ty the Government of Canada 
until It Is fully ascertained and de­
clared.

I need hardly remind you that the 
cost of money borrowed by provincial 
governments, cities, municipalities, 
.public utilities, industries, farmers, 
merchants, and others, is from one-half 
per cent, to three per cent, more than 
the basis fixed by the Government of 
Canada for Its loans. The more the 
government pays the more every­
body has to pay. It Is, therefore, clear­
ly your fundamental duty so to direct 
the finances of the country that you 
may obtain all the money required by 
the government at the lowest possible 
cost, present and future, until maturi­
ty, and all the force and power of the 
government and the people should be 
directed to making this cost as low as 
may be reasonably possible.

The secretary of the United States 
treasury Is reported to have recently 
said, ln reference to interest rates:

The public should realize that if 
the rate were raised they 
■Imply be lifting themselves by their 
own boot-straps. If interest rates 
were to be Increased, lt would mean 
Just that much more burden on the 

■I situation
should be kept sound by stabilizing 
the rate, lt 1» to the Interest of the 
people, banker and business man, 
because If the government raises Its 
bid for money, then all Industry will 
have to pay proportionately more for 
new capital.
The sale of bonds carrying unre- 

etricted exemption from taxes Is ex­
travagant and unsound. Any addition­
al price that may be realized for such 
tax-exempt securities cannot offset 
more than, at most, a quarter or a 
third of the direct loss arising from this 
method of finance.

You say:
The government securities should

-have priority of market and__
=laI additional advantage which 
be given to them.
7b)s applies only to the protection 

not to the

of the war upon

taxable 
were le­

per cent. 
$60,000,000

f to protest 
the light of

15 and 20-year 6)6 per cent, 
callable tax-exempt bonds.

"I do not for a moment believe that 
enterprising citizens, ln a country 
with such possibilities as ours, will 
be deterred from engaging ln busi­
ness or Industrial activities because 
they can invest in tax-free Dominion 
securities yielding a comparatively 
low rate of interest."
Many of our citizens are calling in 

their mortgagetSoans and selling out 
their municipal and Industrial securi­
ties, and may do so to an even more 
serious extent because of the oppor­
tunity they have to Invest ln tax-free 
Dominion securities yielding a com­
paratively high rate of Interest, viz., 
6)4% Plus “x." In many individual 
cases "x” amounts to 6% and even 
10%, making a total investment return 
of 10 per cent, or 15 per cent, on Do­
minion Government securities.

The fact must be faced that Indus­
trial and agricultural development 
will be checked and suppressed very 
materially until such time as the pro­
posed great mass of 16-year 6)4% non- 
callable tax-exempt bonds—which you 
are about to offer not only for new 
money, but to offef under conversion 
rights to the extent of some $360,000,- 
000 more of the first and fourth loans 
of earlier maturities—have advanced 
ln market price to a premium of some 
16% from the issue price. That Is, be­
fore this millstone is removed from 
the neck of industry, there must be an 
appreciation ln market value from the 
price obtained by the government on 
bonds now outstanding and to be is­
sued under the proposed terms of the 
forthcoming loan, without any regard 
whatever to the loan which will have 
to be made ln 1919 of perhaps $175,- 
000,000, provided the great majority 
of our Inexperienced small investors 
shall have become fully informed of 
the respective real values of the flve- 
and fifteen-year bends, and of the 
valuable conversion rights attached to 
their holdings of the five-year bonds 
of last year’s loan.

What of our refunding operations? 
In regard to this Important matter, 
you say:

"I look forward to the period of 
our refunding operations after the 
war with the hope and expectation 
that If our Dominion securities 
given the special privilege of tax 
exemption, we shall, with the cheap­
er money conditions, be able to 
gradually reduce our annual Interest 
charges. This would mean much to 
our budget ln the periods succeed­
ing the war.”
It Is reasonable to expect cheaper 

money conditions to follow the war, 
and this hag been recognized by à 
score of nations in their war financ­
ing. These other nation» have also 
recognized the advisability of reserv­
ing the right to retire their long-term 
bonds at par before maturity. We 
have no right to gamble with the pos­
sibility of our refunding operations 
taking place in any other market than 
our own. It is, therefore, Incumbent 
upon us to so govern our financial 
policy that our refunding may be car­
ried out smoothly at an early and ad­
vantageous opportunity.

should

American people. The

con-
The economic structure of

But no

any spe- 
can

JPetmcnts, and non-essential produc- 
j^rtlon are among the very effective W means which have been adopted by 

different countries, at different stages 
during he war, with a view to prac­
tical elimination of competition with I 
government borrowing. I

In Great Britain the income tax and 
super-tax are effective method, of ob- 
taining revenue from lenders of 
money. Inadvertently our government 
is about to make these taxes, in effect, 
not taxe» on the lenders of money, but 
taxes on borrowers of money, and has 
thereby set a dangerous precedent 
which, unless firmly checked at once 
will came serious loss to the Dominion 
treasury and unnecessary hardship to 
borrowers and producers of all classes 
thruout the Dominion.

The standard of Dominion Govern­
ment credit has inadvertently been al­
lowed to attain an unnecessarily high 
ht-ure. This situation has only re­
cently become" fully appreciated by our 
financial community, and If dealt with
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