CPF-DS-2

OAS/ECLA/IDB joint Taxation Program

CONFERENCE ON TAX POLICY

Santiago, Chile
5 = 14 December, 1962

TAX POLICY RLCONIENDATIONS OF TECHNICALL ASSISTANCE MISSIONS:
EVOLUTION, PATTERN, AND INTERPRETATION

Prepared by

Mr, Tugene R. Schlesinger
fonsultant to
The TFiscal and Financial Branch of the
Department of Hconomic and Social Affairs
of the United Nations#*

and
Associate Professor of Bconomics

Graduate School of Business Adninistration
New York University

#The views expressed in this dccument are those of the author and do not necessarily
represent those of the United Nations Secretariat.







Teble of Contents

TAX POLICY RIECO.iTNDATIONS OF TECHNICAL S-IST-NCS [ IsoI0NS:
EVOLUTION, PATTERN, AMND INTERPRETATION

I.

II.

I11.

The Views of the iissions on Over-all Tax Policy

Ae
B.

General Attitudes Towards Tax Differenmtiation
Taxation and the Stages of Lconomic Development

The Views of the Ilissions on Selected Problems in

Income Taxation

A.
Be
Ce
D.

E.

Tax Treatment of Fareign Capital
Specific lMethods of Stimuiating Business Investment
Miscellaneous Problems in Individusl Income Taxstion

The Relationship Between Individual Income Taxation
and Corporate Income Texetion

The Taxation of Capitasl Gains

The Views of the Missions on Selected Prohlems in Other

Kinds of Taxation

A,
Be
C.

D.
B

Taxation ami Technical Assistance:

The Taxation of Land and Property

The Taxation of Consumption and Domestic Trade
The Taxation of Foreign Trade

Inheritance and Gift Taxation

Municipal and Departmental Taxation

The #3tate of the Art"

as Reflected in the iission Reports

LIST OF CITED THCHNICAL ASSISTANCE RTUPCRTS AND OTHER RUIRMCLES







TAX POLICY RECOMMENDATIONS OF TECHNICAL ASSISTANCE MISSIONS:
EVOLUTION, PATTERN, AND INTERPRETATION*

1. The Fiscal Policy Conference sponsored by the Joint Tax Program of the
Alliance for Progress offers a particularly timely occasion for a reviev and
apalysis of the tax policy recommendations of technical assistance missions. More
than a decade has now passed since the last comprehensive examination was made of
technical assistance recommendations in this field (The Technical Assistance
Conference on Comparative Fiscal Administration, Geneva, 16-25 July 1951) 13&7 and
it should be recognized'that'at the timeé this Geneva Conference was held there
existed only three to five years of technical assi umenee experience in the area
of taxation. The considerably greater bcdy'of reports now available provides a
much firmer basis for determining the'genefal’gggyggg of recommendations with:
respect to a much larger number of econcmically less-developed countries, and

the experience of an addltlonal eleven years offers an opportunity for studying
anyevolution in thlnhlng that may have taken place among technical assistance

experts worklng in this field. l/

2. In reviewing the reports submitted by various missions, special emphasis has

been placed.on selecting those policy issues and recommendations whlch are

* The author wishes to express his sincere appreciation to Mr. Martin R. Blyn;
without his excellent summaries of a considerable number of reporits by technical
assistance missions, this study could not have been written.

l/ The numbers in brackets / 7 that are to be found in both the main text and
the footnotes refer to the "Llst of Cited Technical Assistance Reports and Other
References", which is appended to this report. This appeared to be the least
cumbersome procedure in view of the considerable number of documents cited and
of the many instances of multiple citation of ihe same document.




