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INTRODUCTION

present report outlipes the proceedings of the Conference on

Fiscal Policy held at Santiago, Chile, from 5 to 14 December 1962, under
the auspices of the Joint Tax Program of the Organization of American
States (OAS), the Inter~American Development Bank (IIB) and the Economic
Commission for lLatin America (ECLA).

. A brief reminder of the various circumstances which led to the

establishment of the Program-and the convening of the Conference may be

appropriate, They can be summed up as follows:

(a)

(b)

(c)

Since tax systems canﬁbe,one of the most important instruments
for the financing;é¥-iatih America's economic developmert, OAS
IIB and ECLA decxaedjon the basis of the recommendations

incorporated in thig .

“ﬁgﬁgéf Bogotéd, to launch a long-term joint
programme with a viewifo promoting the reform of tax systems
and bringing about a“;¢mprovément in tax administration s

The programme planncd its activities round two meetings of
experts, One of these was to devote its atbtention to the
specific study of the problems of tax administration, and the
other to the analysis of the principles of fiscal policy which
should be borne in mind in view of the underlying purpose to

be served: the achievement of intensive economic and social
development combined with stability., Special studies on the
tax systems of selected latin American countries would be
carried out simultaneously; ) .

At the ninth session of BCLA (Santiago, Chile, 4 to 16 May 1961)
and at the Special Meeting of the Inter-American Economic and
Social Council (TA~ECOSOC) at the Ministerial Level (Punta del
Este, Uruguay 5. to 17 August 1961), resolutions 186 (IX).
"Fiscal Policy", and 4,3 "Taxation Program" respectively, were
adopted recommendirg to the Member Govermments of both organiza-
tions that they should give their fullest support to the
0AS-IIB~ECIA Programj

/{d) From
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(d) From 11 to 19 Cctober 1961, a Conference on Tax Administration
was held at Buenos Aires, Argentina, with the participation
of fifty-~two experts fram various countries throughout the
American gontinent, fourteen observers from different countries
and 115 Argentine experts designated to attend the meeting by
official institutions and universities of the country. The
pertinent report was submitted to the ninth session of the
Committee of the Whole of ECLA (Santiago, Chile, February 1962) and
%o the first session of IA-ECOSOC at the Expert Level and at the
Ministerial Level {Mexico City, October 1962)?—/
‘(¢) After the meeting at Buenos Aires preparations were begun - in
: conJunctlon with the s%udy of the tax systems of selected
countrles - for the present Conference; recognized authorities on
fiscal policy were invited to contribute panel papers, and
distinguished Latin American experts were asked to prepare
" analyses and comments on themy
(£) By bringing together ocutstanding international specialists
and hlgh—ranklng Latin American officials, the Conference
afforded an opportunity for discussion between those who approach
fiscal problems froma.purely -theoretical standpoint and those
who are engaged in 'solving them at the practicél level, This
made it possible. for the topics of the‘agendg'tq ﬂeAﬁbre
comprehensively and thoroughly analysed, within tﬁé technical
and practical framework which it was thought desirable to give
to the Conference so that its findings might be useful to those
called upon to take decisions relating to fiscal pollcy and
tax reform, ‘ :
3., The present provisional report is, dlvlded 1nt0 {we parts,
The first gives an outline of thejprpqeedlngs of the Conference
and of the membership and attendance, and describes how the'work was
organized. The second part consists of the summary records of the meetings
of the Conference, A complete list of participants and“obsérvers is
given in an annex to Part I, R

1/ See E/CN.12/AC.50/6 and OAS Ser,H.X.3 (background document No, 2),
respectively.
/4s Certain
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L, Certain changes will be incorporated in the definitive version of
the final report, which will be published in printed form by the
international organizations participating in the Program, In prineiple,
it will comprise the ten panel papers which were discussed as agenda
itemsg/ tosether with the texts of the commentaries on them, The papers
on each topic will be followed by a technically revised version of the
summary records which appear in the second part of the present report
in the provisional. form in which they were distributed during the
meetings, although these records have already been amended in the 1light

of the corrizenda received from participants before the prescribed deadline.
Part I

ORGANIZATION AND RESULTS OF THE CONFERENCE
A, MZMBERSHIP, ATTENDANCE AND ORGANIZATION OF WORK

1, Opening and closing meetings

5. The Conference was inaugurated on 5 December 1962 in the Library of

the Economic Commission for Latin America (ECLA), Addresses were

delivered by Mr, Luis Mackenna, Minister of Finance of Chile, by lr, Alfonso
Santa Cruz, Acting Executive Secretary of ECLA and by Mr, Alvaro lagafia,
economist of the Pan American Union, who spoke on behalf of the OAS-IDB-ECLA
Joint Tax Program, ' |

6. Messages to the Conference from Mr, Jorge Sol Castellanos, Under-
Secretary for Lconomic and Social Affairs of the Organization of American
States and Ixecubive Secretary of IA-ECOSOC, lr, Felipe Herrera, President
of the Inter~American Development Bank (IDB), and lir, Radl Prebisch, Under~
Secretary of the United Nations in charge of the secretariat of the Fconomic
Commi.ssion for Latin America (ECLA), were read out in the course of the
opening meeting, '

2/ See below, paragraph 16,

/7. At
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7o At their final meeting the participants in the Conference took
cognlzance of the present provisional report of their proceedings, and
empovered Lhe secretariat of the Program to recast it in its final form and
introduce anw changes needed to make it as complete as possible.
8e The 01051ng meetlng was held on 14 December 1962 in the same place.
Mr, Manuel Rapoport expounded his views on the administrative aspects of
fiscal reform, The Chairman, lr, Alvaro Magafia, said a few ‘words in the
name of the OAS—IUB—EBIA Joint Tax Program,

2. Membership and attendance
9. lhe participants attending the Conference comprised forty-four experts

on flscal policy, from the, following countries; Argentina, Brazil, Chile,

Colombia, Costa Rica, Cuba, Dominigan Republiec, Ecuador, E] Salvador,

Guatemala, Honduras, Ttaly, Mexico, Panama, Paraguay,‘Peru, Spain, United

Kingdon of Great Britain and Horthern Ireland, United States of hmerica,

Uruguay and Veneguela, .

10. In addition, tvrenty~five experts from some of the above-mentioned

countries and:Niéaragua were present as observers,

11. Persons specially invite& to the Conference were lir, José& .Rafael Abinader,

Under-Secretary for Finance of the Dominican,Republic, Mr. Edison Gnazzo,

Director of the Income Tax Office of Uruguay, and RaGl 3fez, Acting Co-ordlnatoa

of the Commlttee of Nine appointed by the IA-ECOSOC, Mr, José Marfa Cazal

and Mr, Maurieio Baca attended as representatlves of the Latin American Free

Trade Association” (ALAIC) and the General Treaty on Central American Economic =
Tategretion (SIECA) resvectlvely. ,

12, The participants, the observers and the persong specially invited

attended the Conference in a personal capacity.and not as representatives

of their cowntries or Governments., It should be noted, however, that the

04S~IDB~ECLA Joint Tax Program has the official approval of the organizations '

concerned, whicii have recommended to their member Governments on various. .- --

occacions that they should co-operate in the activities of the Program by .

presenting papers and facilitating the attendance of national experts at its

proceedings,

/13. A
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13, A complete list of the experts attending the Conference will be
found in the annex to Part I of the present report,

3, Organization of wark

L4, The directors of the is.-IDB-ICLA Joint Tex Progrom took the Chair
at the Conference and conducted the proceedings in rotation, In the
case of each of the topics considere&, the authors of the panel papers °
and of the commentaries on them were invited to lead the discussion by

making an opening statement and suggestlng lines of approach

15, The secretariat in charge of the work of the Conference was as
follows:
Directors
Alvaro Hagafia (0AS)
 James Iynn (IDB)
Pedro Mendive (ECLA)
Technical Advisers
Marto Ballesteros (0AS-IDB-ECLA Program)
Wade Gregory (CiS) :
George E, Lent (OAS-IDB~ECLA Program)
Milton C. Taylor (OAS-IDB-ECLA Program)
Conference Officer
Juana Eyzaguirre Ovalle (EDLA)
Editorial Section
Francisco Giner de los Rios, Chief, Editorial :Section (ECLA)
Frederick Fuller, English Ed:l.tor (ECLA)
Adiinistrative Officer
Richard Hughes (QAS)

[

/B. ACENDA. .
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B, AGENDA AND BACKGROUND DOCUMENTS

The business of the Confererce was conducted in accordance with

the following agenda:

Fiscal policy in latin Americal!s economic development

Panel paper by Victor L. Urquidi (CPF-IB-8T)
Comments by Felipe Pazos (CPF-DB-8/Add.l) and Anfbal Pinto

Fiscal capacity of developing economies: issues of tax policy

Panel paper by Rajanikant Desai, of the Fiscal and Financial Branch,
Department of Economic and Social Affairs of the United Nations

The role of taxation in economic development

Panel paper by WNicholas Kaldor (CPF~IB-3) |
Comments by Federico Herschel (CPF-IB-3/Add.2) and Rodrigo Nffiez

Panel paper by Arnold C. Harberger (CPF-DB-4)
Comments by Carlos Matus (CPF~DB-A/Add.l}i/
Public expenditures and economic developmertt

Monograph sent in by John H, Adler (CPFLEB-lO)E/
Comments by Jorge Méndez (CPF-DB-10/Add.1)

Mr, Matus being ill, his paper was introduced by Mr. R. Ross.

1. Opening addresses
2o
- Background documents

(CPF~IB--8/Add.2)

3.
Background documents
(CPF-DS-1T)

Le
Background documents
(CPP-DB-3/Add,1) '

5e Issues of tax reform for Latin America
Backsround documents

b,
Background document s

3/

L/

In the absence of Mr, Adler, his paper was introduced by Mr, Marinus
Van der Mel, '

/7. Personal
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T Personal income tax in lLatin America
Baclkeround documents
Panel paper by Richard Goode (CPF~DB-2)

Comments by Ifigenia M, de Navarrete (CPF-DB-2/Add,l) and Ulises
Flores and Alfonso Moisés Beatriz (CPF-IB-2/Add,2)

8, Tazies on net wealth, inheritances and gifts

- Background documents
Panel paper by Dino ‘Jarach (CPF—DB-ST)

Comments by Carlos Casas {CPF-IB-5/Add.2) and Jalme Porras
(CPF-IB-5/Add.1)

9., . Corporate income taxation in ILatin America

Backaoround documents ,
Panel paper by Alan R, Prest (CPF-IB-1)

Comments by Braulio JatarnnottL(CPF-DB-l/Add 2) and Alexander
Kafka (CPF-DB-1/Add.1) 5/

10, Production, consumption and economic development taxes

Backsround documents
Panel paper by José Marila Naharro (CPF-DB-6T)
Comments by Néstor Vega Moreno {(CPF-DIB-6/Add.l1)

11, Reform of agricultural taxation to promote econcmic development
in ILatin America

Background documents
Monograph sent in by Haskell P, Wald (CPF-IB -9)"/

Comments by Sol Descartes (CPF-DB-9/Add.1) and W, F. Gregory
(CPF~DS~3)

12, TFiscal problems in relation to a common market

Panel paper by Cesare Cosgiani (CPF-IB-7T)

Comments by Mauricio Baca, representative of the secretariat of
the GeneralTreaty on Central American-Economic Integration
(CPF-IB-7/Add,1) and José Maria Cazal, representative of the latin
American Free-Trade Association (ALAIC) (CPF-IB-7/4dd.2)

s

5/ The paper prepared by Mr. Kafka, who was unable to attend the
Conference, was distributed to the participamts,

é/ In the absence of Mr, Wald, his monograph was introduced by Mr, Descortes,

/13, General
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13. Gener:al discussion

14. Provisional report of the Conference (CPF-DB-11)

15, Closing addresses
17, In addition to the panel papers and commenis,and secretariat
documents (bearing the symbols CPF-~IB and CPF-DS, respectively)
included in the foregoing agenda, the following documents were
presented at the Conference for the information of the participants:

Tax policy recommendations of teéhnical assistance missions:

evolution, pattern and interpretation, by Bugene Schlesinger
(CPF-DS-2)

Conventions for-the avoidance of double taxation with respect to
taxes on income, by Joseph Crockett (CPF-DS-L)

Incentives tributarios en América Latina, by Pedro Mendive
(CPF-D5-5) 1/ )

Income tax treatment of foreign invesiment, by Jack Heller
(CPP~DS-6)

Resumen de la legislacidn tributaria de Chlle, by Enrigue
Piedrabuena (CPF~DS-7) 7/

e b WES e i — . ——

8/ Spanish only.

/C. FINAL
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'C. FINAL SUMMARY AND CONCLUSION$§/

18, The participants were in agreement that the fiscal policy of the

Latin Americean countries must be closely integrated with the economic
devalopment plans which these countries werg preparing’ or implementing.
Such 1nbegrablon.mugtcncompagsthe financial plans which make economic
development & realizable goal.

19. The participants at the Conference likewise agreed that an overrldlng
problem in the flscal field in Latin Awmerican countries was that of 1ncrea51ng
publlc revenue, both by means of taxation and through an increase in the
income of publlc enterprises, '

20, Increased revenue was essentlal to enable the countries of Latin i
America to spend more on purposes essential for development, and on the - **
mltlgatlon ‘of social and economic inequality. It was essential, also, in
order to improve.thelfelationship between the level of expenditure and

the level of reveﬂﬁe. At UréSMnt imost Latin American eountries

had 31zable def1c1ts 1n their public accounts which were a majer cause of
their contlnued 1nf1atlonary tendencies.and which, by swelling profits o
grt¢f1c1allj, also aggravaoed the lnequallty in the distribution ef income
and wealth, ) _ L .

21, Thelpart;cipants_weré-agrééd that_there‘wanample capacity in mest
atin American countries tﬁ inerease mublic:revenue and that among the most
important caﬁéés for the insufficiency of such revenue was the failure of

the tax syslem to impose effective levies on the propertied classes and to

8/ The presept section of the report is a summary statement of the main.
aspects, of the problems discussed during the Conference, Its -purpose
is to record the issues on- which there was & general consensus of
opinion, although in some cases agreement was not unanimous.

The present text, which has been kept as brief and concise as
possible, outlines the broad features of the fiscal reforn required in
the Latin Admerican countries to expedite their development., The
specific views of each participant are set forth in the summary records
of the various meetings, which are given in Part II of this report and
will be included, duly revised and corrected, in the final publlshed
version, l

/collect those
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colleet those in forcegg/ While the great masses of the population bore
considerable fiscal burdens, through indirect taxes of various kinds, and
also through personal taxes deducted at source, the benefits accruing from
the ownership of ecapital - whether in the form of income, of capital gains

or of the spending power.derived from the ownership of wealth as such -~
largely escaped taxation, Considerations of equity and of expediency alike
required that any major reform of the tax system should ensure that the
propertied classes, as well as the working classes, paid their due share of
the common burden,

22, There was agreement that a comprehensive reorganiation of the existing
fiscal systems was urgently called for, and that it should encompass a reform
of the structure and administration of existing taxes so as to improve their
yield, as well as the intrecduction of new taxes,

23+ The participants recognized that the social, polltlcal, 1ega1, and
administrative characteristics of the various Latin American countries
differed, and that fiscal reform, to be.effectively put into practice, must
be consonant with local characteristics. However, recognition of such
considerations did not imply a modification of the objectives or a reduction
of the required pace or pervasiveness of tax reform, It was essential, if
the goals of accelerated development and improved distribution were to be
achieved, that countries should overcome, by special efforts, such barriers as
might in the past have prevented a comprehensive fiscal reform,

244 The participants, while firmly supporting the need for raising public
revenue and expenditure, were equally emphatic in insisting on the improve~ .
ment of expenditure policy, Even in the face of today!s inadequate revenues,
it was recognized that much wasteful expenditure was undertaken in the Latin ,
American countries, Greatly improved methods of over-all investment planning,.
of project evaluation, of checking the performance of publie sector operations,
and of control over current expenditures of Govermments, were all essential
if the burdens of increased taxation were to bear the fruits to which the
Conference aspired, | '

9/ The problems of tax administration were considered during the Conference
held at Buenos Aires in October 196L. While the Santiago Conferencs
dealt with the problems of fiscal policy, it was recognized that in
practice neither subject can be separated from the other,

/25« The
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25. The majority of the participants agreed that the most impertaht
aspects of a reorganization of the fiscal systems of Lstin America related
to the follow1ng. .

(a) The reform, sxmpllflcatlon and up-datlng of the system of
indirect taXatlon,

(b) The creation of a comprehen51ve unitary system of progre331ve
personal income tax, which included the taxation of capital
,galns both on movable and inmovable property, supdlepented by
a netwealth tax where feasible;

(¢) The collection of more revenue from taxes on urban and rural

| property, whlch would be cdditionnl to porsonal income tnxes on
the income derlved from such property and which should also
be co-ordinated with other forms of special taxation of
income from prOperty, _

(g) The strengthenlng of ehe system of 1nher1tance and gift

| taxation;

(s) The plac1ﬁg of publlc enterprlses on a self-sustalnlng ba51s
through the adoption of adequate rates for services rendered;

(£) The harmonization of the tax ‘treatment of the income of
foreign enterprises and the taxation of income which residents

- received .{rom bbroad, B

(g) The creation of a fiscal climate which, with the cautious use
of incentives,sould be attractive to the formstion of private
lcapital and!its investment in preductive enterprise;

(h) The reform of budgetary pract.iees and the inclusien in
budgets of the operatlng ‘results of autonomous agencies; and

(i) The establlshmant of an objective and co-ordinated system
of tax sdministration, using each tax to give more solidity

" to the others, so as to guarantee that the benefits of
substantial reform would not-be'losf‘in adniinistrition,

26. Though these measures are dlscussed separately, the Conference

recognized the gre*tlmportance of con51der1n$ the merits of any tax system,

not on the basis of the effects of 1nd1v1dual taxes, but on the baszs of

the total impact on the economy of the system as a whole.

/27. As
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27. As regards the reorganization of indirect taxation, it was generally
felt that such taxation as at present administered was unnecessarily
complicated, had undesirable economic effects in distorting the price
system, and was also inefficient in terms of yield. It was felt that

the reform of the exdsting systems could be so designed as to produce
significant increases in yield and substantial improvements in progressivity
while mitigating the economic distortions which such taxation involved,

28. Substantial increases in yield, together with important administrative
simplifications, could be achieved by removing the multiplicity of specific
taxes that now existed on articles of mass consumption, and by substituting
in their place a single sales tax with a low rate and a broad tax bhase,
Improvement in progressivity, as well as further augmentation of yield,
could also be achieved by levying more severe excise taxes on lwwury goods
consumed predominantly by the middle and higher income groups.: Lwqury
items imported from abroad already bore substantial import duties in

most cases, bub there was no similarly heavy indirect taxation of home-
produced luwxury articles, which now, in some countries, accounted for the
greater part of luxury consumption,

29, Some of the participants considered that there was a case for
substituting a vniform value-added tax in replacement of the existing

sales and ercise taxes, Such a tax would be payable by enterprises on

the difference between their total sales and their purchases from other
enterprises - a difference which was approximately equal to the sum of the
net incomes generated (in the form of profits, wages, salaries, interest,
and renit) by each enterprise.,. A value-added tax, by yielding independent
information on the sales of interprises,would alsc provide the basic
framevork, for a more effective adninistration of the whole tax system.

30. With regard to the personal income tax, most of the participants
believed that the Latin American countries should aim at the introduction
of a unitary system which encompassed all forms of income. It was desirable
that a capital gain should be recognized and taxed whenever there was a
change in the ownership of either mobile or immobile property - irrespective
of whether it was by way of sale, gift, or inheritance, In conditions of

substantial inflation, it might be advisable to make some allowance for the

/increase in
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increase in the price level in c¢alculating the net gain on capital assets.
There was also justification in principle for taxing the imputed rent of
owner-occupied dwellings in order to provide equal treatment between
owners and renters.

31. It was agreed that an essential requirement for the efficient
operation of a personal income tax system wasthat the rate schedule

should be both simple and not immoderate. While it wags thought that the
exemption levels should be higher in relation to average per capita

income than those obtaining in the developed countries, it was felt that
the existing exemption levels weretoo high in many cases. The participants
agreed that there was no point in starting to levy tax at a very low rate,
as wasthe custom in many Latin American countries, and that there were too
many separate tax brackets. It wasalso an essential precondition of an
effective system that the maximum marginal rate of the tax should be
moderate. Excessively high marginsl rates made it impossible to extend
the tax to all forms of income (for example, capital gains) or to eliminate
nurerous exemptions. They also made it impossible to secure the willing
co-operation of the taxpayer; theywere the cause of much waste of time and
talent in the search for tax loopholes; and they created too creat a
temptation to corruption and bribery. Hence they were not productive of
revenue,lg/

32. The Conference gave special attention to the administrative problem
of calculating agricultural income for purposes of income taxation. While
there was almost universal agreement that some form of presumed income
rather than actual income had to be used, there was a difference of
opinion with respect to the best way to determine such income. One group
suggested that presumed income should be calculated on the basis of
average yield of lands with similar characteristics. Others cuestioned
this method as requiring information and technicians not at present
available, and suggested that some fraction of self-assessed valuation of

~roperty be used as a megsure of presumed farm income.

10/ Socigl and economic conditions in each Latin American country will
dictate the appropriate minimum and maximum marginal rates, but for
illustrative purposes it is suggested that the minimum chargeable rate
for income in excess of the exempted amount should be about 10 per cent,
and the ceiling marginal rates should not exceed 50 or 60 per cent.

/33. The
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33. The participants were agreed that the ounership of property cenferred
advantages which were distinct from and additibnal'td'tﬁe'income derived
from such property. It was suggested, therefore, that in addition to a
progressive income tax there should also be a tax on net wealth of -.
rindividuals or families, For that purpose "wealth" should include
property.in the form of real estate and financial aséeté_— as well as
valuable personal possessions - and 'met wealth" should be the excess -
ol the value of such property over liabilities, " Such a net wealth tax
should be levied at relatiﬁely_low rates on the wealth in oxcess of some
feasonablo multiple of the per capita national income., It was recognized
that the net wealth tax fequire& a high degree of efficiency of tax
adninistration; and therefore its'introduction in the near future might only
be advisable for countries possessing those administrative prerecquisites,
Bh.IlWHile the majority of the participants felt that such a tax sheuld be
progressive,, wvith low rates (rising, say, from 0,5 per.cent'to no more
than 2 per cent on theieress of wealthover the exanpted.amoupﬁ), a
substential minority"félf'that the tax should be proportional.
35, The participants agfeed that the administration of the incone and
net wealth taxes could be greatly improved if the individuel taxpayer -
were legally required to make é'regular,and full disclosure of all the
real properly, stocks,'shares,.etc., owned by him, and if the tax
cuathorities had legel powers to verify the completeness and accuracy
of the taﬁpayer‘s returns. ‘
36, Legel and administrative procedures should therefore be estatlished
which would enable thé beneficial ovmer »f irmovable property and of finanecial
nucets to be identified. That required the compulsory registration of
all real property in the name of the 5eneficial owner and the adoption of
imeans whereby the ownership and transfer of securities (including bearer
sheres) were comprehensively registered with the tax authorities.
37. fn efficient administration of the income and real property taxes
8150 recuired The establishment of'sﬁitable procedures foérthe valuation
of cuyitel assets at their apﬁroximéte_market value. Under pfesent .
concitions in Latin America that required a significant strengthening
of both the technical and administrative capacity of tax enforcement
authorities, S |

' /38. The
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38, The participants were agreed fhaf_in the setting of corporation

income tax rates countries should balance the following considerations:

the rates should not be set so high as to discourage domestic investment

and risk-taking; on the other hand, the rates should not be set so low as

to forgo substential amounts of tax on the income of foreign enterprises
where, 25 was typically the case, a reduction of the tax paid by such
entérprises to the particular Latin American Govermment would only be

offset by a corresponding increase in the tax payable.by those same ,
enterprises to the Covermments of their home countries, While some,
progression in rates might be justified to favour small businesses,
continuous progression through all income levels,.similar to that applying
in pefsonalAincame tax systems, should be avoided, .Such continuous
progression invited éorporate split ups and evasion, impeded the exploitation
of economies of scale, and rewarded inefficient firms by taxing them at
lower rates precisely because their profits were lower than would have been
the case had they been efficient,

39. It was felt that an effort should be made to rationalize the taxation
of income from.gifferent classes of property, Traditional taxes in that .
area included the corporation income. tax, the tax on urban real estate,
and the tax on agricultural ﬁroperty. It was felt that, in the interests -
of equity and also of an efficient allocation of resourrces, the different
forms of capital should bear an appreximately equal weight of tax, when
income and capital taxes were considered together, That consideration .
suggested the possibility of imposing, where they did not already exist, .
additional special taxes on those forms of income from capital - such

as the profits of unincorporated enterprises, and the interest paid by.
business firms - which.at present did not bear any tax comparable to the
corporation income tax, )

40, Taxation of urban real estate and agrlcultural property was based

in most countries on completely out-of-date valuations, and was in urgent
need of reform, both to provide an important source of revenue and also

to serve major economic and social objectives,

/ii. In
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41, In countries where the ownership of land wes highly concentrated,

and where the'prevalence of absentee ownership militated against the
introduction of prrogressive techniques in agriculture, a progressive
agricultural property tax wesa potent instrument for inducing efficient
use of land, for creating a freer market in land, and for promoting

the objzctives oi agrarian reform.

42, The basic problem in the taxation of urban and agricultural
properties was to obtain adequate assessments, i,e,, to determine the

tex base, The participants considered two methods as possible substitutes
for a supnplement to the traditional one of direct valuation by fiscal
oflicers, |

43, The first was the method of self-assessment - the declaration by
the ovmer himself of the value of his property. That declaration
would be placed on public record, and any individual or enterprise would
be free to make a bona fide bid to purchase the property. 1In the event
of such a bid exceeding the owner's declared value by a significant
amount (say 20 per cent), the owner, if he chose not to sell, would be
recuired to revalue his property up to the amount which was bic., In
that case the maker of the frustrated bid would be entitled to a premium,
vhich might be in the amount of the extra tax obtained in the first year
following the revaluation of the property. Where inflationary problems
wareo: serious dimensions, provision would have to be made for the
autouetic readjustment of assessed values during the period between -
successive declarations recquired of the owner,

44. Some participants thought that the self-assessment system was
lik=ly to be superior to the traditional syster even where the latter
system was well administered; cthers considered self-assessment to be
desirable over a transitional period during which the administrative
means would be developed for an adequate assessment by fiscal officers,

A further group felt that the principle of self-assessment was a good
ohe, but that the mechanism for enforeing proper declaration should be
legislation authorizing the fiscal authorities, on their own initiative,
to acquire properties at the values declared by their owners, That variant
hed in fact been applied by a nwibur of countries in the implementation of
thelr agrarian reform.programmes.,

/LI-SO The
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45. The second nethod, considered in the case of agricultural but not
urban propert:, was the assessment oi land on the basis of its potential
yield, taking into account the data provided by codastral surveys.

46. The Conference felt that there should be progressive taxes on

inheritance complemented by similar taxes on inter vives gifts.

Those served the purpose of reducing the importance of inherited wealth
in the distribution of wealth and income - an objective which is
distinct from the general goal of progressive taxation, namely that of
reducing economic inequalities., If the recommendations made above
concerning the full disclosure of prorerty in connexion with income tax
vere adonted, the administration of inheritance and gift taxes would no
longer vresent special difficulties, A

47.. It was felt that many Latin American republics fixed the prices of
services provided by public enterprises at unjustifiably low levels,
thus depriving their Govermments of an important source of revenue,

It was not oft.n realized that the greater part of these services Was
sold, not to the final consumer, but to private enterprises, with the
eiffect that the profits of private enterprises wereartificially raised
at the saae time as the profits of public enterprises werekept at low
or even negative levels. The participants felt that a reasonable goal
of price policy for most public sector enterprises would be to obtain
profit rates comparable to the gross-of-tax profit rates achieved in
tne private sector. That was especially important in Latin American
countries where the »nrofits earned in public enterprises could provide
a. significant source of financing for the needed expansion of their
operations.

48, It uas likewise felt that in the countries of Latin fmerica the
provisions of the law relating to foreign enterprises wererelatively
better adminilstered than other provisions, However, attention was
crawn to the fact that in a number of countries substantial concessions
might hove been granted to attract foreign investment, That was particularly
true wheri the problem wasconsidered from the point of view of the group
of undeveloped counuries as a whole, Concessions made by any one

counttry, il successful, were more likely to divert the flow of funds from

Jother countries
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other countries than to increass significantly the total flow of such
funds, In addition, attention was draun to the fact that it was possible
in some cases for international companies to understate the valve of
their exﬁdrts -~ or to overstate the value of their imports = and therevy
show ¢ smaller profit on their local accounts than the true profit
arisin,. from their local operations. The Conference felt that both for
the purpose of limiting uncue concessions to foreign gompahies and for
e purpose oftascertaining the true profit of such companies to be
taxed, there was need for international consultations, aimed at the
adoption of ‘uniform principles in the tax treatment of foreigh enterprises.
49. The Conference felt that there was a strong case on equity grounds
for eAuendlng the liability for income texation to 1ncomc received from
abroad - as wasalready the case ininost Duropean‘ana‘horth American
countries‘; particularly since the residents of many Iatin American
countries’ mwmed very substantial amounts of capital abroad. It wes felt
thet in order to enforce sucit provisions the co-operation of foreign
countrics should be enlisted to provide information of income received
by residents of Latin America, Ttwas known that soue countries already
providé such information on a mutual basis under international tax
treaties, o
50, The participents recognized that tax incentives could be & potent
instrument of economic policy, both to induce resoufges into desired
uses and to impede their use in less desired areas. Those incentives,
novever, had in the past had the effect of producing substantial

wreive losses in most cases, while proouc1ng limited or even negligible
o3t Live economic effects in many others. It was essentlcnl therefore,
that extreme caution should be exercised so that taz: 1ncent1ves had a
high expectation of producing the desired effect u1th nminimum loss of
pevemmie; -and 1t wes a reasonable goal of policy, when incentives in a
nerticular: direction were contemplated, to contrive methods which accomplished
this aim without any revenue loss, In the particular caseof investment
incentives, it was noted that it wmsnot easy to devise and a&nlalster an
efilclent system, and that the use of these Ancentives vasumore poweriul
in influencing the character of investment than in increasing total

invastrent,
"/51, The
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51. The Conference vas in agreement in applauding the recent trend
toviard the develorment of common markets among the Latin American
countries, It was noted however that as successive reductions of

trade restrictions occurred, they might create transitory fiscal
difficulties for some of the participsnt countries, The Conference
elso emphasized the need for preventing differences in fiscal provisions
among the countries involved from producing undue distoriions in the
patterns of production and trade, and stressed the importance of further
research in that area,

52. The participvants indicated that for the implementation of reforms,
the administration of the tax system, and the analysis of the effects

of taxation, there was an urgent need for improvement in the cuantity
and cuality of statistical data, and for a substantial augmentation

of the supply of technical experts of the highest professional capacity.
They urged that Governments and international agencies should continue their
present efforts and undertake new and additional measures to accommnodate
those needs so as to make the {iscel reforms which had been the subject

of the present Confercnce as effective as nossible,

/ANNEX
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FISCAL POLICY IN LATIN AMERICA'S ECCNQMIC DEVELOPMENT

Mr, URCUIDI said that the fundamental problem of fiscal policy in
latin America today was the lack of a prior définition of development
policy. However fiscal policy was defined, and irrespective of whether

it was assigned a broader or narrower scope, it was very difficult to
carry out a consistent and rational fiscal and fimancial policy until
such time as Goverhments, politicallforces and private sectors agreed‘on
a minimum development plan or programme establishing sectoral targets and
recognizing the work that both the public and private sectors must carry
out to achieve it,

The formulation of adequate development programmes had not made much
headway in Latin America and the implementation of important aspects of
develepment policy was deficient. In thosé circumstances, many of the
measures that formed part of fiscal policy were proposed or adopted
without a clear understanding of the purposes they were intended to
achieve.or of their probable effects., Most of them were adopted rather
to meet pressing financial needs or public expenditure or for the purpose
of promoting or restricting :some form of private activity.

However, there was an increasingly clear feeling thas the trend
towards development programming would haﬁe to be accompanied by a re— -
shuffling of ideas on financing and on the use of different fiscal instru-
ments, and that any public or private investment plan be in keeping with
a fiscal and financial plan formulated with the utmost possible precision.

Fiscal policy could not be more precise than development plans; but
that did not prevent evaluating it in terms of the targets that today
were accepted as essential components of any development policy in Latin
America, namely the need to increase the relative volume of public and
private investmént and to change its sectoral composition, to increase
the public sector's current expenditure to provide essential services
for economic development, and to improve the distribution of income.
Fiscal policies could and should adhere to these aims at any rate in a
very general way. »

/In order
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In order to do so, efficient methods should be adopted for the
formulation and control of fiscal policy. In that comnexion, it should
be stressed that the financial administration of a country needed a
unified command: the Minister fbr Finance should be in a position to.
coordinate taxation, expenditure and borrowing policies at all levels:of
government, as well as the financial and price or tariff ‘policies of the
semi~public sector, including social security, state banks, and the
agencies responsible for regulating supplies,

Fiscal policy was the whole body of measures relating to the tax
system, public expenditure, contracting of internal aﬁd‘external debt
by the State, and the financial operations and situation oﬁ the autonomous
and semi-public agencies and bodies, through the medi&m of which the amount
and distribution of public investment and consumption as components of
national expenditure were determired and the volume and composition of
private investment and consumption were directly or indirectly influenceﬁ.
The definition implied that the influence of fiscal policy on economic
and social development depénded in essence upon“ﬁhat gach country con-
ceived to be the role of the State, Paradoxically enough, even if it
were assumed that in any given country the idea prevailed that the State-
should have as little as poséible to do with matters of infrastructure
and that it should only exceptionally undertake activiti=zs directly
related to production or distribution, fiscal policy would Ee.just as
sigmificant and important as in cases where the State playe& a substantial
part in the creation of the infrastructure of developmént or in the .
establishment of agricultural, industrial or distribution enterprises,.
gince it was responsible for guiding the multifarious decisions taken with
respect to private investment and consumption, reconciling them with
natiopal economic development aims and adapting their tempo and distribution
to the requirements implicit in the aims in question. _

At the time of speaking, most of the Latin American pountrigs.were
closer to the first than to the second extreme. There were few countries
where the public sector accounted for more-than 15 per cent of natiocnal.
expenditure, where public investment exceeded 33 per cent of total gross
investment, or where tax revenue represented over 12 per cent of the gross

/product. Consequently,
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.product. Consequently, a fiscal policy conceived a2s a harmonious and
consistent whole and defined with proper clarity was, in such cases,

of supreme importance to programmes for the accelerated economic develop~
ment of latin America, since the behaviour of the private sector would
largely condition the results achieved.

That over-all concept of fiscal policy was not confined to the tax
measures adopted by a country's central or federal Government, but also
covered the sphere of state or provincial and municipal authorities. Any
incongruities between the measures adopted by a central Government and a
provineial authority, for example, might adversely affect the rate of
private investment and exert an unfavourable influence on specific cate-
gories of productive investment. Similarly, the field of fiscal policy
had to be extended to embrace autonomous or semi-public agencies and
enterprises that were wholly or partially owned by the State, including
official banks.. If the tariffs or prices charged by such bodies were
high, their effect was the same as that of a tax; if, on the other hand,
they were low; they really represented a subsidy to the groups or sectors
making use of the goods or services concerned.

Ancther special case that merited separate consideration was that
of social security institutions, insurance and pension funds, etc, In
some countries, the tripartite nature of the contributions to such institu-
tions made it doubtful whether they could, strictly speaking, be regarded
as belonging to the public sector. However, in view of the significance
of social security systems for the community as a whele, it was necessary
that they should operate as part of that sector, since the contributions
made by workers and employers were analogous to a tax assigned to a
specific purpose, and the current surplus of income over expenditure
(after the transfer of funds from the central Government to the Institu-
tions in question had been taken into account) was often one of the
principal sources of saving in. the public sector; moreover, invesiment
in hospitals, welfare centres and housing by social security agencies
frequently acted as a substitute for the investment that should be directly
effected by the State,

/Another factor
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Another ractor in fiscal policy that was nat always fully recognized
was the ‘contracting of debt by the different branches of the public sector,
The internal-ofzgxternal_indebtednéés of the central Government or of
a provincial or municipal authority presented no problem, but difficulties
did arise in relation to finéncial transactions in the. subdivision consti-
- tuted by semi-public ageqciés and enterprises. To be consistent with

the theory hitherpo_susté{ﬁed, debts contracted by semi-public enterprises

“should be treate@,;s an aspeciiof fiscal policy, with the possible excep-
tion of short-term commitﬁéﬁts (for less than a year) entered into purely
for the purposes of current or eash operations.

Fiscal. policy should ‘also be taken to include exchange measures and
the activities of central banks as well as the control mechanisms established
by the State to f@cllltate the marketing of erops, guarantee minimum rural
prices, absorb preduction surpluses, and regulate supplies and stabilize
prices of food in urban areas. X

To sum up, the legitimate field of fiscal policy was extremely broad,
although'in practice it was clearly difficult not only to arrive at the
figures whereby the policy in question could be expressed in quantitative
terms, but also to overcome the administrative, legal and political obstacles
- to the unification of fiscal and financial policy under a. single authority,
With regard to the obgectlves of fiscal poliey, those directly linked

to economic development were ~of more ‘importance than those of a social

''.nature, and were three in number°' (a) to create sufficient public savings

to cope with the estlmated volume of publlc investment, and to collect,

by means of 1nternal and external borrowing, such additional resources

as it might be prudent to obtaln from private -or foreign savings; (b) to
absorb. from the. prlvate economw, by the most equitable and efficacious
means, the 1ncome reqplred to cover the provision of those public services
which the commun;ty regarded as "indispensable or desirable; and (c¢) to
manipulate varioﬁs tax, ex@enditure, exchangse, price or rate~fixing amnd
other instruments, in such a way as to provide the private sector with
sufficient incentives to generate the volume of savings required for
econoic developﬁenf and to effect its proper share of investment.,

e /The foregoing
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The foregolng bas1c obgectlves meght be supplemented by others in
respect of which flscal policy could play a useful roie, without neces-
sarily being the best or the most d801SlV6 1nstrument. One of them was
the modification or compeneatlon of short-term fluctuations in the economy.
In that case, fidcal policy alone, without the support of other aspects

of government policy, could not assume respon31b111ty for stabilization.
vithout neglecting objectlves of more fundamental importance.

Another aim in which fiscal policy could co-operate, without being
‘the most appropriate instrument, was the improvement of income distribution.
But a more progre551ve income tax, and the various forms of taxation on
net wealth and on luxury private expenditure, did not really reduce the
disparities between 1evelsro£ personal inoome. Such iocomes might con-
tinue to be generaeed'just és uﬁequIIy as before, in consequence of a -
country!s agrarlan, commerclal and industrial structure. . . ,

Where taxatlon was concerned a tendency had been observable in Iatin
America in recent yeers to rely more on direct than on indirect- taxes, at
least in central gcvernment taxation, especially income. tax. If a tax
structure was to be efflcaclous, it had to be in line with country's - .
institutional life, viewed both in retrospect and in its current patterns,
and it also had to be properly in keeplng with the ends pursued. :Conse--
quently, efficient fiscal and administrative technlque nust be combined
with sound political judgment if a tax reform was to be anything more
than a mental exercise and was to have the backing of the taxpayer. In
that connexion, perhaps the first step ought to be a careful revision of
many Jjuridical theories which might be unnecessardly'cramplng the concept
of taxable income, especially in relatlon to individuals, or which in one
way or another tended to lessen the effect of progressive rates. The
points which should be elucldated and reviewed lncluded the ideas of
imputed or potentlal 1ncome from rente, equlty or inequity in respect of
family exemptions or allowances at various income levels; retroactivity-
in taxation on capital gains accruing fron immovable property; and income
deriving from common property in the case of married couples,

' | /In most
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In most of the lLatin American countries the income tax system was
schedular, with the resudting serious drawback that it precluded the
equitable application of family allowances and left room for inequitable
taxation on income from different sources through different progressive
or proportional rates. It seemed essential that an attempt should be made
to simplify income tax in the sense of making a single rate applicable to
consolidated personal income and fequiring returns from all persons whose
income level exceeded a specified and relatively low figure., Nor should
efforts to improve the income tax system overlook incentives to investment,
which could be safeguarded by the adoption of scales that were not over-
progressive and whose average maximum rate did not exceed about 35 to 40
‘per cent at very high income levels.

The problem of incentives to investment might be more significant,
however, in relation to taxes on the gains or profits of enterprises thén
in reiatioﬁ to taxes on personal inééﬁe, and that important aspect of tax
policy had possibly been neglected iﬁ latin America. Although there were
various types of reliefs, the existihg system of tax exemptions had not
been preperly rationalized with réspéct to its effects on investment. Accel~
erated depreciation had the‘advantége; in relation to exemptions, of being
accorded in reépect of investients already made and not of possible future
investments subject to various coﬁtingehcies. In addition, it was a more
positive instrument, since it could be applied in different ways to
different branches of industry and could thus be adapted to the.growth
projections incorperated in industrial development plans or programmes.

Zeal for modernization and improvement of the fiscal system should not
lead to neglect of indirect taxation. Export taxes were in some measure
a substitute for income tax as applied to primary activities, and had been
particularly useful where the need had arisen to impose taxes promptly on |
the windfall - profits accruing to exporters from a currency devaluation '
or an unexpected and abrupt increase in internationzl prices., But it was
a2 clumsy and inequitable device, since it did not differentiate between the
various levels of productivity and efficiency normally reflected in costs,
and wos shifted back to the weakest link in the chain of production

/and distribution,
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and distribution, almost always reaching the agricultural worker. Other
taxes on transactions should be regarded primarily as a source of Govern—
ment revenue, which meant that they should be sufficiently low, in ad
valorem terms, not to discourage production or mass-consumption patterns,
but sufficiently high to make a substantial contribution to tax revenue,
However, no Government should negléct the opportunities that existed
~ even in conjunction with the trend towards imposing general sales or
gross income taxes ~ for establishing special rates in respect of particular
types of consumption that were associated with the higher income groups or
were subject to more pronounced income-elasticity. OSuch taxes, besides
representing an addition to fiscal revenue that might be. considerable,
constituted an equitable suppiement to personal.income tax and forestalled
evasion by expenditure ouﬁfof unreported income,

Import duties were becoming increasingly difficult to rationalize from
the réveniie standpoint, As industrialization progressed in Latin America
and the scope of tariff protection was extended, import duties, if they
were to be effective as a protectionist device, would have to become less
effective as a revemue instrument,

A special type of taxation that in some countries amounted to an
important or even the principal source of public revenue was that applied
to the profits and activities of foreign investment in primary commodities,
Such taxes could be justified not only from the political standpoint but
also on economlc grounds,In that connexion, two arguments stood out:

(a) the extraction of primary commodities implied a drain on natural
resources calculated to weaken the country's future economic capacity;

and (b) such activities had often involved an inordinately rapid distor-
tion of the economic structure which had made it more difficult to develop
other sectors of the economy, Additional taxation on the foreign invest-
ments concerned would offset those negative factors, and would be an
important element in fiscal policy if it were used to support economic
developrent programmes through public investment in the infrastructure

and through the finanecing of expanded domestic investment in agriculture
and industry.

