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1, Introdae tion

Professor Morrison's peper 1s of extrese interest snd great value,
because it deals with admirable knowledge with one of the erucial problems
in Publiec Finance for developing countries, i,e., the possibility to use
fiscal 'inétruments for fedisttibutive purpose, It has also to be emphasized
that. the author tried to- apply his methodology to 43 countries in oxder
to arrive at some general counclusions, o

I shall concentrate my cowments not on the statistical procedures
applied to megsure the effects of taxes and expenditure based on the
Gini and Theil fndexes, distinguiahing their intensity and progressivity,
but on the substantial :melications, namely the final results of the
1nstruments used which I think require also some comments on the stepa
previous to measurement.

2. 00veragg of taxes gnd gﬁgggditu:aa

There are usnally conslderable dtfferences becween 1tema 1nc1uded in
various studies made in different countries; - There are for instance
different ways of considering soeial contributions, fees and similaxr
revenues (£f.1. betterment levies andprofits of state monopolies,

e.g. liquor and lottaries.sl

With regard to social contxibutions in the present case, there
geems to be a justification to include them among taxes, as the soclal
benefits (welfare) are apparently {ncluded .and the contributions
mentioned finance the total or a considerable part of the coxresponding
benefits, '

The problem of taxes covered is by no means negligible and it
could change intensity and progressivity of taxes and transfers and
therefore G' (Ginl index of income after transfers) and the resulting
comparison among countfles (in order to illustrate possible differences
in table 1 we heve indicated tazes/family incoﬁe and taxes/GDP used by ECLA.

1/ Cf, Richard M. Bird and Luc Henry de Wulf, "Taxation and Income Distxi~
bution in Latin America: A Critical Review of Empirical Studies",
Staff Papers, Vol. XX, No. 3, Nov. 1973.

/Table 1
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' '].‘able 1

TAXES IN RELAIION TO FAMILY IIEOME AND 'l.'O GROSS D(MESIIC PROWCI

Grosgs domest:ic

ne (1969/1970,
Brasil ‘13:0: . 27.0
Costa Rica 17, 2 14,1
El Salvador 14,9 10,4
Argentina 9.9_' | - 15.0
Colombia 8.0 13.4°
- México 19.9 10.0
Chile -26.9 - 21,8
Perd 19.0 . 17.0
;.:f. I‘roftauso:.L Morrison estmates. = L
b/ CEPAL, Indicadores del desarrollo econ&mico y_social en

JOf course
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- 0f course the f£irst relation should be greater, but- this assumption
is not fulfilled in 3 of 8 cases; on the other hand, the difference
in the case of Mexico seems very great. R

-~ "3 The classification of taxes

Taxes are classiffed under the traditional headings of direct and
indirect. This division is generally associated with the distinction
between taxes which cannot be shifted (direct) and those which are
assumed to be shifted generally to the consumer ~ Has this been the
criterion used in Profeasor Mbrrison 5 paper? o : S
As we shall see this problem has considerable weight taking into

account the question of 1ncidence."\

4. The deédg@baitioﬁ of direct and indirect texes
Different from expenditures, where the main items are spacified in
the case of taxes only direct and 1nd1rect ones . are distiuguished.

This question is of course related to the problem of incidence, which
we shall refer.to later on, and to the coverage of taxes, but whatever
taxes were included in each group, it would have been important-to .
give a list of the main taxes included and gpecify the degree of ..
progressivity and intensity in each case. If we think for instance in
the possibility of tax reform, in oxrder to increase tax progressivity
it would not be sufficlient just to recommend a higher pgoppéibtoa of
direct taxes instead of {ndirect ones, but to make specific proposal
for individual taxes..

.. In fact only the higher regressivity of 1nd1:ect taxes in the.
case of the Philippines is mentioned, where the extreme value of cC~-G
of = 0.136 is mainly attributed to the overall importance of taxes on
tobacco and alcoholic beverages. Why f.4i. is the value of C fﬁt indirect
taxes so high.in.calompig? According to the McLure's Study, taxes
on aléohol, tbbacco and beer seem to have the highest 1nten§i;y_§nd

Jare highly
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‘_are highly regressive; then comes the Salas Tax which is also regressive,

' .‘Import taxes are very significant but they are mainly paid by the

middle classes (5th and 6th bracket. on a total of 9) and only motor
vehicle taxes are clearly progressive but have a very low intensity.g/
It would be particularly stimnlaétng*to kaow whether some part of
the indirect tames are progressive in view of the signlficance which
is frequently sattributed to the role of taxes.bn luxury Or.unessegcial
gooda. -
In the case of the direct’ taxes what taxes are included? Here
we do not only hwave the Soclal Security. taexes in mihd,kbut-also the
Corporate - Income Tgx or income tax on.firms as it exfsts in many Latin
American countries, as well as net wealth, property and inheritance
taxes, . At some instance - comenting low progressivity in Iran -«
one gets the impression that only the Income Tax has been taken into
account, '