considered to be of particular interest to the Latin American countries.g/ In

this connexion, however, the reader should keep an extremely vital point in mind -~
namely, that no two technical assistance reports can ever be completely comparable.
This is because the recormendations of any given mission necessarily evolve from
the mutual interaction of three variables: A) the formal terms of reference
specified by the host government (e.g., investigation of the impact or administra-
tion of an individual tax or group of taxes, qualitative review of the tax system
as a whole, analysis of the optimﬁm method for raising a specified amount of
government revenue, determination of the level of taxable capacity with a view

to discovering the optimum level of goverrment expenditures, the relative priority
assigned to economic development, social reform, and other dbjectives of government,
etc.); B) the analytical frame of reference implicitly or explicitly assumed by the
particular expert or experts involved (e.g., the nature of economic growth and

of the relative roles of the government, Industrial ard agricultural sectors, the
comparative importance of the effects of taxation on equity, incentives and
resource mobilization, the degree to which tax policy is believed to be influencgd
by the stage of economic development or under-development, e%c.); and C) the

economic and political characteristics of the individual country at a particular

7 With the exception of one or two very recent missions, it was originally
planned to limit the technical assistance reports to be covered to those included
in the list compiled and published by the United Nations Technical Assistance
Administration. [3&7 [527 However, when it was discovered that limitations of
time would preclude complete coverage of this lengthy official list, priority was
given to those missions which served Western Hemisphere countries and dependencies,
and what is considered to be a reasonably representative selection was made from
the reports of missions to other areas.

It should be recognized, moreover, that all references are to be interpreted
as 1llustrations of particular points of view and not as an exhaustive catalogue
of recommendations; no attempt has been made either to refer to every report which
wvas examined or to include the viewpoint of each mission on every policy issue.
Furthermore, whenever direct reference has been made to a report which is still
classified as "resteicted", extreme care has been talien to ensure that the
observations are of a general nature and not critical of the specific tax system
of the particular country.
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moment of time (e.g., receptivity of social blocs to tax reform, size and distribu-
tion of the national income, degree of industrialization and urbanization, impor=
tance of foreign trade, rate of inflation, etc.). In the light of the large
number of individual possibilities inherent in each of these underlying variables,
and given the vastly greater number of combinations and permutations that can
exist among the three, the chances are exceedingly small that any two technical
assistance reports will ever raise precisely the same issues in either an explicit

or implicit fashion.

3. Any analysis of the kind undertaken here must, as a conseguence, inevitably

involve a considerable amount of personal interpretation on the part of the writer

with respect to a) selection of and emphasis upon those questions and issues which
are considered to be most important ard revealing and b) judgment as to what
answers to these questions are clearly implicit in the analysis of individual
reports in cases where the experis do not themseives raise the particular issues
explicitly. The present writer assigns the highest priority to the views of the
missions on broad views of tax policy; nothon}y is this thekonly way in which the
various reports can be placed in éommon persﬁectiﬁe and on a broadly commensurate
basis, but an understanding of the differences which arise on the subject of over-
all tax policy also Prbvides a useful explanation of most conflicts‘whigh exist in
the case of more specific policy issues. On the other extreme, comparatively
little weight is given to purely administrative considerations--except, of coufse,
when these exercise a direct influence on tax policy recommendations; this
procedure appeared sensible in the light of last year's Conference on Tax Adminis~
tration which was also sponsored by the Joint Tax Program (Buenos Aires, 11-19
October, 1961) /537. ‘




I. The Views of the Missions on Over-all Tax Policy

4, A convenient standard by which to begin an appraisal of the views of the
missions on over-all tax policy is on the basis of their degree of agreement or
disagreement on the gquestion of tax differentiation with respect to source of
income and kind of consumption expenditure. This point of departure assumes
particular significance when it is recognized that such differentiation runs
counter to the only two canons of taxation, namely neutrality and equity, that
are universally accegpted in the modern economic theory of public finance. A
neutral tax system, it will be recalied, is usually defined as one in which there
is no difference between the after-tax and pre-tax positions with respect to
relative prices, relative rates of return on investment, or any other factor that
influences the structure of production within either the capital goods sector or
the consumers' goods sector of the economy. An equitable tax system, on the other
hand, is taken to mean one under vhich similar persons (i.e., those with incomes
of the same size) are treated similarly.;i

A, General Attitudes Towards Tax Differentiation

5. For the most part the technical assistance reports under examination treat the
general subject of tax differentiation in an implicit rather than explicit manner,
but it is interesting to note that hardly any of the reports come out categorically

against tax discrimination solely on the basis of the two principal canons of the

57 According to this definition views which lead toc differential tax treatment
with respect to size of income, such as the familiar ability-to-pay principle, are
considered to be based on value judgmwents rather than the findings of economic
theory. That this distinction is both reasonable and justifiable becomes gquite
apparent when one considers (a) the inherent conflict which can exist between the
ability-to-pay principle and the equally familiar benefit principle and (b) the
fact that, even among those who argue for progressive taxation on the basis of the
ability-to-pay principle, there exists a considerable difference of opinion as

to the precise degree of progressivity which is desirable from a purely ethical
point of view. See paragraphs 14 and 36 below.