/Tax reforms
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Tax reforms would be difficult to justify unless at the same time.
the Governments of Latin America formulated and carried out public
expenditure peplicies that were more in line with the development .and
welfare aims they had undertaken to achieve, The technique of progranmme
budgeting, as yet applied only on a limited scale in lLatin America, o
appeared to be the most suitable instrument for ensuring that public
expenditure became more effective. By its means the Government budget
could be reconciled with development plans, but its adoption entailed
special training of budget office personnel and administrative or legal
reforms. _ _ . :

Some semi-public bodies had difficulty in financing their own invest-
ment, but-others were. possible sources of savings or revenue for the
treasury. They should at least be spurred on by the desire to serve the .
community as productively as possible, and should aim not at unduly. large
profits but at providing low-cost goods and services, creating financial,
reserves for future expansion and adding to the over-all resources, of
the public sector, : _

With regard to internal contracting of debts, it was important to
consider a problem closely related to monetary policy: that of the limits
of such borrowing. Capital markets in Latin America had not much absorp-
tion c¢apacity, and it would be inexpedient for the Government to compete
in them with the private sector. However, it could create, within the .
banking system, a growing market of internal debt issues, provided that
selective credit controls were maintained. _ _

External borrowing was subject to one general and several specific
limitations. The general limitation consisted in the borrcwsr country's
future capacity to pay. In determining it, some part was played not only
by export prospects for goods and services, but also by the success of
the development programme with respect to import substitution resulting
from an increase in domestic production capacity in relation to the
growth of aggregate demand, If the margin of external borrowing was to
be broadened, dynamic import substitution would in its turn have to be
based on a coherent public and private investment programme an@, of

/course, on
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course, on the complete and efficient utilization of domestic savings;

in other words, there was a link between the possibilities for contracting
debts and fiscal policy, Specific limitations included the credit patterns
followed by the international agencies, and the inadequate capacity of |
fiscal policy to atiract foreign private investment.

The enumeration of all the foregoing important aspects of fiscal
policy clearly showed that fuller and better studies on the subject were
required., OSome recommendation might emerge from the meeting on the need
for such studies to be carried out -and for the private sectors to co-
operate in the working out of fiscal policy.

Mr, PAZOS said that Mr. Urquidi's paper on Fiscal policy in latin

America's economic development was the best over-all study on the subject

that he had read, and that he fully endorsed most of its arguments and
recommendations. There was one point, however, on which he was not in
agreement, namely, the secondary role assigned by Mr., Urquidi to fiscal
policy as an instrument of income redistribution,

Before reading the paper under discussion, he had reviewed the
instruments and policles which the Latin American countries could use
to improve income distribution, and he firmly believed that in existing
circumstances the only instrument whereby that aim could be dchieved over
the short term, without causing serious distortions in the Latin American
economies, was fiscal policy.

He had arrived at that conclusion after careful consideration of a
nunber of non-fiscal measures: (a) promulgation of legislation to raise
wages; (b) promulgation of legislation on minumum wages; {¢) strengthening
of workers'! organizations; (d) intensification of competition between
the producer and distributor enterprises (limitation of-monopolies):

(e) payment of subsidies for foocdstuffs and/®r other%essential goods
and services; (f) promotion of technical advances in the agricultural
sector, in order to expand food production and reduce costs; (g) agrarian
reform; and (h) improvement of the productivity of labour as part of the
developmeﬁt process,

/Generally speaking,
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Genefally speaking, the first three measures did not have the effect
of increasing the real income of wage~earners, because as a rule the prices
of essential goods rose accofdihgly. The fourth was difficult to put into
effect in countries with mrkets as restricted as those of latin America,
The fifth was réaliy an aspect bf fiscal policy and had been mistakenly
associated with the rest; and the remainiﬁg three failed to influence
income distribution rapidly enough. | ,

If the foregoing analysis was sound, aﬁd'if the fiscal instrument was
rejected as a means of appreciably redistributing domestic expenditure in
favour of the lower:indbme brackets, the app?lling disparities in standards -
of living that were prevalent among the Latin American peoples would be
indefinitely perpetuated, o _- o , o

In the context of the poséibilities_pf fiscal policy as an instrument
of redistfibutionlof igcome, he compared income‘diétribution.in the
industrial countries with the situation in latin America. There was a -
good deal more inéquality in the latin Aﬁeripan countries than in the
highlyaiﬁdustrialized group, for whereas in Canada, Japan, the United
Kingdom and the United States 10 per cent of the households in the higher
incone brackets'received about 30 per centlof monetary income, in Mexico —
the corresponding.figu:e had been as high as 46.7 per cent in 1957, while
in Venezuela it had amounted to aboutuhsiper cent in 1958, Although those
were only aﬁﬁfoximate figures, vefy‘similar results were obtained when .
other méthods of calculation - also approximate - were adopted, The
application of such methods to other lLatin American countries showed that
there too income distribution was much the same as in Mexico and Venezuela,

As fuller information was currently available on income -distribution
in the Latin American countries, the time had come to mod;fy earlier ideas’
~ 3till upheld by Mr. Urquidi - as to the narrowness of the tax base for
income tax in the economies of the region. The great concentration of
income in the hands of the top decile of tﬁe population afforded a splendid -
basis for income tax and for the tax system as a whole, On the .assumption
that 45 per cent of the personal income accruing to the highest decile was
equivalent to 37 per cent of gross domestic production, and that income
tax took 20 per cent, the revenue thus obtained would amount to 7 per cent
of the gross domestic product, instead of the 2 per cent postulated, a
figure which in any case was probably higher than the average for the

JTatin Amariane
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latin American countries. DMoreover, if taxes on luxury consumption,
after payment of income tax, tock 20 per cent of the income of this
upper stratum of the population, the corresponding revénue-would be
equivalent to 6 per cent of the gross domestic product, which again
would be a figure in excess of that assumed. By means of those two
items, the benefits of the expenditure of the top decile could be
effectively redistributed among the remainder of the populaﬂioﬁ; to an
amount. equivalent to 7 per cent of the gross domestic product.

However, the possible effects of such a redistribution on the top
decile would have to be taken into account. The assumption was that the
volune of investment would decrease, as a result of diminished résources |
and a reduction of the incentives to invest. As far as the first of
those factors was concerned, it was currently recognized that (as o
Mr. Urquidi himself had acknowledged) the decision to invest had no
cornexion with prior formation of savings and that probably personal
savings represented a relatively small fraction of private saving in
the Latin American countries., BEven so, it was possible that private
saving might decline at first as a2 result of redistribution, but.in all
probability coﬁSumption would be readjusted after a year or two and the
level of saving would rise as high as or even higher than before.

With respect to the reduction of investment incentives, and the
decrease in investment which Mr, Urquidi feared might result, he thought
that was unlikely to happen, for several reasons: first, because the
bulk of real and diréétly productive ihvésimeht was efiected by corpora-
tions ~ which should be taxed at a uniform and not unduly high rate,
and should not be subject to progressive‘taxation - and saving on their
part would increase inasmuch as a hiéh'personal income tax discouraged
the distribution of profits; secondly,.because the action of the higher
income groups was not prompted solely by desire for profit but by other
motives, and they would continue to invest in order to keep their
establishments ahead of their competitors; and thirdly, because the
limitation of their gains also limited the investors' fear of risks.

In view of all the arguments he had put forward, he thought it might
be suggested to the Latin American countries that they should tax persons
in the highest-income decile of the population more heavily in order to
increase fiscal revenue by the equivalent of 5 to 10 per cent of the gross

/Mr. PINTO
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Mr. PINTQ agreed in general with the observations made by Mr. Urquidi,
but said he would like -to enlarge upon one or two points that he considered
to be particularly important . o

The first concerned the scope of the State's sphere of action in
Latin America and the nature of the instruments it employed. The region
was not yet fully aware of the scale and variety of the resourccs and
instruments at the disposal of its Governments ~and tcndcd to asséss them
according to the share of public- expenditure in the gross national product
which did not give u true picture of the .situation. It was thought in
some circles that the State had a4 limited. field of action, but in many
Latin American countries the Governments had almost complcﬁe'authofitj
over foreign trade, the monstary system, public"utilities, some basie
industries, the social security systems and wage and Salary ncéctiéticns.
In fact, the State had a greuat potentldl at 1ts disposal whlch wd.s often
not used to its full extent. o

Its failure to make -use of it was largely dce to the constant
addition of new agencies to the public sector, which simply cveflaid the
traditional administrative machinery without replacing or being assimilated
into it. The ensuing duplication of work and responsibilities could be
found in other parts of the world but was particularly marked in Lstin
America. ‘ . , ) ’

'A minor but still significant factcruwac the widespread tendency
to regard legal provisions and their administrative corcilaries'as
substitutes for practical solutions. _ | :

The inability to make good use of the resources and mechanisms at
the Stute's disposal was, however, not attributable to those factors
alone. He himself thought that the main reasons were twofold:_firstly,
the fact that the State's responsibilities and, by extension, its
relations with the private sector were not cleérly defined in terms of
pelicy. In many influential circles the parﬁicipaticn of the State was
still looked upon as proper for emergencies only instead of as a normal

dnd indispensable part. of the economic development, process. There was
a tendency to ‘toke full ~dveontoge of such concepts os "free. entcrcrloc“

riaile igndring the-public responsmblchles 1nvolved thercln. Thic divorce:

/between words

B W TTHe g



T/l 129038
Pago' L1

between words and deeds had not prevented the State from acting but it

had undoubted}y hampered the rationalization of its agtivities and ereated
antagonism between the public and private secters. Tﬁe second reason

was the diffieulty of adopting criteria and taking deeisions in particular
gsectors or situations in the absence of an 1ntegra§ed economic pollcy and
an over-all picture of the aims pursued.

With reference to Mr. Urquidi's remarks on the problems besettlng '
public enterprlsee, he first wished to lay stress on the increasing impor-
tance of Stdte-edmlnistered productive emberprises which, in view of the -
more complex and exdctlﬂg ‘stuge of development thut the Id&ln American
countries were entering upon, would muke government dction, elther in’
isolation or 1n close association with the private sector, 1ndlspenSable

One qpestlon that still remained to be clarified concerned the
eriteria by which the efficieney of public or semi-publiec enterprlses was

to be determlned. He considered it equally unsutisfactory that the
latter should be governed by the sume standards us privute firms or that
they should discard the yardsticks used by private firms before devising
others that would be more suited to their. particular functions. One
neasure of efficiency that should be used wus the technlque of progranmme
budgeting which needed to be more generally tdnght and dpplled

A prereqp181te for solv¥ing the problem Was; as Mr. Urqu1d1 had
pointed out, to muke the general public aware of the purpose and social
implications of the work of State enterprises ego os to conv1nce it th~

what wis received as h subsidy was paid out in the foim of 2308,

But the problems involved were not merely technical. They alse v

derived from the balante that had to be struck between the need for public
enterprises to preeerve their autonomy in technical and administrative
matters while adherlng to the policy laid down by the Government. No
definite line of demarcat ion could be drywn, but it would be helpful to’
study specific caseéd in Latin America so as to eStdblLSh some basic
criteria for future ‘action. .

With regdrd to anothdr point - that of tdxes themselves - he considered
that the time for weighing the relative merits and demerits of different
types of tuxes was past. - What needed to be done was'to:iay down Some

/general guide-lines
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general guide~lines that could be adapted to the requirements of individual
countries. In thut respect, he stressed three considerations: first, one
way of resolving the conflict between the prevailing belief that income
tax should play a more important part in Latin American tax systems and
the administrative difficulties involved was to levy it particularly on
the wealthy minority e.g. on persons with a net income at least ten times
the aversge figure. Secondly, other taxes, such as those levied on net
wealth and various types of fixed assets, particularly real estate,
should make a greater contribuﬁion than in the industrialized countries.
In doing so, they would help to widen the tax base and to facilitate tax
administration. Thirdly, the importance of excise taxes should be
maintained without enhancing the regressive nature of income distribution.
Some other way of classifying excise taxes should therefore be devised
that would take into account their social implications. It would be
difficult to do so, except for the fact that the pattern of consumption
in the lower and intermediate income groups in Latin America was fairly
easy to determine. Provided that that pattern was respected and the
possible repercussions of 4 progressive public expenditure ﬁolicy allowed
for, virtually all indirect tuxes would be progressive to some extent.
With respect to the finul results of fiscul policy, he pointed out
that the tendency to increase transfers of funds for sccial security
purposes was unfavoursble in comparison with the alternuative of increasing
expenditure on education and health which, apart from being intriﬁsically
more equitable, was more apt to raise the real incoms of the population.
Lastly, he had two objections to make to Mr. Urquidi's observations
on the role of fiscal mechanisms in income distribution and compensatory
policy. On the first point, he ugreed that such mechanisms could not
have the sume significance in Latin America as in more developed countries.
Although any endeavour to change iﬁéoﬁe distribution would huave to go
beyond fiscal policy, the latter wduld‘haye an important part to play.
In order to determine its responsibility it was essential to understand
the different ways in which fiseal policy could bring about a redistribu-
tion. One was to take income awyy from the higher income groups und

/transfer it
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transfer it to the less well-off. Another was for the State to tax the
wealthy and use the revenue to provide goods und services for the poorer
clusses, and a third was to use thc scme source of revenue to influence the
factors thut underlie income distribution.

He agreed that compensatory policy faced many difficulties in
Latin America, but should none the less be resorted to when foreign trade
was declining, to maintain the levels of employment and income and to
prevent the rate of economic development from slackening.

The meeting rose ot .10 vum, -
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FISCAL POLICY IN LATIN AMERICA!S ECONOMIC DEVELOPMENT (continued)

N

Mr, COSCIANI, commending both the dpcﬁment on thé’supﬁeqt)ﬂ-?'
under discussion’presehted by Mr, Urquidi, as well as the éuthor's
verbal comments on the paper at the prev1ous meeting, agreed with
‘him regarding the need to coordinate fiscal .and financial policy.
in 1ts different sectors and at the highest admnnistratlve level,

He wondered in that respect, whether the best and most loglcal way
“of seeur;ng such coordlnatlon might not be through over-all economic

planning, and whether 1t might not be advisable to attempt such
coordination at the”ihternational level, '

With regard to the effect of fiscal policy on the distribution
“6f national revenue, “he also agreed with Mr, Urquidi that it could
. only be achieved if fiscal policy was preceded by'structural reforms.
Although Mr, Pazos was sceptical about the efficacy of such reforms,
there was surely no doubt that they constltubed a prere qulslte for . ..
1nvestment which was only feasible in an atmosphere of péace and.
social securlty, a progressive income tax was an effective 1nstrument“3‘
to achieve that, - ‘ L

With regard*to‘Mr. Urquidits remarks on public enterpriég#, he
thought it wrong to generalize op the prices of services in rélgt;gn_
to cost; instead, in SOme_qases, the use of prices which fundameﬁtally
were consumer ggbsidies might be justified, The opinicns of Mr.)quuidi
and Mr. Pazos.regerding the limitations of fiscal policy or other :
alternatlve measyres to achleve redistribution of 1ncome struck h;m as .
over-pe331mlstlc .and he did not share them ent1rely~ o

Mr. NAHARROAagreed.w1th Mr Urquidi regardlng the necessity of
plannlng ‘and coordinating, fiscal policy with the other econcmic
activities of the country, as well as on the difficulties that involved,
He wondered whak. the“Cbordlnating or planning agency should be;, as
so-called plamning boards did not usvally have executive powers, a
political-administrative machinery capable of achieving such coordina-
tion effectively would have to be found. He also agreed with the

/author on
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author on the advisability of obtaiming the cowoperation of the private
sector in regard to fiscal policy, to the extent.that the latter
constituted an instrument or tool of development, Aside from the
indirect forms of co=operation obtainable through the ﬁafliamentary
system and the influence of public opinion, he wondered how it would
be possible to enlist the co-operation of the public and private sectors
in that field by direct means, .

In addition to the foregoing general remarks, he would like to
make special reference to certain other matters dealt with by Mr, Urquidi.
He wondered, for example, whether it would not be advisable for tax
purposes to distinguish between ingame derived from capi@al and from
work, when such a distinction - in kind and quality - might further the
redistribution of income, With regard to rates for essential public services
provided by independent enterprises, he pointed out the danger of resorting
to the system of price differentials, although he recognized that they might
be useful for the redistribution of rescurces and for economic development
if made to favour the more promising sectors. It might be preferable to
replace such a system by a system of subsidies which do not pro&uce |
distortions in relative prices, |

Uy, HERSCHEL drew attention to the importance of making a distinction

between the theoretical and practical aspects of fiscal poliey and of
ensuring efficient co~ordination of public and private interest in that
field; he agreed with Mr, Urquidi on those points, On tﬁe other hand,

he disagreed with him regarding the proportion of the public sectorts
participation in domestic expenditure and the gross national product, .
at least as far as Argentina was concerned, With regard to tax incentives,
in his country they did not constitute the main factors in investment
decisions, Customs duties played an important part in the fiscal revenue
of some Latin American countries,

/i, CASAS
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Mr, CASAS emphasized that the'objective.s of fiscal policy
could not be different from those of economic 'pi?l__igy yhich were
to obtain an optimum level of productivity and income, to ensure
economic étability and to secure a more equitable inc'ome distribue
tion. ' The three ajms were inter-dependent, In connemon with
the third object:.ve y & redistribution of wealth and income should =
be such as _t.o ensure an increase in productivity, Failure to. - .-
understand that .had led to a somewhat 'inaccurate approach to the = -
development of fiscal policy. Fiscal policy could be used to. ‘
achieve a redistribution of wealth. and income by correct:mg enst—
ing inequities and preventing those which mn.ght arise in the future,
Existing inequities could te corrected through theé intervention by
the State in the form of an imposition of a prdgressive tax or
an increase in direct taxes. - Fiscal policy was’ ‘an especially
important factor in enabling the Government to treate conditions
beneficial to the private sector and therefore had “an essentlal part -
to pla.y in creatz.ng the conditions required for econom::.c developmerrb. ,
Mr, VEGA observed that in Mr, Urquidits view the primary
objective o£ fiscal policy was to secure increased revenue for the
Coverrment rather than to redistribtute wealth and income, The latter
objective ,,hdwever, should not be disregarded. A& to which should
come f:u'st it was rather a question of timing and methods than of
prlorltles. Fiscal policy alone as a means ¢f ensuring a redistribu-
tion of wealth and income was not. very effective. Such redistribu-
tion could be better achieved through agrarian reform which was not
merely an instrument for redistributing land but also for securing a
more equitable distribution of wealth and income, " Public lexpendit}&e_
was also an instrument for securing redistribution of. 'incomé alfhough
its main aim was to prov::.de more, mfrastructure works, pr:.mar:.ly
benefiting those able to invest. B

/He did :
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He did not agree with ilr, Urquidifs view that it would be
preferable to present tax rates to the public as average ratés -
instead of marginal rates, It would be difficult to collect enough
revemue to finance the budget merely from the use of average rates,
To use the latter would be to abandon progressive taxes in favour of
proportional taxes, Nor could he support ir. Urcuidils contention
that investment incentives could best be.sought through accelerated
depreciation rather than tax concessions, He felt that the latter
were preferable, L : .

Mr, DESCARTES felt that Ir, Urquidi!s concepts of economic
develomment programming were both useful and effective and he was’

in agreement with the main points made, particularly with respect

to the broad scope of fiscal policy, Care should be exercised, however with
respect to the responsibility of Ministries charged with specific

objectives of fiscal policy, on the one hand, and the position of economic
plamners on the other, Both were essential to effective action. He fully
agreed with Mr, Urquidi regarding the important part that should be played by
the Minister of Finance in this area,

WThile he supported Mr, Urcuidits position with respect to the
primary objective qf fiscal policy, namely economic develgment, he
felt that the importance of income redistribution should not be minimized,
Both were essential to development and did not conflict,

Another important factor was the income tax and the need to educate
the public on the benefits to be derived therefrom, That could best be
done through advisory conmittees in which the private sector was
represented, Such comnittees had produced good results in Puerto Rico
as a means of ensuring public understanding of some tax programes,

With regard to autonomous agencies, he felt that they should be
self-supporting and that public utility rates, e,g, in the electric
power industry, could be lowered in some cases to ensure social benefits
without destroying the aim of economic self~sufficiency of the rate
structure as a whole, He stressed the danger of adjustments made for
social purposes but felt that they could be effected with moderation and
commnon sense, bearing in mind that the over-all rate should gover costs,

/He further
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He further stated that a good public accounting system was important
to the econcmié dévelopment prosess cnd he supnorted programme budgeting.
lastly, he shared the concern expressed by’ Mr: Pinto regarding the.
proliferation of deernment agehcies and legal machinery, Attention
should be pald to those points and an attempt should be made to-
remedy exlstlng deficiencies. LR ’

Mr, KAIDOR said that he was sure that Mr, Urquidi was 'largely -
in agreement on the main issues with those who had commented on hig' -
paper, and would undoubtedly subscribe to two beliefs held by
those present: firstly, that the share of income from property in
the natiorial income was too high in latin American countries, and
larger than in other areas, and secondly, that as a result of
defects in tax 1egisiation and administration,property incomes did -
not bear their fair share of the tax burden, He himself agreed -
with Mr, Urquidi that the redistribution of income from the rich
to the podr was not the primary objective of taxation, which must be
to collect reﬁenue, and in sp doing transfer resources from ynproductive
to productive use. However,that could not be done without drawing the
large mass of income from property into the tax net. The share of
the national income paid in taxation could not be increased unless
a Govefrment could reagh the large proportion of income’feceived from.
property; for example, to the 46,7 per cent referred to by lrs.
Navarrete as accruing to the top 10 per cent bracket in Mexico, on
which little tax was paid. The aim must be to make. a larger propor-
tion of the national resources available for productive purposes,
whether for recurrent itéms such as public services, or non-recurrent
items such as savings, FEyen though the objective of taxation was
not to redistribute income, 1t was very probable that that would be -
its effect, ‘

. /Referring to
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Referring to pages 15 and 16 of Mr, Urquidits paper (CPF-DBg8T),.
he said that he must disagree, from the‘standpoint of economic theory,
with the views e:xpressed there, The share of income to property in
the form of profits depended largely on the levels of consumption by
property owners, An increase in taxation yvield would improve the
balance between'ﬁuﬁlic revenue and expenditure; taxation of property,
if it reduced the propensity to consume from property income, would
also change'fhe respective shares of national production going to
labour and capital before taxes, It was no mere coincidence that in
countries where there was effective taxation of property income, such
as the Scandinavian countries, the United States and the United Kingdom,
the share of income going to profits vefore taxes was lower than in
countries where property income wes not taxed because of defects in the
tax system, In other words, in the latter countries, the share of the
national income going to labour was reduced becaﬁse of the ligh propensity
to consume of property owners, which increased the share of profits in
output, He could not therefore agree with Mr, Urcuidi that progressive
taxation did not tackle the root of the problem of the share of production
accruing to different social classes,

Mr. JARACH, while agreeing with Mr, Urquidi that the primary objective
of fiscal policy was to increase revenue, could not support the contention
that taxation could not lead to income redistribution, He shared Hr,
Pinto's view that redistribution depended upoﬁ the use made of public
expernditure, Loreover, economic developmen: shomld not be confused with
investment since among its aims were the creatién and maintenance of
essential services in education, public health and housing, all of which
led to conditions of social stability conducive to economic development,
Income redistribution might not only ve an objeétive per se, it was
at the same time a prerequisite of economic growth, Furthermore, it could
break up the dynastic concentration of wealth, so that the wealth could be
used for productive purposes,

fiiro DESAT
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Mr, DESAI referring to section 3 aof lir, Urquidits paper, said
that he preferred liys Kaldorts .definition of the aim of fiscal policy .
as adjusting government spending to government objectives and obtaining
the necessary funds, Although, as Mr, Urguidi had said, fiscal policy
touched closely on such other matters as monetary policy, public enter-
prises, and so forth, the definition, of fiscal policy should not be made
so broad as to include all those areas.of economic policy. Ihere was a
tendency to attenpt to relate fiscal data with the national accounts,
although the latter had developed on.the basis of premises somewhat different
from those relevant to economic analysis of the process of economic develop~
ment, Mr, Urquidils presentation had led to the idea that govermment
investment vas the prime means of effecting economic develomment, whereas
in fact all govermient expenditure, current or capital, could be directed
towards development, and there were instances of Ereater misuse of resources
by a Government in inwestment than in current -expenditure, He. alsc thought
it would be-an academic exerecise to try to indicate priorities.in
expenditure, since most Govermment budgets reflected national priorities,
which varied from coimtry to country.~ In most countries the defence budget
was already accepted as a given datum in allocating government expenditure,

Mr. PIEDRARIOGL, stressed the need for a.clear-cut definition of . -.
fiscal poliey to provide guidance to those responsible for its practical .
application, . e : ,

On the question of taxation, care should be exercised regarding
the amount of the taxes imposed, Ir, Urquidils level of 15 per cent
as representing the public. sector!s share of national. expenditure had
in many cases been exeeeded. in Latin America, The question was how that
15-per cent was distributed, MNoreover, a higher percentage might have
unproductive resulis,. -The regressive nature of the tax system was
demonstrated by the faet-that while workers received 40 »er cent of
the national incomé they paid more than LO per cent of the tax}es,

- Hetagreed with lir, Pinto that the ends and means of fiscal policy

should be co~ordinoted., However, what was needed was a system of

priorities regarding the ends of fiscal policy.

Jirs, NAVARRATE
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Mrs, NAVARRETE said that fiscal policy must be viewed as an integral
whole, within the general framework of economic development, Its aim
must be to increase national production, leading to better distribution,
By way of illustration she referred to her own experiences in under-
developed areas in the south of Mexice., Investment in infrastructure,
however essential, was not enough in itself, and must be accompanied
by other forms of investment, including social investment, that would
make it possible to develop such areas by providing the nécessary housing,
~ education and industrial training without which industry could not flourish.
Mr, FERNANDEZ PROVOSTE felt that in fiscal policy emphasis should be

placed on economic development, since the aim of economic development

was mainly to increase productivity and over-all consumption. However,
there was no point in increasing production unless a market existed
which could absorb the increase. That market could be created through
income redistribution, Lack of such redistribution could, as in the
case of Chile, result in devaluation of the currency and inflationary
conditions, |

Mr, HART said that he hoped the Conference!s interest in a sophisticated
type of fiscal policy would not in any way prejudice the taking of practical
steps to improve the present situation, The fact was that present fiscal
policies in Latin America were inadequate because tax revenue did not match
expenditure, Some of the gap could be filled by more efficient administra-
tion and better collection, He referred to his experience with the Chilean
tax system, and suggested that there was sometimes a link beiween unrealistic
rates and inefficient application of the taxes, and that administrative
reform might require some adjustment of rates, He alse pointed out that
some forms of government expenditure could amount to a regressive redistribu-
tion of income, such as the provision of free higher education if only
those in the upper income levels were able to enter the universities, or
expenditure that benefited car owners, if they represented only those in
the higher income levels, He agreed with Mr. Pinto that public enterprises
might be sold to private firms, provided that a fair price was paid, and
that public enterprises should not receive disproportionute subsidies.

/A national
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A national price policy could solve many such problems, He agreed with
Mr, Kaldor that tax reverue must be increased by progressive taxes on
property income, He supported Mr,  Urquidi's view that public underétanding
was an important factor, and thought that -the essentials should be explained
to the public in a simplified form, particularly the salient fact that the
revenue now obtained from taxation was insufficient,

Mr, GliAZ70 agreed with other speakers that the basic aim of fiscal
policy must be to colleet funds for current expenditure, and secondly
for economic development.' ' However, fiscal policy was also an instrument
for the'redistribution;'ndt so much of wealth, as of income, Further,
it could reduce the structural rigidities that led to an inequitable
distribution of income, ' The principle aim should be to co~ordinate
fiscal policy with general eéconomic policy; all the elements concerned
should be co~-ordinated ‘as part of a 81ng1e whole, without glV1ng prlorlty
to the various components,’ ' ‘

Mro CAZAL thought that threé main points had emerged from the discussion::
that it was important to establish the aims of fiscal policy, that there
must be full co-operation between the bodies responsible ‘for executing
fiscal policy, and that dué emphasis must be given to the participation
of the private sector. ''In some countries confusion arose because the
aims of fiscal policy, not being clearly defined, were either not known
to the public or even were not clearly apprehended by the officials
concerned, Though the ultimate aims of fiscal policy of various countries
were likely to be similar, the intermediate aims might well vary according
to the stage of development and partlcular problems of the country concerned.
The first step should be to define both the ultimate and intermediate aims
of fiscal policy; the second; to establish an order of ‘priorities for
the allocation of resources, and the third, to ensure that all concérned
fully understood the aims-‘and priorities, B

Mr. LESSA sajd that although the point had not been raised in dhy of
the documents before the Conference, he thought it particularly important
to consider what might be called the pre~conditions for the application -
of fiscal policy in relation to development, In Brazil,fer example, the

/institutienal structure
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institutional structure inherited from the past was one appropriate to
nineteenth century Europe, and any goverrment action regarding taxation
involved a cumbersome and lengthy process of discussion, In manj other
Latin American countries any tax amendment was subject to lengthy
discussions by legislative bodies and in various committees, which
constituted a serious obstacle to tax reform, The scope and use of

the fiscal instrument might be greatly increased by certain institutional
reforms that would remove such obstacles,

Mr. URQUIDI expressed his appreciation of the favourable opinions

voiced by Mr. Pazos and Mr, Pinto in commenting on his paper, and also
thanked the other épeakers who had participated in the debate, He called
attention to the fact that various aspects dezlt with in the paper, such

as the contracting of debts, taxing of foreign enterprises, regulating
agenc;es, etc. had not been discussed. The omission confirmed his opinion
that ﬁhe manner in which fiscal policy was usually approached and envisaged
was unsatisfactory, and indicated the need for a deeper analysis. Actually,
he was in agreement with most of the comments made in the course of the
debate by the various speakers,

Referring in particular to the questions raised by Mr. Naharro, he
reaffirmed his view that the financial authority should at all times take
part in any mattérs calculated to affect fiscal and financial policy.

The necessary planning and coordination should be the responsibility of
a commission including the Minister for Finance, and endowed with quasi-
executive powers, subject only to the approval of the President of the
Republic., Functionally, such a commission would divide up its work
among as many specialized sub—commissions as might be necessary. The
most efficient way of ensuring cooperation from the private sector would
appear to be not by having it represented in planning committees and
subcommittees, but through special c¢onsultative agencies,

With regard to price of services supplied by semi-public agencies,
he was opposed to the policy of subsidies, which would ultimately hit
the consumer. He did not believe there should be any distinction, for
tax purposes, between earned and unearned income, such a system, far

/from ensuring
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from ensuriné'ﬁﬁb:requisite,fair treatment (as witness in the case of
the poor rentier) would discourage savings and investment, The problem
lay rather in establishing a consolidated personal income tax

Since the lack of,éavingé‘éﬁd capitalization .was characteristic
of developing couﬁtries, {ﬁ was essential for tha@ftghhave recourse to
tax incentives, one of which was accelerated ambéﬁi#ation; such an
incentive would be particularly effective in the case of enterprises
with long~term output,

When he said he preferred average rates ra%her than marginal rates
he had not meant that such rates should be proportional; he had merely
referred to the manner in which they were expressed: they should be
progressive to the extent that the degree of progressivity of the tax
was compatible with the promotion of investments,

He stressed that fiscal policy should assign priority to the economice
objective as suchj he did not feel as pessimistic as some participants
believed he was nor as optimistic as Mr, Pazos appeared to be, with
regard to the redistributive effects of fiscal policy, which in any
event, could be oblained more rapidly by other measures. The creation
of publie savings for invesiment in the public sector was a fundamentally
important aim in Latin fAmerican countries; therefore that aim should be
kept separate from current expenses, and it was also desirable to manage
fiscal policy in such a way as to encourage private savings and
investment also,

When he expressed reservation regarding the redistributive effects
that could be achieved through fiscal policy he had been referring
always to income and not to wealth, as he had no doubts about the
possibility of its redistribution, However, it should not be forgotten
that a redistributive policy could discourage investment. In that
respect, and provided it did not adversely affect investment capacity,
he agreed with Mr, Kaldor regarding the advisability of reducing the
consumption propensity of the wealthier classes,

/Finally, with
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Finally, with regard to the poliey of compensating short-term fluctua-
tions caused by declining external prices, he felt that it should not
be supported nor reinforced by fiscal measures such as tax exemptions
or reductions, because such measures were liable to cause'budget deficits
with the well~kmown inflationary consequences. Monetary policy was
more useful for correcting such fluctuations and should be supported by
international measures aimed at stabilizing income in the form of foreign

exchange from exports of primary products.

The meeting rose at 1,10 p.m.
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FISCAL CAPACITY OF DEVELOPING ECCNOMIES: ISSUES OF TiX POLICY

Mre DESAI referred to the previous afternoon's discussion in which
there had been almost complete agreement. that economic development was
the prime, objective of fiscal policy. That was also the basic assumption
in his paﬁer; The guestions he wished to ask concerned the ways in
which fiscal instruments could be used to attain such development and
the extent to which they could be so used, In exploring those questions
he had taken it for granted that fiscal performance in under-developed
countries fell far short of its potential level, He regretted that the
role of tax advisers on measures of reform could not be discussed
separately, since it wﬁs clear from Mr, SchleSinger‘é paper that their
views differed considerably, and it would have been interssting to
ascertain the reasons for their disagreement,

The first point he had tried to bring.out in his paper was the
great importance of revenue for fiscal polic&. He had then reviewed the
capacity of Governments to.obtain revenue, which had two ceilings -~ the
economic and the political, Neither seemed to have been reached in
the developing countriese.

The three main policy issues were revenue, incentives and equity,
of which the first was the most important, With respect to the question
of incentives, opinion was gaining ground that they had been used too
liberally, since they were apt to lose the Government a great deal of
revenue, particularly from the industrial sector, and it had ﬁot been
proved that they played a decisive part in ensuring the success of new
industries, The vhole question should be reassessed, With regard to
the third aspect, he felt that the need for every tax to be equitable
had been overstressed;' It was more important to have‘an ecuitable
tax system as a whole, or further still_an equitable governmept
tax~cum expenditure policye ' . o .

He disagreed with Mr, Urquidi on the importance attéching to
considerations of ecuity in planning economic developméntlobjectives.
The assignment of first ﬁriority to the redistribution of income was
apt to impede the achievement of econcomic gréwth, and could therefore
not be regarded as wholly desirable,

/His treatment
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His treatment of the question of fiscal capacity had been exploratory
and derived from the need for a mb%e'precise quantiﬁative cfiterion than
the general idea of obtaining mére revenue, He pointed out thé,’c, the: political
and economic upper limits of fiseal capacity were ‘not necessarily commensu-
rate, . In rather poor economies the ceiling was fixed by the balance that
remained over and ahove subsistence levels, The political limit might be
higher, as in the centrally-planned “économies or in other economies during
an emergency such as a war, In the short run the political limits vere
the determining factor, but over the long run opposition to 1nstitut10nal |
changes could be overcome and public opinion educated, ' '

It was thought in principle thit fiscal capacity was essentially
determined ‘by the absolute lével of per _capita national income, Income
distribution was also a factor, especially when it tended to be unequal,
in view of the great potential of the wealthy groups as a source of revenﬁé;
In practice, however, tax performance was largely dependent upon the
technical facilities for tax collection and upon the efficiency and integrity
of the public administration, That: was a particularly important peint for
the under-developed countries where- capable administrators remained an
extremely scarce factor,

His view of the relationship between fiscal capacity and nmational
income was rather pragmatic, since he did not consider that the economic
surplus should inevitably accrue to Govermments, but shéuld go to those
who would make the best use of it; and there were specific ceses in which
Governments had frittered away the resources at their disposals,

There was no real reason why the ratio between revenue and incame
should be lower in less developed countries;’ because, owing to the
inequality of income distribution ahd the fact that the private sectors
often used resources in a less productive way, the Governments had greater
responsibilities than in the more advanced countries and therefore needed
a larger proportion of the nationzl income, -

He pointed out that fiscal yield as a proportion of national income
varied greatly in the different Latin American countries, and no one level
could be taken as a definite yardstick, For instance, a critical level
of 15 per cent had been mentioned, but that was e.ceeded by at least '

¢«
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eight countries in the region, What could not be-denied, however, was.the
existence of a potential capacity for raising more revenue in each one,

‘The question of fiscal policy could be Viewed in different ways according
to the conditions obtaining in particular countries, When a national revenue
represented a fairly 1argé proportion of national income, the Government!s
expenditure policy required more scrutiny, When the. proportion was low the-
question was primarily one of obtaining more revenue, L

He then reviewed certain broad categorjies of taxes, whlch should ideally
be considered in relation to the political, economic and institutional
structure of each Latin American country, Exporf,taxes were becoming less
useful than. they had been because of the increasingly vulnerable .state of . .
the primary commodity markets, Import taxes, on the other hand, could be.
made to yield_mbre revenue, élthough that would not be so if present trends
continued, He suggésted that one way of helping under-developed countries
to progress was to téx the lower income groups_bytmeans of small levies on
imported staples, which would undoubtedly yield a considerable amount of
revenue, One type of tax that should be discussed was the levy on capital
goods, which were cufrently made available to entrepreneurs in underndeveloped
countries at preferential rates of exchange, If goverrnment revenue was .to be
spent on the promotion of economic. growth, the taxation of capitai 1mﬁa££;
might be consonant with economic advancement, The preferential treatment of
new or developing industries vigs also another aspect that should, be
re—ekmnined. What.was important was to make use of the existing sources of
collecting revenue, Sinceithe customs administration had been efficiently
developed in Latin‘American‘countries; particular strgss,shéuld be lajd on..
exploiting the revenue potential of . import taxes, - '

With respect to excise taxes Mr, Urquldi had rightly pointed. out
that they might be gradually developed to ;eplace import taxes as a
source of revenue, His main doubts with respect to progressive indirect
taxes concerned the possibility of tax eva51on on the part of the .
wealthier groyps — which could be dealt with by the choice of commodltles
with a fairly inelastic demand for the application of punitive tax rates ~
and the fact that mosﬁ of the itéms subject to heavy taxation were imported..

Jand might
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and might therefore have to be restricted because of balance-of-payments .
considerations, Income tax offered a large field for future exploitation,
There were two aspects that required consideration: firstly, the expansion
of the coverage to include more groups and, secondly, the tightening up of
the concept of taxable income and sealing of loopholes for evasion, Other ,
types of taxes were acceptable since they could be associated with benefits,
ie.es social security systems and goverrment lotteries, ;

As agricultural taxes were to be discussed as a separate item, he would
merely point out that their application posed very differest problems in
Asis and in Latin America because of the sharp disparities in land ownership
in the latter, Land taxes were probably easier to apply than other types
provided that they did not meet with undue political opposition from land-
owners, and he hoped that the practicability of the different kinds would
be discussed at the conference,.when the subject of agricultural taxation’
came up for specific discussion, '

Finally, the improvement and simplification of tax legislation and
administration should also be taken into account as an additional source
of revenue, ' .

Mr, HARBERGER agreed with Mr, Desai that the cases in which tax exemption
was granted to particular industries in Latin America required revision, It

was justifiable to accord exemptions and subsidies to those activities which
deserved encouragement because the resulting social. benefits were different
from and greater than the private advantages reaped, But in many countries
exemptions had been established without cleagr proof that they were really
necessary, A case in point was Chile, where special treatment was grénted
to the small and medium~scale mining companies, although investment in that
sector had not increased thereby, while a few private individuals had
amassed inordinately large fortunes,
He differed from Mr, Desal with regard to the significance of

indirect tasation, although he agreed that if a high tax was levied on
very precisely specified goods and their substitutes were tax-free, the
former were simply ousted by the latter and the tax produced a very
low yield. ' '

/Given that
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Given that the income-elasticity of luxury goods wus: higher than
unity and the income-alasticity of other consumer goods was usualla}_
very close to unity, so that. an average income-elusticity approximating
to unity could be assumed, 50 per cent of goods had an income-elasticity .
in excess of un:.ty, a.nd if those goods could be taxed; an element of
progresiveness would be introduced in that part of the tax system which
might compownd for dlrect t4xat.10n when the latt.er proved difficult .
to apply.

Mr, PINTO congratulat-ei Mr. Desai on his sound interpretation of .
the concept of tax capac:.ty, whlch had usually been a sort of futile and
{xeffestual figment of the maglnut.lon, ‘because it had been estimated
on the basis of abstract and unrealistic figures which took no aceount |
of the econditions in which the analysis had meaning. It was imposs_;i.blz_a -
to talk of tax capucity without due regard to the purpose of taxaticn,
Thus, several basic factors of tax capacity had to be taken into .
consideration, such as (a) the nature of expenditwre; - (») the source
of funds; {e) tax collection capacity, which was in his opinion, at any
rate in Latin Amer:.ca, limited over the short term; and (d) political |
capaclty to dpprOprldte resources of which the State thought it would be
able to make better use than the private sector. If 3 more reallstlc
approach to t.dx cdpdcity were d.dopted great progress, could re made {
in that field, .

Mr, HERSCHEL.expressed the view that it was necessary to ana.ljrse .

the distribution of bax poﬁe‘n't.ial or the tax burden over the various
areas of a given country. He endorsed the opinion of other speakers that
empirical studies should be carried out to ascertain the degree of
eficacy — if any =~ of the incentives provided, .

Another interesting subject for- study would e the evolution of
tax revenue aé inbéme levels rose. In latin America speciglists in
the field were concerned with the problem of the inflexiwility of the
tax system when taxuble or real income increased -~ an. mflexi‘ulity
attributable to eva81oq? exemptions and deductions.