5. The hypotheses on tax 1ncidence and the
proggesaivitv of the system

Unfortunately in Public Finance there ia no general agreemenc with
regard to the final 1ncidence of each cax, 1 e., who are in fact the
groups who pay it.
~ One of the taxes whose ioeidence has been subject of considerable

controversy is the Corporation Tax. As already mencioned 1n wany
developing countries there are progre-sive income taxes on firms,
whatever their 1egal form of organization, although in some cases the -
' progression is different for each type. Again, there is no general
agreement on its final incidence, Therefore thé question arises whether
they are’ 1nc1uded ‘under direct taxes, t.e., not shifted or at the
contrary, ere treated as indirect? -

In the case of social security taxes - in case ‘they are considered
at gll - the same question arlses as some suthors think that they are

_/Ricba:d E. Muagmava and Maleolm GL1llis, The Incidence of Taxation in
Colowbia, Fiscal Reform for C lombis, The Law School of Harvard
University, Cambridge 1971 eapecially pages 258 and 259 ‘

, - .-~ [borne by

vy e
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borne by the .employee in the part legally imposed on them and shifted
to the consumer in the part legally imposed on the employer. At the
contrary some economists support the thesis that- the. total ¢f the social
contributions falls on wages or on the consumer. In case pf considering
a partial or total incidence on wages we would have a direcg: tax which
would -be clearly regressive.. . s

- Export taxss. are usually censgidered as indirect taxes,:. Nevertheless
if prices.of the taxed products are.fixed by the world msarket shifting:
to the foregoing laporter is not. possible: and the corresponding taxes
have to be borne by the producer. .

How were these cases treated in professor Morrison's paper?

In a study prepared in Costa Rica, which. refers to tax incidence
in that country, social security contributions were consldered eupported
by the employee in the part paid legglly'by him and sh.fted to consumer
in the part paid legally by the employer, in that way those tributes "
became the most regresaive element An the tax structure . An alternative
estimate considering social security contributions borne totally by
the emplayer accentuated even more its regreeiveneee.é/. ‘ ‘

As a reeult of coneidering the tax on firme =~ excluding the  \‘
| agricultural sector - shifted to the consumer,rtax incidence of the totel
of income tax W&B only moderately progressive. o

In a study realized on tax burden distribution in Argentine
Soeial Seeurity contributions also were an importent element of overall

regreeeivity.&/

6. Dietributiwe series used for allocation of L
T ‘taxes and expenditures Sl

-Onee,criteria for incidence are established theré still rémains the
problem of determining the distributive series used- to allocate each tax.

..Ef-_lncidoneia fieeei v distribucién del in. €50 en Coeta R'ca, Ministerio de
Haclenda de Costa Rica (CEPAL/SDE/77/C4) agosto de 1977, Vol. 1.

Cf. F. J. Herschel, Ensayos sobre polfitica fiscal, Edersa, Madrid, 1975.,
P. 433. .

F 4

/For instance,
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For ‘instance, taxes on consumption of aleohol: may be distributed
in accordance with the significance 6f that item in the tonsumption
‘of different. -income groups, but sometimés finding an adequate basis .
is not so easy.* ' Lo ' :

How ‘are fmport duties on manufactured goods distributeéd,:as’
some of them may be raw materials or capitsl gooda? Although sometimes
~general rules must be used (f.1. distribution according to general
consumption for each income level) as there may be different criteria
for allocatlon, its application may also influence the degree of
progressivity of the system. e i

7. The propressivity of expenditures.

A'ift‘le ¢lassi€ication orflexpe;zdit;res ecooidiog'to their progressivity
scem to prove l:hat. "specific expenditures may constitute r.he most important
fiscal method of. redistributing iucome‘J and within this group, as
'Professor Morrison det.ermines, education, ‘health and soeial welfare are
the most progressive." In t.he Study on costa Rica in facl: the 3 belong to
the moat progressive t.ypa of expenditures, and prove in one case more
Ptofessor Horrison 8 statement:s. Land distribul:ion was very progressive,
" mesmwhile tourism, tranoporc, cultute and sport is erratic end energy
regressive., ’

- In spite of our general egreemnt with Prof. Morrioon, it would
be interesting - perhaps in some future resesrch - to determine the
results ‘in some extremely underdeveloped country, in which higil raee‘s
of analphabetism and/or low levels of health indicators create the
a m impreasion that houeeholde in l:he first deciles ‘do not receive

57 Government on the Distribution of Personal Income in Canada", The

. Review of Income and Wealth, series 21, Ne. 1, March 1975. .
6/ Cf. Luc de Wulf, "Fiscal Incldence Studies in Developing Countries: .
¥ Survey and Critique”, Staff Papers, Vol. XXI, No. &, March 1975.