' economic theory of public finance.&/ This general consensus should not be consid-
ered too surprising, however, since it reflects the commonly-held judgment that
economic under-development and stagnation are in themselvés,a result of the
existing structure of production, comparative price relationships, and distribution
of income in the countries concerned. What is astonishing, on the other hand, is
the tremendous diversity of viewpoint which emerges in the reports once the
analysis moves away from a purely theoretical frame of referénce and considers
more practical matters. The recommendations of the experts on tﬁis gubject cover
the entire gamut of possibilities, ranging from a point of view that favours tax
concessions in all fields where they can reasonably be expected to encoﬁfage
higher output and productivity 127 to one that appears to be against virtually
all forms of tax differentiation with the possibie exception of that between
earned and unearned income [ZET.

6. There are four factérs which appear to ekplain mwost of this tremendous
diversity and range of viewpoint: A) differences in the relative weights

assigned to gualitative and guantitative considerations and varying estimates of

the actual benefits, in quantitative terms, that could be obtained through tax
incentives and disincentives under ideal conditions; B) conflicting opinions as
to whether the theoretical benefits of tax differentiation (irrespective of thelr
actual size) would actually be realized or whether it is more probable that such
a poliey would, in practice, produce a decline rather than an improvement in.
economic welfare broadly defined; C) variations in the degree to which individual
reports incorporate money, credit, balance-of-payments, and other types of

government policy into their analytical frames of reference and to which individual

E7 It is difficult to 1nterpret the viewpoints expressed in several of the reports
In the case of Venezueal, for example, the mission th/sees no theoretical (as
contrasted with practlcal) basis for not differentiating with respect to sources

of income in the case of direct taxes, but at the same time one of the reasons

that this mission gives for the inferiority of “ndirect taxes is the distortions
which these produce in comparative price relationships. ©Similarly one report on
Bolivia 237 does recommend quite strongly that the corporation income tax apply
equally to the net income of all corporations, but the other writings of the
technical assistance expert involved certainly indicate that his views on the
subject of tax differentiation are not based on rigid theoretical dogma L_/Zf




experts believe that tax policy should act as a substitute for these other types
of policy; and D) differences of opinion as to the chances of an "optimm" tax

system being introduced and as to the nature of this optimum tax systen.

Te Ideally, of course, quantitative estimates of the effects of tax policy
alternatives should form an integral part of any comprehensive technical assistance
report. Actual attempts at measurement, however, are found in only a very small
number of reports, and even in these cases actual estimates are limited to a

few highly selected problems (e.g., revenue yields and the distribution of the

tax burden among different income groups). In part differences in the degree

to which quantitative techniques are utilized can be explained by differences in
the tastes and training of individual experts, but to a much greater extent the
Bilure to make measurements, and in particular the failure to make‘measurements

5/

is a result of the way in which the study of public finance has evolved over time.

in the critical case of the effects of taxation on private ceplital formation,

Formal microeconomic tax theoiy placed its emphasis solely on the effects of
taxation on incentives, and this tradition has continued strong even though
macroeconcomic theory, with its emphasis on resource mobllization, has been
increasingly applied to other fiscal policy problems. No metter what view one
takes of the quantitative importance of incentives, however, the fact remains
that they are inherently unmeasurable., Moreover, there is a mounting volume of
evidence that, when the problems of incentives and disincentives are translated
to a particular institutional or social setting, they become infinitely more

complex than is envisioned in pure economic theory.