Mir. NUNEZ
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Mr, NUNEZ felt that all the speakers who had referred to incentives
had judged them very harshly, and that the matter merited more careful
analysis, since there had been cases 1in which the desired effect had
apparently been produced.‘ Perhaps too little imagination had been
exercised in their application for the purpose of encouraging an activ—
ity or suppressing it, and in the use of the fiscal éysﬁem to bring
about changes in income distribution, |

The most striking feature of Latin imericals tax systems was that
Mr, Desai had so felicitously described as the statistical jungle, namely,
the proliferation of low=-yield taxes ﬁhich had'devéloped because they.
constituted a means of procuring funds wi thout giving rise to serious
concern on the counts of equity or incentives,

The public sector had to weigh the merits of the alternative methods
of obtaining revenus, and the decision as to which it would adopt was
affected by what Mr, Desai called the political upper limit of tax
capacity, apparently referring to the whole series of powerful factors
involved, | '

Mr, Desai had been right in desecribing the progressivity of income
tax as a farce; it was disturbing to think that all the countries were its
victima, and it was therefore desirable to seek ways and means of ridding
income tax of the stigmae

Mr, NAHARRO wondered what value attached to the estimate of an average
income-elasticity of consumer goods approximating to unity, to which

Mre Harberger had referreds If that assumption was realistic, at least

50 per cent of consumer goods would surely have an income~elasticity higher
than unity; and that would invalidate the traditional notion of what
constituted a lwmry article, However, in considering the revenue yielded
by progressive indirect taxation on the consumer goods in question,

another variable would have to be taken into account, namely, the volume
of actual spending, Even if income~elasticity were high, the volume of
expenditure might not equal it, and the progressiveness of the tax on
consumer goods would be justifiable from the standpoin£ of equity, but
might mean little from that of the transfer of sums on any substantial

scale to the‘Treasury:
/Mry BACA
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Mr, BACA, referring to the allusion in document CFF-D3-1, footnote 2,
to the competitive race by the Central American countries to attract
industries, said that the problem no longer exdsted, as the countries
concerned had recently signed an agreement to standardize the incentives
accorded to new industries,

Mr, HART said that in table 2 of the same document the situation
existing in Chile was not accurately presented; no figure appeared under
the head of export taxes, whereas actually 50 per cent of the figure for
income tax revenue was constituted by taxation applied to foreign
companies engaged in export activities,

Mr, KALDCR doubted whether indirect taxes on luxury goods could be
applied in such a way as to be the equivalent of a progressive tax, The
income~elasticity of a consumer good could only relate to a specifie
income, and it became very difficult to ensure progressiveness, because
there was no way of equating the goods consumed with income levels, That
did not affect the soclal need to tax luxury consumption, but merely
implied that progressive income taxes. were much easier ﬁo adjust to the
imdividual taxpayer!s capacity to pay. Those indirect taxes which were
really progressive -~ for example, on domestic help, living space, etc, -
would be politically unacceptable,

My, GOODE agreed that there was no group of indirect taxes which
could be efficaciously applied to obtain the same results z2s might be
derived from a progressive programme of taxation on income, net wealth or
total expenditure, But it was unfair to compare indirect with direct
taxes on the assumption that the operation and administration of the
latter would be flawless, and indirect taxes should not be discarded
altogether, even if they did no more than reduce the degree of
progressiveness of the tax system as a whole,

Mr, URQUIDI was in agreement with the general tenor of Mr, Desails
remarks, . especially with respect to the political upper limits of
taxation, For instance, when such expressions as "taxing the poor*

were employed, he thought advisable that even in technical

/meetings heed
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meetings heed should be token.of the wnnecessary opposition which might
be érousgd Dy .the very terms in which such easures were_couqhed.
VHth-regard to the need to institute severe penalties .for evasion
and oificiglfgorruption,‘hg attached more importance to the private
sector's willingness to accept taxation. AJnilder policg of fiscal
education would be more fruitful than punitive methods. S
Lr, PREST felt that table 1 .of dogument CPF~.DS~1. was 1ncon51stent
with the discussion in the actual text, ,$ince it referred to the
proportions.of national income represented by tax revenue and not to theu
proPortion of the "economic surwlus“. Nor did it give a very reallstlc

picture of Lhe revenue. of the public sector, since in many 1nst"qces it

)

[P

failed to include transfer pavments. ,

With respect tQ ‘Tthe need for a tam system sen51t1ve to varlatlons
in national income,, he thovght, that difficulties would arise in tao
fields: (a) incentives; and (b) the situation of a coumtry whose
fiscal revenue largely depended upon the_export;éeétora when'atrupt
fluctuations in export prices were registered, -

Mr, LIS thought it was. essential not only to calenlate total
tax papu01tg, but also to ascertain in which flelds,lt was legst‘
efficiently utilizeds In Ialin America, apparently, the real estate
sector was the one in which- the %evel of tax collection was relatively

PR

lovest,- w A -
My, DESAT rGPIV1nF to the comments, dld not quite Lndefstund .'
whether Iir..Pinto agreed with him or not. To call tax capac1ty a
{igment of the 1nag1nat;on was, doubtless correct if any. claln was
made to define its limits u1tm aoéoiute precision, But an est;mate
was useful even if computlng it was a purely acaaenlc e er01se, 51nce
without it there would be a rlsk of formnlatlng unco-ordinated ta

recomnancatlons for want of an 1ntegruted frauework into Uthh they

LT

could be flttcd. . . . B _
In the dlsgu3519n on. indirect taxes, the dlfferences of oplnlon ‘were .
not fundaueital, but related rather to ways of defining 1uxury consumption.
Hobody called the usefhlness of sucu taxes in questlon, espec1all;
progressxve income tax.had a ceilinz, Dub no general rule could be laid

/dowvmn for
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dowa fop indirect taxation, since all kinds of problems arose in connexiom
with substitution, the need to restrict imports, administrative
difficulties, and so forth, which would affect its application im each
country,. |

He differed from the opinion put forward by Mr, Nufiez, since in his
experience the apparent success of tax incentives in the establishment
of new industries had been maimly due to other concomitant faetors,

To meet Mr, Hart's criticism, a footnote explaining Chilet!'s special
situation would be imcluded in the final version of document CPF=DS-l,

The point elucidated by Mr. Buca had ulready been incorporated in the
English version of the document,

Mr. Urquidi!s objections did not seem to him valid. He could not
see why it was politically undesirable to refer to taxatior of the low-
income groups., It might be that such a possibility had not yet arisen in
latin america becuuse of the extreme inequality of income distribution,
but sooner or later the relevant decision would have to be adopted.
Taxation of the low-income groups, besides teaching them fiscal discipline,
served other ends, In the first place, the expenditure of the well-to~do
Wus much easier to control and guide into appropriate channels than the
spending of the lower-income brackets. Again, as national income rose,
the proportion contributed by the various sectors would increusse, and the
day was bound to come when in order to further economic developaent the
Government would be compelled sxplicitly teo reguire certoin sacrifices of the
whele populstion, including the low-income: groups.

The meeting rose at 5.5 p.m,
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TH% ROLT OF TAXATION IN ZCOMOMIC DIVELOPIL(NT--

Mr, - KALDOR referred to the first two paragraphé_bi his paper
(CPF-IB~3), and éxplained that he had wished to dismiss the question
of incentives as rélaﬁivély unjmportant compared with the main |
question. of revenue, However, he did not wish to give the impression
that he believed there was any necessary conflict between the incentive
and revenue aspects of taxation, Taxation had both incentive and
disincentive aspects, and the form in which taxation was imposed . would
determine which aspect ‘dominated. Feonemists dlstlngulshed between |
the income effects of taxatibn, 'and the substitvtion effects, the
former being recognized as constituting an incentive and the 1attér
a disincentive, The relative ﬁmportance of thgse two factors depended -
on the relationship of the effective tax burden to marginal rates;
high marginal rates constituted a disincentive, and a high effective
tax burden an incentive, Various exemptions introduced into the tax
systert to improve the incentive effect by narrowing the efiective tax
base often had the opposite effect; the effective burden was decréased,
and the marginal and nominal rates were increased to offset the loss
of revenue, That represented the vieious ﬁrccess, referred to in
several of the papers before the Coﬁférence, of taxing more and more
on less and less,, In some systems the incentive effect of taxation
might predominate, and some of the Conference papefé,emphasized the
incentive effect that an agricultural tax could'havé, cbmpgred with
the disincentive effect of the lack of such takatidﬁ. _The main‘-_
disincentive effects of taxation related to 1ts effects, not so much
on individual action, as on the allocative efflclency of the economy,
high marginal rates of pr01it taxation combined with a large number
of exemptions had the effect of shleidlng 1neff1c1ent enterorlses
and penalizing efficiency, The result was a reduction in the efflcacy
of competitive forces in the market.

~ /Besides, it
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Besides, it would be incongruous to argue that heavier taxa-
tion would have a disincentive effect in the context of Latin
Americen countries which suffered from continuous inflation; if
heavy taxation acted as a disincentive, it would lead to deflation,
which could be resclved by easy money policies which stimulated
investment, Economisté were well aware that low taxation in
conjynction with the tight monetary policy necessitated by such taxa-
tion, in order to counteract the inflation it led to, was the very
opposite‘of a true incentive to development. The effect was to.transfer
to ¢onsumption resources that should be available for investment, The
opposite formula of high taxation and an easier monetary policy would
stimulate tusiness investment and development, One special aspect of
that subject was the qyéstion of whether foreign investment could be
attracted by special concessions, but he wondered whether that might not
result merely in the transferring of foreign capital to one under-developed
country instead of .another, rather than attracting a greater total flow
of foreign capital.

He believed there was general agreement on the fact that the main
need was for more revenue, although not on what that revenue was needed
for. He could not agree with Mr. Urquidi that the main object of fiscal
policy was to generate more savings for public investment; that was
to put the case too narrosly, if public investment was taken in its
ordinary sense of non~recurrent.expenditure for the creation of physical
assets such as factories, roads, schools, or hospitals. That was only
cne aspect of the fiscal programme; the first need was to provide
recurrent expenditure on public services on a wider scale, IExperts
attached special importance to the guality and quantity of education,
Whatever figures were produced to show that Latin American countries
spent a certain percenﬁage of their budget or their’grqss national
product on education, the fact remained that it was not enough. DMore
and bvetter educational facilities were essential to a faster growth rate;

/it would
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it would provide more efficient sdministrators and managers, more
skilled workeré, and a higher literacy level, and would improve

the incentives and‘inﬁélligence of the workers in agriculture and
industry. Good Governments were those that nrovided socially
useful services, of the infrastructure type, on a wide scale,

bad Governments provmded such services only in insufiicient quantity
and quality, and that lack was the main obstacle to a faster growth
rate of the whole economy .

Public savings througn_budgétaryisurﬁluses_warc also an important means o
securing private'investment. Ifttaxatipn and revenue were extensive
enough to provide a bﬁdget surplus, expansionist finanecial and
monetary pollc1es cculd be adopted that would stimulate private
investment, More revenue was the essential precondition for accelerated -
development, to establish the proper climate for rapid progress, 4n
econamic setting could then be established for expanded investment,
instead of a”perpetuél application of gconomic brakes in order to deal
with problems of iriflation and balance of payments, . o

He believed that thé Conference would also agree that the additional
revenue must be sohght_where the money was available, namely, in the top
10 per cent bracket that at present, for a number of reasons, largely
escaped taxation in Iatin America, Sometﬁing like LO—SO per cent of
the national income went to those in that bracket,qand if that income
paid only 20 per cent in taxes in addition to the 5 or 6 per cent now
being paid, the resulting fevenﬁé_would represent abdut 8-10 per cent
of the gross national product, | o .

He had identified'three‘éreas_wheﬁe radical reforms were needed;
the first was agricultural taxation, dealt with separately because of
Cits separaté problems, the second ﬁas personai direct taxation on income
and wealth, and the third was business taxation, One of the main
objects of égricultural_taﬁation in Létin ﬁmericé,must be to secure a
better use of resources, by getting the land transferred to those who
could make the best use of it, Iand reform was not the only method to
secure that end} progressive taxation could induce those who failed to

/use the
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use the land properly to give it up. Competitive forces did not
operate in agriculture as they did in industry and commerce, and an
inefficient landowner could hold on to his land without risk of
bankruptcy through competition with the more efficient, Consequently
competitive forces must be brought into play by the introduction of

a progressive land tax, which would both increase agricultural
efficiency and constitute an important source of revenue, He was glad
to see the same line of thought in two other Conference papers
(CPF-DB~9 and CPF~DS-3), He himself had drafted such a land tax scheme
for the Turkish Goverrment early in 1962; it had been rejected because
of strong opposition by landed interests, but he was happy to see thai
the Chilean Government had adopted a very similar scheme, although it
was not yet in force, )

WHith respect to income and wealth taxation, he drew attention to
the four major requirements he had listed in paragraph 35 of his paper,
and said that he would welcome comments on those points, He believed
that a really efficient system of progressive taxation of personal income
and wealth must be fully integrated; both those elements must be
included, There must be a system, jointly administered, for the taxa~
tion of income, capital gains, and net wealth (in the form of 2n annual
tax) by means of a scheme of comprehensive returns, Such a system
would be largely self-reinforcing, whereas taxation on anyone of those
elements alone would not,

He regretted that no separate treatment had Leen accorded to the
taxation of foreign enterprises; it was a complicated issue, with a
nunber of important aspects, that deserved full discussion,

There was one aspect of tax reform to which he particularly wished to
draw attention -~ the value added tax, It could be regarded either as a
streamlined form of sales tax, or as a substitute for a business profits tax,
and could not be classified exclusively as either é direct or indirect tax, .
It amounted to a tax on business sales minus purchases of fuel and materials,

in other words a tax on gross income, or on sross profits plus the interest,

/rents, and
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rents, and wages and salaries'generated b each cnterprise, That was
the same as sales minus purchases, except for the value of the

change in stocks. One of the reasons for his wishing to dr-w attention
to the idea of such a tax was that serious consideration was being
given by various experts in Europe {including the United Kingdom)

to introducing a value added tax in full or partial substitution of

a tax on business profits. The tax had great advantages, . = N
particularly for latin America, - In the first place, jt was fairer .
in its economic. effects and incidence thap a sales tax, the weight

of which varied, in terms of gross income, with the ratio of gross

to net output. The ratio of value added to sales might vary from 10
per cent to as much as SQ per cent in various enterprises. Secondly,
the cumulative burden of;phe sales tax varied.according to the number
of times the article changed hands before the final purchase; that
led to distortions that were avoided with the value added tax. In.
addition, the self-reinforcing nature of the tax could provide a fim
framework for the admiqiétration of other taxation, if correctly
operated, If the tax was not too low (the rate should be of the order
of 10-15 per cent rather than 2-3 per cent), it would be in the
interests of each taxpeyer to:.claim all exemptions for purchases. If
the puréhases were certified by vouchers that included a tax code
number, it would be siiple, with the. aid of electronic computers, to
build up an independent,sourcévof comprehensive infarmation on the
total volume of sales of an enternrise, provided that the tax was
comprehensive and gﬁiversal? and did nét exempt\a‘substantial number

of sectors, loreover it would be a great advantage, from the standpoint
of economic plannipg, to have réa@ly reliable current statistics on the
transaction-matrix, that would constitute an up~-to—deic input/output toble,
He would recommend & system with three sets of numbers, the first for
the tax district or oifice, the second for the nature.of the business
{on the basis of some standard industrial classification), and the
third for the number on the tax file in the district concerned., = With
that system, it would be a simple matter to keep a current record of

/the sales
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the sales of each taxpayer on the basis of the purchases of,othersgr
and-undérérepdrting would be nade very difficult, ‘Hbreéver, a
reliable indication of the gross incone of each enterpr{ée would be
very useful from the standpoint of qther taxes levied, Collusion
among businesses would have tp be very widespread to defeat the self-
reinforcing:feature of the value added,tax.

As regards.other econonic eifects, the over-all incidence of
the value added'tax was not very difilerent from that of a corporation
profits tax, vhich yielded the same revenue, Ioth would be partly
wransferred, The gross profit element in tThe value added tax was
very high; in the United Kingdom it was about a third, and might be
as high as one-half in Iatin America, The value added tax made it
possible to cub out all irratjonal exemptions, and instead of taxing
the net profit, as at present, the tax would be on the gross profit,
at a conveniently low rate, Thus the total incidence, as between
profit earners and wage earners, would be much the same, DBub the
distribution of the tax burden as belween various enterprises would be
verv different from the profits tax, The value added tax would
relieve the businesses that paid most of the profits tax, and tax
those who at present paid nothing; it vould relieve the efficient,
units, and penalize the inefficient, Whereas high marginal rates,
in conjunction with many exceptions, shielded the inelficient ond,
lindted the scope of growth of the efficient, the value added tax,
if inmposed in partial substitution of the profits tax, ould thus
improve the allocative efficiency of the economy; it would have tpe
eifect of strengthening the forces of competition, o,

The creation of an efficlent takx system was not difficult,
regarded as a purely technical nroblem. The papers submitted to the
présent Conferénce as well as the discussion thus far, showed that
experts would have no great diffieculty in reaching agreenent on the
variovs issues. Unfortunately fiscal reform was not a purely technical
matter, and depended mainly, nol on eixpert advice, but on the balance

of political forces. It would affect the economic interests ol the

/most powerful
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most powerful sectors of society, and some believed that consequently
it could not be effected without a revolution., Since revolution was
unlikely to eim merely at:progressiVe taxation or 1end reform, it was
in the long-term 1nterests of the propertled classes to avoid it by
accepting such reforms, even though that weakened their economic
position in the 1mmed1ate future. In the United Klngdom the ruling
classes had succeeded in malntalnlng much of their former position by
dlsplaylng sugh enliﬁhtened seli-interest, but he doubted whether the
same atiitude would be dlSplayed in Latin America., Tax experts nust
pursue their pedesirian task of explaining the tecbnieal‘pre-condition
of an efficient tax éJstém to Ministers of Finance, but they would
have to bear in mlnd Lhat theirs was perhaps the least 1mportant part
of the task in hand. ' _
. Mr, HERSCHEL said he would base his comments on Mr. Kaldor's
paper mainly on actual egperlence in Argentina. But first of all he
would llke to say thet he was in complete agreerent with what Mr, Kaldor

had said in the lest part of his verbal statement at ‘the present meetlng
as 1o the role of experts 1n tax and flscal relorm, since it was a true
reflection of uhe altuatlon in Latin Amerlca.. Introducmb hls comients.
(CPF—DB—B/Add 2) on Mr. Kaldor's paper he touched, on publlc expenditure,
the incentive oroblem, inflation as a tax resource, the tax potential,
and on certeln specific aspecps of particular tages, }ndlcaelng where

he agreed or disegreed not only with lir, Kaldor's oaﬁerﬁ but also with
the views of other speaLers who had referred to those points at earller
meetlngs.

Mr. NUREZ 1ntroduced hls comment s (CPFhUB—B/Add l) on the paper
on the role of taxatlon 1n economic development, He expressed his ‘"
agreement with many of the 001nts made by lir, Kaldor, and dealt in some
detall with other p01nts that he considered had been overlooked or were
1ncorrect 1rclud1ng the almost complete ow1351on of the tax uySt@n‘S
,.functlon in redlsurlbuLlng income and wealth the lack of empha51s on
the ouestloe of 1ncent1Ves, the relatlonshlp between inflation and the
tax system, the problem of tax admlnlsuratlon cosus, and taxes on

ggriculture, He also expressed v1ews on the .strategy Or tax reform, |
which was not mentioned in Mr, Kaldorls paper, although it had been dealt
with in his statement at the beginning of the present meeting,

/i, URQUIDI
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Mr, URQUIDT said he feared that some of the recommendations made
by Mr, Kaldor jn his paper, particularly the establishment of a tax
on agriculture, could not bs qarfied out in latin America., There
would also be practical difficulties in taxing family rather than
individual income, because family in the economic sense was not easy
to define. A tax on wealth would give rise to alarm and its introduce
tion would involve an administrative operation which might be out of
proportion to the revenue yielded,

With respect to the value added tax, which Mr, Kaldor proposed
as a substitute for the income tax, he felt that its practical effect
would be to. tax not only profits but alse the payroll. Such a tax,
in his view, was both inapplicable and discriminatory, particularly
against enterprises which employed a large amount of Labour, It would
run counter to_the objective of generating large-scale employment of
labour in counitries in the process of development, which was precisely
the position of the Latin American countries.

Referring to Mr, Kaldor's suggestion that tax incentives should be
abolished in favour of tax reduction, he asked whether Mr, Kaldor meant .
the specific incentive of accelerated depreciation or whether he referred
to incentives in general,

With regard to the much-discussed question of the objectives of
fiscal policy, to which Mr, Kaldor had referred directly, he observed
that in his own paper he had not expressed any preference for public
savings as against . current expenditure, However, the budget surplus
to wirich Mr, Kaldor had'attachedféﬁch great importance as an instrument
of investment by the public sector was not very different from public
savings., | '

Mr, NAHARRO expressed gonéral' agreement with Mr. Kaldor!s statement;
Howvever, without prejudice to a fuller discussion of the topic when his
own paper relating to taxes on produétion an¢ consunptlion was taken up by
the Conference, he shared lfr, Urquidi's pessimism with respect to the
value added tax, However, his position in the matter was only slightly
at variance with Mr, Kaldor's since he agreed that an added value tax was

/similar to
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similar to a tax on gross product, It was a tax area.in vhi.eh ddrect

and indiréct’ tesation appeared to overlap, However,”bhe*édbetiﬁdéion':
of one taX for’ another 1mplled a change of attitude asto what’ A tax
system should be, To offset the advantages of the add¥d valiue: tax there
were also dlsadvan%ages, smne of them of the utmost 1mportance. Not only

. would its appllcatlon 1nvolve a heavv administrative. task, but it might

upset ‘the prics system oy producine 2 vertlcal concentration of productive
enterprlses aimed at conceallnv added values and reducing the sphere of
free. oompetltlon.' In suoport of his contention, he referred to the "tax
on the volume of Sales! apolled in Spain in 1927, In spite of the fact
‘that the tax admlnlstraulon was quite efficient, the tax base could not
be .established, so that the tax had been a total failure, even though all
that had been attempted was to asgess gross income,

" With respect to some of the addltlonal advantages attributed to the J
taXx on added value, he feared that Mr, Kaldort!s statement was not altoeether
clear to him, bt he failed to understand how a trans dctionpmacrLY'could ,
constitute an 1nput-output table since a transaction was not quite the |
Same ‘as an 1nput. ,

To sum up, while ﬁé was not completely opnosed to. thé added value
tax, he'felt that its application would be .dangerous and inadviSable in
Latin America. ' Lot R

" Mr, FERNANDEZ FROVOSTE said that the statements made by the previous |
speakets had confirmed his view that problems of fiscal policy, whether

n general or in the more restricted framework being-discussed at the
burreﬁﬁ'meeting, could only be solved if supported by other measures
related to ‘that policy, The aims of tax policy were twofold: to channel
resources and to redlstrlbute 1ncome. In his opindon, the two aims were
not mutually e;c1u51ve. Income redlsﬁrlbutlon in favour of the lower income
groups benefited economlc development since it reduced 1mpo;ts of non- ”
essential items and this curtalled the fllght .0f eurrency,": o

He considered of utmost value Mr, ‘Kaldor!s recomiendation that there T

;oY

should be a prodreSSIVe tax on 1noome, supplemented “by.a’ taxion- busxness .
profits, On- the ‘other hanﬁ, as far as Latin America -was. .concerred ‘the' i
worst form of taxation would be a tax on the cost of production., He was

therefore oppose& to a value added tax since it taxed the cost of a product

before it reached its final stage,
J¥ir. JARACH
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Mr. JARACH was gratified to note that most of the points made by
Mr, Ka1d§r coincided with the views he himself had expressed in the paper
he had prepéred.for the conference, which was to be discussed at a later
stage, That was particularly true of My, Kaldor!s position on such
questions as the role of property taxes, inheritance taxes and the taxation
of agriculturai land, On the cquestion of incentives, he felt that in the
matter of fiscal policy for development undue importance was attached to
incentives in the form of tax concessions and rebates which jeopardized
the basic aim of maintaining fiscal revenue and providing the essential
services and infrastructures of development. Preference should be given to
taxes containing automatic incentives by encouraging increased output and
discouraging unproductive ownership, '

The question had been raised as to how far theviews of tax experts
and the results of tax conferences could actually lead to tax reforms, He
took the optimistic view that recommendations generally agreed upon by
tax experts served a useful purpose and could be used as a potent érgument
to combat the widely publicized views of the vested interssts opposed to
tax reform which based their stand on pseudo-docirines,

Mro, BACA observed that the countries of Central America had had some
success in the use of tax incentives, However, it should be clearly
understood that such incentives were a temporary measure and should only
be provided to new industries, He pointed out that when capital-exporting
countries‘failed to take account of income tax exemptions granted for the
purpose of promotinc industry, such exemptions were rendered ineffective and
constituted merely a gift by the country grantlng them to the capital- |
exporting country,

With respect to the added value tak, he felt that it could not be a
substitute for a tax on gross profits because it became a' tax on
consumption to the extent that it could be transferred. loreover, if it
was not transferred it discriminated agalnst 1ndustr1es with smaller
profits, - : L s o
He dld not thlnk that a general tax on sales could. be read1ly apnlled
in Latin America unless collected at the producer level. '

 /Mr. GNAZZO
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Mr, GNAZZO felt that the question of the effects of taxation had
given rise to some uncertainﬁy during the discussions., A tax on luxury
goods, for instance, might not be of much practical value if it affected
only a very small percentage of the population, On the contrary, it might
create dislocations in the supply and demand position by encouraging the
illegal entry of lwoury items, Export taxes, on the other hand, might
create balance of trade problems, A tax on agricultural land, however,
could produce dractical results, In Latin America, agriculiure could
play an essemtial role in reducing existing bottlenecks in the economies
of the countries concerned, In view of the low world market prices for
primary products, improved productivity could do much to better conditions,
Improved agricultural prioductivity could be achieved through the taxation
of unproductive agricultural sectors,

The recommendation in favour of a value added tax should not be
rejected out of hand since some elements might be usefully studied for
possible application in Latin America.

Mr, VEGA said that several of Mr, Kaldor!s tax recormendations were
already being applied in his own country, Ecuador, particularly with
respect to the social aims of fiscal policy, such as to provide increased
educational, pullic health and other services, Consideration had also been
given to adoption of the technigue of value added in the sales tax, Other
aspects of the tax should nevertheless be studied, A4n effective tax on
agricultural land of the type suggested by Mr, Kaldor, would be difficult
to impose under present conditions in Latin America and would have to be
preceded by a lengthy process of education and persuasion,

The meeting rose at 1.15 p.m.
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THE ROLE OF TAXATION IN ECCNGIC DEZVELOPENT (continued)

Mr, PIEDRABUENA, referring to Mr, Kaldor's views: on incentives,
believéd that in Chile such incontives would have td be rationalized,
established on a traditional basis, and applied in a manner which -
distinguished betwesen business and personal income.

Mr. Prest's comments might be supplemented by Mr. Xaldor's alternative
suggestion of partially replacing the corporation profits tax by a value
added tax; the sales tax could thus be suppressed, The value added tax .-
afforded sectoral control, The differente between the!two types of tax
was that the value added tax put a premium on efficiency and penalized
inefficiency. Cohééquentiy, such a tax could take the place of the excess
profitéyﬁax'which:actﬁali% penalized efficiency.’

In his opfnion, the transition from a sales tax to a value-added
tax should not be difficult; as an alternative, provisioﬁ had been made
in Chile to exempt industrial inputs, thus avoiding verticality, since
the ‘entrepreneur was allowed to deduct his purchases and taxess

Referring to tax evasion, he observed that it existed in fact and
could not be overlooked; but means should be devised to erideavour-to
reduce it to a minimum, ST

He thanked lir., Kaldor for mentioning the tax reform act recently
approved in Chile, and explained that assessments would be made on the
basis of the poﬁential'yalue' of the current use of land.

He did mot believe that the tax on wealth was just; in his opinion,
it had been established to compensate for administrative inefficiency; he
could not only conceive of such a tax as & comparative test, i.e., it would -
serve as a minimum but éould not be added to income tax, except in the..
case of inheritance, - - - c -

Mr, LESSA said that while there was-a consersus of opinion in the
Conference that econdmic‘deVelopnent was the final -objective of fiscal
policy, there were differences of approacﬁ as to“the mepmner of applying
tax revenﬁé to achieve it," Mr, Urqui&i favoured spending on infrastructure
to change'ﬁhe'brodﬁctive'functions of a comnmunity and establish its stock

/of capital,:
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of capital, while :Ir. Kéiﬁof‘agéigned more importance to social needs

- education, health, etc. - as improving a country's working caplfi;f:

He personally agreed with the former, since it had pften‘begﬁmééén in
Latin America.that, owing to deficiencies in the structure of production,
labour left the country or had to be absorbed by the public administration,
which, as a result, became excessively swollen.

With regard to agricultural taxes, & similar system to that favoured
by Mr. Xaldor had beentried out in Brazil, but had failed owing to the
difficulty of administering it. +hile taxation might be a help in
agrarian reform, it could.also be self-defeating, as when an entrepreneur,
instead of selling his land, decided to capitalize his productive unit .
by adopting a more advanced technology, which was reflected in a lowering .
of the man-land ratio. In such cases, labour was ousted from the land
and could not find work in the cities, thus aggravating unemployment,
which was serious enough any way in latin America owing to the rapid
growth of the population. In Brazil, for instance, the industrial sector,
which had a'9 per cent annual rate of growth, had not been able to absorb
even half the population growth, o

With regard to the suggestion of establishing a tax on value added,
such a system had been established in Brazil in 1957 and had been
yielding 30 per cent of the total tax collections for the Federal Govern-
ment. It would be a good idea to intreduce the system in Létin America
to correct the regressive nature of the sales tax, which was particularly
unfair when there were differences in the degree of development of
different regions of the same country, as in Brazil,

Mr, COSCIANI said that taxes on sales, purchases, and value added’

were all of the same nature in that they were transferred to the final con-
sumer. The value added tax offered certain advantages, and he found it
curious that Mr, laharro assigned to it the effect of encouraging-manQ'
polies, since it was a tax neutral in its effect. However, he agreed '
with Hr. Naharro that the application of such a tax implied that all
business firms kept books recording all sélasrand purchases, and that
sall firms would be able to evade it.

| /Referring to
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deferring to taxes on capital gains, he asked .ir. haldor whether
his suggestioens'referred.to supplementlng the incone pax or whether they
were ingpired by the desire to punish speculetlon._ In the 1&tter case,
it would be necessary to introduce an index of speculatlon 1n applylng
it in latin America.bearing. in mind the perlod over Whlch the capxtal
gains had taken plece ang. the percentage of the total capltal they
represented, e

Mr, GOCODE, wished to make a few comments on Mr, &aldor s suggestlon h
of a value added tax. .If it was to be levied on the value of an enter—
prise's;sales er receipts aminus its purchases of rew materlale without’
any deduction for capital outlay he feared that it mlght have an ‘
unfortunate effect on- investment, 51nce the enterprlse would have to pay
tax twice over, - '. | _ |

fegarded as a partlal replacement for proflts tax, he doubted whether
it could be applied over a larger area than the latter s:.nce 1t was no‘t
suitable for agriculture, swall enterprlses or the professm)ns. '

He doubted whether the self-reinforcing features of the value added
tax would be as effective as Lir, Kaldor claimea.." Even wa.th the aid of '
electronic computers, he thought that tax collectlon would remain a -
problen, and enforcement would undoubtedly entail Lnuch fleld works

Hr. HART believed that attention should be pald to the p0531bllitY“'
of integrating or supplenentlng the varlous taxes, and c1ted as an )
example the case of taxes on. net weelth and 1ncome, 1f both ex;sted ‘af
income tax could be applled without any discrlmlnatlon. If only 1ﬁcome:
tax were applied, a dlstlnctlon would have to be nade between income
derived from work and. 1ncome from preperty. -

e noticed that liir, Keldor had not mentloned net wealth taxes in
regard-to. agrlculture, p0351bly taxes on potentlal 1ncome comblned both:
wealth and income aspects.. B |

The value -added tax offered possibllltn.es of 1ntegrat1ng or supple-‘ "
menting it with sales or productlon taxes. Une oi the advanteges of
such a. tax,was 1ts e;mpllclty, whlch wa.s Qgibhtbd when 'eyemptlons were
introduced, -as in the case of foodstuffs. On the other hand its
introduction demanded a rather hlgh mlnlmum.level of admlnlstratlon and

N /there was o
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there was a danger ol failure if it were applied before it reached that
minimum stage, A strong point.in its favour was that it implied a conflict
of interests between taxp&yers.

Mr, DESCARTES said that, in ﬁeneral, he agreed with Mr, Kaldorts
opinion, but he had certain reservations, Mr. Kaldor's views seemed to
be directed towards long-term objéctives.

He supported the idea of a non-schedular tax on total inceme based
on reasonable rates, He had some reservations regarding-the tax on value
added, With reference to taxes onhwealth, he was concerned about their
effect on economic development, .As for the use of develomment funds, it
it was extremely difficult to choose between direct develorment purposes
and traditional goverrment expenditure - on health and education, for
example, Nevertheless, he did not believe that there was a clear-cut
conflict. Each country could and should decide what was best for it,

The ideal would be to finance both, but if there was a shortage of funds
somethinz had to be sacrificed, Under certain conditions the building of

a factory or the capitalization of an autonomous entity providing electric .
power might be more useful than an increase in expenditure on public health,
He agreed that education was vital to economic developnent and that it
would e difficult to sacrifice it for the sake of other ends,

Mr, PREST said that the main point he wished to make had already been
made by lr, Goode, There were three ways of applying the value added tax:
without any deduction for depreciation of capital goods, with some
allowance made for depreciation or with a deduction for purchases of
capital goods, the last being equivalent to a tax on.consumption,

In comparing the sales and the value added tax, lir. Kaldor had
stated that the sales tax was less neutral. That depended on the particular
way in which each tax was used. There was no difference, for instance,
between a sales tax applied at one stage only and a value added tax of
the third type. - |

Mr, Kaldor's idea should be contrasted with the suggestion put forward
by Professor Baumol of Princeton University in a recent boock that firms E
should be given subsidies according to the value added from one year to
the next, |

/In relation
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. In relation to Mr. Kildor's comment that.thé ‘taxation of foreign enter-
prises should be given separate treatment, Mr. Lewis drew the attention of
the meeting to.secretariat paper CPF-DS—A, which made a useful contrmbutlon
to .the subjecte v = . . . : . -

- With. respect to the Qﬁestien'of incentives for privete enterpriSes,'
he thought that some more deéfinite and quantitative answers might be 'o'btai'ﬁed

" if ‘the subject were approached from the standpoint of the enterprises them

selves rather than from that of fiscal polfey. Accerdingrﬁo Mf.nKaldor,
the crux of the matter was not whether incentives produced a surplue for
the Govérrment, but vhethér the development of mational income and |
espenditure produced 2. surplus, which was the optimim condition for the
encouragement .of ‘private enterprise, In practical political ﬁ%:me he i
himself thought that such a.condition exdisted in a country where the controle
ling social.and economic classes were able. to adapt themselves to eceeomic
develapment, - | o o _
Mr, KALDOR wished to reply to the comments that had been mede point by
point rather than according to the order of speakers, as many of them had
dealt with the same aspect, ‘
- It . had been charged that he neglected the redisfributivexfﬁnctions of _
taxation., On the contrary, he felt he' held” very strong views. about them,.
as witnessed by his work.in Meixico, Ceylon ‘and Lritish Guiana; He
considered that progressive taxation was redistributive in a doublé sense;.
firstly, because if effective, it reduced available inceme for consumption,
and sécondly, because the compresslon of luxury consumption dlmlnlshed any
inequalities that existed before tax, It was not only that profits generated
luxury spending; luxury spetiding also increased the volume of profits, If
the share of national resofirces claimed by the wealthy classes was reduced.
by progresive taxation; their income before taxation would also be reduced.
With respect to the criticisnis«of his treatment of inflation by Mr, ‘
Herschel and other speakers, he did not wish to say that he opposed 1nflatloh
undéxr 511 ‘ciréimstances bub was nevertheless comvinced that it was a eiumsy
and inefficient instriment for mobitizing: resouﬂces, since when prices rose
in relation to .incame more monéy ifas transferted to the profit—earnlng
classes who used it for luxury spending instead of for investment, Thus
part of-the:enforced reduction in consumption of the masses of the population
Jwas wasted
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wa8 wasted in the higher consumption of the recipients of profits, Inflation
Was also soc1allv unJust 1n tnat it enhanced the wvt: *eeive stfueture of
taxation, o "-" -

With regard'to'Mr."Ndﬁez'contEntioh that,lahd taxes were'diffieult to
apply he referred hlm to the example of Chile, It had been said that he
exaggerated the crltlcal role of aﬁrlcultural surpluses as a determanant
of - economic development but in under-developed and eredomlnantly agricnlinel
countries the dlfflculty of developlng new industries to the point where
they: could compete successfully with the manufacturlnw capac1ty of highly
advanced countries had to be taken into account, 'Thellack of an rgricrli rol
surplus could not therefore, be compensated for by imports,_whieh were paid
for by the'expoff'of manufactures. Doubt had also been cast on whether a
progressive land taxt ecouwld stimulate productivity, He would like to leave
“that’ point open for discussion at a later meeting, |

- With reference to the charge that his ideas were not practical he
asked vhether that meant that they were unrealizable from a technical
point of view or whether they would be iikely to arouse opposition amovig ‘
powerful interests, If the latier, he felt very strongly that it was ﬁhe, .
duty of economists and indeed of experts in any field to consider the publie
interest and not to bow to political considerations,

. As regardg the coricept of family taxatlon, i.e, the integration of
the unearned income of husband, vife and ‘minors, he referred Mr, Urouidi to
his report on tax reform to the Mexican Goverrment, where the idea had been
developed in detail, There was no reasoh to doubt its efficacy 81nce it |
was being successfullv applied in nany European countries, Indla and Ceylon.

It had been said that he had not mide the ‘order of nrlorlty for his |
plan for tax reform 5uff1c1ently clear. In hlS oplnlon.measures to enhance
the integrity and efficiency of the ta: adm:.nlstrat:.on should take
precedence over all other con81derat10ns, 51nce thev formed the cornerb
stone of successful tax reform, " -

~ With respect to his suggestlon of a value added ta&, hr. Urquldi had
sajd that it would not serve for amall enterprlses whach did not keep
proper accountu. He himself thought that if enterprlsea could be
taxed in other ways, there was no reason why a value added tax should not

' ' /be equally
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be equally:suceessful, particularly as it was simpler and more practical
than sales taxes.-:He disagreed with lir, Haharro -that it:yéﬁld tend to
distort the price system and resource allocation, as it was a qoﬁpletely
neutral tax being simply a.sales tax with the eleuent of.duplicgtioh
removed, As Mr, Prest had said it was compapab%g:to.g ;Qmprehehéive
single stage sales tax., He further disagreed with ﬂ{%ENaharrolthap the
tax tended to stimulate the foruation of monopolies, but whére economies
of scale were present it did promote the development of larger and mecre
efficient enterprises and eliminated inefficient units with little com-
petitive power, | o S

With reference to some remarks by .ir, Piedrabuena and iMr. Hart, he
agreed that the value added tax had to be judged in relation to the tax
it supplanted or complemented, It was best to look upon it as a substltute
for the sales tax and partiaiﬁreplacement for the_gorporate profits tax.,
In answer to Mr. Goode, he thought that the value added tax was as
applicable to retail trade as the sales tax., He agreed that the self—
reinforcing features of the tax could be effective only if its coverage; |
was comprehensive,

Mr, Urguidi and other speakers had criticized hlS neglect of the
question of incentives in taxation. He was fully aware of their -
importance particularly when the objectives almed at had been made clear N
beforehand, but did not con31der that they were a salient factor in ‘
economic development and deplored their haphazard application whi;h i
often left Joopholes for.tax evasion, ‘ . -

What he” did disagree Wlth was. the idea that. heava.er taxation acted e
as a disincentiwvwe, On the qoptrary, its stimulating effects were apt =
to outweigh:its potentiality as.a deterrent. I£ was als§ likely—to_ .A v
produce more revenue for investment. -instead of for consumptlon. |

In answer to-a polnt raised.by [lir. Naharro, he agreed that dlrect -
taxes were more equitable than lndlrect taxes in that they were leveld a
on a person's actual capacity to. pay. But 51nce 1nd1rect taxes were
prlmarlly intended as instruments for collecting revenue, and the
criterion that should be applied was one of economic efficiency, the
question of equity was less valid in relation to taxes on ontirpriscs

then in relation to taes on persons.
/Since the



E/CN,12/638
Page 94,

Since the value -added tax was intended to Jroduce revenue rather
than equity, he thouuht that it should be universal w1thout excluding
foodstuffs as had been suggasted. Any adverse effects it might have
on distribution could be counteracted by the introduction of subsidies
at one stage or.another. He insisted on the importande of a single

uniform rate for the value added tax,

The meeting was susgended at 5,25 p.ma_and resumed at 5,35 v.m,

ISSUES OF TAX REFORM FOR LATIN AMERICA

'Mr. Magafia took the Chair

Mr, HARBERGER said that his paper (Doc, CPFADB—A) could be summed
up in five main points: (1) Latin American countries faced strong tax

increases because the development programmes they had undertaken demanded
heavy fiscal expenditures; (2) Latin American countries should have the
means to face unforeseen contingencies, such as the fluctuation of
international prices of eprrt products which affected government revenues
and the sudden rises in wages and salarieé; (3) however important reducing
evasion might be, it would not produce all the funds required by those
countries in the next decade; (4) to obtain a fair cdistribution of the
tax burden it would be necessary to have recourse to several taxes,
AMthough the income tax had been:much 1mproved, thers were different
possibilities of evasion for dlfferent community groups and it would be
necessary to have recourse to other taxes in order to strengthen the
progressive effect of income éax, (5) one way-df”aéhieving greater
progressivity in the over-all tax system was to apply taxes to oroups

of lwary or semi-luxury goods, In Latln America a start had been made

in that direction through import duties, but as.the countries began to

. /produce such
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produce such goods, thought would have to be glven to taxing them,

even when they were locally imnufactured. In thls conpex;on, and as

a maﬁter of secondary importance, he‘méntloned the flsqgl posslblllt;es

that lhe suppression of diplomitie privileges would open up for
automoblle imports. - - ‘ ‘_ | -

h " Mr, Harberger next referred to taxes on cap1ta1 incoume, whlch

should not be applied solely to corporatlons but should be extended to

all enterprises, interest, agricultural act1v1t1es, and income derived

from urban property, without prejudice to applying the personal income

tax concurrently, The difficulties in taXing unincorporated enterprises

could be solved by means of schedular taxes such as those already existing

in many Latin American countries. The taxing of interest, in so far as

it represented capitnl, would not be very difficult because banks and
financial institutions useyefficient aceounting methods and :.r« not in

& position to evade taxes., In taxing urban and rural property, recourse
migh% be had to a system of self-assessment, whereby the owners would be
obliged to sell to anyone ready to pay, for instance, 20 per cent above
the value declared.

Mr, ROSS read the comments made by Mr. iatus (see Doc, CH'-DB~4/Add.l).

Mr, Ui”UIDI said that many of the points made by Mr. Harberger were
excellent, especially with reference to the need for planning taxes to
meet contingencies, However, he disagreed with the restriction on con-
sumption of domestically-produced luxury goods, since it might have adverse
effeets oh employment and industrial activity, and consequently on fiscal
revenue,

In his view, Mr, Harberger's reference to duty-free imports of
automobiles by diplomatic missions was hardly correct, as the yield
obtained from a tax on such transactions would not Justify the difficul-
ties that would arise,

Hith regard to taxation of income from capital, he believed that
the idea of levying property taxes should be more generally adopted;
that was no novelty in latin America since they were in use in a number
of countries in the region.

/Referring to
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Referring to the suggestion made by lir. Harberger of instituting

the compulsofy sale of property when the owner received an offer of
purchase at a certain percentage above the value of his assessement, he
believed it would not be feasible. There were other means of establishing
gradually a system of honest assessiient which were far more practicéble
than the method proposed by Mr. Harberger. For example, in iexico '
assessment by a bank, duly certified by a'notary public, was required.

The meeting rose at 6,30 p.m.
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Y55SUES OF TAX REFORM FOR LATIN AMERICA (cdnﬁinued)

Mr; FREST referred t@_section II of Mr, Harbergerls paper, on progres-
sive excisé taxes, With fespect to substitution effects, he wished to draw- -
attention-to the possibility of such an effect in relation to the demend for
leisuré, or the supply of work, Secondly, he said that on the basis of
twenty yeéré' experiencé of progressive excise taxes in the United Kingdom, -
they could not be regarded as very successful; it was difficult to ensure
that comparable goods were taxed at comparable rates, and rates were now .
being consolidated in order to avoid irrational discrimination, Lastly,
European experience with a common market had shown thet the different
structures of progressive excise taxes in different countries led to problems
in establishing a common market; such problems were not insoluble, but they
should be given careful consideration before establishing such tascs if
they did not already exist.

