
INDIVIDUAL INCOME TAX RATES IN WEST GERMANY, 1946·66 
(Reichsmarks or Deutschemarks) 

Income at which Highest. Income 
Personal Marginal Rate Marginal at which 

Period Exemption Reaches 50% Tax Rate Reached 

1946-mid-1948 600 2,401 95 60,000 
mid -1948-1949 750 9,001 95 250,000 
1950-52 750 20,001 95 250,000 
1953 750 36,001 82.25 220,000 
1954 800 45 ,001 80 220 ,000 
1955-57 900 125,001 63.45 605 ,001 
1958-66 1,710 78,420 53 110.040 

Source: Karl Hauser, " West Germany," in Foreign Tax Policies and Economic Growth (New 
York: Columbia University Press, 1966), p. 147. 

ESTIMATED ANNUAL TAX CHANGES IN JAPAN, 1950-74 
(Yen in Billions) 

INDIVIDUAL INCOME TAX CORPORATE 

Sp_ecial 
Fiscal Exemp- Rates Tax Total Rates Other Total 
Year tions Changes 
1950-53 - 272 86 -28 - 386 + 31 -56 25 
1954 29 0 - 2 31 0 - 3 3 
1955 23 13 - 18 53 14 + 2 12 
1956 23 0 0 23 0 +14 + 14 
1957 40 - 85 + 15 - 110 2 + 24 + 22 
1958 0 0 - 6 6 20 2 22 
1959 28 12 + 17 23 0 - 4 4 
1960 0 0 0 0 0 0 0 
1961 38 23 + 5 56 0 -40 40 
1962 25 23 - 2 50 0 - 1 1 
1963 32 0 -35 67 0 +13 + 13 
1964 66 0 - 8 75 5 -54 59 
1965 92 0 +26 - 65 28 -28 57 
1966 - 101 53 - 4 - 158 50 - 49 99 
1967 142 + 11 +38 - 93 0 -30 30 
1968 135 11 0 - 125 0 0 0 
1969 142 41 0 183 0 + 2 + 2 
1970 173 - 131 + 15 289 + 97 -22 + 75 
1971 286 - 107 -22 415 0 + 12 + 12 
1972 0 0 -32 32 0 +31 + 31 
1973 335 0 - 40 - 375 0 + 27 + 27 
1974 -1 ,467 -260 -56 - 1,783 +424 - 72 + 352 

Note: Totals may not add due to rounding . 
Source: Joseph A. Pechman and Keimei Kaizuka, " Taxat ion," in Hugh Patrick and Hen ry 
Rosovsky, eds., Asia 's New Giant: How the Japanese Economy Works (Washington: 
Brook ings Instituti on, 1976), p. 325. 

However, the j apanese government has 
not used this revenue to boost the size of 
the public sector but has instead re-
turned this "fiscal dividend " to the peo-
ple in the form of tax reduction, which in 
turn has stimulated further economic 
growth. As the table above shows , be-
tween 1954 and 1974, individual income 
tax exemptions were increased every 
year but three , individual income tax 
rates were reduced eleven times, and 
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corporate tax rates were cut six times . 
One last point: japan's remarkable 

postwar economic performance is all the 
more amazing when one considers its 
small size (143,000 square miles-about 
the size of Montana) , its enormous popu-
lation (114 million in 1977-793 people 
per square mile), and its almost total lack 
of natural resources, particularly energy. 
The on ly thing which detracts from 
japan 's record is the even more amazing 

performance of its Asian neighbor Hong 
Kong. 

HONG KONG HOW-TO 
In many respects, Hong Kong is the 

greatest example of the success of the 
free market in action the world has ever 
seen. The British crown colony occupies 
a mere 404 square miles, with most of its 
4.5 million population cramped into 12 
percent of that area. Population density 
exceeds 400,000 people per square mile 
in many areas . And the colony must im-
port 85 percent of its food, most raw 
materials, and all capital equipment. 

Nevertheless, between 1948 and 1977 
the per capita income of Hong Kong in-
creased from $180 to $2,600 per year. 
Between 1960 and 1976 its real per 
capita CNP increased by an amazing 6.4 
percent per year (compared to just 3.3 
percent per year for West Germany and 
2.4 percent per year in the United 
States). 

One important reason for Hong Kong's 
success is its extremely low taxes. The 
maximum tax rate on profits is 17 per-
cent, and the maximum tax on individua l 
incomes is 15 percent. There is no tax 
withholding in Hong Kong, and the 
estate tax has a maximum rate of only 18 
percent on estates of over $3 million . 
Writes economist Alvin Rabushka: 

Honf{ Konf{ has, to my knowledf{e, the 
lowest standard rate of tax on earninf{s 
and profits of any industrial state. 
The official line is Gladstone reincar-
nated: a narrow tax base and low stan-
dard rates of direct taxation facilitate 
rapid economic f{rowth which f{enera tes 
hif{h and ever-increasinf{ tax yields. 
These revenues. in turn, finance an ex-
tremely ambitious proftram of public ex-
penditul·e on housinf{, education, health, 
and welfare services, and on other forms 
of social and community services, with 
virtually no need to resort to loan 
finance. 

In short , Hong Kong is an almost 
perfect example of the Laffer Curve in 
action-low tax rates generate high rates 
of real economic growth, lead ing to in-
creased revenues which can be used for 
social welfare while ma intaining low tax 
rates. Conversely, one finds that welfare 
states which rely on high tax rates are in -
va riably experi encing serious economic 
difficulties, imperi li ng existing socia l 
welfare programs. A perfect example 
is Sweden, the welfa re state par 
excellence. 