57 Specific quantitative judgment of the effects of taxation on private capital
formation (which is discussed in Section II, below) is almost invariably of the
rough verbal variety and considers the possibilities of a) attracting foreign
capital, b) increasing the over-all rate of domestic private savings and investment,
and c) redirecting private investment into what are believed o be more productive
channels. From a strictly technical point of view, of course, only method (c)

can be considered as a clear-cut departure from the neutrality principle of formal
tax theory; since the concept of neutrality can be rigidly defined only in a
microeconomic sense, it gbstracts from the problem of capital formation..
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8. Several technical assistance experts have in view of these difficulties, come
out firmly in favour of the use of macroeconomic techniques by making resource
mobilization, rather than incentives, the central criterion of tax policy Zﬁ§7,
and significant support for this point of view can be found in the general
literature on development economics and in informal discussions among tax
economists. However, nearly all of the technical assistance reports under review
continue to lay principal, if not exclusive, stress on incentives., This general
reticence about using the criterion of resource mobilization may have some
Justification in the case of the vas% majority of under-developed countries where
there is no significant industrialized private sector, for under these conditions
the neglect of incentives means the virtual abandonment of the traditional central
problem of public finance (namely, the allocation of resources between the govern-
ment and private sectors of the economy). However, in modern empirical work

in the United States and other highly developed countries this difficulty has

been minimized by placing both analysis and guantification on the useful middle

ground of the financial capacity (rather than incentives) of the industrial

sector to save and invest., The same type of analysis would appear to have

definite relevance for those under-developed countries that are semi-industrialized,
and it is somewhat surprising to find that the technical assistance reports

dealing with these countries make such limited use of the concept of private

industrial financial capacity.

9. Turning to the second factor which helps to explain basic differences in
attitude towards tax differentiation, the most general statement with respect to
the improbability of theoretical benefits being achieved in practice is found

in a report on Venezuela, where at the time of the mission's visit the tax system
contained only a relati&ely small number of instances of selective and special-
ized treatment /I5/. Nevertheless, the mission came out very firmly in
opposition to these devices; the introduction of any special exclusion or
incentive, 1t was argued, would open the door to all types of pressure groups
with the inevitable results a) that the income tax base would slowly shrink and
b) that tax differentiation would gradually take on an increasingly non-rational

basis that would ultimately produce unwanted distortions in the economy. That a



brediction of this kind can be fairly realistic is borne out by the experience of
a number of latin American countries, among them Chile end Mexico. Interestingly
enough, however, the missions which analyzed tlese two countries gave diametrically
opposed remedies for the existing situation. The mission to Chile, like the one
to Venezuela, argued that special tax treatment is, in effect, merely a fortn of
disguised subsidy and that direct subsidies are alweys preferable to such hidden
subsidies [§7.' On the other hand, the Mexican missioh'simply urged considerably
greeter selectivity in the granting of tax relief with a view to avoiding what
had become a system of general subsidies for extended periods of time 1337.
Clearly, if there can be said to be any consensus at all on this subject on the
part of the missions, it is that tax discrimination with respect to source of

income must, if employed at all, be limited to a few highly selective cases.

10. As is demonstrated by the different stands taken on the relative merits of
direct and hidden subsidies, the attitudes of technlcal assistance experts towards
tax differentiation are, in some instances, determ! ned by their views on the
desirability of using taxation as a substitute for other cypes of governnent
policy. Similar differences of opinion, for example, arise in connexion with

a) the suitability of employing taxes as 8 balance-of-paymente‘correctlve L?27 [397
and b) the question of whether the tax'system'should be utilized to counteract B
basic inflationary pressures /9] [27/ or merely be edapted to minimize the distor-
tions which the existence of inflation creates in the tax system itself /317 /377.
What is of far more general significance, however, is the considerable number of
reports which appear to exclude consideration of other types of government policy
from their analytical frame of reference. Indeed, it is guite surprising to
discover that some reports can speak of the incentive and disincentiive effects of
taxation without taking 1mto account whether the eXChange rate is undervalued or
overvalued relative to what it would be in a fofeign exchange market in which
the rate were permitted to fluctuate freely, Given the critical relationship
shich exists in an under-developed :country among the capacity to ilmport investment
goods, so-called protective effects, and the potential rate of economic’ growth,
the delicate interaction between the balance of payments‘and the fiscal system