Mrs, de NAVARRETE , referring specifically to the tax on income from
capital, reminded the meeting that it already existed in many countries,
including Mexdco, After expléining in detail how the tax operated in that
country, and pointing out that its rapidly progressive rates climbed to as -
much as LO per cent, she said she was not in favour of ad rem taxatiom.

What was urgently necessary, in her view, was a personal and progressive

tax on capital, If applied to agriculture, the tax proposed by Mr.

Harberger would have a diécouraging effect inasmuch as it would hinder
capital formation, The aﬁthor of the panel paper, in estimating the probable
income from the taxes he suggested, had not taken into acecount evasion in
respect of capital as e factor reducing the tax base, 0On the.other points
raised in the panel paper she supported Mr, Harbergert!s views,

Mr, NAHARRO said he was in general agreement with kMr, Harbergerts,
excellent paper, and endorsed the proposal respecting a tax on capitsal,
however difficult it might be to apply. . However, he asked Mr, Harberger
to make clear his sclution to the problems arising in connexion with
taxation of interest received as profits by banks which weére already taxed
when paid by the‘Eorrower. Simitar cases might arise in connexion with
other financial intermediaries, subsidiary companies in relation to the head
office, investment trusts, etc, While those problems of double tazatlon
were not insolublé, they were complicated and Mr, Harberser!s comments on

that point were most useful,
Jiir. HART
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Mr. HaRT referred to’'the question 8f whether ‘corporutions should be '
subject to a tux on ineome from Cdpltdl dt the same rate as. unlncorpordtad
compdnles.' Although a tax on the net dct1V1ty of a. corpordtlon corresponded
to the concept of & tax on capital 1ncome the Sume ; Wus not true for un- .

.1ncorpordted compdnles, where to some extent the proflt representod the
remuneratlon of the entrepreneur s ldbour, the ldbour element being
proportzondtely larger in the smdller companles. He referred to experience
in Chile in relatlon to the possiblllty‘of taxing the two Lategories of .
enterprlse at dlfferent rdtes Moreover, it was dliflcult to ‘establish -

a net’ income consxstlng of 1nterest 1f the current 1nfldtlon rate was.
hlgher thdn the nomlnal 1nterest rate. L - e

“Mr. RIOFRIO thought that all the papers, presented to the Conference
were of high qudlity, though he dlsdgreed Wlth them on . few points. . .
What caused him most concern with regdrd to the work of experts wys the S
lack of contlnulty and even the .incompatability of thelr ideus, 31noe the
outcome might be bew1lderment dnd mlsglvings Among. those who were dnxlous :
to follow their advice. To support his contentlon, he clted several cases.
thdt hdd arisen in Lcuador _ i S e

With regard to the tdx on income from capitdl in hlS oplnlon 1ncome,
by it§’ very ndture, Was ledyS net, and thdt he would be loth Lo tdx gross.:
incoine He dlSO sow difficulties in connexlon w1th the multlpllcity of
taxes on the sdme source and the problem of determlnlng where progressiveness
in 1nd1rect thdtlon begdn He thought the best thlng was to Avoid every
ikind of dlscrlmlnatlon, by establishing a globdl tax on capltdl-dnd a
further supplementdry tax whlch might play some pdrt 1n the redlstrlbutlve
funétion proper to flSCal pollcy He dsked Mr. Hdrberger what 1evel.of
progressxv1ty he would recommend for the tdxes on consumptlon suggested
in his paper. T o o

Mr. DESCARTES referrlng to the assessment of agrlculturdl dnd

r631dent1dl propertles, said tndt he vlewed wmth some m;sg1v1ng a. syStem
of dSSeSSMEDt or collectlon whlch dppedred to be over—51mp11f1edu, He felt .
that dssessment of property ralsed numerous problems, dnd ‘hoped, thdt they..
would be dlscussed in connexlon w1th the thdtlon of dgrlculture._.

e, GNAZZQ -
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Mr. GNAZZO‘tooll{ it that what Mr. Ha.rbérger meuant by a tax on corporate
profits was a tax on the capital profits of an enterprise. He wondered
whether a distinction could be mude between the profits of an enterprise
and those of 4 shareholder. Some enterprises were owned by a single
shareholder. He would therefore ask Mr. Harberger whether it might not
be better to consider corporate profits us the cupitul profits of share-
holders land to tax them 4t the time the profits were distributed.

Mr. DARDON, referx"ing to the question of the assessment of property
for tux purposes, agreéd with Mr, Harberger's proposal of self-assessment
bused on the declarg.ti'on of the property owner. The question of a stututory
provision, however, required further discussion. The solution must
necessarily vary from country to country.

Mr. COSCIANI believed that 'f,he organic, progressive tax on consumption
proposed by Mr. Harberger had several diéad\rantages. One of them was that, .
as the propensity to consume was less in the higher income-from-capital
groups, the rate formally applicable to the tux would not correspond to
the rate actually charged. " An ordinary tax on net wealth seemed to him .
to be preferable and simpler. o

Mr. NUNEZ referred to Mr. H-‘-cix;'t;erger’s position that income from’
capital should be tuxed at a higher rate than income from labour. He
understood a capital profits tax to meun a progressive personal tux on
cdpital profits. Such 4 tax would be easier to collect than a tux on
wealth, particularly if based on progressive rate. Thére would be some
advantage to combining the pfogressive tax on capital prefit® with.the
income tax. ) '

Mr. Harberger's proposed method of assessing property wus interesting
and he had recommended its adoption in Punuma. However, the Punamanian
Government had preferred to tux property on the basis of the size of the
holdings. |

Mr. GOODE supported the idea that there should be an effort to
increuse Substuntially the tuxes paid in most Latin American countries on
urwan residential property, as well as on agricultural land. Referring.
to paragraph 29 of Mr. Harberger's paper, he said that he distrusted the
proposal that property should be assessed on the busis of a simple assessment

Jof the
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of the value of hlS property by the owner himself. Ioreover the idea of
obliging the owner to sell his property if offered 20 per cent sbove “thut
assessed value would introduce the constitutional problem of foreed sale.
In addition, it might leave room for corruption, or sharp practice on the
part of those who hud easy access to information about, for example, the
buildlng of 8 road that would lead to an 1ncredse in the wvalue of certuin
properties Again, there might be no likely ‘buyers for a property that °
w4s unusually 1drge or leudble or at least none outside the social
cirele in which the 6hne};moved, where social restraints would operate - -
to prevent an attémptLho force o sale, whereas there would be a much
larger'ﬁarket for small properties. With respsct to the adjustment of
established'vhlues, he doubted very much whether a general price-index
would be appropriaste for the purpose, especiully for agricultural property,
in view of the instaBiiity of agricultural prices. He symputhized with..:
Mr. ﬁarberger's Qﬁh, but could not agree with his views abbut schieving
that aim. Property vsludtion wa$ s technical problem that the Latin:
American countries would have to deal with by getting technicul assistance
and advice from the various public and private agencies that specialized”
in that field. It would be a lengthy and costly task, but it wus urgent
and important, and the only true solutlon of the problem of getting a-
correct assessment of taxes on property

Mr. KALDOR suggested an amendment to Mr. Hurberger's proposal regarding
self-assesspment of property values by the owner, which might méet some of
Mr. Goode's objectlons. The scheme might be more acceptable if the owner-
always had the option of Fétaining his property if he revalued it above
the offer made; for exumple, if an offer was made to buy the property at
the owner's valustion plus 20 per cent; the owner could retuin it if he
raised his valustion by 25 per cent. That would lead to a correct valudg-
tion on the busis of a kind of uuction, without involving forced sales. ™"
Mr. Harberger's original proposal might lead to certain difficulties;
for an example an owner who was particularly attuched to his property ..
might over-vdlué it through feur of losing it, which would lead to resent+
ment of the system. As for Mr. Goode's suggestion about the difficulty of*"
finding buyers for large properties, it was quite likely that a syndlcdte .

/bould be
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could be found to do so if -there was the chance of a large profit.|‘1f
nc. one cume forward, that would mean that the market leue of the property
was in fdct 1ower than the: vuluation plus 20 per cent, dnd thdt the .
valudtlon was approximately: correct. : The question of self-assessment hdd
been discussed in public.finance circles in the United Klngdom for the
past fifﬁy years, and the view-had long been held thut expert #aiuation
was to be preferred, but that view was now changing. However good the
expert advice, there would be strong pressure for under-leuatlon unless .
the tax administration was entirely free of corruption. No country had
found an ideal method of adjusting assessed values. In lutln Amerlca i
assessed values represented less than 1 per cent of current mdrket leues,
but even in highly developed countries the situation was not satisfgctony
- in the Unlted Kingdom assessed vulues represented sbout 10-30 per cent
of market vdlues, énd in the United States, where there was no shortage
of experts, aseessed values in some States were entirely out of line with
current values. Whatever expert system was used, values would be out of
date within a few yeurs, but if Mr. Hurberger's system, amended as suggested,,
were adopted, assessed values would continue to rise as ihflation, or other
factors, led to agontiimued risc¢ in mexitet velues, -

Mr. HARBERGER, replying.to the comtents made on his paper, did not
think there was any greal discrepancy between Mr. Matus' views and his own,
since both were in fuvour of recommending a progressive tux on consumption -
and felt thgt capitul should be taked more hea?ily than labour. The . .
difference in their views would appear to stem rdther from thelr busic
outlook, since Mr. Matus had little use for farket forces, while he hlmself -
had sllghtly more respect .for them. Hence his fdveurdble attltude towards
a tax on all income derived from cupitul, whutéver its origin, without ‘

prejudice to the possibility of levying higher tuxes on the less productive

sectors 1n order te channel capltyl’ towards higher product1v1ty .

In view of the lack of flekibility of current tux systems, dnd 80
long as, 1t subsisted, recourse should be had to eStdbllShlng new tdxes or
incrEdsing existing ones. B .

As to whether the budget should be balanced or not, he was 1nc11ned
to suy no, provided the size of the deficit - which depended upon a number
of circumstunces = was not unduly large, as unfortunately was the case in

many Latin American countries.
/The fundamental
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The fundamental difference it hic ovm position srose from the
increasing respect he felt for the complicated economic organization,

With regard to Mr. Urquidi's observations, he recognized that every
tax had inherent in it an unemployment effect, but efforts should be made
to ensure thut the tax system as a whole wus designed to ensure muximum
yield from taxes with the least possible unemployment. The tax on income
from capital outlined in his paper wys intended, precisely, as double
taxation, as in the case of corporytions. Regarding asséssménts,‘he
recognized likewise that it was difficult to reach a consensus of opinion
on the subject; however, it would slwuys be preferable to huve some system
of assessment and to endeavour to ensure that ussessments were in line
with the real value of the property. With respect to cars owned by
diplomats, while it might be said that the loss of tux revenue was not
considerable, the capital gains derived therefrom should be considered.
Moreover, the question of principle involved should be looked into. That
remurk was also valid for the observations made by Mr. Descartes and
Mr. Dardone.

While it was true that the progressive tax could diséourage the
desire to work, as Mr. Prest had pointed out, he did not feel there was
cause for concern provided the rates were moderute. The indirect progressive
tax he personally recommended for Latin American countries was Wased on his
attitude towards the future thut lay before them during the next decade.
With regard to the attempt being made to establish a common market and its
influence on the tux system, he believed that tux rates on the same goods
in the different countries of destination should be the same or equivalent.

Whatever Mrs. Navarrete's views, he believed that systematizing of
taxes on income from capital was desirable. It was true that he had not
tuken tax evasion intb account in his puper, in order not to complicate
the issues too much.

It was not easy to reply to the doubts voiced by Mr. Naharro, because
each of the cuses to which he had referred wus different. While he would
like to think about them at greater length, and recognized that they still
needed an answer, he could say at once that he did not feel it was wrong to
levy taxes on the interest obtained by tanks, in addition to their own

/income from
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income from eupital, provided-they did not”meréif"éctJas'iéx collector
intermediaries, since to do so would be unjust.

Mr. Hart's observation was not without some foundation. 'Hdﬁevéf, if
it were possible to tux income from capital in the case of smull firms
with lower rates than larger enterprises, the'unfavouréble effects of the
proposed tax would not be so great. * ‘

Although he agreed that Mr. Riofrio's scruples were laudable, the
aim he had in mind in proposing in his paper that éfoss income should be
tuxed was precisely double taxation. To estdblish progressmvity in taxes
on consumption, he would recommend that BUrveys of families be made
for different income levels, in order to identify the goods into different.
groups depending on their income~elasticity. Depending upon the degree to
which they were lwxury goods, they would be taxed at varying rates - 30,
20 or 10 per cent.

When Mr. Gnazzo mude a distinction between corporation income and the
income accruing to their shareholders, he was possibly thinking of ‘4 single
income tax and not of double tuxation. If so, they were in complete
agreement.. C

He asgreed with Mr. Coseciani that the propensity to.consume declined
proportionately with the rise in Capi£31 income, wﬂich would seem to be -
an argument against the progressive indirect taxes which he himself had
proposed. However, the net wealth tax ¢ould quite easily be supplemented
or replaced by the system he proposed. | '

Reverting to the system of self-ussessment, he insisted that despite
all its drawbacks it was- fuirer than the syst.em' based on area only as
mentioned by Mr. Nufiez. : ' . :

In reply to Mr. Goode and Mr. Kaldor,‘he'feared that if the fines
paid in order to enable owners to-keep theiriproperty ware inplﬁded in
the system of assessment that he proposed, they might invalidate the
objectives pursued. But provided the fines in qpestioh were high enough
to discoursge those who were ready to run the risk of incurring them, he
would have no objection to make, since in thut case they would not affect
the substance of his suggestion.

/The meeting
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The meeting was suspended gt 11.55 a.m. and resumed at 12.10 p.m.

Mr. LYNN took the Chair

PUBLIC EXPENDITURES AND ECONCMIC DEVELOPMENT

Mr, VAN DER MEL introduced Mr. Adler's paper (CPF-DB-10) on public
expenditures and economic development. The first part of the puper dealt

with the need for a rational expenditureé policy, since appropriate
expenditures were the baslc justification for the lévying of tuxes, and
there was a close connexion between the effective use of government funds
and the willingness to pay taxes. The sfructure of revenue should be
determined in close rel#tion to the structure of expenditure, since the
fiscal machinery, in the wider sense, aimed at redistributing income.

The need for redistribution of income was more strongly felt in & stagnant
economy than in a country where there was a considerable growth rate
shared by the low income brackets, but such redistribution might be bedter
achieved through expenditure policies than revenue policies, to guard
against too great a reduction of incentives to saving and investment in
the private sector.

The papsr went on to deal with the budgetary process, touching on
the drawbacks of the conventional administrative budget, and the advuntages
of the functional budget, und of performunce budgetiﬁg,'which made it
possible to relate benefits to costs incurred. A related point was the
need to have consolidated data and co-ordination of spending policies
for the public sector as a whole, especiully when expenditure was spread
over many ministries, autonomous agencies, public enterprises, ete.

The comments on the level of public expenditures had to be somewhut
tentative because of the luck of comparability of the dats available.
Table 1 seemed to show that there wus no simple relation between the
rate of economic growth and the rate of public expenditures expressed
as a percentuge of the gross national product. It ctould not be estublished

/whether the
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whether the.growbh rate would have been higher if public expenditures: had
been higher, The decisive point seemed to be the quality of government
expenditure, : ‘ ' ~

The second half of the paper dealt with certain important categories
of public expenditure, and touched on public sector capital formation, on
the need for full cost pricing of public services and enterprisss and on
education, defence, and general administration, In connexion with its
lending operations, the World Bank had on numerous occasions been:cornfronted
with problems of pricing of public enterprises and had been able to exercise
some influence for the good, In general the situation appeared somewhat
better, although least with respect to railways., Subsidies, where unavoid-
able, 'should be rezarded as exceptions requiring special justification,
The proportion of total public e-penditure allocated to education appeared
to have increased in recent vears, but the additional facilities provided -
were to 2 considerable extent absorbed by the population increase, Literacy
ratios for 1950 vrere shown, but were not yet available for 1960, There
appeared to be some relation between the literacy rate and the proportion
of the gross national product spent on education, Expenditure on such -
social services as education and health seemed directly related to the
willingness to pay taxes; that could be exploited, particularly by
increasing local taxes, little used in Latin America as a means of
financing government services, Although defence expenditure was an area
where experts must tread warily, they had a duty to draw attention to the
element of waste inwvolved from the standpoint of econcmic development in a
substantial portion of expenditure under that head in Latin America,
Although data on general administration were not suscentible to detalled
analysis on a compasrative basis, it seemed. clear that Latin American govern—
rment services included a large number of superfluots posts, that efficiency
at the low and middle levels was poor, and that ithere was an urgent need for
better pay Scales ahd status for 'zowerrment employees in seneral,

Mr, MENDZZ said. he would confine himself for the time being to making
some general cammaents on Mr, Adler?!s paper, which he would enlarge upon

in a written paper'fhat he intended to present later to the Conference,

/As Tir, Adler
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As Mr. Adler had stressed, too little attention had been paid
in the past to unalysing the structure of public expenditure as a
function of development, particularly from the practical standpoint.
In his opinion, that was the galient point in Mr. Adler!s paper.

He considered that prior over-all development planning was
egsential whether fiscal expenditﬁre for investment purposes was regarded
as a complementary function of the private sector, whether such expend-~
iture was expected to have a redistributive effect or whether the end
pursued was to secure the backing of public opinion for economic develop-
ment plans. ‘ ' '

From that stundpoint, the basic questions posed by fiscal expenditure
were to what extent the State could act in pursuance of over-all develop-
ment aims without prejudicing the private sector, and how public
expenditure could be systemytically distributed. The development'
programme itself would answer those queries and would set the limits
for State intervention.

Admittedly it was impossible for the criteria that determined
the order of priority for expenditure to be altogether perfect, and it
was not always easy to carry out the necessary structural reforms.
It was equally true that an intensive investment plan would inevitably
lead to higher recurrent expenditure thun had been envissged and that
investment outlays that had already begun to be made could not always
be sbruptly broken off when the plan was initisted. All those considera-
tions would act as so muny further obstacles to investment policy.
Despite the difficulties, however, it wus always desiruble to establish
a plan and endeavour to keep to it.

Turning to some specific points made by Mr. Adler in his paper,
he said he did not agree thut the redistributive function of fiscal
policy should be applied chiefly in the less developed countries with
a stugnant economy; it might tend to aggravate the situation of those

countries in some cases, whereas the opposite might oceur in others.

/It was
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It was likewise possible that the redistributive effects of fiscal
policy were more urgently needed in developing countries where the
econony was not stagnant, He did not think that a2 general formula
could be advocated which failed to take into aceount the individual
features of each case, ..

With respect to the prices of public services, he thought all
price policies should be an integral part of the respective experditure
policy., Only in that way would it be possible to avert the dangerous
distortions from which development programmes were apt to suffer,

In conclusion he wished to stress agaiﬁ that the chief merit of
iir, Adler?s paper was that it opened wp a fundamentally important
avenue of economic Ccvelopricnt which had hitherto been insufficiently
explored,

Mr. NAHARRO wished to stress one point with respect to expenditure

on education. ‘hatever the volume of expenditure on educestion, it seemed

to be the general practice in Latin America that when that volume of
expenditure was allocated in the form of specific payments, very little went
to pay teachers who taught high~level psraduates who constituted an Important
factor in development, Hence, experts were "“produced!" who tiere of lower
quality than would have been the case if the production factor constituted
by "professors'" could devote all their efforts to teaching, which could only
be done.if they were well paid, instead of having to do other work,

Mr, LFIS felt that one aspect of the gquestion of public expenditure
should be emphasized, In discussing such matters as reforms in the tax
structure and tax administration, participants had thought in terms of
timing, of what was actually being done at the Goverrment level and in
legislative bodies., The same realistic approach might well be taken to
the question of public expenditure and budgetary procedures by thinking
in terms of what was currently being done, of how many civil servants
were needed and of how long it would take to train them, what budgetary
procedures should be introduced and what political decisions were needed

to enable the necessary legislation to be passed,

/Mr, MONTERROSO




E/CN,12/638
Page 110 |

Mro MONTZRROSO, referring to Mr, Adler's example of Peru as a country

offering an unfortunate combination of low gasoline taies and wholly
jnadequate road facilities, observed that road facilities were also
inadequate in some countries which imposed a high tax on gasoiine. That was
due to the fact that the income from gasoline taxes was not specifically
used to improve the highway network but went into a general fund, He '
wordered whether it might:not be desirable in Latin America to apply

income from certain taxes to specific purposes, perhaps on a percentage
basis. - ' S C '

Mr, DARDON, speaking to the question of the price of public serﬁiceé,‘
observed that prices were not always directly related to costs ‘and’ that
costs were usually inflated because of top-heavy bureaucratic administration,
The problem might partly be solved by:providing for the participation of
the private sector, e.g. by transferring some public services to the '
private sector, S - ISR

Mr, DESAY felt that lir. Adler!s paper had failed to tackle the real
issues, The question of pubilic expenditure could not be viewed on the same
basis as tax policy. The functional distribution of expenditure was not a
matter for bureauerats but for legislators, Decisions on national
priorities were the prerogative of the legislature and of ifinisters of
Finance, ' ' o S

He thought that there was still a considerable misunderstanding of the
develogment process itself, First, the national accounts, when developed,
were subject to major errors since the problems of imputations were. serious
and largely affected the estimates computed for the develoning economies.,
The nature of the processes of economic development was also complex, In-
comexion with his work with ECAFE, one conclusion reached was that the -
process of economic growth depended upon many things of which capital invest-
ment was not always the major factor. Even for countries of Western Europe,
that appeared to be so, The multi-variate analysis made by EGE, which had
selected three variables, viz, capital input, labour imput; and all other
elements excluding capital and labour inputs, gave the surprising outcome that

0t
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growth was most closely related with the balance factor other than canital
and labour inputs, FEconomlic growth was a complex process which could not

be viewed in terms either of investment activity alone or of any other sinzle
area, The human factor must be taken into acecount, That point should be
particularly stressed, especially in Latin America.

Expenditure policy could not be applied in terms where investment was
treated as a major element and such questions as education were treated as
a side issue, FPriorities in public expenditure depended upon specific
conditions in each country, The mejor question was what could be done te
make expenditure effective in terms of the objectives sought, and in that
field more needed to be done by way of fiscal research.

Mr, URQUIDI was in general agreement with the points made by llr, Adler,

particularly the emphasis he had placed on the redistributive effects of
expenditure, He supported Mr, Desails views on the question of public
expenditure priorities., The Latin American countries had tc undertake
considerable soclal expenditure which also had economic consecuences, Lastly,
he supported Mr, Adler'!s view that programme budgeting technigues should be
extended, |

Mr, JATAR regretted that the important question of public expenditure
and economic develommnent was being disposed of at a single meeting; The point
he wished to meke was that the contribution of the public sector in
stimlating economic develcpment could not be measured solely in terms of the
coefficient of real investment, It should be measured by the increase in
.economic efficiency determined by nublic exrendituve, The question was
rather what the participation of the public sector was in capital formation,
If a Govermment purchased a piece of land, it would contribute teo econcmic
developnent only if thet land was made avallable to a large mumber of people
who would thus be given employment,

Mr, MONTERROSO could not agree that, with respect to income redistri-

bution, public expenditure was iore important than the collection of revenues

He felt that the fiscal avthorities should endeavour to improve national
income both by a progressive tax system and an increase in itransfer
expenditure, i,e, by considering at all times both sides of the medal: income
and expernditure, . .
Mr, VEGA agreed in general with the views expressed by Hr. Adler and,
in particular, with the points made by Mr. Desei and Mr, Jatar, With
/respect to



E/CN,12/638
Page 112

respect:to Mr, Méndezi comments, ﬁe hoped that recommendations on
the planning of nub1lc exmendlture would ensure that buoretary Drov151on
was made for the comp?etlog of long-range programes, The division of
the budget into functions aid not ensure eff1c1eacv even if allocatxons
were made on a percentage basls. For example, if the ‘construction of a
highway cost $10 million and bﬁdgetary expendifures was spread over
fifty years, with an annual allocatlon of 200,000, that d¢d not
constitute eff1c1ent public expendlture. ' )
ik, NUfTEZ felt that the discussion so far had shown that very‘

little was knovm about the effects of public expenditure, He recormended
that an appraisal of those elffects should be made,

- Mr, VAN DER MEL considered Mr, Mendez! comxients an ampllflcatlon of

what Ir. Adler had stated in his paper rather than a criticism of the
recormendations made. .He fully subscribed to I, ﬁendez' vierr that
plamning was desirable, that it raised a nuiber of dlff¢cuTtAes and
that it should be adaptable to changing circumstances, He furiner
agreed on the desirability of income redistribution throuvgn fiscal
machinery and the need for taking into account the individual featurés
of each case, lith respect to pricing policies, it was an important factor
with regard to public enterprises and the aim should be full cost p?icing,
allowing for certain exceptions. thile the difficulties were clear, the
point was worth restating. .
On the question raised by lr, bdaharro, he felt that the nature of
expenditure on education was important. There would still be much to learn
in the field of the economics of educdtion. The International Bank
recognized the increasing importancé of education in the context of
economic developmernt and believed that in the aresent circumstances
more should be done in that field, Iack of data made it difficult to
come forward with tangible éuggestions. liore -study and research were
needed as to the type of education which gave the best results in terms
of economic development, . - .
Replying to ir. lewis, he agreed that it would be désirable;'in”fhe ,
context of the efforts being wade to improve fiscal policy, in Datin Qméfica,
to devote atiention to expenditure policies, B
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On the point raised by lir. Lonterroso, the question vhether it was
preferable to_ have a unitary budget or to allocate sneciiic taxes to
specific uses, he felt that the problem should be viewed realistically and
that a flexible aporoach to the problem of assigned revenue should be
adopted.,

The problems raised by Ilir. Dardon could be attributed to inefficient
adrministration, However, in a number of cases it was difficult or
undesirable to transfer public services to the private sector,

He felt that some of the misgivings expres:zed by IMr. Desal were
the result of misunderstanding due to the rather general nature of
lir, Adler's paper, .

ith respect to the functional distribution of expenditure, he
agreed that the ultimate decision rested with the legislature, However,
it was the task of cilvil servants and experts to gubmit sensible
recommendations to the legislators, On that noint, all that I, .dler's
paper sought to emphasize was the usefulness of a funciiconal classificalion
of expenditure, |

On the question of the economic development.process itsell, he
agreed that statistical data might be inaccurate,. However, a paper
on public expenditure had to provide some figures, however limited,
rather than none at all, After all, statistical dota did provide some
order of magnitude,

The question of the forces behind economic development raised many.
problems and he agreed that over-simplification should be avoided, It
should nevertheless be borne in mind that capital outnut ratios drew
attention to other underlying factors.

He did not agree with Ifr, Desal that the question of education had
been mininized in Ir., Adler's paper, He could assure lir, Desai that the
author was fully aware of the importance of education,

With respect to the role of technicians in establishing public
expenditure priorities, he agreed that it was limited but repeated that
the views of experts should be made avallable,

/He fully
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He fully supported lir. Desall's plea for further research on fiseal
problems, | , |

Repl&ing'to Lir, Urquidi,rhe felﬁ that public expeﬂditure.on
specific items must necessarily vary from country to country, Some
countries in Latin America, as Mr., Urquidi had pointed out, were
committed to substantial expenditure in certain fields.

He agreed with lir. Jatar that high investment figures did not
automatically lead to a high growth rate,

In conclusion, he shared the views expressed by MMr. Vega and

Ir,. Nifiez,

The meeting rose at 2 p.m.
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PERSONAL INCOME' TAX IN LATIN AMERICA

Mr., GOODE introduced his paper (CPF-DB-2)., The practicél question was
how the personal income tax could be made more effective in Latin imerica.

It was a form of tax thut waus based broadly on capacity to coﬁfribute, it
could reduce excessive inequality, and it could provide #n elastic yield
responsive to increases in real output and inflationary increases in money
incomes. Although the tax had been criticized as tending to curtail

savings, the evidence to support that contention was not persuasive:
moreover high savings ratios were possibly less éharacteristic of high
incomes in under-developed countries than in countries with a long

capitalist tradition. Moreover other factors, such as the security of
property, the prospective rates of inflation, investment opportunities,

the taxation of corporutions, fiscal deficits, and government investment, might
all have a greater impact on the national saving ratio than the taxation
of individuals.‘ It was true that the income tax lent itself to excessive
progression, but thut was an argument against abuse of the tax, not against
the tax itself. There was no scientific method of forecesting the recction of
individuals to progressive tuxation, but he agreed with Mr., Harberger that

if rates were moderate, and there was due regard for 'certain aspects such

as the definition of net income, adequate allowance for capital consumption,
etC., there was not much danger of an adverse effect on incentives to work

or invest,

However, the income tax was likely to lose its characteristics in the
absence of certain pre-conditions, which include a predominantly monetary
economy, a high literacy rute, accounting records that were predominantly
- honest and reliable, extensive voluntary compli-nce by taxpayers, a polit-
ical system not dominated by the rich, and an honest and efficient adminis—
tration., The last condition was as essential as the others, but perhaps
easier to bring about in the short run. In the light of those requirements,
Latin American countries differed considersbly in the extent to which they
were equipped to muke effective use of the personal income-tax.

‘With respect to tax design, he thought it was now widely recognized
that s global tax had substantial advantages over a schedular form of tax;

/the two
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the two might be used jointly, but a schedular tax alone was likely
to operate unfairly and ineffectively,

There were a number of reasons for taxing eapital gains ﬁs a form of.
income; it was not only correct in principle, but restricted speculation,

In several Latin American c¢ountries, income from foreign sources was
not subject to domestic.tavation, because the tax principle invoked was
taxation of income at the place of origin, instead of the place of residence
of the recipient, There was no reason why countries should not tax both
income generated within their borders and income received from foreign
sources by residents, Even in the absence of tax treaties providing for
exchange of information on income paid or credited to nationals of the
taxing country, foreign countries might be willing to provide such infor-
mation on a2 unilateral basis, provided there was a2 serious intention of
using the information to good purpose, '

Omission of the imputed rent of ovmer-oeccupied dwellings from the
income tax base resulted in inequities between owners and tenants and
between investors in dwellings and in other assets, and encouraged a
relatively less productive type of capital formation, However, in
practice there were few countries in Latin America with property valuations
that would provide a.gatilsfactory basis for assessment of imputed rent
under the income tax,

With respect to personal exemptions and allowances, administrative
considerations should probably prevail in most Latin American countries
at present, It would not be possible to bring exemptions down to a
level as low, in relation to per capita national income or the socially
acceptable minimum, as the ratios prevailing in more industrialized countries,

In setting rates, it was preferable to establish = fairly high
beginning rate, to reduce the nmmber of payments too small to cover the
cost of collection, Upper rates should not be too hiéh, and in Latin
America appropriate rates would be considerably lower than in such
countries as the United Kingdom or the United States, If the incomes
of husbands and wives were not aggregated, the tax would be less progressive
than it appeared, a

/There was
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There was no doﬁbt tha’o‘ thé persohal ‘income tax'déserved a s'ubstéhtial
place in the revenue system of Latin America, but the considerable adVant.ages
of such a t.ax could not be obtained without sustained thought and effort.
Above all there must be restraint in order to avoid excessive rates and
over-refinements.,

Mrs, NAVARRETE, presenting her comments (Doc, CPF~DB-2/Add.l), said
that she was in general a.greement. with the paper and would confine herself
to the question of the establishnﬁnt-. and effectiveness of a personal income
" tax in under~developed countries, The objections against such a tax could
be classified as theoretical or economic, administrative or practical, and
political; and she laid special stress on the administrative type, examining
the case of nonwagricultural wage earners, agricultural taxpayers, and nop-
agricultural entrepreneurs, pointing particularly to the low real capacity of
the agricultural taxpayers, at any rate in Mexico. She believed it
self-defeating to impose high rates on enterprises and low rates on the
income received by their owners, who usually formed part of a privileéged
social class though the enterprise itself performed the:productive work.
She therefore believed that the tax burden on enterprises should be
reduced, provided foreign firms whose owners did not reside in the
country did not receive the same treatment, She was opposed to
grarlbiné preferential treatment to income derived from capital not
previously taxed (interest, royalties, fees for technical services,
rents, etc.); 8he was ulsc opposed to imputed house rentals being
included in the taxable base, although it might be takem into account
in calculating national income.

She considered that, in the future, the most pressing tax reforms
would revolve around the income tax and that they should toy pelrsona.l income
derived from capital in a progressive and efficient manner. A great
effort should also be made to improve the administrative machinery
80 that taxes actually collected would come as near as possible to
what was expected and all taxpayers in simlar situations would
receive aqual treatment.

/ir, FLORES
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Mr, FLORES, introducing the written comments on Mr, Goodels paper which
he and Mr, lioises Beatriz had presented jointly (CPP-DB-2/Add,2), said that
Mr, Goode had accurately analysed the causes of the relatively unsuccessful
imposition of the personal income tax in Latirl America, A pragmotic eon~
sideration of conditions in Latin American countries must lecad to the
conclusion that forms of taxation had to be adopted in those countries which
were adapted to their economic and social envirorment, even if that meant a
departure from the traditional tax structure. Moreover, the simpler the
income tax imposed the better, The social, economic and administrative
structure in Latin America, and the type of taﬁpayers in the countries
concerned, precluded the application of complicated forms of taxation such
as those used in the more devcloped countries, Preferential tax treatment
should be granted in favour of investment in specific econcimic activities as
a means of directing the economy towards more advanced systems conducive to
economic developument,

Mr, MOISES BEATRIZ, continuing the presentation of the joint paper,

observed that a progressive tax on net wealth was bveing applied with some
success in a few Latin American countries, Such a tax was to be recormended .
in countries where conditions were least suitable for an effective income tax,

With respect to capital gains and losses, he had no hesitation in
supporting the application of a tax on capital zains in Latin America,
Provided that capital gains were taxed, the tax would combat purely
speculative investment which did not contribute to national income and
would channel investments into productive activities, He would exempt capital
profits derived from the sale of securities so as to attract investment by
persons with small savings and allow them to share in ‘the: benefﬁts of
increased economic development, Care should be taken in iwmposing a capiﬁal
gains tax in order to avoid the unfortunate consequences which might result
from lack of experience or foresight, |

He felt that extension of the income tax to income from foreign sourcés‘
would, in most caSes, fail to prevent the flight of Latin American capital or '
to increase fiscal revenue but would only result in an unproauctlve rise in -
administrative costs,

He supported the taxation of the imputed rental from ovmer-occupied
dwellings because it was, in fact, a rental whose exemption would be
regressive and -because it was an economic fact in Latin America that the

owner of a dwelling was a privileged person,
. NAHARRO
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Mr. NAHARRO, intimating that he was in general agreement with the paper,

went on to refer to the twofold possibility of inceome tax being considered
either strictly from the point of view of collecting revenue or to provide

a system of incentives to guide economic development in a specific direction.
Without prejudice to the idea of directing it over the long-term with and
eye to its yleld, in order not to distort the revenue-producing gims

inherent in it, the income tax might be used as a short-term insﬁrument te
promote develomment, by mecns of a suitable system of rebates and exeuptions,
In that regard, he favoured total exemption of certain forms of savings,
linmiting the ‘taxable base to the income spent, despite Mr, Goode'ls objecfions
to such exemption since it was admitted that savings were not forthcomirg

in sufficient quantities for development. Precisely, to ensure that they
reached the desired level, it would be advisable to create additional
incentives in favour of savings invested in capital formation favourable

to economic development., :

Mr. JARACH, referring to what Mr. Goode had said about the taxation
of income from foreign sources, pointed out that the main reasons for the
attitude of Latin Amercian countrises had been a reaction -ggainst the
position of the capital-exporting countries, which had based the tax on
the place of residence of the recipient instead of on the place of origin
of the income, and the position of the capital-importing countries themselves,
which wished the tax to be based on the source and origin :of the income,

The situation had now changed for Latin America, in that while capital for
inveéstment was being sought, domestic capital tended tn leave the counkry
becduse of inflation or other reasons, and consequently a new approach

was réquired, In some Latin American countries a solution had been sonught -
by-basing the tax on the place of residence but under that criterion
naﬁibnalsfwere taxed while foreigners were exempt, which was obviously
unfair,

Another point he would like Mr., Goode to clarify was the question of
tax havens against a progressive income tax provided by holdings companies,
which might purport to represent investment by foreigners when they.did not.
There was & need for internutional co-operation to prevent such an asylum
from taxes on income and wealth. ‘ -

Although there was a case for taxing imputed income from owner-occupied
houses, it was necéésary to guard against loopholes enabling taxpayers to
report tax losses in this connexion that could be offset against other income,

Frm i
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Although he had been living in a Latin dmerican country for many
years, he supported the views of those outside Latin America who did not
have much faith in tax incentives, One important reason was that the
incentive effect was sometimes more apparent than real; if the reduction
in government revenue led to a budget deficit and consequent inflation, the
result was to transfer the burden to other classes,.and the total effect was
disincentive, Another argument not mentioned by Mr, Goode was that the tax
reductions tended to affect income taxed at high marginal rates, rather than
the average levels, and were hence regressive,

Mr, VIDAL said that, in his opinion, the desirability of an income tax
with limited progressive rates had been sufficiently well established, and
he wondered whether it might be possible for legislation to take inte
account a system of periodic adjustment of such rates in relation to
currency devaluation, in order to prevent rates from remaining stagnant,
to the detriment of the taxpayer, as was the case in his country. Regarding
the unitary or schedular system, he agreed with the general feeling in
favour of the former,although he believed that some decision would have to
be taken on the matter of including the sale of bearer securities as personal
income, With regard to taxation of income from domestic investment abroad,
he said that such income was taxed in his country but, in his opinion, the
flight of capital was not strictly a tax problem; he recalled that there had
been some suggestions made in that comnexion at the meeting of the Latin
American Centre for lonetary Studies (CEMLA) in Mexico,

He agreed with Mrs, Navarrete regarding imputed rentals which in
practice were distorted in an ad valorem assessment of dwellings. Yachts,
race-horses, etc., were in the same situation, not being taken as income,
They were capital investments, and until fair standards were available,
they should be subject to the appropriate taxation as property, Noreover,
in the case of dwellings -~ which usually paid land tax ~ they should not be
doubly taxed with income tax, particularly if the income was fictitious,

Referring to tax incentives, he agreed with Mr, Naharro regarding
exemption of income from savings, but only where they were invested in
industry, housing, etc,, in a manney determined in advance by the State,
Individuals, i.€., private activity, should zbove all be given the
opportunity of helping in the task of economic develogment, The State
should only step in when they did not do so, levying a tax on over-all
personal income, in compliance with its -social responsibvilities,

/Mr, KALDOR
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Mr. KALDOR agreed with most of the proposals made by Mr, Goode with
respect to the personal income tax, The tax should be comprehensive, free
of loop-holes, broadly based, and should include capital gains, which
would be taxed as income. The tax rates should be moderate, That applied
equally to the developed and under-developed countries. High marginal rates
(in some cases they were as high as 90 per sent) mede the tax virtually
impossible to administer, aﬁd thus shielded persons in the higher income
brackets, as had been the caée‘in the Uniﬁéd Kingdom and the United States.

Mr. Goode had perhaps not dealt sufficiently with the basic requirements
of an effective personal incomé tax in Latin /merica as it related to
capital income. Wages and salaries presented no problem since evasion
was most apt to be engaged in by persons with income from capital. Such
income would be difficult to tap unless the tax administration had full
knowledge of the total wealth owned by individuals, As. long as income
could be concealed through such systems as bearer shares in corporations,

a eapital gains tax would be difficult to apply. The Latin American
countries should create a system by which the total assets owned by a
taxpayer were known and their value could be reasonably ascertained. That
might be achieved through requiring a declaration of weslth from individuals
as was done for corporations, Such a declaration would include an annual
declaration of purchases and sales of cepital assets, properly assessed

at their market value. |

If a distinetion had to be made between income from labour and from
property, it could not be done by levying two different schedular rates
on income but only by applying an annual tax on net wealth combined with
a tax on personal income, Property holders should be taxed on the basis
of their &sset holdings 2s well as on their income from property. A combined
tax on net wealth and on income would facilitate the keeping of records
of individual capital assets and of changes in such assets and would be a
means of preventing evasion. The problem in Latin America was not only
to institute tax reform in order to tax income now excluded from taxation
but also to inelude existing income which escaped the tax net.

/He agreed
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He agreed with Mr. Goode that the imputed rental value of owner-occupied
dwellings should be part of taxable income. It had been so considered
in the United Kingdom but the tax on the imputed rental value of homes in
that country was about to be abolished because there seemed to be an
irrational feeling about that perticuler tex. :

Mr. HARBERGER“dbserﬁed that the Latin American countries could te among
the world’s leaders 1n tax refonm. They could not only apnly vhat was
being done in other areas but could also point the way, That was particularly
true of the taxation of capital gains, which should be taxed as income at
the same rate as the personéi”income tax., It had been argued that to do
50 would be unfair where the capltal gains were obtained in a single year,

That objection could be overcome by a2 simple averaging device,

He wished to emphasize the importance of maintaining a broad base for
the personal ircome tax, A narrow base'would require high rates, whereas
the rates could bé lower if the taﬂ base ‘was broader,

He dlsagreed with some of the points made by the commentators on
Mr, Goode's paper, Mrs. Navarrete, for instance, had objected to the
imputed rental from owner-oécunieé dwellings being considered as income
for tox purposes, Fe did not see uhy 2 verson living in his own hoie
should be favoured over somconc 11v1ng in a rented dwelling. He ‘agreed,
however, that imputed income frem other sources should be considéred in
the same way as the imputed réﬁtal income from owner-occupied dwellings.

Mr. Flores and Mr, Moises Beatriz advocated exemption from the capital
gains tax of income from the sale of securities, He could not support '
that view, There were two types of capital gains. On the one hand, there
was income from changes in the relative market supply and demand and’ from '
increases in the value of some goods, Those might be considered
accidental gains. On the other hand, capital gains might be deemed td be’
normal in the case of corporatlons which reinvested their nrofits and it
would be wrong to exempt their secdurities from the capital geins tax.