Incidencia fiscal distribucidn del ingreso en Gosta Rica, Minist.erio
. de Hacienda de Costa Rica, op. cit, > Vol II. Lo

/a larger
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a larger share ef the transfers unless of course its intensity is extremely
low., 1t would also be impottant to know the absolute per capita amount
corresponding to each group. ‘ _

Of course the incidence of public éxpenditures does not measure
total inequality with regaré to heaith and education as gicﬁ people
may pay for it, In this connection it is interesti@g to keep in mind
that {n many Latin American countries private schools réceivje subsidies
from the government. ‘

With regard to land reform in the case of Costa Rica it {8 an
extremely progressive type of expenditure.

The regressivity of university education seems also quite convincing
in the general Latin American experience, according to which even if
there are no fees, member of the lower income groups do not have the
means to reach the university level (with the exception of a few countries
where special assistance is provided), ‘ '

Although it would not be fair to make such a demand. with regard to
the very elaborate and laborious ‘paper by Prof. Mbrrison, 1 think that
gome type of evaluation of results would be necessary (f.i., retention
rates in primary education, 2s drop-outs .almost certainly concentrate
in the lower deciles.gj o _

A question which seems worrysome is the treatment given to pure
public goods (or general benefit expenditures) as their different
allocation formula may chaqge considerably the overall progressivity

a8 can be seen in Table 2.

8. Incidence of taxes and exgenditureq compared

In spite of greater initial inequality of 1ncomeldiatribution in LDC's
compared to developed countries, their fiscal aciion is less effective,
so that differences between G and G’ are 1ower-tﬁan in DC's and not
very significant, L a :

8/ Cf. vito Tanzi,=§ediatribucidg Income througﬁ the Buq§gt?1n Latin America .

A  /rable 2



BRASIL: EXPENDITURE INCIDENCE

Table 2

g 98eg

(Percentage'of total income)

Total gggendithre allocation
General expenditure on an equal

Income classes (in thousand of eruzelros)

per capita basis

Proporttbnai to income
Assuming U = 1 -1/Y

Specific«beﬁefit expenditure.

allocated only -

Less . 100~ 150~ 250~ 350=  500-. 800~ 1 200~ Z 400
“than 99 149 . 240 349 499 799 . 1299 2 399 y wés
63.58 41,22 31,00 . 25.34 17,65  15.43 12.69  9.51 9,13
22,83 21,04 18,92 - 19.44 . 15,18 15,55 14,58 12,93 13,76
17,52 15.92 14,21 15,15 1,35 12,52 12,76 13,81 24,17
16.93 14. 53 15.10 : ' 15.85 - 11,39 | 11.82. 7.59 6.20 7.73

53ur¢e= Luc de Wulf, "Fiscal incidence Studies in Developing Cdungries: Survey and.érltiqﬁe", Staff Papers, Vol., XXII,

pinos moH/

No. 1, March, 1975.
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How would the filnal results be affected if generzl government
expenditures wefe fncluded and not considered neutral and how would
the change be if tax financing were not taken into aasount?

Considering that G - G' is alveady near zero, could it not happen
that the initial statement: "in every country, income distribution
1s less concentrated after taxes and public expenditures would not

always be wvalid?

$. Redistribution and Development

The fact that there are more countries in classes 3, 4 and 5 with
GNP/capita <300, and on the other hand the stronger redistribution in
developed countries could show some evolution in accordance with the
Kutzets hypothesls (the U chaped curve} but referred not to the initial
income distribution, but to the action of Public Finance.E!

If development is not a determining factor, others should be
tried, f.i., initial distribution. Of ccurse the effect could act both
ways Lf governments consider actual needs or are forced by economic
power. Again it seecms sometimes to be useful to make geographical °
divisions as in each continent, f£.1i., differences could be sensible
due to cultural heritage, recency of political independence, ete.)

I wholeheartedly suppoirt the author's statement that denying
the priority of satisfying basic needs would come from a political
choice.

It has aleo to be kept in mind that these needs are much more
urgent in developing countrfes, as they could {fmply starvation,
analphabetism and what not,

Concerning the possible availability of funds I do not see why there
are some limits according to the level of development (f.i., GNP/capita
;; 1000y . as according to table 9 of Prof. Morrison'e papers, there ie
no relationship between total tax burden and degree of developmant. In
this connection I think one cannot accept so easlly that for ome reastn
or another the state does not have the necessary funds., There again I1-
think that the reasons are due to political choices but I also consider
that one weuld not leave it just there but try te investigate what are
these reasons or determinants of such choice,

9/ Cf. Montek S, Ahlewalia Inequality, Poverty and Development, World Bankk

Reprint Series, number 3%,
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