cannot be ignored [317. The need for income tax incentives to stimulate -



domestic investment would, for instance, obviously be smaller {and the quantitative
impact of such incentives would be larger) in an economy characterized by an
overvalued currency, while the effects of taxation on the export sector could be
expected to vary considerably in accordance witih the direction and degree of

departure fram the true equilibrium exchange rate.éy

11. A tax mission's attitudes towards tax differentiation may depend finally,

as has been indicated above, on its relative degree of preference for either an
"optimum" or a "second-best" tax system. On one level, judgements of this kind
involve a mission's appraisal of the chances of all its recommendations being
adopted and its interpretation of the interrelationship betweeq de facto tax
burdens and de jure tax codes and administrative regulations;Z/ on another level,
the differences in attitude simply reflect conflicting basic viewpoints as to
what an optimum tax system really is. The most clear~cut example of attitudes
towards tax differentiation being shaped by a govermment's reaction to over-all
tax policy recommendations occurs in the case of Israel, where the same technical
assistance expert visited the country on three separate missions over a period

of several years. In his first two reports the expert repeatedly argued that,
because the high level of individual income taxes coupled with a very steep

rate of progression seriously hampered personal savings and incentives to undertake
overtime work, both the average and marginal rates of income tax should be reduced
L§§7 Z§§7, but in his final report the expert, recognizing that this basic reform
would probably not be forthcoming, endorsed the special tax treatment that had
already been introduced in the case of overtime bonuses and even recommended

selective incentives for some forms of personal savings 1517.

57 Although sliding-scale systems of export taxation (which are recommended in

a number of reports) implicitly take account of cyclical departures from the normal
exchange rate, they do not deal with the problem of longer-run changes in the

true equilibrium rate of exchange. See paragraph 49 below.

Z/ Even when a rational tax system is believed to exist or be forthcoming, it

may be encumbent upon a technician to appraise the probability of suhsequent change:
being enacted that will bring a drastic move away from optimality. Many practicing
tax attorneys and certified public accountants justify the retention of some so-
called "loop~-holes" on the basis of such risks.
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12. Contrasting attitudes on the comparative importance of de facto and de jure

considerations is illustrated by reports on Peru and Bolivia. In the first
instance the expert argued that the fact that there was de facto discrimination
against earned incame was not a reason for 1ntrodue1ng de Jure dlscrlmlnatlon

in its favour but pointed, instead, to the need for improﬁed income tax adminis-
tration 1317. In the case of Bolivia, on the other hand, the expert (while
apparently supporting discrimination in favour of earned income)‘argued'that
there was no need to introduce this in a de jure sense becauee the'tex system

already favoured earned income on a de facto basis Z§7.

135, Differerices in judgment as to the true nature of an cptihum tax system are,

£ "optimality" vz. “second-best”.

of course, more fundamental then consi {derations of
To some extent the explicit and implicit dlsagreement on this subject to be

found in the mission reports can be eixplained by the different views that have
always existed among public finance specialists concex ning the relatlve priority
which should be assigned to the .four principal treululonal criteria for evaluating
taxes: economlc effects; social justice, admlnlstratlve sultabllity ‘and convenlence,
and provision of revenue for the govermment. . But the problem of deftnlhg the most
rational tax system is, in fact, far more subtle and complex, for what is involved
here =-- as has already been demonstrated by our dlscusslon of the interrelation=~
ships among incentives, resource mobilization, and the flnanc1al capacity of the
industrial sector =-- is not merely conflicts in priority taken in some abstract or
generalized sense. The really basic.questions invelve,a) judgmeht as to the

degree, if any, to which the interaction of these four criteria does change with
the stages of economic development and b) appraisal of the extent to vhich such
differences in interaction should actually be taken intc account in formulating

tax policies.