[He did
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He did not share lir, Haharro's v‘iews3}40‘._1:1’1~:r-'esp‘_éct-"l;o-f:J'_ru;;er:it:'L{re':'_;;;'l:'o':”*'i .
savings, which were not‘ueryureﬁponsiVe-to‘ﬂhe-rate of'intefest, A1l tax
incentives had the effect of raising the rate of interest. but gé&ings
would not be considerably reduced if there were no tax incentiveé; ng
Governments could invest their tax revenue in the prlvate uector hy
purchasing shares, they would be contrlbutlng to an 1ncrease in total
national savings more than by granting tax 1ncent1ves, Y

Mr. PIEDRABUENA felt that the suggested system of first raising the
income tax and then admitting a system of exemptions under the heading of
tax incenﬁivés,to promote certain types of investments was contradictory.
In His opinion, it was preferable to establish moderate rates of. a general
nature really likely to be complied with and to suppress all exemptions
in perSOhal income tax; howéver, he woyld not advocate the same procedure
for corporate income tax. In any event, if such exemptions were admitied,
4t should be compulsory to declare exempted income, in .order not to destroy
the ﬁfdéressivity of the tax. It was not easy to agree on a definition
of personal income or to determine its scope. 4s to casual capital gains,
they should be incorporated into income w1thout prejudice to the possibility
of meking allowances based on the number of years that had elapsed.since
the investment was made., The introduction of imputed rental could give
rise to great injustice, '

Mr LESSA said the redistributive effect of the income tax had te be
balancgd against the incentive effect, It the State was-to act as the ..~
executor of deyelopment policy, it must have some means of influencing the ..
'private séctor, and ensuring that investment was difected to development '
ends. However, incentives could be established on a progressive: basis, .
with lobrer ‘exemptions for the higher income brackets., Examptions-should
only be allowed for investment in development, and failure to meet the
reoulrements of development plannlng should be punlshed by w1thdrawal of
the exenpt10ns. T ’ '

" /tir. HERSCHEL
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Mr. HERSCHEL was of the opinion that the advantages mentioned by
Mr, Goode did not really exist, in view of the seemingly inevitable lack
of flexibility of the income tax patterns which Mr. Goode attributed to
the tax. With regard to exemptions, like Hr. Jarach he had no faith in
the results of a policy of tax incentives, which in any event would make
the taxable hase narrower,

Mr, MONTERROSO agreed, in general, with the opinions set forth by
Mr, Goode in his paper, except on a few points, for example, where imputed
rentals on dwellings were concerned, a matter on which he shared the
ocbjection raised by Mrs., Navarrete. The social need for promoting the
construction of housing, which was gererally accepted amd in itself
constituted sufficient argument against Mr. Goodels view, should be taken
into account. While it was true that there appeared to be too many luxury
dwellings in Latin America, it should not be forgotten that they were also
subject to the real sstate tax., However, the inclusion of imputed rental
based on a percentage of the cadastral value of the dwellings was acceptable,
provided that no rebate wag allowed for maintenance costs and that non-luxury
dwellings were exempted,

With regard to income of foreign enterprises, if the entention was to
promote the investment of foreign capital, it would be ineffective not to tax
such income in the country where it was obtained if the country of origin of
the enterprises concerned allowed the deduction of taxes paid there,

Mr, JATAR, referring to a tax on imputed income from owner-occupied
dwellings, agreed with Mr. Kaldor that such a tax would not be very useful
in a country which already applied an effective tax on wealth, although
it was essential, even if defective, where wealth was not effectively taxed.
In that connexion, he felt strongly that luxury housing should be reduced in
Latin America since it did not contribute to economic developuent,

With regard to capital gains, some participants had argued that a tax
on capital gains should be applied on a broad base to include income from
securities. In Venezuela, the tax was confined to the revaluation of real
property and did not cover income {rom shares and bonds,

He agreed with Mr. Goode that there were certain risks to granting
tax exenptions and deductions but felt, as did Mr. Goode, that the possibility
of providing for such exemptions and deductions should not be rejected out of
hands They might, for instance, be applied to income which was reinvested and

might also be useful to encourage savings.
/Mx. RIOFRTO
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Mr, RIOFRIO recalled the theoretical and legislative background
of presumptive income which he felt had more and greater disadvantages
than advantages, and family income., In regard to casual capital gains,
he called attention to the wasting effect of inflation upon them. He
beleived that income from foreign sources should not be taxed at the
place of domicile, but at the source.

Mr, DESCARTES agreed with Mr, Goode and Mrs. Navarrete on the

importance of establishing a tax on personal income in Latin American

countries based on relatively moderate rates of taxation. OSuch a tax

was essential in Latin America, even if applied within a narrow range.

He supnorted lMr. Kaldor's suggestion of an annmual declaration of wealth,
but observed that even the more developed countries had found it virtually
impossible to institute such a method. However, he agreed that an attempt
to require. an annual declaration of wealth should be made by the Latin
American countries.

With respect to Mr, Goode's suggestion concerning imputed rental
from owner-occupied dwellings, he thought that the Latin American countries
would do better to concentrate on other. more positive aspects of the
personal income tax, |

The question of tﬁe taxation of foreign enterprises, he thought,
should be dealt with through treaties between the countries concerned.

With regard to tax incentives, he agreed with the view expressed
by lir. Mendive in his paper (CPF-DS-5) that the solution applied in
Puerto Rico, in view of its special position in the American market,
could only partly serve as 2 model for Latin America as a whole, Even
in Puerto Rico, incentives had had to be granted and an aggressive
campaign undertaken to seek out industrialists and to offer them tax
incentives, The field of tax incentives was a difficult and dangerous
one for Latin America and should be entered into with extreme caution.

Mr. CASAS referred particularly to income from the agricultural

sector, which had certain peculiar characteristics, and to the disad~
vantages of granting preferential treatment to that sector for tax

purpeses. In support of his views he mentioned the experience of Colombia,

/where investments
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where investuents in agriculture were used as a form of evasion, UWith

regard to the relative adventages or disadvantages of the schedular'as. .’

compared with the global system, he pointed out that.-in the recent
Colombian tax reform the latter had beeﬁ preferred because of its
simplicity and its traditional roots:; However, the schedular system
might well be acceptable so as to reduce personal exemptions, . Taxing
of presumptive income had given satisfactory results in Colombiz,
although it should be recognized that the revaluation of rea] estate
and perhaps the tax on capital gains which accompanied it helped to
obtain such résults,

he meeting rose at 1.45 p.m.
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PERSONAL INCOIE TAX IN LATIN AERICA (continued)

Mr, GNAZZO thought that the Conference should state its position clearly
in regard to personal income tax. There was a tendency for the participants
to give undue importance to administrative problems and to overlook the fact
that the essential aim was to define personal income tax as an instrument
of fiscal policy. Mre Goode, for instance, had mentioned several
prerequisites for the successful application of the tax, which fell into
the same vicious circle in that they could not be applied for want of suitable
administrative machinery. He agreed with Mr. Naharro that the prime objective
of income tax was to promote economic developmernt.. The Conference should
therefore decide in favour of a solution in absolute terms which would state
clearly wvhether income tax was an appropriate instrument for Latin America
or whether others should be sought.

With respect to the imputed rental of owner~occupied dwellings, under
Uruguayan law the portion of such rental over and above 30 per cent of the
non~taxable personal or household minimum was deemed to constitute income.
The rent-payer, in turn, could deduct as expenses up to 30 per cent of the
non-taxable minimum, :

Mr, BACA concurred with the fundamental points made by lir. Goode, and
congratulated him on his understanding of the real situation in the region,
vhich he appeared to have grasped more clearly than other non-Latin American
writers, Taxable income should be fixed at a higher minimum level than in
the more developed countries and at rates that did not exceed ﬁ)of &0 per cent,

Foreign experts often recommended a taxable minimum of 200 per cent of
per capita income, forgetting that in Latin Amenica the annuzl average was
200 dollars and that if taxation was based on 400 dollais, it would mean
vhittling away wvhat was a bare subsistence level, They alsc tended to
forget that the purchasing power of money was much greater in the more
developed countries than in Latin Auwerica, particularly in so far as services
such as healih and education were concerned. He believed that the minimum
taxable income limit ought to be fixed between 500 and 600 per cent of per
capita income; he had therefore been surprised to hear that in Mexdico,
according to lirs, NMavarrete, the monthly limit was 5C0 Mexican pesos
(40 dollars). In Costa Rica the Treasury had found that it was unprofitable
to tax income in the lower brackets, although the monthly minimum had been set

at 63 dollars., /He disagreed
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He disagreed with Mr, Goode on the treatment of foreign investment,
because the Latin American countries were not exporters of capital, The
effect of the system in force, whereby capital could enter Latin America
tax-free, was to make a gift to the Treasury of the country exporting the
capital. lhat was needed in such cases was an over-all solution, not
bilateral or teitporary agreements.,

Mr. VEGA referred to two specific points that had been raised by
Hr, Goode: (a) the imputed rental of owner-occupied propefty; and
(b) incentives, The former was obviously taxable income, and where it
had been exempted from ta:mtion, the reasons had.been of » social and
not a fiscal nature, His impression was that Mr. Goode s in favour of
allowing a deduction for the unpaid balance of debt on housing. To him
that seemed unfair, since the same argument would warrant income from
capital loaned and invested in an industry being exempt from taxation.

With respect to incentives, there were many possibilities, but in the

case of income tax they should be applied ex post facto and should consist

in tax rebates on savings used for investmeat, instead of for consumption,
Capital formation in the country concerned would thus be premoted, and
there would be no risk of an inordinately large proportion of savings being
chamnelled into the infrastructure projects for which the public sector

was properly responsible; on the contrary, productive undertalings wouid be
encouraged. _ |

Mr, MATUS said that Mr. Goode's paper was an excellent synthesis of the
problem and it was therefore difficult to disagree with him, However, it
could not be said that the income tax in Latin America was elastic, On the
contrary, it was very inelastic on account of inflation and the fact that
there was a time lag between the dates when the tex liability was incurred
and when it was payable, He thought that an attempt to increase elasticity
might result in a loss of equity since tax administration was defective,

In his view, there were flaws in lir. Goode's argument in relation to the
effects of progressivity on savings. It was true that the coefficient of
consumption remained relatively constant when income rose over the years
but that bore on relation to the purposes of the analysis.

/What mattered
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What mattered for the effect of progressivity on savingzs was that the
savings coefficients were very different at verious income levels and therefore
progressivity affected savings. liowever, the effects of progressivity were
not very important., Uoreover, no importance viould attach to a decrease
in the savings of the sector, since it was the level of total savings that
mattered. The vital point was that the progressiveness of the tax system
should be reasonable,

In comnexdion with the use of incentives, he felt that no clear-cut
assertions could be made since it depended on the level of taxation, its
importance among all the factors which aifected the decisions of economic
units, the type of reaction sought, the economic unit whose behaviour was
to be changed, the influence of extra-economic factors and the administrative
capacity to handle them, It was easy to change the structure of conswaption
through incentives or penalties. On the other hand, it was difficult o coittrol
the level of private investment conséiously and to subject it to the specific
aims of the plan. It as precisely because of administrative difficulties
that he viewed certain types of incentives with scepticism,.

He did not agree with Mrs, Navarrete's contention that taxation of the
lower income groups was a useful source of revemue, since, in his opinion,
various alternative patterns of taxation would have to be applied in the case
of low incomes,

Mr., GOODE said that he would confine himself to commenting on the most
important points that had beenraised during the discussion,

iith respect to the question of tax incentives, he said that it was
apparent from the observctions that had been made that the Latin American
countries had more confidence in the ability of incentives to stimulate
development than was the case in some of the iore developed countries,
Ulithout exploring the reasons for the difference in opinion, he would point
out that in the United States the public finance experts had less confidence
in tax incentives than business groups of the:public in general, probably
because they could see more clearly the difficulty of devising a sound plan
and administering it. In addition, as one speaker had pointed out, it was
necessary to determine the area to which tax incentives might appropriately
be applied, which involved the definition of a new firm and a rew industry,

ebcs Hor should it be thought that a system of incentives was the easiest

/way to
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way to promote development, From his own observation, it had often failed

to give good results, In fact, they were more effective in influencing the
allocation of resources among different uses than in increasing the over-all
amount of investment or savings, It should be realized that if one form of
investment was encouraged over another, the social gain achieved was simply
the difference between the product gained from the favoured activity and the
product that would have been obtained from the activity it had supplanted.

As regards the question of income from foreign sources, he had not alleged
that the flight of cepital from latin America to other regilons was
attributable to tax considerations alone, It was, however, anomalous that
countries needing revenue and capital formation should give better treatment
to those who invested their capital abroad rather than at home., He had
taken what was perhaps an opportunistic standpoint in urging latin America
to income from tax capital at its place of origin and Qlace of receipt in
common with a number of capital-exporting countries, Although the majority
of the participants did not seem to agree with him, he hoped that they would
give further consideration to his suggestion.

He did not attach as much importance to the question of . imputed rent
of owner-occupied property as some of the other participants. But he did
feel that property of that kind was tentamount to a source of income for
the owner and, if not taxed, would lead to inequity between owners and
tenants, He agreed that 211 consumer durables should in principle receive
the same treatment as houses, but did not consider this feasible, He did
not feel that the argument should be extended to include cesh halances, as
Mrs. Navarrete had suggested, since such balances were presumably held in
order to take advantage of investment opnortunities, and if investment income
was taxed upon accrual, the effect would be the same as taxing the gains
aceruing to the holder of a cash balance.

With respect to the interesting suggestion of tax exemptions for savers
to stimulate investment, he would be loath to offer full exemption because
of the possible repercussions on Zdmecome distribution and hecause it was more
equitable to tax income than consumption. 4 stronger case could be made for
selective exemptions, but it would be difficult to decide what type of saving
should be promoted or to determine the net increase in saving obtained thereby

from one year to the next,
/As regards
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As'reéefus texation of net wealth he would not. go into details, Sinee'
the subgect would be thoroughly discussed at the forthcoming meeting. He
would merely say'that the idea was attractlve and that it would be deolrable
to have complete information on a person s net wealth as a check on the
accuracy of assessment for income tax, He feared, however, that it would -
be extremely difficult to'obtain satisfactory‘balance sheets fyom.texpayer; .

- He thought that cabital gains should be taxed at the same rate as other
types of income provided that.an allowance was made for the fact that gains
realized in a 51ngle year often had accrued over several years. In view of
the dlfflculty of referrlng to tax returns for past years, he suggested that
capital gains might be taxed in full in the year in which realized but that
the tax rate might be that applicable to an increment of ordinary ‘income
equal to a third or a fifth of the capital gain; This would be equivalent .
to prorating the galn over three to five years, ‘

With respect to price level changes, he did not think that allowance
should be made for changes in the value of money from year to yeor, but
admitted that countries sufferlng from great inflation might find revaluation
soclalliy expedient, , | : .

Finally, hc was convinced that a well-administered income tox,
1ncorporat1ng prompt collection through wlthholdlng at source would, heve
elastlclty of yield, although it had been pointed out at the mecting thut
the elasticity of the tex had in fact been low in some of the Latin Amcrican
countries, f | | ' .

' Mr, RAPOPORT explained that in Argemtina the system of declaring net

wealth in tax returns was already in force,

The meeting was suspended at 4.40 p.m, and resumed at 5 pelle

TAYES ON NET WEALTH, INHERITANCE AND GIFTS (CPF-DB-5T)

Mr, JARACH thought that beforé embsrking upon an anzlysis of taxation
on net wealth, inheritances and gifts it would be well to stress that the
objectives of fiscal policy should be constantly borne in m1nd together }
with the advantages and disadveontages of taxes 'in relation to those’ obJectlves.
‘Tt had been argued that taxatior of the valuc of property chronologically
preceded taxation of income, which was no doubt true of certeip partial

/aspects of
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aspocts of the former, but was not valid in the case of a global'tax net
wealth, which presented all the administrative cifficulties associated with
income tax as well as other problems, In his view, therefore, the net wealth
tax could only be applied in countries which already had some income tax
experience, Nor could a tax on net wealth be regarded as a substitute for
income tax, but rather as supplementary to it. The replécement of one tax
ty another should be approached with the utmost caution, and with due regard
to its econcmic repercussions and its effects on the attainment of fiseal
policy objectives,

There was no correlation between the distribution of property and
income, although Benini had suggested that if the latter increased in the
geometric proportion of 2, the former increased at the gecmetric rate of 3,
Were this so, even the application of a propertional tax on net wealth
would result in practice in a form of progressive taxation. The advantages
of the tax on net wealth over income tax could be summed up under the
following heads: (a) it was more equitable, because it as applied as a
function of real tax capacity and could not be shifted; (b) it enabled
a clear distinction to be drawm between earned and unearned incomej
{c) it was neutral with regard to its effect on decisions to invest in
enterprises involving hipgh degrees of risk; (d) it corrected distortions
stemming from non-monetary psrchological causes, such as a precdilection for
specific types of investment which were not recommendable from itlie standpoint
of their social usefulness; and (e) lastly, for the very reason that it fell
upon potential rather than actual ingome, it implemented the principle termed
"productivist” by the Italilan school, whereby taxpayers who kept their capital
product were rewvarded and those held funds inactive or properties unproductive
or underproductive were penalized.

As far as the practical difficulties of administering the tax in
question were concerned, those of a technical nature were not excessive
and should not be over-estimated., It could be combined with a system of
taxation on personal incoime based on yearly returns not only of income but of
components of net wealth, As Mr, Rapoport had, e:xplained, tax returns of that
type had been required in Argentina since 1947, although there was still plenty
of room for improvement of the system., Returns of the type in question were

also useful as controls in respect of the application of income tax,

/The chief
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The chief;difficulty lay in valuation, since it was very difficult.
to keep market valubs up to Qutﬂ. There was consequently a strong element
of proesumption 1n the net wealth tax, as distinct from income tax, wherc
presumed values were reduced to a minimum, A system of making accurate
valuations and of kecping them up to date would therefore have to be
instituted, cspbc1ally for periods of inflation.

In his Oplnlon, the nct wealth tax ought also to rcach all klnds of
unproductive asscts, such as automobiles, parks, gardens, etc. Clearly,
the same problems would arise in that connexion as in relation to the
calculation of imputed income, -

In countries where administrative technique had not yet reached a
level high enough to permit of the introduction of the ﬂut wealth tax,
taxes on real cstatc might still be levied. There again the problem of
valuation arosc, and in a more complicatcd form, becausc such toxes were
generally applicd by provincial or municipal authorities or othere distinet
from the central Government. The real estate tax wos less equitable thén
the tax on net wealth. _ |

Referring to taxes on inhcoritances and gifts, he expressed the vicw
that they affectced ncither incentives nor savings, and could bc considered
as an alternative to thc tax on the nct wealth of naturszl persons. The
main cffeet of the taxation in question was to securc the rcdistribution
of wealth, and that was of great importance in Latin America,lwhere wealth
was ovel-concentrated. Payment of thc tax did not affoct entorprises .
except in the case of amall individual busincsses or partnorships. And
even there its cffects might be considcered beneficial, if it resulted in
making forcign capital available to family cnterpriscs short - of capiﬁal
and opcrating below the optimumedimension levcl.

‘The tax on inhcritances and gifts often arocused political opposition
among the ruling classcs, which were anxious to maintain the pormanent
dynastic ownofship of rcal estate or busincsses.  “To conceal hostility
to the tax, colluction difficultics, annoyances causcd o emall and mediume
scale busincss enterprises and the resulting cvasions wcre magnified.

Among the palliatives suggested to avert the cffects of the inheritance
tax was the so-called Substitufe—tax that fell on thc nct assets of business

/enterprises, The- - -
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enterprises. The substitute tax could be partially shifted, and was therefore
not as equitable as the tax on the net wealth of natural persons or the
inheritance tax, nor did it contribute in the same way to the redistribution
of wealth, or provided any incentive to econqmic‘development.

To sum up, in developing countries it would'be desirable to apply income
tax supplemented by the net wealth tax and other taxes on property which
simultaneously fulfilled several objectives of fiscal policy and, lastly by
a progressive tax on inheritance and gifts.

Mr, CASAS said that, broadly speaking, he was in full agreement with
Mr, Jarach's views, With regard to the tax on the net wealth of individuals,
he did not share the opinion that such a tax was diseouraging to the investment
of small assets, because it was understood that there was an initial level of
exemption and more lenient treatment was accorded. Nor did he agree that the
tax in question increased the preference for consumer goods among low-income
taxpayers; he considered that the composition of consumption would be modified
in favour of non-durable goods which would escape taxation. That could be
prevented by the establishment of certain exemptions.

He did not think there was sufficient justificaticn for the tax on trans-

fers, He considered that the transfer tax per se had no raison d'étre and was
only justified if used as a means of taxing occasional profits, in which case
it should not be applied to the value of the transfers but to the difference
between the purchase and sales price of the immovable item transferred. More-~
over, an allowance or credit should be given in order to take into account the
seller's right to a profit, the effects of monetary devaluation, and the
improvements made by the seller in the item sold. Thus conceived, the tax

on occasional profits in transactions had three advantages: (a) it curbed
speculations; (b) it channelled savings into productive investment; (c) it
compelled voluntary revalvation of real estate, thus improving the tax base
for other property taxes.

He added two further considerations with respect to the tax on jnheritances
and gifts: (a) it was desirable to encourage the distribution of real estate,
from the standpoint of jts productive utilization, through preferential tax
treatment in respect of transfers between living persons and quotas in relation
to the inheritance tax; (b) it was neither possible nor advisable to attempt
to make the inheritance and gifts tax progressive because of the liquid net
wealth of the assignee or legatee,

Mr, PORRAS said he was in entire agreement with the theoretical principles
propounded by Mr, Jarach in his paper. He wished to stress one aspect of

the subject, however, namely, the extert to which application of

[/ PO
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the net wealth tax would be feasible., The object of taxation in that
instance would be the difference remaining after the sub@raction of
liabilities from assets, and it might be very difficult te compute that
amount, especially as movable and intangible assets were easy to conceal,
Moreover, the administration of the tax might imply such heavy expenditure
that the financial results obtained would not be.worth while, His

emphasis on feasibility of application was based on his conviction that
the role of an expert was not to formulate recommendations in a theoretical
void, If the best was impracticable, the only thing to do was to accept
the least unsatisfactory solution,

He attributed the difficulties of administering the real estate tax
chiefly to its decentralized character. For example, in Ecuador the tax
in question was in the hands of ninety-seven municipalities, not one of -
which had the slightest possibility of carrying out the land surveys
- required for accurate valuation, The same difficulty with respect to
valuation would be encountered in estimating potential income from rural
real estate, and while it was true that the system.had been introduced in
Chile, he did not think it could be adopted in Ecuador, where even the
possibility of taking aerial photographs was limited by the poor light in
some districts, He therefore thought that more careful study showld be
given to Mr, Harbergerls proposals for a system of voluntary returns on
the part of the landowner, with the modifications suggested by Mr, Kaldor.

He agreed with Mr, Jarach that a tax on the net wealth of business
enterprises was undesirable and that its only justification would be the.
ease with which the resultant revenue could be collected. He alsc
disapproved of the tax on transfers for a valuable consideration, because
of the high degree of evasion to which it might lead,

Mr, PINTO considered that although in theory the same tax instruments
were at the disposal of all countries, they should be assigned different
weighting, In Latin Ameriea greater importance should be attached to the
tax on property than in the more highly industrialized countries, for a
number of reasons: the tax affected typical forms of hoarding which were
not the most desirable from the standpoint of development; it was less

Jdifficult to
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difficult to administer than income tax; and it had more powerful reper-
cussions on the inequitable distritution of wealth. |

From the social standpoint, the population should de divided into three
groups or brackets, and different tax instruments should be applied to each:

(a) In the case of the highest social bracket, which consisted of 5 per
cent of the total number of heads of households, absorbed 40 per cent of the
national income and was capable of carrying 60 per cent of the tax burden,
income tax should be applied, because that tax should be concentrated in the
groups which could provide a worth-while yield; alsé'a'tax on assets in
whatever form; and a tax on expenditure on lwomvy goods and Sexrvices,

(b) The middle brdcket, which comprised 35 per cent of heads of house-
holds, absorbed 4O per cent of national income and should contribute 30 ner
cent of tax revenue, would be subjected to a tax on expenditure on the
go=called 'mon-wage goods%, in Latin American terms, since thet was a
feasible way of collecting revenue and apnlylng a form of income tax which
would not have a heavy payroll. 1nc1dence.

(¢) The low-~income group, which was constituted by 60 per cent of heads
of households, absorbed 20 per cent of national income and should not
contribute more than 10 per cent to tax revenus,would have to be taxed through
expenditure, but with the exemption of certain goods, such as foodstuffs,

As the income of the last-named group increased, its members would move up
into the middle-income bracket and would pay tex in accordance with the tax
instruments applied to that group. ‘ )

Mr, DESAT wondered whether, in the case of death duties, instead of taking
into consideration the net wealth of the decedent, it would not be preferable
to apply the tax to the total net wealth of the beneficiasry, including the

inheritance. In India the practice of gifts in the donor's lifetime had become

widespread, since after two years death duties were not payeble. An accessions
tax levied on the beneficiary, if coupled with the net wealth tax, would make
it possible to combine the inheritance and gift taxes into an easily
administered single tax, One could even think in terms of a separate schedule
for gifts and inheritance within the annuzl assessment znd levy of tax on net
wealth,

/Mr, VIDAL
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Mr, VIDAL considered that the main purpose of the substitute tax
in Argentina and Uruguay was to prevent evasion in the case of bearer
securities, '

Mr, MATUS endorsed Mr, Pinto's Suggestion, and regretted that pe
had not been able to comment on Mr, Harberger'!'s paper on tax refomm,
since the chief criticism he would level against it was precisely that
it did not take into account total fiscal structure and the social
distribution of taxation. Thus, in the case under discussion it was less
important to .consider the details of the net wealth tax than to know what
other taxes were associated with it in the system as a whole for the purposes
of achieving the desired qBjéctiveS. |

Mr, COSCIANI, in replyfto Mr, Desai, said that it was not always
possible to determine on whom the burden of death duties fell, Among
the wealthy groups the transfer of savings was 'a residual item; in
the middle brackets there was some element of economie calculation, In
any event, the tax might have two possible structures; it could either
be progressively graduated according to the net wealth of the decedent
or applied to the amount received by each heir, '

Mro BACA expressed surprise at what Mr, Desai said of gifts made
during the donor's lifetime, since in Latin America they were also
taxable, N

Vr, HERSCHEL concurred with Mr. Pinto and Mr, Matus on the need for
discussing the fiscal system as a whole, but in his view it was also
useful to ascertain the effects and implications of each separate tax
and the forms they assumed,

The GHATRMAN said that the comments formulated by Mr. Pinto, Mr, Matus
and Mr, Herschel would be included in a document prepared for general
discussion, | | '

The meeting rose at 7 p.m.
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fdditional note to.the surmary record of the eighth meeting

Commenting ttem 8 of the agenda (Taxes on.net wea}th, inheritances and gifts) during the eighth
meeting hold on 10 Decembar, Mr. inibal Pinmte drew attention to the importance ¢f examining the

tax system, es a vhole, with spaaia.l reference to 1ts edmpesitlion or strusture, Subsequently,iire

Pinto landed to the secretariat the following table, which was circulated among the participants
of the Conference, in viaw of its undoubted 1nterest. The saoreta.riat thanks Mr, Pinto'for his
cooperatiaon, ‘ . : !

"

A S/IPB/ECLA
Joint Tax Program .

SCHEMA FOR 50CIAL DISTRIBUTION OF TAX INSTRUMENTS

Poercentagas
Social group Active Participation Reasonable . . .Tax instruments
. population in national con‘tributim to
- populatio inocma " Vi f1seal revenue a/ B
1) High 5 4 ¢ T 6ob/ a) Income
K i S . b} Property
¢) Expendlture
2) Medium 35 . ko . - 30e/ . a) Expenditure
S o b) Inceme (peyroll)
3) Low 60 C 20 104/ " Expenditure

-

Note; In the above example (end as mentioned by Mr. Pinto in bis .comments it is asswmsd tu w1t
1s desireble to gllocate tax instruments on & social basis, according to a classification

into large groups representing proportiens of the active fiopulation and distributed v

inceme which ere more or less characteristic of the aversge situation in Latin Ameriea,
Personal income tax 4s concentrated in aroupl(there is opposition to the "diffusion® of
this tax), its progressive effect being reinférced by the taxes on property, whieh in
Latih American tax structures would have decidedly greater welght than in industrialized
countries, Taxes on expenditure, especially on the goods end services preferred at

those levels of income, would complete the tax incidence, For gﬁo‘ﬁp 2, taxes on expend-
1ture covering what might be called “non wege goods™ would be the main instrument,
reinforced by a low rate of tax (e.ge between 3 and 4 per cant, perhaps with a slight
progressivity), based on the payroll end deducted,’

T "Hon wapge goods' should be understood in e very restricted sense, in keeping with
the low average income, that 1s, covering nearly all consumption goods and services
oxcept the most essential, e,g., those oonsumed by the messes in rurcl areas end the urben
Feripherys. Finally, the masses in group 3, which would not make a net contribution to
public finance in view of the' effect cf the. expenditurs, would.be taxed 0 the extent
that their consumption crossed the borderline betwsen "“wage goods" and 'non wage grods',

g__/ It is essumed that Fiscel Inoome represents 15 per cent of Natioral Income,

_11/ In making thils contribution, group 1 retains for 1tself, after tax, 31 per oent of
Naticnal Income,

o/ hfter tax, group 2 ebsorbs 35,5 per cent of Naticnal Income,

4/ After tax, group 3 retains 18,5 per cent plus the effect of public expenditurs, probsbly
progressive,
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TaX O NED WEALTH m{ERITANCI:s -um G—IFTS (c0nt.1nued)

lir, JuRADh, :cplv1n® to the commenus on hlu Juper; than“ed ohe
participants, and JartlculérlJ lir, Casas and Lr. Porras, for Lhelr
friendly judgeients, though none of the ver" pertlnent conments made had
led him to.change his. v1ews. He ha@ never oelleved uhau the ta& on net
vealth played ap outstandlng role 1n rulatlon to 1ncm1e ta, but at the
saiie time he could not. regard 1t as performlng a secondarv functlon.
He believed +that the two taxes canplemented each other.' He was also_
of the opinion that the tax on the net wealth of phvs1cal Uersons was
a more perfect instrument even than schedular taxes and certainly than -
the unitary income tax to make an:accurate and continuous distinctjon
between earned and unéarned income, It not.only .supplemented them;‘w
but it could facilitate- the 'administration.of income tax inasmuch as
it enabled the latier to bé based on.the declaration of total wealth.

Nor did he agree with'the view that zreat importance should be
assigned o the tax on net wealth only in the case of a demonetized _
econoily, sinde it had no substitution function. -It was precisely its
complementanjfonction*that'made it-inevitably more important in those
countries where income ‘tax was in full:-development. | 7

ACtLal1j, taﬁes'dn7property:were;merely‘raihsraincomplete
substitutes for the tax on net-wealth, as was evident from the case of
cornorations, - In. some provinces of 4rgentina -a.tax on_aggregate estate
vhich was a -form of net wealth; was being -introduced, |

It -vas -not. for him to give his. opinion on I, Plﬁto s 1ateres»1ng
idea regarding the interration of -tax systems, glthough it was certalnly
intriguing.,- ' R . S R

J[ith regard to the tax on 1nher1tances and glfts, he re¢erred to‘
the counents mede Ly i, Desai and Ir. Cosciani during . uhe course of the
cebate, He defended the global inheritance tax as a form of pos»humous
tax on net wealth which would make the progressiviiy of the tax more
effective, As for the individual inheritance tax, it should e
graducted according to the net wealth of each heir.

45 ir. Vidal C4rdenas had observed, the problem posed by bearer

securities in connexion with the taxes on net wealth, ond on inheritances

-

/and gifts,
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and gifts, ras not without some importance. However, such problems were

peculiar not so much to those taxes as to that type of securities,
ilith reference to the issue raised by lir, Herschel, as to the |

Jurisdictional level at which the tax on net wealth should be levied,

e felt that it would only be advisable to establlsh such a tax at the

national level, to avoid fragmentation,

In conclusion, he sumed up his views by saying that whatever
technical or administratiVe'diffigulties the taxes on net.wealth and on
inheritonce and gifts might faise, they should not be magnified to the
noint of discarding such taxes and replacing them by others which might

distort the whole tax 5vstem.
SORrCR.TE IHCOKE TAJATION I IATIN AMERICA

lir, PREST introduced his paner ori corporate income taxation in
Iatin america (CPF—DB—l),'and:said that he had atvempted to steer a
niddle course betwecen attempting a textbook exposition of general
princinles and entering into the details of corporate income taxation
in Latin America, by indicating the rain principles involved that
wrovided scope for thought and possibly action, Section I dealt writh
the peneral arguments for a corporation tax, including the need to
catch undistributed profits,.the comparative administrative simplicity
of taxing corporaticns, the fact that corporations had no votes, and
the possibility that the tax would be at the expensé of foreign government
revenue, lhere a corporation income tax already existed, the inequity
of allowing some to make windfall gains argued against removing it, The
wryments against the tax included the possibility that it wight retard
the development of the .corporate sector, the danger oi hampering dévelopment
W redveing saving ‘and the need not to'diécourage the inflow of foreign
capital. - The reconciliation of the tax with personal taxation raised
the question of differential treatment of distributed and undistributed
profits, which involved both econcmic effects and ecuity issues,

/Section IT
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Section II Was a fdctual summary ‘Tables I and II guve ‘data on
income and wealth taxatlon in Ldtln America, and although full datu were
not available for all countrles, ‘the tables showed that there was a wide
Vdrldtlon 1n the rdtio of income from corporate taxation to tobal govern—~
ment revenue. Table III, which summarlzed characteristics of Latin
Amerlcen corporate lncome texatlon, had been compiled from a large number -
of sources, since the 1nformatlon ‘concerned was not available in standard -
reference books, end he hoped that any errors that had crept in would be
corrected by pdrtzclpants fram the countries concerned. The table showed
soms of the prlnclpal ways in whlch corpordte income taxation could Veny
from countny to country, with respect to separation from personal income, -
w1thhold1ng of dlvidends paid out, taxatlon of dividends received, addltlonal
taxes 1mposed such ds excess proflts tdx, end discrimination against
foreigners (w1th respect to foreign and netlonal resmdent shareholders
or d;v1dends paid abroad or in the country). It was clear that there °
was a great dlver51ty in the drrangements for corpordte income taxation -
in the various countries. '

Sectlon III con31dered the concept of 1ncome, ‘the need for 31mp11c1ty,
the rate structure, the integration of corporate and personaI income taxes,
1ntecded and unlntended discrimination in present tax arrangements, and
special cohcessions. Referring to the dlscusslon at the seventh’ meeting,
he said that the income delS chosen could be income orlglnatlng, income
received, or a world-wide concept, of which the first snd third were
relevant to the present dlscu831on. The dlfflculty of meaduring ‘income
orlglnatlng included arm's length prlcing; and the overiapping of tax
jurisdictions with respect to subsidieries of foreign companies; he had
not toucheo'on those points,'but thej'weretcovered in the paber ori the
income tax treatment of foreign investment (CPF—DS-éT) A number of
fectors influenced the effect of corporate income taxdtion on the flow
of 1nternat10nal capltal, lncladlng the 1ncome ba31s, 1 Ce. ‘whether
orlglnatxng or world—wide, the relatlve 51zes of gross ylelds and tax
rdtes in dlfferent cpuntrles, whether or not tax credlts were allowed -
on 1ncome derived from other countrles, end the relatlve treatment of
resident and non-resident enterprises., Co

/The great =~ -
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The great complexity of arrungements for corporate income taxation
in Latin America seemed hard to justify. Corporations might be subject
to more than one tax on income, to taxes on excess profits or business
assets as well as on income, there were distinctions between resident
and nan~resident enterprises, ratés of withholding tax depended on the
types of recipient, and so forth. From the standpoint of administration . .
and the preventions of evasion, such complexity was a serious disadvantage.
The rates of the tax should not be high enough to rétard the growth
of the corporate sector, or low enough to make unnecessary presents to.
companies or foreign Governments., A progressive corporate income tax
did not aprar'justified'on‘equity grounds, since g small corporation
might ‘have rich shareholders, and a large one comparatively poor share—
holders; in addition a progressive tax would serve as a disincentive to
growth, and would encourage the splitting of corporations into small
units, resulting in the need for preventive :measures to enforce aggregation,
which would be an unnecessary complicstion. .As for bearer shares, unless
some way was found of identifying the ultimate recipient, the only method
was to subject dividends on such shares to a high rate of withholding tax.
Integration of personal and eorporate incume taxes could be gchieved
by making a bax credit to the individual shareholders in respect of his
dividend, or by ~ffording relief at the corporation level on dividends paid
out, so that the ‘corporate income tax became s tax on undistributed profits.
The sume effect as that due to the latter course could be achieved by -
the withholding method, whereby dividends paid out were grossed up so as
to allow for corporate tax paid, and taxed .as personal income but with
a credit for the corporate tax. Clearly the rate of tax on retained
profits should be not less than that paid by the average shareholder
if profits were distributed. The optimum bzlance between distributed
and undistributed profits was a difficult question; retention of profits
favoured ébrporatioh savings, but it might.be importunt to force out
savings through the capital market;:and there was always a danger that
existing corporations would build up ari entrenched monopoly position,
Larger retained profits would be more- likely to result in capital gains,
which raised the question about the adequacy and comprehensiveness of the
capitul gains tax. ' o ' .
' /With respect
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With respect to unintended discrimination, he pointed out that
excess profits taxes were only justifiable for short periods or emergencies,
and as a long-term measure were likely to impede growth. Dissrimingtion
between large and small corporations would be likely to hamper groﬁth,
although unincorporated enterprises might be encouraged to become ’
incorporated. There was much scope for further study of the relative
tax rates applying to unincorporated businesses and smali‘cdrporations,
which varied widely from country to country. - There might also be
differentistion between the rates of taxation, applied to non—résident |
and resident subsidiaries of foreign companies, and to oil and mining
companies compares with companies engaged in other actiVipies.

With respect to special concessions to encourage developﬁent and
investment, a distinction might be mgde between net invgsfment and the
replacement of capital goods but that was very difficult. .Iﬁ was not
easy to determine how far tax relief for investment purposes was merely
a gift to those who would invest in any case, and thus simply represented
a net reduction in the total tax revenue, It would be advisdble for
the countries concerned to take a common line .on concessions to forelgn
corporations, otherwise the result might be.free gifts to fore:.gn |
Governments or corperations. He concluded his review of the dotument
by stressing the need for good accounting stdndards, with respect to
corporation balance sheets and profit and loss accounts and for clear
and firm legislation and administration. o .

The value added tax, and the possibility of using 1t to repldce
a corporate income tax, constituted a third form of taxation, the first
two being taxation of the income stream in the form of wages and profits,
and taxation on expenditure, in the form of excise and sales taxes on
consumer or possibly capital goods. If the value added tax were substituted
and the graduated personal income tax retained, the result would be a much
more favourable treatment of undistributed than distributed profits, with
no incentive to distribute. Moreover, rich shareholders would eécape
liability. Tax on capital gains resulting .from retained profits was not
satisfactory because it was not easy to operate and tax was only collected

/sometimes after
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sometimes after the profit retentlon took place. The precise effect of
.substltutlng,a value added tax for .a corporate inceme tax would depend
on whether the existing corporate tax favoured dlstrlbuted or undistributed
profits, . The effect .of comblnmng a vdlue -added tax wlth the personal .
income tax might. or m;gut;not‘be_des;yable{ but 1t should be recogulzed
as not being .neutral.. . . | ‘

Mr. JATAR-DOTTI, intrqduc;ng his comments, (CPP-DB-1/Add. 2) on
Mr. Prest's paper,. Sdld that the concept of the income tax was relatlvely

new in latjin.imerica, hav1ng been 1ntroduced in most cases in the third
decade of .the: present. oentury,, As far a8, the .scope of the tdx was
concerned, both the pr1nc1ple of . origin dnd of r081dence was applled._:
In that connexion, .one.of the features of capltal-importlng countrlesA.
Wys that their gross natjional product wa$ greater than their natlonal
income, .while-the opposite.was true of capltdlrexportlng countries,
That..fegture had.to be taken lnto con31derat10n in determining whlch
of;the two. .concepts of tax epplicablllty -~ income originating or income
received. - should be adopted for deve10p1ng countries, where only a ‘
small minority received income from abroad. = For the reasons outllned
in his paper,_he. preferred the, conoept of 1neome origlnating. ‘

One.of the problems, related to the above two concepts wes that of
interngtional double taxation. It could be solved either through unllaterdl
action, in which a Government granted rellef from taxdtlon in reSpect of
income already taxed in another country, or through agreements between
the Governments concerned. ‘ . ' ’

; On the cuestion of nmltlple and unlta.ry tdxes, he observed tha,,t in
many Latin Arerican countries the, income tax con51sted of a series of
schedular taxes at different fixed or proportlonal rdtes and of a .

. .progressive global or complementdny tax, . Whlle the undue diver31ty :_

of income taxes in some countries was tolbe deplored, 1t st undvoidable

in some, cases where schedular and complementany taxes were 1mposed on

all types of activities, as was done 1n Venezuela. Whlle a unltdry tax

structure would be deslrable, it should only be dcﬁleved through a comblnlng

of schedular and complementery thes dnd mnst not result in the same tax
/rate being
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rate belng applled to ind1v1duals dnd corporations. Unﬁortunately,

in many Latln Amerzcan countries no distinction between irdividuals -

and corporatlons was mdde for inéome tsx purposes. Venezuela had “done

so. by creating d new progressive tax on éorporatlons at~a somewhat h;gher

rate than the personal income tax and'hy reduclng the number of taxeble
cstegorles, the complementary tax on’ personal 1ncome being 1eft at its’ pr°v1ou=

et

rates. The new system had produced increased Tevenue from.the tax on
corporate income . BEREC e
On the questlon of the taxetxon of corporate proflts and d1V1dends,
and the need to av01d the double tdxdtlon whlch mlght result “he” felt
that the best method ot grdnting the necessary rellef would be the =
| wlthholdlng tax approach, the merits of whlth were outllned in his- paper.
B 't; With reSpect to 1ncentives to sav1ngs, he supported the v;ew thot
that could best be done through prov151ons for loss’ carny-overs but he
would 11m1t such csrr&-overs to d perlod not exceedlng three years. ‘
'; Ulth regard to 1ncentxvee to capltal formdtion, the income taxpﬁ'A'
Was a useful 1nstrument ih”creatlng “Buch’ 1ncentivee. In Venezuela, a
for 1nstsnce, the 1ncome tax laws had been amended to allow a taxpayer -
who madé net investments in the country to ¢laim’ a psrtial ‘febate "of the
complementary tax. The new prOV1sion applied bdth to 1ndividuals and
corporatlons. BERREEE : e W L e
) " In concludlng, he referred to some OF £He" difflcultiee which Lgtin
hAmerlcan countrles fdced in collecting 1ncome taxes snd to the pr08pects
for 4 successful thdtlon of 1ncome in those countries, detdlls of whxch
were set out 1n sectlons ‘9 and 10 of his pdper. I
Mr. LbSSg Sdld thdt hugh proflts had ‘been” related to efficiency by
some speakers, and asked whether'that concept wad realfy in line ‘with°
high social productiVity of enterprises in the framework of économic -
development. Mr. Prest ‘had “seetied’ to 1mply ‘the  sume’ view, ‘But it iwas
very doubtful whether in Iatin’ America hlgh profits “were ‘die to- efflclency,
in view of the vdrlous prlvileges and’ exemptlons that weére granted by " -
Governments. In the absence of organized capital madkets in Latin - America,

/the large



E/CN,12/638
Page 152

the large financial resources called for by modern technology precluded
the free entry of competitors to the market required by classical
economic theory,hence there was more monopoly and less competition

than in more developed countries, Moreover, high corporation profits
were largely due‘to production functions that did not lead to the prcper
use of economic resoufces; the high capital intensity characteristic of
industrialized countries was not well suited to an area where labour was
plentifvl and wages low, Conseguently he thought the tax on corporate
income should be progressive,

iith respect to the stimulation of investment at the enterprise
level through the treatment of distributed and non-distributed profits
.in corporate tazation schemes, he believed thét it was not defensible
to allow exemptions solely to the enterprises, and that the discrimination
against personal income would accelerate the process of the concentration
of wealth, If there were a progressive tax on corporation profits, they
could either be distributed to éhareholders, or alternatively they could
be added to capifal.by‘the distribution of bonus shares, but should be
taxed in both cases, It was more appropriate in the Latin American
context to provide investment inéentives at the shareholder level than
at the enterprise level,

Mr, KALDOR felt that the incidence of taxation on corporate profits
had not been given sufficient attention in Mr, Prest?s paper, That was a
complicated question and to some extent depended on specific tax provisions
such as the relative treatment of distributed and undistributed.profits, He
felt that the incidence of the tax had substantially shifted, The context
should therefore be elearly defined in order to determine whether it was
considered as a substitute fér other taxes or as an addition to the total
revenue vhich would have been obtained otherwise, In the former context, the
distribution of income between profits and wages wags not very diffevent
from what it would have been if the same revenue had been. obhained from
indirect taxation, The shift in the incidence of taxation on corporate
profits was a macro-ecorbmic process which did not leave the distribution

Jof net
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of net prof;ts unaffected. If 1t Was agreed that the Tolé of the.tax.

had shlfted 1t waq a convenlenc revenue—vlelding device, If the view
was that 1L hao not shlfted then 1t had an important role in the eoulty '
of the tax svstem. SR Do e ; '

Mlth respect to hr. Prest's comments on’ the -value added tax, he -:
agreed that 1f it was hr. Prest‘s v1ew that tne incidence of the tax-on
coroorate proflts had not shlfted it was' correct to* say"thaL the value
added tax should not be regarded as ‘an alternative to'the tax on corporate
profits but as an alternaﬁlve to'a genéral tax on salés.’ Some Huropean

countrlee had con51dered the suostltutlon of a value added tax for some

PRV

parts of the corporate proflts tax.

de agreed wath hr. Lessa on the relatlonshlp between the elflclency
of a corporatlon and 1ts proflts. “In’ comparlng aifferent’ branches' of ‘
1ndvstry, the level of proflts was not an indieation of efficiency,
However, 1f a comparlson was ‘made’ between enterprlses engaged in’the samg -
branch of 1ndustry, the dlffereace 1n proflts would reflect thelr degree
of efflclency. _ | SR R e ' R

hr Lessa had rlghtlj observed that competltlon in 1ndustry ‘occurred
far 1ess 1n developlng countrles ‘than in the nore industrialized States, '
There was nevertheless some competltlon and Ed heavy tax ‘on corporate
profits uould mllltate agalnst more efflclent flrms whlcﬁ shiovred: hlgher '
profits, He suoported Lr. Lessa's suggestlon that corporatlons might be
required to 1ssue bonus shares in resoect of thelr undlstrlbuted proflts
end that such shares ohould form part of the 1ncome Sf "sharcholders:
That was a most valuable recommendatlon but unfortunately it had been-
reaected coqsnantlv brr tax comm1531ons and admlnlstratlons because it would
make the ralslng of capltal by JOlnt stock enterprlses riore difficult, In
coaneﬁlon w1th bonus snares, 1t shouid b borne 1n mina that undistributed
lncome was not quite the same as dlstrlbuted 1ncome.~ ‘The shareholder did
not derive the same advantage from bonus shares &s from ‘cash dividends -
since the market value of such shares would undoubtedly be lower if the
ouner w1$hed to convert them lnto cash. They should therefore “be" taxed
on their market value rather than on their noiinal valué, A possible |
alternztive would be to tax income received in the form of bonus shares,
and not as cash, at a lower rate than income received as cash, '

/lir, DESAI
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Mr, DESAI, referring to the treatment of domestic and foreign
capital, said that there was some justification for a higher tax on
income sent abroad, It was a matter of establishiﬁg equity between
such income and investment income remaining in the C6untry, since the
former avoidad future liability to taxes such as‘the inheritance tax.

iir, GOCDE, on the questlon of the shlftlng of the incidence of the
tax on corporate 1ncome, agreed with Mr, Kaldor that little statistical
data was availsble, Not much weight should be glven to statistics on
the subject in the United States; which were.suggesﬁive rather than
conclusive, His own view was that the greater part'of the tax rested
on the profits received by corporations, .-

Jith regard to the jufisdictidn*of-the corporate income tax, or the
place where the income was taxed, a country might take the position that |
in measuring the taxable C&p&Cltj of its natlgnals or residents, total
worldwide income would be the appropriate measure, In his opinion,.that
would not be an unreasohablé stahdardifor,measuriﬁg taxable capacityq
It was true that if every country adopted that'standard, double taxatioh
might well result, However, relief could be granted through unilateral
action by the Govermmént'concefned or through bilateral or international
agreements, The unilateral method was applied in the United States and
the Unltea_Kingdmm, which recognized the prlorlty of the country of
origin, However ‘even if a ¢ountry. did not wish to grant relief from
double taxation to corporate income, the flnan01al 1mpllcat10ns‘were not
likely to be very serious, It might discoufage movement. of canital
to the more developed countries;'which wa#\ndt in fact an undesirabvle
erfect., Horeover, the flow of capital from developing countries was not
primarily dve to the tax system but rather to other reasons.

Ir. RIOFRIO said that ‘the dual personality of corporations was éh
invention of jurists applied by financial theorists for tax purposes
througn the tazation, on the -one hand, of the profits of the corporations

‘themselves and, on the other, of.the inéome_réceived by shareholders,

Income was thus taxed twice, He-also-féférréd to the omissions in

Mr. Frest's paper to which the author himself had referred, and pointed
- | | /out that
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out that there were others ss weil. - After describing the background .
and case history used in supoort of corporate income tdx, he concluded
that in spite of the reasons of equity which could hdve been adduced
against that form of douhla taxation, the only arguments advdnced had -
been based purely on expedlency.

' Mr, DARDON said that, in his opinion, the great merit of Mr. Prest!s.
paper lay in the fact that he suggested alternstive methods for taxing
corporate enterprises;jthat principle should be part of ﬁhé_geﬂeral findings
of the present Confefénce in respect of all the tOpics; It was not possible
to establish an overfail tax reform pattern which would Eg valid for all the
Latin Americantgountfiés,'since each one bad.iis own péciliar characteristics
insofar as the historicél background of its particuiar tax system was
concerned, s0 that aqy'ieform would have to be firﬁly and'harmoniously
adapted to the partiquiar economic development needs of each country.
Nevertheless, the bancgntration of wealth, property ahd‘income‘in the
hands of, a smyll percentage of the population was a common occurrence.

That fact pointed to the advisability of a global progressive tax on
personal income and on the income of corporate and noh-corporate enterprises,
as well as a tux on wéalth or, specifically, property.

In the case of corporatibns,»a curious phenomenon had taken place

" in Guatemala, where enterprises organized as partnershipe made up of

two or three partners, generally with'various integrated activities and
domestic capital of a family type, had been turned into two or three
companies for the purpose of evading tax. The original partnership,
with its assets compact and subject to a progressive tax on its profits,
would undoubtedly have had to pay more tax. |

The sume thing had happened with the organization of corporations
in which all or most of the shares were,in the hands of a single-person.
In other words, the trunsformation or establishment of joint stock
companies had ween due to motives far removed from the channelling of
savings.

He therefore considered that the alternatives proposed by Mr., Prest
were vValuable criteria for each Government to use in accordance with
the particular conditions prevailing in the qountny concerned,

/Mr. HARBERGER
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Mr, HARB:ROER said that corporate income taxation must be regarded

as a global, not 2 partlal tax, ‘applying to one part of the income, the
income received as. a productlon fadtor in the form of a net return on .
capital. One pQSS}bllitJ was the transferring of the tax so that the . .
net return on capité] wéé:ﬁétless on the same llnes as with an 1nd1reot
tax, and the other wag the reductlon of the net return by theé. extent of
the tax, ~With a weaken;ng ca01tal ‘market, capital would not support. the
whole burden of the tax,anizt trould be transferred ‘to the labour _sector,
The bearlng of the Uhole Burden Hy ca:ltalAmust be regarded a8 an 1nter-
‘mediate nos31b111Ly; Lor Lurther explanatloﬂ he referred to his article
in ‘the Journal of POllthul MCOnomy for July.. 1962 iis regards:incentive ;r

to 1nvest, the exemntlon of cornoratlons might dlrect investuent to: a

number of different ends, and could effect. changes in the d1str1but10n

of investimnent, but he was “doubtful of the v&lue of tax incentives as a

stimulus to totel investment. Savings and. 1nvestment 'weére equivalent,

and the problem was howféo increase savings in order to incredse the

volume of investiient, He believed that the over-all effect of exemoulons
" was a loss of revenue rather than an increase in total investment,

r. MAHARRO sald that the corporate tax beneflted reinvestment in
that it -encouraged .savings in the form of undlstrlbutéd profits.,. The
corporate-tax alse favoured distinctions among undlstrlbuted or011ts,
accordlng to the. type of enterprlse concerned for the purpose of
dlrectlng relnvestmeni 1nto ¢hannels most suitable to ‘economic development,

. 3th resnect to tbe pro resslvlcy of the corporute tax, ‘it could be .
" graduated in terns of the type of yield of the corporatlon itself, He
wondered, in that connexlon, whether that formula could not be Jused for
cLatln American cornoratlons. It was a questlon of fizing progressive
rates as the percentage which' Tepresented the net prollt 4n relatlon to
capital and reserves 1ncreaSed.f _ | ' s

lire ADTMADER, rei‘errlng to lir. Pr'est's conments on the income tax
established in the Doiiinican Républic : in May 1962, described the structure
of the tax and mentloned the additional advantages efijoyéd: by corporation

;'éxecutives. Jhose advantages fully- 1ust1f1ed the tax criterion adopted.
The new income taX'was exnected to yleld an anount equal. to.25 per cent
of the countryls budget The revenue wpuld £511 the gap-left by. the
ndirect taxes vhich had been abolished, since Lhev had congributed another

25 per cent of the public sector's income,



E/CN,12/638
Page 157

Mr, JARACH, referring to the relationship between the corporate tax ard
the personal income tax, recognized that the subject was controversial and that
economists and tax éxperﬁs were divided in their opinions, He suggested that
dividends paid to shareholders and the valué of the ‘bonus shares distributed to
them should not be included in corporate income tax, and suggested, as a .
practical solution, aimed at bringing the level of the corporation tex into
1ine with that of the tax on natural persons, that corporations should be taxed
on their whole profit, whether distributed or not, at a rate close to the
highest average rate applied to personal income, Natural persons could thus
claim partnership treatment for themselves, i,e, they could include in their
declaration of total income the share of the corporationts profit. correspending
to their shareholdings and to calculate as tax already paid on account the tax
paid by the corporation on its share of the profit. The proposal avoided the
difficulties inherent in dividends, the fluctuations in share values arising
from capital profits and lossés;‘énd‘share dividends,and allowed every tai-
payer selecting the system to have applied to him the rate.corresponding:to
his total income, including his share of -corporate. profits.

Mr, MATUS said he was in general- agreement with.t he views expressed in Mr,
Prest?s paper, but would like to refer to certain omissions therein, ECLA was
concerned about the problems posed by tax manipulation as a method of changing
the normal behaviour of economic units with a view of bringingit into line with
the behaviour stipulated in development plans; the problem had not been
mentioned by the author nor by the Conference, which appeared to discuss tax
problems in a manner entirely divorced from planning objectives, _

In that connexion he posed two problems: (a) the possible use of taxation
on foreign enterprises to mitigate in peart the impact of. foreign trade fluc-
tuations, and (b) the use of taxationon corporations as a method of guiding the
investment rate and structure along the lines of:a development plan,

iith regard to (a), it was a well-known fact that the Latin American
countries were suffering the consequerces of export fluctuations, although in
some countries the effects tended to be the exact opposite of those felt in
developed countries, In industrialized countries a decline in exports produce
a depressive effect on the economy, whereas in certain countries of Latin
America, the same decline had an expanding effect, ' The reason for that lay in
the fact that export fluctuations had a fundamental effect on remittances of
profits abroad, the availability of foreign .exchange,.and fiscal revemues,

o . /because there
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labour and, conseouently, to reduce the effect on the-velume of productlon. He
believed that: taxing of forelgn enterprlses i7'the coutitries that produced a
very high percentage of total exports mlght be used to' help ‘to stabilize
import capacity and flscal revenue.)hif 1nstead 61 taking real profits. a
system of taxing m;nlmum average profits were“eéiabllshed = ir the sense of the
profits determined on the be51s of average prlces and- vélumé of production.over
the past few years - the effect of fluctuatlons would be greatly mitigated, -
When export prices decllned, 1mpcrt capaclty and fiscal ‘retrenties 'would decline
to z much lesser degree, and when prlces rose, forelgn enterprlses would be .
taxed on real profits but would not be permltted to &e&uct the' excess. tax .
paid previously because. of the effect of the average. Vool

‘He recognized. that such a system mlght dlscourage forelgn investments; -
however, it could-be graduated, slnce the stab111z1ng effect - depended ‘on the
number of years cqvered by the averaee values. If ‘the’ sysﬁem of calculating:
the average covered a. number of years 1n a fuli cycle it would completely.-
stabilize import capaclty end f;scal revenue, thue transferrlng the fluctua—
tions 100 per:cent. to the large forelgn enterprlses. ' Averages: below the eyele,
on the other hand, 1mplled sharlno the effects of fluctuatlohs betireen ‘enter-
- .prises and the public. sector. L T R P RN TR

Such ‘a-system would only be useful 1n countrles where exports were in .the
nands of foreign enterprlses. » T ey 2]

He went on to refer to the orlentatlon of prlvate enterprlses by taxing.
thedir profits,. . Non-Latln Amerlcan economlets seemingly had ‘tioye Taith in

market forces ard in sound bu51ness returns as a sign’ of “é¥ficiency than Latin

~..v Americans, as mentioned in a prev1ous meet1n~ of ‘the Conference, Mr, Kaldor!s

opinion was not the only exceptlon, and he did not believe ithers could be any
doubts in that respect, The very unsatisfactory distribution of income in-
Latin America was more than sufficient;argwment for such scepticism, because

it determined the structure of investments and of production, Just as in
nolitics nobody would respect an election where a priﬁileged few were entitled
to ten votes while the rest of the population had only one, he saw no reason to
respect an investment anpd business structure under which certain minorities had
twenty or more votés because their incomes were twenty or more times as large
as those of the majority., Noreover, it was an indisputable fact that there was
a very high degree of monopoly in Latin Amerdica and distortion of pride-

systems, etc ‘
’ ) /Therefore, there
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Therefore, there was: reason for concern not about the rientral nature of
the tax, but rather about the way of using the corperate tax to penalize-
certain activitles and promote othérs, A development plan:might“contemplate
very high rates of production growth and investment in sectors with low
commercial returns, and vice versa, That posed an interesting problem of
tax manipulation. The growth.of certain enterprises had to be checked and
the growth of others promoted, By penalizing the reinvestment ofbprofits in
certain sectors it was possible to encourage the distribution ‘of profits., In
other cases, it was advisable to withhold profits at the expense of reserves
for depreciation, without increasing totsl corporate savings. ' Therefore he
would ask Mr, Prest-what was the availablé experience in the matter, or what
ideas he had for making the transfer of savings from the sectors he wished to
penalize to those he wished to promote a sound propostion. Thbugﬁ%~might
perhaps be given to putting a’ premium on the purchase of securities issued by
enterprises included in the latter group or the purchase of government'3 -
development securities, h )

Mrs, de NAVARRETE observed that a progressive tax on corpbraﬁe‘ihcome'had

among its other advantages that of reducing the difficulties arising from the
difference in thé size of corporations, With respect to the incidence of the
tax, it.would not have a direct effect on the profits received by share=
holders, She supported both her arguments by giving examples based on actual
legislative and administrative expérience in Mexico, - i

Mr, COSCIANI, referring to the total or partial substitution of the
profits tax by the velue added tax, as suggested during the debate, cbseryed

that the two taxes belonged to different tax groups, The value added tax,
in the final analysis, taxed prices, which meant that it was levied on’ cof=
sunptior, That might create major dislocéations in the market, He theérefore
advised careful study before any conclusion was reached in the matter,

Mr, PIEDRABULNA observed that many Latin American corporations
contributed to the economic ‘development of their countries, In general,

however, intangible property was viewed with suspicion in Latin America

and an attempt should therefore be made to strengthen the structure of

corporations, One way to do that was to grant then some measure of

relief from double taxation and to tax them on their undistributed

profits, VWhile action to ease the tax burden of corporations might have

an adverse short—term effect on economic development, it would be most
Juseful to
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useful to encourage small investors to contribute to that development
and that could only be done by ensuring a fazir return on their dividends..
loreover, an unduly high rate of taxation on the distributed.profits of
corporations would cuuse corporations to refrain from distributing such
profits. The best solution in his view, and one referred to by Mr., Prest:
in his paper, would be to have the corporate tax take the form of a tax -
on undistributed profits.

Mr., URQUIDI hoped that Mr. Prest would give his views on .the questicn

of the revaluation of assets, a particularly important. problem in
countries with inflation problems or where the currency was devaluated. -

With regard to the rate structure of corporate income taxes, he
felt that a progressive tux, particularly in countries with inflation
problems, would ensure elasticity in the collection of revenue.

Mr. VIDAL said .that while he would like to stress the importance
and thoroughness of Mr. Prest's paper he must call attention to one or
two errors into which the author had fallen in referring to the income
tax in Peru. The excess profits tax had not existed since 1958. Neither
was corporate capital taxed in Peru, nor the dividends of\corpp:aﬁ}oq?;
registered in Peru,.except when they were payable to foreign fitms.
Furthermore, accelerated depreciation was recognized in Peru.

Apart from the above reservations, he would only add, with regard
to double taxation on the corporation and the shareholder - a matter
appropriately pointed out by Mr. Riofrio -~ that it-wags mitigated by two
provisions, i.e. incentives for investment, whereby it was possible to
deduct from the tax base up to 4O per cent of profits provided they were
invested for improving production, and reduction of the tax on capitaliza-
tion of earnings to cne third of the maximum rate. Neither of those
measures prevented a shareholder from obtaining dividends should he choose
to sell the shares appreciated by investment or capitaligzation; and there
again the profit wus not taxed in Peru. _ ,

Mr. GNAZZO. said that his country, Uruguay, favoured a single tax
on corporate profits and had established a tax on the undistributed
profits of corporations. .He wondered whepher‘Mr..Prest-would express

his views on the Uruguayan solution.

The mesting rose at 1.35 p.in.
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CCRRCRATE INCOME TAXATTON I LATIN AMERICA (contirmed)

lir, PREST said that he would not reply to each individual speaker but
would deal in a general way‘with the different poinis that had been raised.

The first question conéerned the shifting of corporate income tax, As
Mr, Kaldor had pointed out, he had not 1ndlcated the extent of the
shifting precisely for the reason that he did not know the answer. . The
statements made with respect to the incidence of the tax by statisticians
and businessmen were'not'coﬁﬁinéing in his éﬁinion. ‘The chief concern.
was to define the questlon, 31nce much of uhe difficulty experienced in
reaching a definite 0051t10n was due to the mul iplicity of factors
involved, The first task uas thereiore to decide what tax would be
replaced by corporate income tax and the second to determine the real
meaning of incidence, On the latter the v1ew generally held was that
it signified the effects of the tax on 1ncone distribution, which again
were many-sided, Three main variables were 1nVOTved in tax substitution:
(a) the effects on the relative prlces pald for factors of production;

{(b) the effects on direct tax collection from individual taxpayers; and
(¢} the effects on relative nrices. Hé pointed out that it was easy to
become entangled with absolute prices, which were irrelevant., Generally
speaking, any single tax could operate on one or all of the three
variables, _

In some circumstances, the main effect of corporate inecome tax on
income distribution might be to alter the relative prices of goods. But
as an extample of the opposite kind, he referred to enterprises that were
mainly concerned with export trade. In their case, corporate income tax
would be borne by shareholders or other factors of production.

lle presumed that those speakers who upheld the taxation of corporations
would agree that the same arguments applied to unincorporated enterprises,
That inmmediately opened up the whole question of the justification for
progressive taxation.

With reference to the interesting suggestions made by lir, Harberger
of a model for corporate income taxation, he doubted whether his ideas
would be wholly applicable outside the United States.

IIis second main point related to the value added tax., He agreed with
lir, Lessa that there was no obvious reason why the substitution ol that
tax for a corporate income tax should conduce to raising efficiency, The
ratio of profits to wages might increase because of one of three factors:

/greater efficiency,



E/CH.12/638
Page 164

greater eificiency, : ‘1’(1ore 1n *uts or a nore 11101’10])01.1.51'510 "poeltlon. . The
suggestion had been 1 ade that -a value -dadded -tax operated 1n the same way
as a multi-stage ta}c. He dlsasrreed with that’ suggest:.on, sa.nce the great
merit of the value aqded ta,x ‘was precisely. that"it rade ellowance i'or
capital outlays ancl was ao‘pllca‘ole to all types of bus:mess, ;.ncornorated
or mmcorporated. N _ ; | - “ ‘

In regard’ to the confl:l.ct between Income or:.g:.natmn and a world-wa.de
basis for assessment he had llttle toadd to-lir, Goodefs sta.tement He
would merely saj ¥ tha’o he d:.d. not . advocate tajdng income where recelved
as soue speakers seened to thmk ~and, ~in regard to the pemt made bJ one
speaker that lncome i‘rem i‘orelgn sources ‘was- ot urorth taxlng because
much of it would undoubt.edlj eva.de taxation for' one reason or anOuher, he
maintzained that 11, was better o Qota,:l.n some. reventie than none at allc.

Some speakers had ra:u.sed ‘the question of ‘the a.d,justment of the tax
system to mflatlonary cond:Lu:Lons one possibility being the LIFO metnod and
the other the revsluat:a.on of .capital assets so-that the money value of
depreciation "llowe,nces was Aincreased. .The answer depend;ed on the end that,
was pursued, If the :mtentlon was to-use the tax system to check mflatlen,
both these methods of a.ppljmg it were wrong. R .

Another point concerned the progressive taxation of eempanies. Mrs;
Navarrete had doubted whether it was Justifioble-since 1t pene.liSed small
business firms’ w::.th llttle ncgess. to, the capital ma.rket. He agreed,, but
reiterated his conv:.c u:].on that Jbusinesges” should ‘not be’ texed on a.
progreselve bdsis llke :Lndlv:a.dvals. - Small firms could be helped 'through
some liind of ta,x rellef or easy credit facilitids as in the Ualted Sta.tes
and United K:Lnbdom. ‘I'he statement thatprogressive taxation of
~ corporations would tJa.ve more ela,st.lc yield was:true theoretlcally
as incone levels rose in perleds of .inflation’ but nevertheless the
disadvantages outwelghed the advantages.

With regard to 1mrestment 1t. had ‘been asked whether ucc:elexueﬂ;ecl
depreciation Was a.n ei‘fect:we stmulus., Did it add to the OVer-all
volume or s:u.lply conduce to the transfer of: résourtes from one sector t.o

4 -

- /another. .__ In -



E/CR.12/638
Page 165“

another, In general, accelerated depreciation had two effects:fiﬁlﬁfoddced
(2) a reduction of interest rates and (b) more funds for business firms, ' In
one or both ways it could stlmulate the level of investment. Experience with
accelerated depreclatlon in the Unlted Kingdom had clearly demonstrated that
its effect was to raise the total level of investment.

His seventh point concefned téx concessions for investment., He agreed
that they were liable to have an 1nflatlonary effect on the e conomy and that
compensating revenue had to be collected at some other point.

In the same fleld, there was the questlon of exemptions for 1nvested
retained earnings of corporatlons. Two possibilities were involved:
differentiation in the taxathn of;undistributed.and,distributed profits
and tax relief ior capital infestment.‘ But then those two policies should
not be confused, as was the danrer with this device, An intefesting suggestio;
had been put forward that companles making retentions should issue
corresponding bonus shares which could then be taxed. That was tantamount
to the partnershlp pr1nc1mle that undistributed profits should be allocated
to shareholders and taxed accordlngly. The case for that was a leng-standing
cne, and seemed to him to have a number of advantages in theory but he thought
it would be difficult to apply in practlce.

His last point related to the appropriate rate of taxation for dividends
paid abroad, He was not sure whether_pe,agreed with the suggestion that.
foreign dividends should be taxed more heavily than domestic dividends
because the latter might also be subject to inheritance or other taxes,

The answer depended on the terfitorial;jurisdiqtion of inheritance taxation
and whebther the principie of taxing the estate of a resident in his home
country or abroad or both was'appiied. __;, o

The meeting was suspended atlh;15‘and3ieéumed'aﬁ.h;25 Delll

- /PRODUCTION AND
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PRODUCTION AND CONSUMPTION TAXES AND ECONOMIC DEVELOFMENT

Mr, NAHARRQ explained that in hlS raper he’ had begun by locatlnﬁ
prouuctlon and consumptlon tayes wlth;n the framework of publlc finaiice
as a whole. To that end he had used the old- cla351flcatlon of direct and
indirect taxes, o . v : o

Like ir, Kaldor, he held that two aspects’ “of° such taxatlon ‘Had to be’ - N
taken into consideration in any analy51s of -the subgect namely, ‘its revenue-'m
producing effect and its 1mp11cat10ns for the economy, partlcularly the
possibility of providing an incentive to activities, 'Wlth regard to0-the -
former, he thought that taxation of the type in Qnestlon, although already
widely applied.in-Latin Amerlca, could be" extended stlll further. With -
respect to uhe second asmect various reservatlons weuld nave 1o be taken _
into account, such-as the' possmblllty that such’ taxes, by affecting: lévels
of consumptlon, might reduce consunmption belOW'mlnlmum sub51$tenca‘levels, .
and the difficulties inherent in its appllcatlon because some sectors of uhe
Latin American economies were not monetlzed. -The- reeion also showed a
preference for indirect taxes lalllng on the: external sector, as agalnet
those applied to the internal economy..; S .
The effect of indirect taxes as incenyives ‘could no» be deflned with -

the saune prec151on nor, in general, as. effectively as that of ¢irect taxes. o

Although import duties; for example, unquestlonably exerted ap T

encouraging influence on certaln ploauctlve act1v1u1es, he had in general
been more concerned with StUlenb the effect of indirect ta&es on sonme of the
variables of econonic development, such as- distiibubicn of resources s, savings
and investuent and the labour Supply.‘ He was-less coneerned w1thlth81r--"
probable effect on income reﬂieﬁgzbution, since to'hiﬁ'that had only a .
relative incidence on economic development. - ‘ o
In connexion with productlon and. consumptlon taxes applied to the
external sector, he drew a distinction between export duties, which were
direct btaxes, and import cuties. He realized that in Latin America there was
a trend tovards protectionism and he‘realieeé the danger of waving a flat of
opposition in ECLA but he confessed that he was in favour of a moderate
degree of protectionism or - if that term was preferred - a moderate policy
of free exchange rates. There were undoubtedly instences in which customs
/protection contributed
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protection contributed to economic.development, as in the case of incipient
industries or.other activities producing beneficial repercussions on the rest
of the economy. He considered that in Latin America the system of- external “
1nd1rect taxes should be overhauled and remodelled, since in the Past a lack
of lonlc ‘had been observadle in ‘their- administration,

Broadly speaking, he believed that indirect taxes constituted the main
source of the additional funds required by Latin America for its economic
developmenb. Nevertheless the. -proliferation of indirect taxes of every '
kind in Latin America was inconsistent with sound pr1n01ples of tax
administration, To reform the system, a widespread sales tax, for. 1nstance,
might be lev1ed to be applied either at the level of the producer, the o
wholesaler or the retailer, although he would have it applied to the producer.
Alternatlvely, consgideration might be given to a reorganization of the excise
tax on more progressive bases for some assets. To eliminate risks of
multiple taxation it had been.suggested that an over-all sales taxrshoﬁld
be replaced by a tax on value added.. That idea failed to convihce him,
since he did not. believe that, in its application, such a tax would be as
neutral as was claimed, and, in addition, it presented much greater .
administrative difiiculties. .

lir. VEGA roted that there had been a consensus of opinion among the
participanﬁs to the effect that direct téxes-needed strengthening, but in
underdeveloped ccuntries the budget could not be financed solély on the basis
of such texation, even though it was more'eqnitabie.

Indirect taxes were applied because Girect taxes could not suffice to
finance development and because it was desirable that all the inhabitants of
a couniry should contribute to its eéconomic improvement.

He pointed out that Mr, Naharré had.not touched upon certain infra=-
structure projects, such as highways, etc,, for which the users had to pay
through indirect taxation. ' -

Although Mr, Naharro had said that the nature of production and
consumption taxes was the samey and that the difference between them lay
in the tax technique adopted, he personally held that they differed
essentially inasmuch as the former t axes fell on inventories and the latter
did not,

/He suggested
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He suggested that the technical and adnlnlstratlve issues which lr,
Naharro_ had not dealt with in'his paper were often of-“decisiye importance for
econontic development 51nce one of 1ts.bee;p‘prepequlsltes was -the efficiency
and flexibility of tax, administration, . S o c

He agreed with hr. Naharro -that development uas based on eav1nb, and
as the latter was very limited in- under-developed countfles, .recourse to
the compulsive action of taxation was eesentlal in order to enforce
saving, It should not be forgotten, however, thet objections: mlght be
raised to taxatlon as an instrument of compulsory savlng on the grounds
that it dlscouraged voluntary saving. T , .

In analysing the tax burderi in ten Latin.Amerlcan countrles,iir. Naharro
related the tax revenue collected by the central GoVernment to natlonal
income, but took no account of,the'taxes 1ev1ed at other. vovernmental levels,
vhich were sometlmes consldereble, 50 much so that if they were 1gnored a
completely. false 1mpre331on of the tax burden m;ght be - formed. It also
seemed to him 1110?1cal to measure tax pressure by taking natlonal 1ncome
as a counterpart to taxes, since in the Latln Amerlcen countries 1nd1rect :
taxation accounted Tor a Tajor proportlon of government revenue, and the
taxes in cuestion dld not form part of national income but of the gross
national product. o o " .

In relation to 1nternal productlon and consumntlon taxes, he Sald that
to prevent a decllne in savings and 1nvestment and, consequently, 1n productlor
employment and wages, 1t vas necessary, to eetabllsh 1ncent1ves to voluntary
saving within the system of direct tayes.' ' _

Referring to customs duties, he dlssented from Ir. Naharro's V1ew
“that the Latin Amerlcan countries were. preponderantly protectionist,
Protection had not been arbltrarlly establlshed but in order to prevent
the countries from rémaining perlpheral. ECLA had advocated the establishment
of common markets w1th a view to fuller liberalization' of 1ntre~reglonal
trade, and although protectlonlsm ‘might be said to exist in Latln Anerica
vig=a-vyis countrzee out side. the region, w1th1n it a free—trade policy prevailec

Mp. FFRIANDEZ riaintained. that tax policy should be analysed strictly
as a functlon of économic development. I&r. Naharro had expressed the view

that production and consuaption taxes were one and the same thing, although
there was a marked difference between their effects on economic development,

/The former



B/Cil,12/638
Prge 169

The former pushed up production costs and consequently increased capital
requirements, which was a very serious drawback in countries where there
was a shortage of capital. On the other hand, a tax on consumer goocds,
whether specific or generic, was applied at the time of purchase for final
consumption, and its only effect consisted in restricting the purchasing
power of the individual for the benefit of the State, which would use it

- for development purposes either directly or through redistribution of the
income obtained, o _

Furthermere, taxes on consumption should be applied, within the
framework of an over-all policy, in conjuction with income tax, and the
balance between the two systems should vary according to the country
concerned and to its gross national broduct. It should not be forgotten
that one of the major problems of the latin American countries was the
size of the market, and therefore consumption could not be unduly restricted,
In his view, a perfect baldnce between the two types of taxes might be
achieved if 50 per cent of tax revenue came from indirect taxes, especially
those on luxury consumption, and the rest from taxes on income and capital.

Mr, HERSCHEL endorsed ir, Lessa's view that the tax system served as
a means of influencing the direction of aggregate demand., The possibility
of using sanctions or disincentives instead of incentives to channel such
demand in the best interests of development should be analysed, as well as
‘the question of whether indirect taxes could be used to steer aggregate
demand along new lines and influence the structure of production, Custam
duties might be applied as a disincentive to industrisl inputs or purchases
of capital goods for industiries which it was not deemed desirable teo
* encourage, A good deal of caution would have to be used in interpreting
the conclusions shown in the table ‘in Mr, Naharrots paper on the distribution
of the tax burden, which in Argentina amounted to approximately 19 per cent
of natienal income (Federal Government Taxes). _

With reference to the tax on value added, he said that the sales tax
applied in Argentina was ef a similear type, since it allowed deduetion of
inputs forming a constituent part of the goods preoduced (principle of
physical integration), Moreover, it only reached the manufacturer's level.

/Argentina's experience
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Argentina's experience suggested that sueh a tax could be establlshed 1n
Latin Amerlca..

Mr. PINTO considered that the views and arguments put forward by
Mr, Nabarro represented an old~-fashioned approach and were out of touch
with the real situation iri latin America, It was not the idea of self-
sufficiency that had prompted5the Latin American countries to adopt a -
protectionist policy., They were anxious to achieve structural reforms whlch '
would enable them to develop along other than the traditional 11nes, and |
were using any tool that came to hand, In essence, their aim was to alter
the pattern of ‘the internatlonal division of labtur, The key pelnt lay in
the faect. that the development of Latin America'!s traditlonal exports, on’
account of the terms-of-trade effect, no longer sufficed to mobllize ‘the
.resources requlred by the region for its econemic growth. The obvieus
solution was industrialization, which did not imply any suggestlon of self-
sufflclency or 1solatlon, but merely the desire. to.compete in the world S
market. on 1ess unfavourable terms, ‘

. Again, nhile taxes on luxury consumption mfght be one of the components
of tne_tax‘system, another type of consumption - Qhat of manufactured Qurable
consumer-goods'— would have to be taxed.,  .In latin Amerioa a prematdreey
wealthy seciety, formed by the new well~to~do middle classes, ‘had arisen,
and the goods and servaces consumed -by those strata should be taxed, k
especially as from 66 to 70 per cent of the Jatin Amerlcan populatlon were
still living at the merest ‘subsistence levels, . The process of
- industrialization in Latin America had been directed towards productlon KN
of the goods and serviCes required by the. wellrto-do classes 1n question,
to the detriment of the interests of the eommunity. as a whole. The problem
might be solved through the tax mechanism, . L RSO

Mr. URQUIDI fully concurreéd with Mr,. }1ntols remarks on protectlonlsm,
and considered that the general conception of taxation expounded by
iir, Neharro was influenced by an economic liberalism that would seem
to be out-of-date in Latin America. o o
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He did not sharc Mire Nahorrols view that the purposc of indircct
taxation was to facilitate the privatc secctorts activity. If such taxes were
not used for purcly revenue-producing cnds, they constituted a powerful weapon
with which to exert a negative influcnce ohjﬁrdduction and/or imports of
certain goods.“.ln & planncd ecconomy, the State had to watch over the intcrests
of thc counﬂiy as a2 wholc and rcstrain specific typcg of production, while
allowing others to devclop.

The paragraph «quoted in Mr. Naharro!s paper with reference to the
application of indircet taxes as a curc for the predilection of idlencss
displayed by the indigenous population of Guatemala scemed to him absurd.

A predileetion for idleness was surcly not exclusively characteristie of the
indigenous populations of Latin America, but perteined to a certain cultursl
level which might also be found elsewherc, |

Mr, Noharro ought to have taken into account the incidence of indircet.
‘taxes, especially when they were shifted backward until they rcnched the
raral wage—-earner, In considering this incidence, 2llowince should be made
for the level at which the taxes were ostablished;‘sincé 2t 2 or 3 per cent
their influenee was nil., The criterion governing ﬁ devcloﬁmpnt plan should
be whether or not such toxes.constituted an obstaclc to o specific branch of
activity, o

He endorscd Mr; Fernandez! opinion that such texes should be applied at
the stage of final consumption and removed as far as possiblé from earnings
in productive or agricultural activities, It was also imporﬁant that a salces
tax should not be identified:with particular industrics. It ﬁas better to tax
consumption of be#efagcs than to epply taxation only to certain producer
cnterprises., Again, the Conference should recommend the simplification of the
system of consumption taxes. The ideal solution seemcdito be that of 2 global
tax at 2 rate of, say, 5 per cent; plus taxes on 5pecific branches of
consumption by groups or categories of items which would be multiples of the
over-all rate, o

E@;ggssg_explalned that 1nd1rect taxes were the basis of tax revenue
in Latin America. He did not think théy would alter investment patterns,
since Latin America‘'s experience had shown that relative rrices too had

roved inefiectual in tﬂat reépect Neverithcless, indirect taxes might
be very useful for cconomic development purposes when they were applicd
to goods with a hlgh ‘consumption-elasticity and substitution possibilities.

/They might
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They might result in a saving of foreign erchange if import duties

made it possible to purchase lower-cost goods abroéd; where they fell
on domestic consumption, goods which had a sale on the world market might
be released; and the same instrument might be used to reduce domestic
consunption of goods in short supply within the countfy and. needed for
development | ' J

The taxsbyatax method of analysis was unsatisfactory, since what
mattered was that the varlous flscal measures should be nutuallv
compelementizry. Thus, for example, a high duty on 1mnorted whlaky might
rmcouz:egc—z ‘domestic nroductlon of beverage, unless other steps were taken
to dlscourage it. _

Mr, BACA said he cou_d not agree that indirect toxes were inequitable,
and that in the context of the dlscu581on the term did not refer to the
classic taxes of that type but to thoue indirect taxes whereby discrimination
could be practised in respect of the middle class, -

Indirect taxes accounted for 90 per cent of tax revenue in some Latln
Amerlcan countries, Mbreover, they responded more readily to administrative
measures, which should be 1mproved by the 1ntroduct10n of order and method,

‘With reference to Mr, Naharro's contention that exemptions {rom
direct taxation were more effective as an incentive than exemptions.from
indirect taxes, he said that would not be true. in Central America, where
the best incentive was prov1ded by exemptions in respect of raw material
imports. In fact, under the terms of the agreement on standard tax
incentives to industrial develppment, exemptlon from taxation on raw
materials was granted in favour of those industries which enjoyed priority
in industrial development planning. |

Mr, IEWIS stressed that the baqlc consideration before the meetlng,
with which he hoped Mr. Naharro would deal fully in his summing-up, was
the questlon of 1nd1rect taxes, whlch produced from 30 to 90 per cent of
total revenue in the dlfferent countrles. The meeting should concentrate
its future discussions on that question, with particular reference to
practical aspecﬁs ofpapplicatien‘in e given country, Since the problems
were quantitative the answers. should be quantitctive as well, His
suggestion for a new.approech.should te linled up with Mr. Porrasts

/statement on
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statement on the previous day regarding the conse:t of fhénnet wealth '
tax, ' The property tax might be less efficacious ‘than the net wealth ”;7
tax, but from the-practical point of view he supporteq Mr. Porras’ -
contention that for the Latin American countries in the 1mmediate ;uture
the property tax was best :suited to deal with their revenue problans.

He also thought it would be helpful to hear about Chile's axperlence
in introducing the recent reforyi in the field of excise taxes.

Mr, DESAI referred to the question of the terns of trade of the
under-developed countries, and Latin America in’ partlcular, vhich had been
raised by a previous speaker. The ‘concept ‘of "terms of trade® via.s open '
to misinterpretation, since their valué at any glven time depended on
the year that had been taken as a base year. The general tenuency Was
to choose years following the Second World War or during the Korean wﬁf_ _
when the prices for raw materials had been abnormally high, which félsifiéd
the present picture of the teris of trade; Ioreover, commodluj prlces were
only one element in the income received by the under-developcu countries., He
suzzested that, instead of linking questlons of aid from the 1ndustv1allzéd
countries to. the fall in their terms of trade, it would be best fo; thein
to concentrate on the basic trade probleins, such as supply factors, and the
difficulty of changing from one type of comnodlty to another in r95ponse
. to demand, E
Mr, NAHARRO congratulated lir. Vega on his excellent paoor, uhlch

-expanded and elucidated many of ithe ideas in the backgroun& documeﬂt.
He acknoileged that, for the sake of brnV1ty he had devoted llttle attenulon
to developmernit problems and that he had shelved the benefit prlnc;ple, since
he thought it 1as more properly applicable in relation to prices éﬁd tariffs
for public utilities not paid for by taxation, - o

He dissented from lir,. Vega's opinion that produdiion taieé'feiiAén
inventories and taxes on consumptien did not. A4As an ev*qnle he cited the ta“
on tobacco consumption in Srain, collected through a.nonopoly.' The tex was
already included in every. packet placed on sale, He admitted that the

opposite might be true in other cases, In his peper he had not gone
into technicrl »nd administrotive details on the “pplicotion of "uch
toxes because he thought thot aspect had been sufficiently discussed at
the previous Conference in Buenos Alres, As far as using national income

/instead of
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instead of.ﬁhe gfoss national preduct for purnoses of coixparison was
concerned, he regarded that as an error of tern1nology and not a
substant¢ve issue, lir, Vega held the s ne views but had vred different
names. He pointed out that in his paper he had not used the . national
income but the net national product‘ i.e, NP - depreciation, If
indirect taxes were subtracted from the net. national product, the cost
of factérs_would be ustlnated but.not at market orlces. It was clear
that the author had not done that, He agreed that he had not taken tax
collection by local authorities into account, but he did not think the,
omission éffected the validity of his conclusions in every case, That,
of course, had been a mistake but he had_beeﬁ unable to obtain the data
needed for the caiculations. He hoped to correct his figures,
particularlj in view of Iir, Desai's estimate, Wor did he consider that,
taxes on consumption could reduce the level of savings; on the contrary,
they were_refiectéd in compulsory savings which passed into the hands
of the Goverﬁﬁenti | |

He. agreed Hlth iir, Desail that the terms~ofhtrade argunent was a
fallacy. ,

]Ie did. I;OL understand vhy lir, i'erngndez advocated a perfect
“flfty ~fifty" balance between direct and indirect taxes, and in his
oplnlon there would be no grounds for so exact a division,

He had unfortunatelv not clearly followed the points raised by lir. lessa
and had thergfgre been unable to give them the attemtion they deserved in
his commehts, élthough i;Lgeneral he accepted them‘by sharing lir, Herschel's
ideas on the'pqssibilities_of channélling'éggregate demand by neans of
indirect taxation. He explaihed that he had included Musgrave'!s table
in his paper as baékgrgund informétion, but its validity was no doubt
limited, and he was aware of that, .

In reply to the conwents fornulated bJ hf. Pinto and e, Urquidi, he
confessed that he was a conservaolve llberel - a verv rare snecies which
should be wiped out = byt he also thought that hcweVGr old-fashioned the .
terminology he enployed, it exﬁressed his ideas clearly enough., After all,
everyone knew what protectlonlsm uﬂd free exchange meant, They were old

terms which might harbour nequoncepts. He fully understood the situvation

/of Latin
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of Latin America and the need for develoning the region beyond the

traditional patterns and he assured lir. Finto that he understood his

position and agreed with him, .
He could not accept Ir, Urquidil's views on the private sector,

since without its co-operation economic development would be impossible,

He was surprised that . Urquidi dismissed as absurd the paragraph

he had quoted on the pressure which indirect taxation might exert on

the labour supply, eswnecially as lr. Kaldor, without using exactly

the same words, had.expressed identical ideas, and lir. Urquidi had

raised no objection, The paragraph had ne value other, than as an

example of theoretical "hair-splitting" which, perhaps, it was,

More particularly, it was inhuman but in his paper he had avoided

value judgements as far as possivle, He thought lir, Urquidi's

suggestion of a combined system of general and specific taxes on

consumption was greatly preferable to the proposal of a tax on value

added which had been discussed at other neetings. Uhile agreeing

with IMr, Lewis, he referred him to Mr, Jarach, who was an expert

in the questions raised,

The meeting rose at 7.10 p.m,
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RPEFORM OF AGRICULTURAL TAXATION TO PROMOT., TCONOLIC DLVELOPM NT
IN LATIN AMERICA

Mr, GREGORY, introducing Mr. 'Jald!s paper (CPF-DB-9), said that

agricultural texation should be discussed in rclation to the general aim

and objectives it was to achieve, Those ranged from the usual fiscal
objectives of raising revenue to proposals primarily aimed at providing
incentives to the agricultural sector, The revenue and incentive
aspects of agricultural taxation were at’ some point bound to conflict
and the kind of tax policy suggested would depend upon the views held

on the role the agricultural sector should playin the over-all economic
development - vhether it should be a source of capital for the rest of
the economy or vhether it needed capital to be brought into it. It wes
unfortunate that the terms "agricultural taxstion" and "lend taxation
were often used synonymously for there were other taxes in addition to a
tax on property which should be levied on the agriculiural sector, even
though a tax on land was probably the most important from the standpoint
of revenue notential, distribution effects and, to some extent, incentive
effectss, A tax on land could serve as an cxccllent lubricant for land
reform and the tuo vrogrammes should therefore be developed together,

His ramarks were based on the following assumptions: (a) that at
present the amount of tax revenue paid by the agricultural sector was not
only far less than its legel tax liability but alsc much less.than it
was capable of paying; (b) that the rcason for under-pa ment of taxes
was the manner in which tax laws were written and administered, and the
nature of the agricultural industry which made tax evasion relatively
simple; (e¢) that under-payment of taxes tended to perpetuate the existing
pattern of very unequal income distribution as well as to encourage
inefficient use of reéources, particulerly of land and capital; and (d) that
the objective was therefore to find some way of levying taxes which would
greatly increase the amount of taxes paid by the agricultural sector and,
at the same time, redistribute incomes and provide.some incentives. for.
improved ﬁse of resources, |

Jith respect to his proposal that the best way to ensure a fair
assessment of land for taxation purposes would be for the ovmer himself

/to assess
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to assess the value of his holdings, he realized that the proposal had

some limitations but felt that the disadvantages did not offset the benefits
to be derived from that method, The problem of correct property
assessment was partiéularly acuté in Latin América and its Solutionm = -
recuired a corps of well trained technicians who would‘neé&'mﬁch time

to get tﬂe necessary data on which a fair asséssment could be based,
Self-assesshient therefore seemed to be the only method susceptible of
immediate application. = Under-evaluation could be guarded agaiﬁs by
providing that land reform agencies could acquire the property at the value
placed on it by the owmer, The latter could then either pay téxes on

the full value of his property or run the risk of capital loss through
having his property bought'at'{his own assessed value.' Carrylng the
proposal somewhat further, some fraction of the property value declared by
the owner could be used as the presumed income of his nroperty for the
purposes of a tax on farm income, '

With respect to incentive taxation as a means of improving tlie use
of land, he thoughtthat the same objective could be better achieved though
a progressive tax on land., Incentives to 1mproved farmlng practices
should be determined through variable rather than fixed costs, In view
of present conditions in Latin America, a combination of a progressive land
tax and a tax on presumed agricultural income, applied equally regardless
of land used, would be more effective than a prOgramne of dlscrlmanaiory
incentive taxes, '

Another useful tax on the agricultural sector wdﬁld ke a specific tax
on water, which was one of the most critical inputs in the area and was
often used inéfficiently. A progressive tax on wa ater would improve
its allocation and use, help to redistribute water rights and increase
revenue, Such a tax would ensure that the use cost of water could only
be naid if it was used on highly responsive crops. The progressive
feature of the tax would discourage farmers from bidding for large
quantities of water, thus ensuring its availability to small farmers.

The latter would not be exempted from the tax, but a system of subsidies
or ¢redits could be devised to help them pay the tax-if they were unable

to do so, /i, DESCARTES
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Mr. DESCARTES agreed with the objectives sought by lir, Wald in his

proposals but had some reservations on the feasibility and effectiveness
of the meﬁhodénsuggested. .

With regard to the self-assessment of property by the owner, he had
no objection provided that all that was intended was a mere declaration
of the value of a piece of property. lr. Gregory, however, had gone
further in suggesting that a Government should be able to purchase the
property on the basis of the value assessed by the owner., He opposed
that suggestion because it might be at voriance with the constitutional
position in some countries, lioreover, land reform should not be based
on purchase of property-merely because an owner had understated its value.
Land reform was an instrument of economic development and it would be
wrong to complicate its implementation. Land could be more properly
acquired by other methods, The method proposed might well be considered
an vndesirable form of expropriation. The right of expropriation was
mdeniable provided that adequate compensation was paid to the owmer,

Even more objectionable would be a propbsal to allew individuals to
purchase property by paying 25 per cent mwore than the value set by the
owner, oSuch a scheme would affect the stability and productivity of the
agricultural sector, even if it were applied as a provisional measure. A
betier system would be to tax land on the size of the property concerned
and its productive capacity, and to use the revenue for the purchase of
land by the State, At the same time, an attempt should be made to obtain
more data on which to assess land values.

The suggestion that a tax might be imposed on the imputed income of
agricultural. property was less objectionable than self-assessment of its
value, Such a tax could be used as an expedient to facilitate takation
of the agricultural sector, although the rate of taxation should not be
based on the value set by property owners. .

Emphasizing the need for an efficient tax administration, particularly
in the Lgtin Awrerican countries, he said that much depended upon public
goodwill, which could only be ensured through the participation of the
public at large. He stressed that specific tax policies with respect to
agriculture should be adapted to the conditions prevailing in each country
and should be in harmony with the other taxes. Changes in agricultural
taxes should be made in the light of the tax system as a whole..

M. MOISES
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Mr, MOISES BEATRIZ congratulated the organizers of the Conference
for including:inythe agenda the study of agricultural taxation,-a
subject of fundamental importance, since the Latin American economy
was primarily agricultural; agriculture taxation afforded the least
possibilities for effectiVe application of income tax while calling -
for the greatestfeconpmic and social reforms, . For those reasons, the
tax could cqntribute to.higher productivity of the land and a better
distribution of holdings, - S 2

Although the ingenious methods proposed in the papers by Mr, Wald
and Mr..Gregory to obbain. the economic and- social effecis sought were
most intriguing, he believed that before:complicated ‘methods could be .
éppiied it would first.be necessary to establish a sound land register.*-‘
He would therefore be interested to know the results obtained.in the
appllcatlon of the new agricultural tax laws in Golombia and -Chile,

The tax on exports was one way of -taxing agricultural income:
In El Salvador, in viéwiqughq_problems vhich had arisen in the applicsticn
of income tax on income derived, from coffee~-growing it had been replaced
by an ex@ort.tax on the product with progressive rates adjusted to -
internationél prices, The result had been satisfactory from the standpoint’
of tax yield, since it was easily and cheaply administered and .elmést
pérfecp.i;gcal_control was possible, To make the tax on coffee exports
more equitable, it would be advisable to integrate it with income tax
50 that the taxpayer could apply all or part of the pertinent export
tax against income tax, .

. As to extending income tax to capital gains, he said that such
a measure would be valuable in obtaining fair distribution in the
agrlcultural sector, .. | ‘ Co

Mr. CASAS observed that in the Latin American @ountries agriciltural
production was often cyclical, with all that that implied, Hence he- N
did not consider it possible .to apply in Latin America the same systems
as were . in gse‘in other countries whose agricultural economy was more -
highly developed and where price: supports and other measures contributed
to its stability,. Since it was a very sensitive sector of the economy,
care shouid_be taken that.any measures. adopted did: not discourage it

'

o e
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still further, As to the revaluatlon system and the presumpt;ve 1ncome
tax suggested by hr.,Gregory as posoiblllties for agrlculture, he entlrely
agreed thh tne 1dea and dlsagreed with hr. Descartes on the subgect '
Optlonal assessnent of property by agrlcultural landowners for purposes
of the tax on occa31onal proflts was prov1ded for by the 1960 tax law

in Colombla- faallng whlch the State made the assessment on cadastral

or conmerc1al bases. Both the self—assessment and the tax - flxed at

a rate of 6 per cent per annum -_h_d been olaced 2t the sorv1cc of ‘the
1960 agrarlan reform in Colombla. He explalned the rural tax and ‘the

tax on net wealth as aoplled an Colombla and referred to the decllne

1n the value of land 1n that country, whlch could be attrlbuted to the
prevalllng 1nsecur1ty in certaln areas mﬁd the shortage of cash ‘which
had, reduced demand 1n.re1etnon to supply. As to the progress1ve'waterf
‘,:tax, he dlsagreed with Mr, Gregory's v1ews. . , . , '

) hr. tRDON, referrlng to certain comients made bv mr. UﬁWQ wlth regard
to land tax in Guatemala, p01nted out that actually the tax on the caoltal
value of land was 1ntegrated with other taxes whlch llkemlse affected land
such as the tax on free conveyances (tax on 1nher1tances, lega0¢es and _
glfts, whlch taxed land at an equal rate 1n each case) or transfers
Hagalnst paJment (tax on purchases and sales, and on'exchanges 0¢ land)

Recently as a result of the enactment of the procre351ve personal '
1ncome tax law, the agrlcultural sector was included in it vlth a 10 per
cent reductlon on the net 1ncome tax rate.i In h1s oplnlon, such taxes
represented the maxlmum taxrpaylng pos51b111t1es of the agrlcultural sector.
With them 1t was to be hoped that Guatemala would be able to 1nplement 1ts
economic developnent prosramnes in the next few years. '

With reference to revalgatlon of rural propertj for the purpose S
of 1ncreaslng flscai 1ncome, an obstacle had been the lack of cadastral
survey maps, although some progress had now been made 1n that respect
To solve the problem temporarlly 1n accordance Ulth the laws of Guatemala
the system of personal returns had been adopted. To svpolenent 1t banklng
1nst1tutlons had been requlred to send to ‘the tax collectors' olf1ces the
property revaluatlons whlch served as a ba31s for grant1n0<1oans.
Furthermore, before . flllng thelr returns, the owners themselves usually
requested the serv1ces of profe351ona1 aporalsers authorlzed by the :.J

Hinistry of Flnance and properly tralned for the purpose. )
" /i, DACA

SRR
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lir. BACA said that in Latin Américan countries there were two
problems connected with agrarian reform which aroused tremendous
interest because of the difficulty of Solviné vhem, namely the problem
of determining what land was subject to expropriation, and that of fixing
its value, Both had political overtones and adequate solutions to them
had been suggested by lir. Gregory, Experience in Colombia had showm that
the suggestions were feasible.

Ilr, DESAI observed that land taxatlon involved social and political
objectives and was therefore difficult to ‘implement in practice, although
it was possible to do so in thebry.' It gave rise to diverse questions
such as- the social_redistribuiion'of land (land reform proper) where the
tax machinery was used to breaklup'iérgé estates into small holdings,
taxation of land in relation to inflationary conditions where the value
of the land increased as a result of inflation, the backward sloping subply
rcurve, the breakdowm of.tfaditioﬁal farming methods in order to'impfove
efficiency, and the need for cadastral maps,

He agreed with lir, Grég@ry's view on land redistribution, If land
reform measures,were_defeatgd'by the opposition of the landowners, land
taxation measures would be défeated as well, If land reform was important
it should be tackled directiyg taxation of land was not the most effective
means to achieve it, . o -

His own country, India, had had conéiderable'experience with cadastral
maps, but éxperience‘with land:téxation had"been‘rather-unsatisfactory.

The Government had been unable toAfaLe'effecﬁive'action in that field
because of the political value attaching to 1and and the strong opposition
from large and small landowners allke. |

Land redistribution did not necessarily-contribute to efficiency in
the agricultural sector. Wh;le 1arge landowners were mainly responsible
for the problem of 1dle land d small ‘landowner wight not be able to
increase product1v1ty uecause of guch factors as lack of capital and
credit, _ , 7 ' : .

While more revenue might be'bbtainéd'by taxing the smzll landowner,
such a tax might defeaﬁ the other aspects of rural reform, such as
comaunity development ﬁrégraﬁmes; A better method of increasing revenue
from the small farmer might be thfough excise taxation, which was less

objecticonable from the political peoint of view,
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Lr. GNAZZO agreed that a distinction should be nade between land
distribution and productivity, However, he could not support lir, Desails
view that a land tax could not make a useful contribution to land
redistribution, - ' ' ) .

On the question of the assessment of agricultural property, he pointed
out that in Uruguay authority to tax land was vested in the local
Governments which, for constitutional reasons, chose to raise the rates
without touching the assessments, |

With respect to the over-all tax on income, he pointed out that in
Uruguay -a system had been established for determining income on the basis
of an average potential yield according to property assessments
mathematically brought up to date, -

A major problem in latin America was the concentration of wealth in
the agricultural sector, usually in the hands of corporations bhelonging
to the same family. The danger of tax evasion by such corporations could
be overcame if they were not permitted to issue bearer shares,

Mr, PREST said that although he was ih sympathy with the idea of 2
proportional land tax, he did not believe that a progressive land tax would
be practicable, If land owied by one family was split up ailong the various
members to reduce the incidence of a progressive tax, it would not be easy
in practjce to take counter measures to aggregate family holdings for tax
purposes, and forms of evasion might develop such as the formation of
corporations with bearer shares, If famiﬁY'holﬁings were in different
parts of the countfy, the tax administration would have to be centralized,
although land taxation would Le easier to administer on_ a regional basis,
In establishing the relative capacity of dif ferent land, the annual tax
liability would have to be adjusted in acecordance with some measure of out-
put or price or income changes, The relative prices of the crops growm on ‘
different land’ writs would change from'yeif to year, hence it could not be
assunied that the relative capacity to pay of such unité would remain the
same,, He could not agree that a land tax affected the level of Iixed
costs, and that action should theréfore be based on what would be a
suitable coursé if fixed costs changed. A grédﬁéﬁed land tax would affect
the capitaljzation of the existing land cimer; if ke sold the land
immediately, its value would be reduced, and there was no uay in which

o ~ /he could
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he could avoid the tax by changing his occupation, as an industrialist
could if his product were taxed. He asked if Mr. Gregory's belief that

a land tax would not lead to better utilization of land would still

apply if he accepted.the proposition that the tax was not in fact reflected
in the level of fixed costs.-

With respect the the use.of water, it would be reasonable to levy a
tax, but he could not agree that it should be progressive in accordance
with the amount used, which would be analogous to levylng a progréssive
tax on such inputs as eleetricity or transport,

Mr, GOODE said that he could not accept as a long~term goal Mr. Wald's
proposal on page 12 of his paper (CPF-DB-9)-that the land tax should be
integrated with the personal income tax; both equity and economic policy
demanded that_both‘fqrms of. tax should be imposed in the agricultural
sector., Referring to what Mr. Prest had -said about capitalization, he
said that if the land tax was reflected in land values it amounted te a
once for all tak, and if subsequently revoked would bestow windfall
gains on any landowner .who had bought the land after imposition of the
tax, Secondly, personal income tax was levied 'in view of the total
income of an individual in the light of his personal circumstances, at
graduated rates according to the income roccived, wherces o lond tax wos
an impersoﬁal‘tax,that had no regard to the total situation of the land-
owner; consequently one form of tax éould not replace the other. Thirdly,
& land tax was at least partly a benefit tax, reflecting the landowner!s
payment towards the cost of public. improvements, such as irrigation or
road building, that berefited landowners, and consequently could not be
replaced by the income tax. In any case, he did not believe that Mr. Wald
would argue that it would be possible in the near future to apply':pansonal
incore tax to agriculture effectively enough to make it possible ta do

* without a 1and tax. - -‘ :

He agreed with Mr. Prest that a land tax could not be regarded as
a fixed charge that.dld'not affect farming operations, and in fact
Mr. Gregory had withdrawn somewhat from that position by referring in
his paper (CPF-DS-3) to the possibility that effort would be diverted
from one agrlcultural sector to another,.

/He did
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He did not believe that progressive tax charges on water use would
increase allocative efficiency, and supported what Mr. Prest had said on
that point. If the aim was the social one of redistributing water rights,
there were more effective means of doing so. On the other hand there
should be adequate charges for ifrigation water from public projeects,

He shared Mr, Descartes! doubts about land valuation by self-assess—
ment, which might prove arbitrary and erratic in application. The method
would be more acceptable if used in connexion with governnent aeguisition
of land urder a land reform scheme than if third parties were allowed to
force a salé on that basis, but although the present system was not very
good, it would be better to try and improve it than to resort to self-
assessment,

Although ¥r, Desai was correct in saying that a good cadastral survey
was not a guarantée of a good land tax, it was an indispenszble condition,
and if supplemeﬁted by technical capacity and politicél determimation,
could result in a good land tax. land tax arrangements in India amight
not be very good, but were better than in Latin America as a whéle. At
cne time the Indian land tax was an efficient means of mobilizing Iesources,
but pressure from landowners, especially small landowners, had prevented
assessments from being kept in line with prices, because political leaders
were afrajid of losing the support of the small landowner who had expected
to find himself much better off when India became independent. Once a
good cadastral survey had been made, it must be kept up to date, otherwise
adjustment to real values after a lapse of timé would result in a large
increase in the tax which would be strongly resisted.

Excise taxes were not a good mean of reaching the agricultural sector,
because in many countries small farmers depended largelﬁ on & non-money
economy, So that much consumption would escape the tax; hor ﬁere they a
good method of reaching the large landowner. |

Mrs., NAVARRETE brought up the questidn of the relétionships betwgen

the redistribution of land and the incfeaSe_in productivity in the agricul=~
tural sector, expressing scepticism on the subject. In support of her
views she cited the case of Mexico, where there were wide differences in

/productivity between
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preductivity between modern industrial-~type farms using advanced technology,
established in areas that had.recently been opened up to cultivation,:
and highly productive, and others where farmers cultivated the land for
their own consumption, and not for markets, using rudimentary technicques.
In the latter case, it was possible- that structural improvements, revalu-
ation, and land taxation might have some influence in increasing productivity.
Furthermore, drift from the land and migration of" the population towards
the cities were phencmena which undoubtedly militated against the
productivity of the land; notwithstanding, it was possible: that in certain
cases they should be encouraged, It should also be taken into aeccount .
that the tax on land ownership was usually a local matter, while taxstion- -
of income was under national jurisdiction, ST '
Mr, KALDOR said that he and Mr, Wald seemed to have arrived independ-
ently at very similar views as agricultural taxation, Agricultural-
taxation was very importent in Latin America for three reasons, Firstly,
the agricultural sector tended to be heavily under~taxed in under-developed
countries, apart from the large plantations producing cash crops for
export, which were sometimes over~taxed because they were 2lso subject to
heavy export duties or corporation taxes, But under-taxation was the.rule,
especially as regards the production of food for domestic consumption,
Secondly, agricultural taxation could improve land productivity and
help to secure a freer land market, One reason for backward agriculiure
was the ownership of land by those who had so much that they were not
Interested in making good use of it, .On the fixed charge aspect of
the land tax, he agreed with lir, Goode, and not with Mr, Gregory.
Incentives to improved management should be in the form of pressure rather
thep concessions, The effect of the land tax was greater turnover of -
ownership, which would result in the average farmer being more efficient
than he was at present, The third point was that where land 6wnership
was as concentrated as it vas in most of Latin ‘America and in the Middle
East, the resulting income, if untaxed, reépresented z dead burden carrded
by the community, Lwary consumption based on large vorporate incomes .
could to some extent be regerded as a reward for getting the economy %o
preduce through the market mechanism, but the landowner was supported by the
comnunity even if he failed to produce, He believed that the social burden of
supporting the large landowners in Chile, for example, was larger in terms
fof the
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of the total gross national ?:oduct than the whole military expenditure of the
United States in terms of the United States gross national product. 4
progressive land tax seemed to be the only way to tap those'resources, and he
agreéd with iir, Goode that an agricultural income tax was notlthg ultimate goal,
and could not be an alternative to an efficient land tax,

. He did not agree with lir. Prest that land taxes should not or could not
be provre551ve- in the early days the same had been said of the income tax. The
groblem of dividing vp femily holdlngs could equally well arise in relation to
income tax, and could be countered by aggregation of the property of husbands
and wives and minor children. In 9enera1 theé’ danger of evasion was les* thean
w1th income tax, becouse marginal rates vere lover,

" He agreed with Iir. Coode thgt i, Harberger's self—asses ment proposal
was opeh to objections as it stood, but if it was combined with a method under
which the owner was free to retain his property if he raised his vaiuation, as
he himself had suggested, it would be a valuable means of ensuring‘that'the owmer
wouid be forced to increase the valuation to the full market value. Even so, the
marﬁetrvalue was not such a séﬁisfactory basis for a land tax as thérpotential
anﬁual'yield-determined_by'objectivé criteria, Conseguently he favoured a
cadastral survey in conjunctioﬁ with a points system to esteblish potential
fertility and potential yield in relation to the average yield in the region or
in the country as a whole, The valuation could be kept up to date on the basis
of the current value (or fivgéyear moving average value) of net agricultural
output per hectare. However, he was certainly in favour of self-assessment on
~ the lines indicated until such time (which might e a long one) that the

| neéeséary clessification of léhds could be completed; he was also iﬁ‘favour of
| land taxations being the responéibility of the Central Government and ﬁot of the
local authorities, o | ' R

He apgreed with lir, Goode that excise taxes could not be an alternatlve
to land taxation. Refcrrlnb to what Mr, Desai had -sald, he pointed out that
India Ead once had & good land revenue SJstem,‘but_unfortugatoly the five—year
revaluations had not been képtjup after the nineteenth ;enﬁﬁry. Under the new
constitution land,taxes had been assigned to the States, where the political
pressure of land-owning intefésté was very strong, . |
He agreed with ir., Goode aﬁé I'r. Prest that there was no point'in a progressive
water use tax apart from a progre351ve tax on the value of 1and holdings. 4
progressive land tax on potentlal vield would have .income effects but no

/substitution effects
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substitution éffGCté, and there would be a strong incentive toalditional effort

to make more money. Land values would be reduced, and large landowners would

sell part of their land in order to get intdo a Yower tax bracKet, “‘There would

be a free land market, maliing possible an improved relationship bebween the

supply of efficient users of land and the distribution in the owmership or control
of land. " - : : FE S T

Mr, MONTERROSO, although in general egrecment with the views set forth by the
various speakers, said he would like to make some reservaticns, Thus, in his
opinion, excessive use should: not be made of agricultural taxes through taxes on
exports in -under<deveéloped comtries. To support his statement, he mentioned
the case of coffee exportefﬁ in Guatemala, who had exerted such pressure that -
the tax on exports had had to be reduced when the international prices of coifee
dropped., He also believed that in the less developed countries the tax on value
added might give good yields - and contribute to the prevention of unequal
ownership.of land - .@s the exnerience in Colombia sugrested. Taxes on
inheritances, legacies and gifts were also important and easy to apply indirectly
in relation to agriculture because of the concentration of real property and he .
felt that it might even be advisable to increase them. Taxss on production were
being applied in Guatemala at the minicipal level, which could give rise to .
arbitrary action., However, the sysbeni would prevent evasion if properly
established, , : ' ' :

" - lir, DESCARTES, ‘replying to the coiments made by different speakers in the
course of the discussion, said he apreed with then as to the importance of making
good use of taxation on real estate, He emphasized that it shotld be extended
to urban property. Like lx, lioisés Beatriz and lMr. lLionterroso -he believed that
taxes on imports should not be overdone. The same applied to taxes on ‘production
and he stressed the danger of anplying them at the local lewvel, - e agreed with
Hr, Casas'! comments regarding the cyclical effects of agriculbure;’ cnd with his.
objections to the progressive water tax and his recognition of the undoubted
influence of assessment on' non-agricultural tasxes,

Re believed, with lir, Desai, that:a land register did not in-itself “improve .
the yield of land taxes, unless it was kept up<to-date, He nevertheless
considered it very important, Credit was due to 1r, Desal for having raised the -
problem of agricultural productivity, in'relation to agrarian reform, a subject
also referred to by Mrs, Havarrete, He agreed with them.both that certain areas.
were better suited to cultivation on large estates; however, .the pertinent

- /measures would
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measures would have to be adopted to destroy the soc1al powver to which the
concentration of pronerty gave rise, .

In his opinion, the stimulating effect of the tax 1eve1 on orchcu1v1ty, as
mentioned by Mr, CGnazzo, Mp, Kdldor and M, Goode, sould not be galnsald'
referring to Mr, Prest's. prexerence for 2 tax, system based on a proportlonal
land tax, supplemented by pérsonal income tax, 1t avbeared to hlm that it would
be best if such a system were used accordlng to the coqdltlops prevalllng in the
country where it was applied, )

Despite the views set forth by Mr, Casas ‘and Mr. Baca, he was stlll oaposeu
to self-assessment., He did not’ believe it could facllltate 1nnlementatlon of _
agrarian reform nor reduce the political opp051t10n'wh1ch any change in 2 land . -
terure system brought about, Rather, self-assessment could lend itself to
manipulations that would make it still more 6bjéétibnaﬁle and create slrong
opposition, R

He concurred vith lirs, Navarrete 1n Dellev:l.nb that tbere was not necessarlly
a correlation between productivify-end’ afrarlan refomw. He stressed the
importance for taxation of the dlfference between commer01al and su051stence
agriculture, fommercizl agriculture cowld e taued 1n the same way as in the
more developed countries,  Frobably the contr:butlon of the modern agrlqutural
sector to the gross product was larger and could be tamed elleCque ly but he .
felt that the sector should not be abused, He also agreed wlth urs. Navarrete as
to the importance of jurisdictional dlfferences, as he belleved that local
avtonomy should be encouraged. " , }

Lastly, he agreed with nost of Ir, Kaldor's comnents and, in view of his
training and experience, with ir. Goode's statement ; .

M. GREGORY said that he had confined hlmsel¢ 1n hlS naner to attemoting
to indicate vhere fiscal reform in agrchlture and agrlculturul reform would
complenent each other, Where a smell nurber of f“rners mroouced the bulk of
income in agriculture, the tax must be aimed’ at the large 1andcwners and
agricultural producers, The details of the tax orOﬁraume must fit the needs of
each countiry, but-certain basic principles of agrlcultural taxation applied to
all countries, ilis proposal for self-tdsessient of land values nad been "
criticized on the grounds that the’ redlstrlbutlon of land wder agrlcultural
reform prograixies should not ' ¢ondentrate on land under-valued by the owners,

But acquisition should not be confined to under-valued land; it must be
objective, and not exclude land with a high valuation, The difference between

/his owmn
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his ovm viewpoint and that of some other speakers related mainly to the time
factor, How soon could a start be made on taxing away the excess acéruinn to
large agricultural producers? I assessment was based on cadastral surveys &nd
appraisals of productive capacity it was hard to see how'apy tax action could

be taken within the next.two or three years. The only answer was self—assessment
coimbined with. safeguards against under-valuation and'pOSSible substanﬁial capital
losses, o ‘

He agreed that excise taxes could not providé a large source of”agricultufél
taxation, With resvect to a tax on nresumed inéome, he thought theié'were
reasons for relying on the self-assessments under property taxation,“father than
on production calculated on the basis of average practice and yields. The
latter method would require trained staff and data that was not available,
whereas with the use of a multiple or factor of an assessed value an early )
start could be made with the tax, The‘possibility that tax liability might be
higher than farm income was not 'a reason for not imposing a tax on presumed
income, since it would have the desired effect of ‘increasing productive effort,
He added that the self-assessient system wowld have the virtue of relying less
on the tax administration and its officials, compared with other systems,

The main reason for defferentiating between ‘fixed and vgrlable costs
was that high fixed costs were known to act as an incentive in determining Lhe
exit and entry of firms. - He recognigzed the need for more thén a mere ch01ce
of enterprises; there must also be a choice of practices and guality ond
quantity of inputs, Such marginal choices of good or poor managements were nob
affected by fixed costs, | "

He agreed that the progresﬁivé feature of a water tax might hamper the
allocative effect, but water distribution in Latin america tended to follow
lard holdings, and in the absence of a good water tax, redistribution could not_‘
be effected, He did not believe that the social princi?le would cbnflict‘with
the criterion 6f efficiency, since the small_fa:amr;iwho would have no access
to water use if the tax were nol progressive, would not use it less efficiently
than the large farmer., Uater, being a scarce resource, was not inthe saie
.category as fertilizer or electricity; moreover the allocative ¢riterion should
be used with respect not only to use, but also to the owners who'qontrolled |
water. S B |

/HiS'ﬁdsition
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His position with respect to 2 progressive lend tax was that the
highest rates should apply Lo tiie largest units, either owvmership units or
operating units, whichever were the larger., He concluded by saying chat
many or the practical difficulties attendins land valuetion, with respect
to cadastral swveys, references to price indexes, and so forth, mould
be solved automatically by the self-assessment system, In addition it
was suited to tax policies for different kinds of farming in diilerent
countries, and the relationship of output to land values in diilerent
areas, It would avoid tax pressure on farming areas with poor resources
and low production levels,

The meeting rose ot l.15 pl.ole
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FISCAL FROBLELS IN ALLATION TO A COLUON HARKET

Mr, COSCIANI explained that his neper had been based mainly on European

experience in the field of economic integration, and that pessivly,
therefore, same of the lines of approach adopued might not be appliicable
to the Latin dmerican sitwation, He would have liked to expand the part
relating to lLatin America, but had not had at his disposal sufficient
statistical and legislative documentation on the fiscal systems of the
region. He was therefore glad that Mr, Daca and llr, Cazalwould be giving
additional information on the Latin American Free-Irade Area and the
Central American integration system.

He suggested that it would be a mistake to attach too much ipportance
%o fiscal nroblems bearing on the establishment of a cormon market, and
especially to take for granted that they might be 2 cause of distortions
without sufficient evidence that the latter really existed, '

In his_paper he had defined two extreme cascs of economic integra-
tion, namelyr, the customs union and the common market. The forumer was
esscntially a commercial union among several ccuntries wiich retained
their sovereign independence with respect tc their economic policy.'

A common market, on the other hand, implied closer economic ties and the
unification of the monetary, credit, economic and social policies of the
member countries, as well as the establishment of a juridical structure
capable of exerting a more direct infiluence on production and trade.

The basic principles of a customs union could be summed up as follows:

(a) the prohivition of fiscal discrbninaiion; (b) a ban on the formation
of tax havens; (c) the co-ordination of fiscal policy for deyelopment;

and (d) the problem of dual taxation, In the last connexion, he indicated
the desirability of multilateral conventions like those forimlated in
Mexico City and London, or the treaty currently being perfected by the

Organization for FEuropean Co—~operation and Development,

/The limitations
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The limitations affecting fiscal legislation within a customs
union related to the principle of-texation in the country of destination,
in which context various methods had to be considered, such as exemption
at the tlie of exports wiport drawbocks and conpensatory import
duties, A customs union implied the abolition of economic i‘fontieré
-~ those whose purpose was economic. protection - and the maintenance of
tax frontiers. - The first of the limiting factors to be noted in
comexdon with the principle of taxation in the country of destination
was the question of indirect taxes, The usual method of calculating
the drawbacks and compensatory duties cgrrésponding to the legal
incidence of taxation on.imported goods, was based on approximate averages.
implyring discrepancies that were often impossible to eliminate and
difficult to identify, The simplest solution would be to convert all.
multiple-stage taxes into a single tax on final consuwgption;. or a tax.
on value added might even be introduced. - The greatest difficulty lay
in the dissimilarities between the fiscal systems concerned.

In its final form, a common market was analogous to an intermal
market, and should therefore be characterized by complete freedom of
movezent not only of goods and services but also of the factors of produce
tion, . In that case the principle of taxation in the country of origin was .
applied, since the tendency was to do away with tax frontiers, To that
end, some degree of harmonization of the fiscal systems of the various. .
countries was essential, and its vltimate expression would be the establish-
iient of a federal fund, S

He thought that the fiscal problem was not yet very important for -
the Latin American Free~Trade Area, byt that it was so in relation to
Centiral American economic integration, owing to the fact that integration
was rapidly being: intensified. It would be desirable to set up a group
of experits Lo study the problenm, ' '

. /The CHATRMAN

Wt
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The CilaLiiAN explained thai o r, bazal and lr. Baca, vho were commenting on

lir, Coscianils paper, had béen ¢hosen not 1n their personal canacity but as .
representatives of the Latin anérican Free-Trade Area and the General Treaty
on Central American Economic Integratlon, respectlvely . L
oo Me. GAZAL said 'he did not oppose Lr. Cosc1 ql's view that.a cvstoms union

and a co.mon market constituted extreme cases, but in his opinion Mr. Cosciani's
definitions of a customs union and a ¢ ommnon market were relevant to-Europe and
differed frem those. appl*cabie-to'other pérts of the world {see CPF-IB~7/Add.2)4

AlthOugh it might very well be that in other regions provlems .of fiscal . '
policy did nobt arise, they did arise in’ latln Amerlca, Lecause there were many
countries whose revenue depended for ewflple, upon custons dutles,, and, vihen ‘the
varions countries agreed to include a revenue—nrodu01nﬁ ~good in the common
schedule of exemptions, the countries a;fected hud to replace that source of
revenue by another, . Consequently, in Latin Amerlca a genuine problem of. fiscal
pelicy came to the fore even in the initialvstége of'p#0duct-byuppqductn
negotiations. o

The basic objectives of the lontev1deo Treaty establishing the Free-Trade
Area were the progressive l;aerallzatlon of existing trade through the gradual”
elimination of . tax barriers, and an increase in the number of goods in which. ¥
intra-Area trade was carried on, L ;

As Latin America had no previous experience in‘the field of integyation, - -
study had been:devoted to the prdblems:that might arise apd solutions had been
sought before any measure was adopted. In that connexion, he thought
lir, Coscianils remarks on- somé' of the ?iscél probleits that had presented theme

selves in Iurope, where: con51derable previous experience oif integration had.

existed, were. of great - interest 1nasmuch as Latin America coulo profit by sueh ¢

object lessons and avoid stwlollng into the same pitfalls. Iltn re;grence Lo, .
lir, Cosciani's sugrestions as to the establlshuent of a federal fund he-
concluded that political 1ntegratloa UOLlQ oe neeaeu o solve nmost of the . . =

difficulties, and that wolld lead to une oeflnlmlon of 2 3r1nc1nle which: should -

be stated to the effect that the 1nten51tv of the nroblens Was in inverse ratio.. -

v

to the intensityr of integration, ' ' L
Since all the lLatin american countries were currently overhauling, their
fiscal ‘pelicy, and in addition were striving after econcmic integration, it

would be highly advisable to take Luture fiscal problens into consideration

/cspec1ally ¥
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especially as many of then stemied fron the diversit: of fiscal siructures -
and solve them in advence br endeavourlrg to 1ntroduce unif OTﬁlLV 1nto the
structures in question,

Ir, BiCA described the events leading up to the General Ireaty on Central
American Leonomic Integration and the prlncmples by which it was 1nso1red |
(see CPF-IB-7/8dd,1). |

Hith reference to tax havens, he said that for the present there was no

-

such problen in Central Anerlca, nor that of dual taxation, because the systems
of dlrect ta:ablons were very. 51m1+ar and oecause the tax on bearer securities,
which offered mpst oonortunltles for eva51on, was collected av uhe corporate
Jevel and at the sarie rate as personal 1ncone tax, The solution was not
altogether_ satisfactory, since it dlscrlulnaued agalnst the large-scale buolness
enterprise, which was srecisely the type that should be ewconraged.

- In Central America the prlnclples oi taxation in the country of destination
was always appiied, since it was donsidered to be more eguitable, especi@lly.as
there were countries at 2 less advanced level of development than others, and
it would not be fair for a less developed country to derive no revenue from the
services rendered by the State for the protectlon of property and the
developrnent of enterprises belonzing to foreigners.

broadly spealiing, Tiscal problems did not seenlverv difficult to solve in
Centra1 America Decause the 5“stems OL the counurles concerned closely
reserbled one ancther, o .

 In reply to ir, Coscianil's éoncluding remarks, he said that it had already

been decided in Centrai America'to set up a group of experts to study the
problens in question, and the assistance of the Joint Tax Program would
undoubtedly be requested.

i, PICDRIDUNA . drew the attention of the neetln" to the MbuteVldeD ”reqty.
From the proa.mb]_e it apoehred that 1ntegr<ﬁtlon would soon be anproached but Lhe

articles themselves were often too unspecific in their phrusgolorv and nade no
prov1slon for some asnects of flsgal pol;cy that were 1iable to cause
Aifficuli 1es in futLre and which, as iir, Cazal had pointed out, were extremely
1mnortcnt

One of the Iirst gaps in the Treaty was the lack of measures to ratiocnalize
or limit the use of incentives in Latin American countries to entice foreign
capitai. Yo mention had been made of the probleus of douvle taxatibn, nor was

| ' ' /there an
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there an explicit statement as to whether cousntries had a unilaterallright
to exempt exports from payment of duty, The question of fiscal subsidies
had bveen left wunclear, and 1o atterpt had been made to solve nroblems of
monetary devalvation, ILastly, insufficient ati ention had been pald to the
burden that social security contributions represented 1or enterorlses and
individvals taxpayers, which was & high proportion of tne ﬂross ngtﬂonal
product.

» JARACH considered that the metter of tax havens was hlghly important
in relation to a customs wnion or cormon market, The achlevenent oI econemic
integration at the cost of fiscal disintegration vould defeat its owm ends.
1Ir, Bacatls view was that in Latin anerica ﬁhe:repercussions of the ﬁrqblem
on corporations were inconsiderable, Clearly, however, even if dividends,
were taxed at the corporate level, there Uas.still a loophole for evasion,
as holdings wizht e falsified and o sharsholder might thus evade nersonal
income tax, Systems of corporate income tax would have LO e urought into
line with those applied to natural persons. A 00851016 SOlUulOJ ould be to
maintain a relatively high level of taixation on coruorgtlonq, but to give the
shareholoer the option of having his share of the Jroflcs ta:ea as gersonal
income, a corresponding credit being allowed fort he tax paid by the
corporation, ” .

1, iiUIDEZ supnorﬁed i, Cazal's points of view with respcct to the gaps
in the treatment of fiscal problems in the iontevideo Treaty hich éd
just been pointed out by lMr, Piedrabuena, t

The Free-Trade Area created by the Mout evideo Trec vbrr should be regarded
as the first step Lowards a iore complete type of integration. Since it
was about to advance towards that goal, the problems that Hl”hu arlse snculd
Lbe studied without delsy in order nol to delay the subsecuent stages of
integration. Unlesgs iniediate consideration were given to those problems
and their solution, the results vould be as serious as those o; fall+ﬂg to
devise a systein of pavients which would ensure rational nultl teral '
equilibriuwa in the IFree~-Tracde areag '

Since the TFree~Trade .rea was already Leing beset Ly ilsc T orobleis
at its oresent stage of develonment, it was clearly necessary Tor the

signatory States to take steps to remedy the lacunae in the liontevideo Treaty

/either through
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either #hrough a standing committec or by means of resolutions

taken at the anmual conferences which could subsequently be incorporated
into the Treaty, Ctherwise there was a danger that discriminatory practices
or exchange, fiscal and monetary manipulations would invalidate the
concessions negotiated under the Treaty.

Mr, MATUS considered that there were two mjor aspects of the anelysis
of fiscal problems in relation to the common market, and although it was
true that one of them -~ the question of how to perfect fiscal mechanisms
for economic integration ~ had been sufficiently elucidated, it was equally
undeniable that the other, which concerned the reconciliation of the use of
fiscal mechanisms for economic integration purposes with their application
in favour of planning aims, had not received enough attention. The operation
of a common merket or customs union entailed-the rejection of certein
instruments that had been applied by planners, because they might have
discriminatory effects on trade. |

Moreover, there was good reason to fear that in the early stzges the
Free-Trade Area might aggravate the inequity of income distribution, since
there would be a tendency to invest in the introduction of technological
improvements in existing industries; and at the same time,'é price policy
designed to create better competitive conditions would be pursued, If
political and social structures were taken into account, such competitioﬁ
in Iatin America would probably not be reflected ina reduction of entre=’
preneurs! profits, but would affect wage policies. Such a situation would
be counteracted if the common market encouraged t he establishment of new
industries, but that would not happen during the early years.

He agreed with lMr., Piedrabuena that social security cortributions raised
a serious problem in that context; a common market might possibly restrict
the scope of such systems, and that would also help to perpetuate the existing
inequitable distribution of income, ' ’

Mr, CAZAL explained that the reason why he had not touched upon the
points raised by lr. Piedrabuena and lir., Matus was because he had wished to
confine himself strictly to the agenda item upder discussion, and he felt
that the topics in gquestion could not properly be regarded.as”fiscal‘mattefs.
He concurred with lr, Piedrabuena's opinion thet though the preamble to the
Montevideo Treaty spoke of final objectives, the operative part was much .

—

Jmore cautious
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more cautious without providing cleafiy—defined'ruies. Tt should not be
JForgotten that the Montevideo Treaty wés not only deseribing a

fait accompll bui also sketching a wraaramme of future achievements. As

its objectives were groduglly o dlned, solutions would be found for the
different problems, Thus, for exan nle, the Montevideo T ”reaty took no
decision on the maintenance of conceSsions and the probleits of discrimination
that might aerise therefrom. Dut at tne Jaost recent meeting of the Iatin
Anmerican Free-Trade ASuOClablGﬁ (ALALB}, a specific decision had already
been adopted in that comnexion, Jy.dESrees, all) the aspects arising from
the implenentation of the Treaty vould be covered,

With reference to lir. Matus! conents, he did not see what limitetions
on the uvse of Tiscal 1n5uruments for 31aanlng purposgs were implicit in the
establishment of a Free-Trade Area, On’the contrary, ALALC was also
concerned with plamning, and a neeting of planning experts to d1scusa

such matters had already Leen convened for the Tirst guarter of 1953.. In
Latin America the problem was not so much lack of comorcination in the use
of -fiscal instruments for economic integration and p ?1ana1nﬂ as the:lack of
planning'itself, even in cowntries which carried'g eau wreight in the region.

Mr, MOISES aslied Mr, Cosciani how the Treaty of tlie Zuropean Econonmic
Conmunity had dealt with the difficuvities that might be caﬁsed by the
existence of State ronopolies, For instonce, a State nonopoly in a given
country mirht try to elimincte competiii@n by levying an indirect tax on
“he item produced at home or aliroad or by éHarging lover prices than its
conpetitors,

Mr. KAHARRO: referred to the narnonlzatlon o7 indirect t“”abloq for

purposes of ecouonic 1nLerruulon, vhich he regerded as a ser “ious problem
that was likely to cause sreat 01¢¢1cultles in furope in the near future and
should be given Lirediate consideration by the latin American countries,

The theoretical drawbacks cnd advantages of narmonization had been fully
dealt dth by Mr. Cosciani, but he was'aniiogs for hiu to give the
participants his sersonal opinicn on the practical proules faced by the
Juropean Leononic Gommunity in that respect and their nossivilities of
solving them in f{uture, because he was avere thet ixr, Coscioni had closely

followed the cuecstion, .
/¥, MONTERROSO
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Mr, MONTERROSO referred to the question of monetary planning in the

Central American market. OCre institution sef'up for that purpose was the
Central American Integration Bank of which the five countries péfties to

the Treaty were members. The Bank took an active part in the work of planning
since, before granting credit for new industries, roads, etc, it determined
whether the use to which the funds were tobe put would aid the pfoceséA

of integration,

inother institution wns the Clnorn de Compensacidn Centro-mericona at

Fantpr

Tegueigolpn, which hod crented an accounting curromey - the "Centr~l Amcrican
pesot — thot was equivnlent to the vrlue of the dollar at ~ given drte, thus
cverting the d-ngers of monetary devaluation in any of the member States,

The Central American system was therefore more advanced than ALALC
in that it was already moking specific provision for the future,

lr, COSCIANI, referring to Mr, Cazal's remark that the definitions of

& comuon market and a customs union applied in Europe were diiferent from
those current in Latin America, said that he had put two extrenme céses

" merely for simplicity's sake and that each treaty adopted brought intc being
unions which might resemble others in greater or in lesser degree,

With regard to the problem of the reform of fiscal structure, ﬁe thought
that both shori-term and long-term reforms would have tobe aphlied.‘ The
former related to changes conducive to the creation of a customs union,

With respect to the latter, which would pave the way for the establishment
of a common market, it was advisable to proceed with caution to avert the risk
of failure,

He agreed with Mr. Cazal that when a higher degree of integraﬁion was
attained, it became easier to solve the fiscal problem and that it would
ultimately be possible to rove from econcmic te political integrotion.

 He then referred vo Mr. Baca's remarks to the effect that itvas more
equitable to tax gzoods in the country of origin than in the country of
destination, because the taxes concerned could be regardéd as payment for the
public services by which an enterprise benefited, and ought therefore to be
collected by the State providing the services in question, In his opinion,
the tax ought to be applied in the country of origin of the good - as he
had pointed out in his paper - subject to the necessary compensation

because in that way uniform t axation on the consumer market could be

/achieved, The
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achieved. The principle was not valid, however, in the case of trade
between industrial and agriculturel countries,

With regard to what Mr, Piedrabuena had said of the gans in the
Montevideo Treaty, he expressed the view that it was & trade treaty rather
than enything else, He also agreed that there should be a hlga-lovel
regulating agency.

He did not think that drawbacks could be established in respect of
social security contributions, which were a form of taxation impossible to
compute, In Burope no such drawbacks were made, but it was a poblem thet
would have to be taken into consideration if the United Kingdom joined the
Common Market, since social security costs were chorged to the national
budget,

In his opinion, the problem of specific texes on consumption was
insolubie, because the economic structure of the various coupntries differed,
and if an attempt were made to tax similar goods and apply similar rates in
all of them the financing of their budgets would be jeopardized.,

With regard to the difficulties indicated by Mr. Naharro in the context
of the harmonization of indirect taxes, he thought that the so-~called
"eascade" or multiple~-stage taxes ocomld be abolished, and that each country
might establish whatever over-all tax it deemed most appropriate (a tax on
value added or any other), with a systen of exemptions,

In reply to Mr. Monterroso's question as to how the problem of monopolies
might be t ackled within a common market, he said that once such a market was
established the creation of new monopolies would be [rohibited, and that as
far as fiscal monopolies were concerned, a distinction was drawn between

fiscal revenue and business income,

The meeting rose at 7.10 p.ui.
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GENERAL DISCUSSION: PROVISIONAL REPORT OF THE CONFEKENCE ON FISCAL FOLICY

The CHATRMAN read a'statement by Mr, Victor Urquidi, one of the

participants at the Conference, whose pressing duties had compelled

him to leave Santiago the previous day, Mr. Urquidi felt that the

task 6f the experts at the Conference had not been to speculate on

new forms of taxation, ingenious and interesting though they might be,
but to deal with fiseal policy within the framework of existing politiecal.
and sociel institutions and to guide it into areas which would, above all,
increase the resources a Government needed in order to give greater
impetus to economic develoﬁment programmes as soon as possible, A
critical examination of Latin American tax systems disclosed major
defects, and as a result the countries concerned might be tempted

to experiment with fiscal techniques which had been proposed in many
parts of the world, He felt that while new possibilities should be.
studied, the basic course to follow was to improve existing systems,
create improved fiscal structures and ensure a more efficient administrae
tion in order to overcome the many obstaclés to reform, through public
acceptance and a full understanding of the objectives sought,

In his view, the Conference had made it clear that most of Latin
America was not lacking in the factors needed for a good tax policy
directed towards economic development, There was growing awareness
of the fact that fiscal policy asxa whole ~ of which tax policy was
a part — was but one feature of economi.c planning, Taxes were conceived
in terms of their fumetion in deﬁe}opment plans, and that meant that the
structure of demand and 6f supply had to be modified continually without
necessarily following the indicatioﬁslﬁmbvidéd by the free play of the
market, Thus; many of the criteriz which had so far prevailed in the more
developed countries with respect to fiscal policy, and esbecially as
regards the best way of combining the different taxes, would have to be
revised and continually adapted,

/Discussions such
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Discussions such as those held at the Confererice should therefore:
continue; with'the‘perticipation of experts from 211 over the world and
of Latin American government officials and experts. At some future stage
a joint meeting should be erranged between flscel experts and tax -
administration experts and officizls, Moreover, strong encouragement
should be given'to empiricsl résearch in fiscal questions, both in the-.
Latin American cduntries themselves and in regzonel agencies such as the
0AS, ECLA," the Letln Amerlcan Instltute for Economlc and Social Pianning .
and the IDB, " T

Lastly, ‘Mr, Urquidi pointed out ‘that whlle tax refonm was a very
powerful instrument contributing to the economlc and soc1a1 changes to
which the Lat:n imerican countries had comuitted themselves under the
Punta del Este agreements, there must be a clear definition of the
scope of fiscal pollcy. It was not = question of either instituting .
forthwith a drastie tax reform, or else suffering a major economic and
social catastrophe,” ‘There were many other elements militating in
favour of the structural changes 1mp11ed 1n economi.c development that
were essential to an jmprovement in social conditions, Once the
objectives were fixed, ‘fiseal policy; in oonjunction with other
measures, couwld gradually and flnnly be dlrected towards the1r
attainment without having to bear the full respon31b111ty for ite
Moreover, it would be 1rreepon51ble to construe the delay requlred
in the adoption and praetloal appllcatlon of partlcular reforms as a
weakening of ‘the resolute’ aim of progress and soclal Justlce which the
Latin American Governments had set for themselves and Whlch were fully
supported by ‘the’ experts 4t the present Conference. _

' Speaking in his offlclel capacity, the Chalrman explalned that the
draftreporirbefore the Conference (Conference Room Paper No, 3) was an,
attempt to cepture the sense of the pertlclpante w1th respect to the
guestions dlscussed, in the hope that the recommendetlons would prove
useful to the Latin Amerlcan countries, The comments made durlng the
general dlecusslon would no doubt require revision of some of the

' Dt /statements in
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statements in the provisional report, wﬁich would be amended accordinglys
The participants should bear in mind that the Conference was being held
within the framework of the corclusions reached at the Punta del Eéte
Conference regarding the economic and social objectives of the Latin
American countries, The emphasis placed in the report on certain
recommendations reflected the guidelines laid dowvm at the Montevideo
Conferencef .

Mr, PAZ05 attached importance to Mr, Pinto's table on the social
distribution of tax instruments, (See additional note to CPF/SR,8).

He suggested that Mr, Pinto?s percentage breakdown of the active _
population (5 per cent for the upper income level, 35 per cent for the
middle income level and 60 per cent for the lower income level) should
be changed.to, say 15 per cent or 20 per cent for the middle income
groups and 75 per cent for the lower income groups, He felt that would
better reflect the true situation, He also suggested that the tax
burden as given for the respective income groups was the desirable
objective, The upper income group at present carried only 33 per cent
of the tax burden and the lower income group was carrying 60 per cent.

Mr, WEISSEMAN stressed:the,ﬁeed to relate fiscal reform to over-all
economic and social development, and agreed that there was no dividing
line between the legal stricture and administrative techniques in the
field of taxation, The réport_should emphasize the dedication of the
countries concerned to move ahead in the field of fiscal policy within
the framework of their legal structure,

Mr, NAHARRO said that while he realized the work which had been
involved in preparing the draft report, recourse should be had to what
was known in parliamentary circles as a 'drafting committee" in order
to correct not only a few drafting errora but also to make some changes
relating to concepts, ‘

Thus, with respect to the second paragraph of peint 1, private .
investment and consumption was influenced by State action as a whole,'
particularly by certain types of action related to well-~defined and

/accepted areas
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accepted areas such ee'mcnetary5 1ebour, 1ndustr1el policy and 80 forth.
Even if Mre Urquldl’s broad conception of . fiscal pollcy vere accepted,
some limits must be set smnce the scope of the concept was. somewhat
vague, The danger of the text in the draft report was that 1t was less.
the exposition of a concept than the draw1ng up of a 113t. The soTutlon
might be to relate the fisesl instruments proper (revenue and expendltures)
to the others by inserting the words "through them" before the reference

to prxvate 1nvestment and consumptionh,

In the first sentence of point 3, it was stated that the 51ngle most
important cause for the insufficiency of public revenue was ‘the failure
of the tax syetem to impose effective levies on the»propertled classes,
That was but partly true since the insufficiency should zlso be_attfibuted
to deficiencies in tax administration, However, even if the statement |
were correct, it would seem 1mpolltlc to single out a segment of soclety
which, after all, was part ‘6f the nation with the same rlahts as all
other citizens, He tHerefore suggeeted that the admlnistratlve | _
deficiences should also.be mentloned, and that such clausee as "one eause"
or "anather ceuse", ete, should be “useds )

With respect to the last paragraph of pomnt 7, he thought that a
more suitabl'e’ pluce should be found for it in the dreft report 51nce it e
dealt with a thorny subaect ~ the added value tax,- ‘on which the views .-"“
of partlclpanta had not been sufflciently alred. It wculd be wise, in
any event, to delete whatever the ‘paragraph included in the way of a
potential threat to taxpayers in descrlblng the p0551ble use whlch the ‘
tax authorltlee could make of the data presented. R

At the end of poxnt 12, he’ suggested the addltlon of the words .
"and sometimes put a premlum of ineff1c1ency" on the part of enternrisee
with low yields resultlng from poor organlzatlon, ete., in cther wcrde,
the exact opp051te of the economies of scale, ’

Lastly, he deplored the fact that, save for an 1nadequate reference
in point 12, nothlng was said in ‘the draft report abcut the impcrtant '

funetion of tax 1ncent1ves.
L /Mr. PREST
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Mr, PREST said thotlan economist should not compromise on ﬁis"
technical expertise because of political or allied considerations,
There were three levels at which an economist could operate = he
could analyse the. effects of different taxes on prices, outputs,
capital formation, etc,, he could advise a Government that if it
wished to follow a given policy, it should apply a particular tax
or taxes, or he could tell a Government that income distribution '
should be changed, and indicate how that could be done by taxation,
For the last two courses of action detailed statistical data were
required, and the.thlrd involved political preconceptions, He
believed that the lack of‘oubstantial statistical data before the
present OonferenceAprecluded any expression of precise views as to
what should be done, Tracing the effects of a tax was something very
different from recommending that Goverrments should adopt it, particularly |
with reference to twenty different Coverrments. | .

With respect to the. draft report itself, he was strongly opposed to )
the first six paragraphs, The first sentence in point 2 scemed to imply
that increasing public revenue should ‘take priority over all other |
political and social changes, and in the light of the declared aims
of the conference, appeared sweeping and even somewhat é}rogant. The
next sentence stated that increased revenue would enable Latin Americén
countries to spend more on development, whereas in fact it would enable
Governments to spend more for such purposes; that implied a judgement of
a political character which would be out of place in a report issued by
the present Confepence; The draft report went on to suggest that sizeable
deficits in the public accounts in Latin America»aggravéﬁed the unequal
distribution of income end wealth, although no evidence had been produced
at the conference in support of that view, -There were other statements
not thus far supported by any evidence, with respect to the low revenﬁe
obtained from high mafginal rates (point 9), the tendency towards a *
growing concentration in the ownership of wealth (point 16), excessive
concessions to foreign enterprises (point 17), and the proporfion of .
sales from public enterprises going to private enterprises (point 19),

/In addition,
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In addition, there seemed to be possible inconsistencies in the arguments
set forth - for example, was agricultural income to be taxed both under
personal income tax and under the land tax? And how was it proposed to
combine a system of high excise taxes on locally produced goods with the
protection of developing local industries? Lastly, he doubted whether it
was advisable to go into the degree of detail included in the draft report
with respect to certain taxes, such as the specific rates of taxes on
income and net wealth, ‘

.Having dealt with the faults of the draft report in jts present
form, he turned to the question of the form it should take, and suggested
that it should be confined to a summary of the different views expressed
by the participants, including as many shades of opinion as possible,
such as the opposing views on whether land taxation should be propertional
or progressive, the relative merits of the corporate income tox and the
value addedtax, and so forth, It would not be advisable to state that
the conference as a whole agreed on particular peints, or to include
detailed recommendations about policy, and the report should go on further
than to draw the general attention of the Governments concerned to the
issues raised in the pépers and discussions., It would be quite inappropriate
for a conference organized by respected international organizations to
express views that were essentially political rather than economic, If
it appeared that other participants did not share his views, and the
document retained its present form, he must ask to be disassociated
from ip; _ ‘

Mr. MONTERROSO congratulated the sponsors of the conference, and
expressed his general agreement with the draft reports However, there
were some points on which he disagreeds Firstly, he thought the
definition of fiscal policy was too broad, and should be amended as
suggested by Mr, Naharro, Secondly, the report did not seem to attach
nmuch significance to the redistributive aim that fiscal policy should

have, or to give sufficient emphasis to the importance of the role that

public expenditure should play both in redistributing inicome and in

economic development in the various countries, Nor was there much
/recognition ef
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recognition of the importance for under~developed countries of increasing
their expenditure on education and on transfer payments, er on the
economic effects of public expenditure and of the national debt. .
Thirdly, he could not agree with the statement in point .8 that there
should not be exemptions of income #ax on such income as the interest
on governmént'boﬁds} if sUch éxemptions were appropriste in highly
industrinlized countries such as the United Kingdom, the same type of
tax inééntives must be regarded as necessiary in much less developed
countries, where there Was only a rudimentary form of stock market, . .
Fourthly, he suggested that the second paragraph of point 7, stating
that there was no substantial indirect taxation of home~produced luxury
articles, which how accounted for "the greater part of luxury consumption
should be amendeﬁ so that ‘the reference was te Ya large part of luxury
consumption, since even the most developed Latin Americen countries did
not produce a substantlal proportion of such goods, -

Mr, ABINADER thought~that ‘if would not be approprlate to suggest
spe01f1c rates of taxation in the report and that the sect¢on on the
taxatlon of agrlculturﬁl property should be drafted very. carefully

since it was a controversial subject, He agreed with lMr, Pazo's remarks
on Mr, Pinto's table, ‘ |

Mr, GOODE said that he could not agree with the Chairman as to the
relative importance of the report of the Conference, and thought that..
the papers presented, end the record of the discussions, should over—
shadow the report. It would be imprudent for the Conference to adopt
such a specific and detulled document as the present draft,

He did not belisve' that the statement in point 3 that the failure

to tax the propertied classes was the single most important cause of.

R

the insufficiencyzbf public revenue was based on confirming evidence,

and he would not endorse it as a general proposition applying to al

countries, The last sentence in point 7 referred to o universzl value .

added tax, which presumably meant one applying to agriculture and

sel f~employed professioﬁals, as well as industrial and commercial .
/enterprises, but
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enterprises, but the Conference had never discussed a value added tax

of that nature, Nor could he accept the general pronouncement against
exemptions such as interest on government bonds or mortgages, in point 8,
which though usually inefficient might sometimes be useful, The specific
rates mentioned in point 9, though useful as illustrations in the
discussions, were out of place in a final report that would be.widely
read; rates must depend on conditions in thé couﬁtry concerned, The
Statement in the next paragraph that all change of ownership of capital.
assets should be recognized and.taxéd as capital gains was teco sweepinge
In point 10, the suggestion that there should be a progressive tax on
net wealth in.addition to a progreséive income tax should be represented
as advocated by some, or a few, of the partiéipants, rather than.a
general suggestion emanating from the Gonference as a whole, The
implication in point 12 that low rates of corporate income tax would
favour foreign governments needed further clarification, Although he
himself supported the idea of taxiﬁg jncome on a wnrld—wide basis, as
suggested in point 18, he was not sure that that view was widely supported
by other participants, |

His criticislms were based on the fact that he took a different view.
of what was the appropriate nature of the final report of the Conference,
which should be more modest in scope than the present draft,

Mr, VEGA congratulated the Chairman and his colleagues on the draft
report now being discussed, He proposed the fellowing amendments:

The last paragraph of point 1 should read as follows: "In this
connexion, it should be pointed out that fiscal policy includes all
State action which influences the amount and ébmposition of public
expenditure, including the problems posed by the external and internal
debt, international treaties and commen markets and the operations of
State agencies, Fiscal policy should, moreover, influence private
consumption and investment, in order that these economic factors should

contribute to the economic growth of the countries,”

/The following
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The following sub~-clauses should be added to point 6: "(viii) The
provision of suitable incentives to private investment with a v1eW‘to
securing & harmonious growth of the. economies; (1x) Fiscal reform )
should include both the legal and admlnlstramlve aspects,”

The following sentence should be added to p01nt 15: "Thls recom--
mendation is, of course, valid only 1n,those countries where it does
not conflict with legal or constltutlonal provzslons.ﬂ

The following new point should be added to the report: n20," ‘Since
capacity to pay is the chief factor in taxation, the Conference believes f
that some government works and services should be selfhfinanced, elther
on the basis of well~calculated rates or of taxes related to the |
principle of the benefit received," ~

As a general recommendation based on orderly arrangement, he prOposed
that a1l the points dealing with the same subJect or the same tax should
be brought together, -

Mr. DESAT agreed with other speakers that the report should inelude
some reference to incentives, There shouid aisb be a refererice to
Mr, Herschel's suggestion that more fiscal research was required. In
point 7, a single sales tax with a broad tax base was recommended, in
place of excise taxes, but Indian experience suggested that a sales’
tax was very difficult to adm;nlster compared wlth an excise tax; if.
the tax was to be broad-based, a value added tax would be preferable,

He agreed with Mr, Goode that the reference at the end of point 7 to
a universal value added\tai_was incorrect, In any case, the conference
should be cautious in recommendiné a tax which.wés comparatively new
in practice, He also agreed with Mr, Goode about the inadvisability
of -including specific rates and suggested that the reference in point 10
should be to a multiple of the per capita a income rather than to the
specific multiple of twenty. He would like to see in point 16 a
reference to his suggestion that glft and 1nher1tance taxes should
be combined in a single accession tax.;, He would also like to see
speclal emphasis on the fact that whatever the fiscal capaclty of the
/Latin fmerican
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Latin American countries might be, it far exceeded the present revenue
collectéd. There should also be more emphasis on the obligation of
Governments to spehd wisely, The second paragraph of point 1 seemed
irrelevant, and if included. in the final report should be redrafted

to read: "In this comnexion, fiscal. policy must be broadly related te
all State action which influencesesss’

Mr, HARBERGER said there appeared to be a difference of views as
to the degree of strength appropriate to such a report, He thought that
it was generally agreed that Governments needed to spend more on
development. That did not imply any conclusion as to what should be
the scope of the public sector, since it was recognized that even in

accordance with any minimum concept of that scope,not enough was being
achieved in Latin America, and he cited educational services as an
outstanding example, With respect to the criticism that not enough data
had been presented at the present Conference to warrant certain types
of conclusion, he said that if statements made in the presence of
acknowledged experts in the field from the countries concerned were
not disputed, they, could be regarded as accurate, As for the general
tone of the report, he pointed out that the same tone had already been
adopted in official agreements signed by all the Governments concerned,
with the exception of Cuba, and that the Act of Bogota and the Charter
of Punta del Este implied acceptance of the facts on which the draft
report was basedy It did not appear amiss to maintain a tradition
already embodied in the official policies of the countries of the
hemisphere,

Mr, HERSCHEL considerednﬁhat the task of experts, far from'being
confined to an analysis of developments and of institutions, should also
include making practical recoﬁmendations‘that Governments could use in
working towards their economic development objectives, He explained
the reasoning underlying certain parts of the report, He agreed with
what Mr, Naharro had said about the last part of point L, but not with
what Mr, Naharro and Mr, Vega had said about incentives, since he himself

— /considered that
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considered that there had been general agreement at the Conference in
condemming the abuses. to which a policy of tax incentives could lead,
He agreed with Mr, Pintol!s suggestion for a systematic integration of
the various taxes, .

Mr, LEWIS suggested a number of drafting changes, which he said he
would hand to the secretariat, ,

Mr. COSCIANI said that he agreed with the criticisms levelled by
other speakers at the second paragraph of point 1, and he proposed that
the very broad expression '"all State action™ should be replaced by the

more precise expression '"all action relating to the national budget!,

He did not consider that the reorganization of fiscal systems propoéed
in point 4 need be "comprehensive'; it would be sufficient if the
reorganization were described as extensive, He asked whot was meant
by "heavier taxation" in sub-section (iv) of paragraph 6, He doubted
that the list of purchases compiled as a basis for'calculating the
value added tax could be used as suggested in the third paragraph of
point 7, and said that the system of records employed for that tax in
France and Italy did not lend itself to such a use of the tax., He did
not think that capital gains should be liable to income tax, as stated
in point 8, He also thought the reference to suggested rates of personal
income tax in point 9 inappropriate, and that a more general formula based
on parameters would be preferable to listing percentages, He was also
opposed to a register of transfers of assets, as proposed in the second
paragraph of point 11, on the grounds that the system would be incomplete
and should not be recommended for under—developed countries, Nor did he
agree that personal income from agriculture should be imputed on the
basis of the value of the properties concerned, as maintained in point 15,

He concluded by saying that he was not in complete agreement with
the draft report as a whole, and consequently reserved the right to dis-
associate himself from it, and to make public comments on the work of
the Conference, | |

/Mr. PINTO
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Mr, PINTO was generally in agreement w1th the character of the draft
report, which contained recommendatlons and was not merely desériptive,
While he intended to submit. a number of suggestlons to the executlve
officers which, in his view, would improve the report, he w1shed to -
make a general comment on certain taxes, _ :

With respect.to the personal income tax, dealt with in point 9,
he asked whether the tax base was to be narro% or broads That was an
important consideration in taklng 2 'decision regardlng ‘the proposals
contained in that point, ‘The 1ntent10n of the drafters was not clear
from the present wording, .

Mr, BACA agreed with the general tone of the report, particularly
with the emphasis placed on the yleld both from, the income tax and from
indirect taxes in so far as they were 1ev1ed on the mlddle and high
income groups, ‘ ” "_ . _

In his view, the wording of point 6 of the draft report could be
improved by amending sub~clcouses (i) and (iii) and rearrsnging the -
order of sub~clauses (iv) and (vii), ‘

He was opposed to the special taxation of articles of luxury
consumption which was suggested in the second pafagraph of point 7
as 2 means of augmenting yield, | vf :

With respect to points 17 and 18, he was skeptical as to the
possibility of. obtaining practical reeults from the information which
foreign countries were expected to prov1de under the recommenddtlon in
the draft report, .

Mr, DARDON said that he w1shed to refer only to. two 901nts in the |
draft report,: The:first was the deflnltion of fiscal policy. He did -
not believe that it was or should be en essentlal aim of the experts
participating in the Gonference to seek a deflnltlon, in the strlct
sense, since that would seem to imply that they did not already have
a full understanding of that concept, whlch was completely untrue,

The problem was to analyse what was the scope and content of the, concept
of fisecal policy that would help in attaining the aims and obJectlves of
the Conference, -Consequently he considered that the second part of
point 1 of the draft report should be so redrafted as to take account of
that views /The second
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The second point related to the alternative set forth in point 15
of the draft report, As he had stated when the self-~assessment procedure
had been discussed earlier, it was already used in Guatemala but not in
the form of forced sale of properties recommended in point 15, That
alternative method conflicted with the right to dispose freely of
private property which was enshrined in most of the constitutions of
the Latin American countries, To include it in the report might
therefore give rise to harsh criticism by the sectors concernéd, not
only of that particular pointy but of the whole philosophy of the
reports Consequently he suggested that the paragraph in question
should be deleted altogether, in order to obviate criticism that might
prejudice the aims of the Conference,

Mro, DESCARTES agreed with those who had suggested that emphasis
should be placed in the report on the operating machinery of fiscal
policy, in other words the application and administration of fiscal
measures, He also supported those who favoured the inclusion of a
paragraph on tax incentives, and shared the view 6f the participants
who were opposed to the inclusion of specifie rates of taxation, He
felt that the reference to the value added tax in peint 7 should be
toned down somewhat since no agreement had been reached as to the
applicability of such 2 tax, |

On point 8, he agreed with Mr, Goode that the objection to exemptions
on interest.on government bonds or mortgages was not valid,

On point 10, the word "zgreed'.was too strong. Something like
"the view was expressed" was better,

The first sentence in point 15 was more applicable to the least
developed countries than to Latin America as a whole, The references
to self-assessment gave the wrong'impression, since it was at best
2 short-term measure, That should be pointed out in the report,

With respect to taxation of agricultural land, the support expressed
at the Conference for the proposals made in Mr, Wald's paper was not

reflected in the report,
/He agreed
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He agreed with the views expressed in point 18, but with respect
to point 19 he felt that the report should point out that the price of
public services in Latin America should not only cover costs but should
also provide social beneflts.. | _ ‘

Mr, KALDOR ‘said it was for the Latin American countries to decide
whether or not they agreed with the basic message.of the report as
drafted, and were willing to face its impliéafions. That message was’
that the weakness of the Latin Amerlcan tax systems lay in their
1nab111ty to get .at the income. from property, Whlch represented such
a large share of the national income, I£ the system ‘was to be changed.
so that the propertied clagses bore theif fair share of the tax burden,
radical action was required; capital gamns must be treated as income,
and there must be a full dlsclosure of 1nd1v1dual wealth to enable the
tax authorities to verify 1nd1v1dual returns in relation to -income from
real property or. shares, and the posseséion éf capitzl assets. He did -
not agree with Mry Cosciani that bearer shares were an essential’
requirement in’under—developed countries, lThey should either be .abolished,
or information about their qwnefship should be made available through
a system of deposit with registered banks that kept a record of owners
that would be accessible to the tax authqfitieé. The basic proposition
before the conference was that it ﬁas wrahg for the cmpitalist classes
to escape taxation, The techniecal questlon followed of whether it was
possible to introduce .z system to tax those elasses effectively, and if
so, what the 1mpllcmt10ns:would,be. Experience in India and Ceylon
showed that it was not impossible to establish a net wealth tax in
under~developed countries, The difficulties wefe politicaly not
technical, Some Latin american part1c1pants had sald that ‘not enough
stress had been placed on income redlstrlbutlon, which amounted to the
same as forcing the propertied classes to surrender to the State their
due share of tax, o R

He agreed that the reference in the draft report to the value added
tax should make it clear that the subgect was merely aired, without any
conclusions belng reacheds The fact that in France it was not used to

/provide a
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provide a framework for the administration of other taxes did not mean
that it could not be s0 used; there was no reason not to take advantage
of the potential self-reinforeing features of that tax, He agreed with
other speakers that the second paragraph of point lkwas not useful, and
thought it could well be deleted,

Mre. RODRIGUEZ MOLINA felt that great care should be taken in the
drafting of the report before it was published in order to avoid

criticism which might deform ond. even vitiate it, While there might
be agreement on the basic points, he felt that the final report should
be limited to the necessary general appreciations and considerations,
Several alternatives should be provided so that a choice could be made
depending upon the different cases invelved and the individual
characteristies of each country,

With respect to point 2, he felt that emphasis should be placed not
only on the need to increase revenue but also to programme public
expenditure’ and to control it properly so that it might contribute
effectively to the desired economic development. A& recommendation that
State agencies must be efficient should be made,

In commexion with point 3, the general comments made were not quite
suitable, Each Latin American country had its own peculiar conditions,
and it should therefore be left to each State to make use of tax incentives
in the way best suited to its needs,

The meéting rose at 1,25 p.m.
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GENERAL DISCUSSION: PROVISIONAL REPORT OF THE CONFERENCE ON FISCAL POLICY
(Continued) |

Mr, HART said that the value of a report from the Conference lay
largely in that it gave the economist participating in a tax reform-discussion
an insight inte the opinions of his colleagues in other countries, From
that standpoint, the authors of the provisional report were right to discuss
many types of taxes, | |

It would be desirable to recommend that a strong and well-integrated
combination of the suggestions made in the report should be adopted, and
to point out tha£ each suggestion had its economic merits and deserved
serious consideration in every country where it would be administratively
feasible, .. .

In view of those two suggestions, an effort should be made to keep
intact the list of objectives in paragraph 6, since if the items were
quoted separately they might be misinterpreted. For instance, it might.
be assumed that to gnact a tax was to put it into effect, Defects in
administration could so distort a good tax that its application might do
more harm than good,

He wished to make a specific suggestion, i.e. that the following
sub-paragraph be added to paragraph 6: '

"6 (viii) Establishment of an objective and co-ordinated systeﬁ of
administration, using each tax to give more solidity to others, so as to
guarantee that the benefits of substantive reforms will not be lost in
administration,”

Mr. JARACH suggested that a preface should be added to the report in —
which it would be clearly stated that, although the conclusions reached
by the Conference were based on a general consensus of opinjon, reservations
had been expressed by some of the participants,

With respect to paragraph 2 of the provisional report, the words "the
overriding problem" in lines 1 and 2 should be replaced by "one of the over-
riding problems",

The list of points in paragraph 6 did not include any mention of the
co-ordination of personal income tax with the net wealth tax, "In point (iv} of

/the same
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the same paragraph the words "theimposition ef heavier taxapionﬁ should
be replaced by fthe imposition of taxes with particular 1nc1dence on real
property". Some indication should also .be, given that the tax on rural
property ought to be applied as an alternative, when such co-ordlnatlon
could not be achieved, - : . 7

With respect to paragraph 10, he considered that a ppogreseive tax
on net wealth would be a little too severe, and that a proportional tax :
would be enough to serve its purpose. With further reference to the same
paragraph he thought that it was dangerous to give examples of low rates,
It would be more desirable to define a moderate rate, '

Paragraph 15 contained =z conceptual error since it was the value of
capital that was determined on the basis of potentle; inpomeilnstead of
vice versa, . T

Mr, MENDEZ said that it was necessary. to ampllfy paragraph 5 ‘bearing
in mind the view put forward by various.participants that stress should be
laid on the need to rationalize and co-ordinate fiscal eXpendlture in order
to ensure that it played a useful part in economic and social development
and provided an effective instrumept- for redistributing income, '

It had been suggested that the systematlc applicatlon of 1ntegfated :
developﬁeht programming and the adoption of pub;ic investment plans would
be parficularly effective for:achieving those aims, since they would enable
a proper assessment to be made of how far public expenditure could and
should be in co-ordination with the interests and requirements of the private
sectot in the process of development, and allow such expenditure to be
distribiitted in the way that would most conduce te 3 ppegressive solution of
social and economic problems. For the satisfactory implementation of public
investment plans, he specifically stressed the value of the techniqdeiof‘
programne budgeting, which was already being applled in some latin American
countrles. ' i . .

He also pointed out that, as part of the movement towards economic
1ntegrat10n which was alreaiyundernmy in ILatin Amerlca, studies should
‘be undertaken on ‘the problems of fiscal co-ordination that mlght arise in
the course of integration, in order to prevent certain fiscal practices
from distorting trade transactions among the countries concerned,

/lir, MOISES
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Mr. MOISES suggested a new schema for the presentation of the report,
going from the general to the particular and from points on which there
wag unanimous agreement to those with which only a minority concurred,
since he had observed during the discussion on the report that the
participants agreed on theoretical aspects but differed considerably when
they came to deal with specific taxes,

The CHAIRMAN thanked Mr. Moisés for his suggestion but thought that
it would be possible to take into account all the views expressed by the

participants without changing the presentation of the report.

Mr. PORRAS said that successful achievement of the aims of fiscal
policy depended on the instruments used, That was why it was important to
improve financial techniques, Changes could be made in the legal structure
at any time, but they should be accompanied by a reform of the financial
administration. Such a reform would not be easy, but it was essential to
break down administrative apathy, and time was needed to perfect the
technique and even the hierarchy of administration,

With respect to paragraph 3, he pointed out that equity could be
achieved not only through a revision of the tax laws but also through
financial administration., It was essential for the tax laws to be codified,

He suggested that the following sentence be added at the end of
paragraph 4, in order to make it quite clear that the purpose sought was
redistribution of income: "in such a2 way as to enable highly regressive
taxes to be abolished or at least substantially reduced in favour of the
lower-income groups that form the bulk of the population,

In relation to paragraph 8, he pointed out that in countries where
capital was scarce, incentives had to be created for the purchase of
Govermment bonds by private persons, Accordingly, he thought that the
interest on bonds or mortgages created for economic develomment purposes
should be tax-free, )

He nlse considered that the rent of ownerwoccupicd preporty should bo
assessed and taxed,

The net wealth tax referred to in paragraph 10 wbuld, in his opinion,
be difficult to apply in the absence of an efficient tax administration.

/In connexion
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. In connexion with paragraph 14, it seemed to him that if the obaectlves
of land refbrm were to be achieved, tax administration should be in the
hands of the Central Govermment,

He was not in agreement with the view puﬁ forward in paragraph 14 thét'
the author of g_bidithat had been rejected should share in the tax increment,
because it woﬁld be difficult in such circumstances to ensure that the bids
made for properties were bons fide,- ' '

Mr, RAPOPORT agreed that greater sxgnlflcance should be attached in

the report to the management of public funds, particularly since the only
way to enllst the co-operation of the private sector was to convince it.
that the government author1tles were make effective use of their funds for
useful purposes and were not wasting them through supérfluous expenses
such as adding unnecessérily to the number of civil -servants, '

Thé guidelines laid dqﬁn bj Mr. Finto regarding the distribution of
national and fiscel income served a useful purpose, although he did not
think that specific figures should be included, In Argentina the structure
was similar to the one presented, although it might be different in other
countries;';“ o ‘ , : ' |

YHth réSpect te the description. of rates, he thought that the term
"moderate" was inadequate and should be replaced by "equitable, reasonable
or fair', |

He felt that the tax on net wealth would have a progressive effect
even though the rates might be proportional, There was no need to mention’
specific rates.

Mrﬂ MATUS said ihat‘he knew a great many people who were sceptieal-df
the objéctives of the Alliance for Progress because they considered them -
to represent a longwoverdue reaction, but until the present Conference he’
had notenoopntered.monservatives who looked upon the principles of the
Alliance as too pfogressive and opposed income redistribution and-planniﬁgt”

The statement made by Mr. Prest at the previous meeting had led him
to doubt the interpretatmon, since Mr. Prest had seemed to him to be
asking for proof of thlngs that were self-evident to everyone, No one
present could doubt that tagzevaglon was practised by the pmopertied'classes

/or that
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or thot they should mzke o fundementsl contribution to economie development,
He fully o;reed with Mp. Herberger's replies to Mr,. Prest during £he same
meeting; .

There were several gaps in the provisional report that should be
filled . No criticism of market forces had been made nor had any definite
statement been made with respect to the general framework of a tax system,
In that comnexion, Mr. Pinto's should be taken intc account and an analysis
included of the intercontrol mechanisms that operated among the different
taxes, Iastly, the use of taxes to promote develorment had not been
explored, In paragraph 2, reference was made to fiscal deficits in relation
to stability, He assumed that the authors of the report were not attempting
to suggest that if deficits were eliminated stability would be achieved,
If so, the paragraph should be redrafted, Moreover, frequent references
were made to the distorting effects of indirect taxes which was absurd since
a great deal of distortion already existed., Arguments of that kind should
be suppressed or the report would have an old-fashioned flavour, He ”
regretted that more attention had not been paid to ﬁhe taxation of foreign
enterprises, _ |

With respect to public expenditure, he fully supported the remarks
made by Mr, Mendez; and added that greafer details should be given on
the budget as a short-term plan of action, The examination of incentives
in the report was sketchy, The fact that their importance had been
exaggerstad in the past did not mean that they should be entirely over-
looked in the preseﬁt.

He also pointed out that the report failed to deal with the fiscal
aspects of a common market,

He fully agreed with the political tone of the draft report, which
was in line with contemporary thought, but he thought that it smacked
too much of the tax expert. |

The CHATRMAN explained that the question of programme budgeting had

not been dealt with in detailed for fear of making the report too lengthy,
He said that point 7 dealt with the éubject of foreign enterprises, An
attempt would be made to minimize the tax expert approach criticized by
Mr, Matus, A

[, CASLS
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* o Mr, CASAS agreed with Mr, Jarach that a paragraph should be introduced -
into the report explaining that the ideas included did not necessarily
represent unanimous views., He suggested that the first sentence of ,
point 2 should read "The participants of the Conference were in agreement
that ‘from the standpoint of the aims of fiscal policy the overriding,
problem of Latin American countries is to increase public revenue both
by means of taxatién ahd through an increase in:the income of private
enterprises"., In'point 3 he thought that the phrase after "thetax system" :
should be replaced by the phrase "impose effective levies lower than the. -
the capacity to pay". He considered the idea of compulsory-registration
of transfers of assets to be naive, ILastly, he suggested that the report
should include a reference to the need for every country to make a careful
study of the distribution of the tax burden, and of the methods resorted
to by taxpayers to evade income tax, '

Mr, GNAZZO thought that the draft report adopted the correct approach,
but he agreed with Mr, Jarach as to the desirability of indicating that
in some cases there might be basic objections by certain participants,
He agreed with Mr, Mendez on the need to expand the reference to. public
expenditure. He thought that the scheme suggested by Mr. Pinto might be
included as an item of general economic policy, but that it wowld not be
useful to include his figures, since those would have to vary according
to circumstances, He suggested that a sub-item (vii) should be added to
point 6, reférring to incentives, the co-ordination of taxes on wealth dnd
income, the ideas on tax administration put forward by Mr, Hart, and the
need to codify and simplify tax legislation. - '

Mr. VIDAL supported the idea of including a .paragraph explaining
that there were differences of opinion, to be found in the summary records
and in other conference documents, He also pointed out that there was no
reference whatever to tax incentives, Referring to .point 4, he said that
there should not be any reference totthe imtroduction of new taxes, since .
the question was rather that of reorganizing the taxation system,’

Mr. JATAR agreed that the paragraph on public expenditure should be
expanded, and thought it was important to distinguish between ineentives, -

rore liberal depreciation allowances and deferred compensation for losses,

/Mr. FERNANDEZ




E/CN.12/638
Page 233

Mr, FERNANDEZ considered that the report should have referred more

directly to the aims and methods of etonomic development,

Mr, LESSA agreed with Mr, Matus® remarks on price distortion, since
the purpose of indirect taxation was precisely to change relative prices,
As regards taxes on luxury goods, he thought that the meaning of the term
should be clarified, It should be explained that it referred to superfluous
consumption over and atove that of the mass of the population, With
reference to paragraph 12, taxes on corporate income should be based on
the rate of return, irrespective of the amount involved,

My, PIEDRABUENA said that a special paragraph on inflation should be
included., He believed that the net wealth tax should not be a special tax

but a complement to income tax, The references to corporations should

include some mention of the incorporation of the masses into the capital
formation process, as being one of the aims sought. With respect to
paragraph 15, he did not agree with the idea of self-assessment or the
punitive measures suggested, Other omissions in the report that should be
repaired concerned tax policy in relation to ALALC and the guestion of
planning,

Mr, MARTINEZ was of the opinion that the second paragraph of point 2 should-

not refer to the expansion of revenue to provide more funds for current

expenditure, since the phrase was open to misinterpretation., Paragraphé should
outline a general framework for tax reform, with due regard for the
suggestions made by Mr, Matus and Mr, Pinto,
With respect to the mention made in paragraph 3 of the need to tax

the propertied classes, some indication should be given that, apart from
reasons of equity, such taxes represented the price they should pay for
maintaining their privileged position,

~ Mr, HARBERGER remarked that Mr., Lessa's statement was not incompatible
with his own views. The important thing was simply not to lose too much

fiscal revenue through the application of the systems in question.

With reference to point 6 (iii) of the provisional report, he
suggested that it be recast as follows: "The collection of more revenue
from taxes on urban and rural property, which are additional to personal
income taxes on the income derived from such property and which should also
be co~ordinated with other forms of special taxation of income from property",

/He further
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"-He further suggested that sub-paragraphs (iv) and (vii) be combined and

replaced by the following: "Tax incemtives are a powerful instrument for
channelling the resources of an economy toward the desire&leﬁdemaﬂﬁ'preventing
their diversion tp.less importent‘usee. They should-neverthe;ese be carefully
studied with a view to ascertaining whether they can obtain results without
unduly reducing fiscal revenue, It should slso be a01nﬁed out that tox incentives
are more effective in changing the dlstrzbutlon of 1nvestment than 1n‘dncreaﬂieg
its total amount, owing to the fact that an 1ncrement in the said amount can be
obtalned only if a country's total sav1ngs 1ncrease"

‘Mr, KALDOR had two comments to meke. Flrstly, he agreed with Mr, Harberger's
remarks on incentives, but thought they should be rephrased S0 as to stress the
p01nt that true 1ncent1ves did not 1mp1y a loss of revenue but were actually
a stlmimulus to productlon.

Secondly, he thought thet if the report was to be prefaced by an intro-
duction of the kind p“oposed by Mr Jarach, he did not think that the inclusion
of the net wealth tax would commlt its opponents too deeoly. Tt shoeld not be
1ncluded as a klnd oi tax on real property, however, since it was a new idea,
whlch as some speakers had empha51zed, should be 1ntegrated with progressive
income tax if introduced at all, The need for integration, which wquld
con31derably 1ncrease the efficacy of 1ncame tax, should be underllned in the
relévant paragraph of the report p

My, GOODE thought that a strong case could be made for the net wealth tax
on grounde of economic expediency and justice, but wondered whether it would be
possible to apply it in Latin mnerlca at the present etage of @ls tex adninis-
tration, The tax was not wideiy'ﬁeed being most successiully ~pplicd in
Sweden and the Netherlande where the tax admlnlstretlon WS OBrblCu¢dle good,

- Mr. KALLOR steted w1th reference to Mr. Goode'ts remarks that he knew of
elghteen countrles where the tax was belng applied 1n a progr6351ve way and
always at a low rate of about 2 per cent He agreed that it was, not an easy tax
to apply since it requlred a full dlsclosure of property on tne pert of the tax~
payer, but did not con elder that it was any'more difficult than either income
tax or the taa on ccthel gains, It was necesoary to draw attention to the
difficulties of uppelCdb on in the repo“t but no dlStlHCuth should be made

between one tax and another.

The meeting rose at 6.50 p.m,