B. Taxation and the Stapges of Economic Development

14, There is, upon a superficial first readirg, considerable disagreement to
be found in the reuorts with respect to the subject of teketion_and the stagzs of
economic development. This is largely because there is a definite tendency upon

the part of the technical assistance experte to treat one or more of the four tax
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criteria in an implicit fashion.g/ The only criterion which appears to be handled
explicitly in almost every instance is that of social justice, for virtually all
of the reports pay homage to the notion of progressiveness embodied in the
familiar ability-to-pay principle. ZEven here, however, there is a complete gamut
of treatment, ranging from a simple classification of taxes in accordance with
their progressiveness or regressiveness th7 135/ to a forthright statement that

the criterion of social justice should be abandoned [fl7 in the short run because

o/
of the requirements of economic development.i/

15, For the most part the reports have treated the problem of taxation and the
stages of economic development almost exclusively in terms of the potential role of
income taxation. This tendency has, from one standpoinﬁ, teen unfortunate, for
most of the discussion has been inevitably concerned primarily with the criterion
of administration. From another point of view, however, tiais concentration on

the role of the income tax is quite understandable since the technical assistance
experts all agree that its functions are unique. A definite consensus exists that

only this type of tax offers progression over the complete range of the income

7 In this connexion, it is interesting to note that only one of the reports
reviewed clearly and explicitly spelled out the implications of all four criteria
ZB§7 However, the technical assistance expert involved carefully refrained frcm
taking any stand on the central problem--namely, the relative priority to be
assigned to each. Presumably his justification for not making any recommendations
on this subject was the belief that the decision was so vital that only the
government itself could make it. See paragraphs 52-54 below.

2/ It is now almost universally recognized that the ability-to-pay principle
should be applied, not to individual taxes, but to the tax system as a whole, and
the established techniques for statistically allocating the over-all burden of the
tax system among different income groubs were clearly demonstrated at the Buenos
Aires Conference on Tax Administration L5_/ Furthermore, since what is really
important, from a social welfare standpoin is the redistribution of income through
the fiscal system as a whole, the distribution of the benefits of government
expenditures among different income groups should, to the extent that they can be
measured, also be taken into account. This is particularly important in countries
where social reform is given high priority. Although techniques for allocating
expenditure benefits are not nearly so clearly defined as in the case of the tax -
burden, several of the mission reports did attempt to quantify the distribution

of such benefits 1777 1797
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distribution, provides (if it is so desired) that similar persons will be treated
similarly, and ensures & high degree of yieldlelasticity in the revenue system,

Y/
particularly under conditions of inflation.lg’

16. Agreement on the ﬁltimate desirabillity of income taxation is, nevertheless,
entirely consistent with different views on how fast such taxation can and should
be introduced. The majority of the reports under review do, of course, favour
rapid introduction of a global individual income tax, but there are a few reports
which recommend that comprehensive modern income taxation should either be
approached gradually after considerable experience with separate schedular taxes
[3;7 or evolve through the slow adaptation of export and production taxes [3&7.

It is important, however, not to underestimate the significance of. this minority
view, for to the extent that the ability of a country to absorb an income tax
system is a function of its stage of development, 1t should be recognized that

the presently existing body of technical assistance reports covers for the most
part the more economically advanced of the under-developed countries and, as
‘such, may be unrepresentative of the world group as a whole. 1In order to avoid
any possibility of such a bias, therefore, the reports of the missions must also
be examined with regard to A) attitudes on the degree to which alternatives for
the income tax are available, B) the nature ofvthe evidence put forth in support
of the "majority" view, and C) judgment a& to whether the income tax or any viable
alternatives to it are likely, either singly or in combinatién, to produce sufficient
revenues to meet the basic requirements of é’govefnment in:a'rapidly developing

country.

17. In view of the comparatively low level of the average standard of living
and the relatively undiversified nature of the structure of production that

are characteristics of under-developed countries, it is not surprising that almost

107 A considerable number of the reports call attention to the distortions
introduced into the individual income tax by past inflation (i.e., the lowering
of the real value of exemptions and the change in the degree of progression),
but suggestions that automatic provision for future inflation be introduced by
linking the level of exemptions to some cost-of-living inde:x are relatively rare
[317. The impact of inflation on other types of taxation (including business
income taxation) is discussed in various places below.
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all the experts appear to believe that consumption taxes, import duties, and

(with a somewhat smaller degree of agreement) export taxes are likely to be

more progressive over a significant range of the income distribution than they

are in more developed and diversified economies. In fact, a considerable number
of the reports recommend that the progressiveness and yield elasticity of import
duties and consumption taxes be increased by placing all such imposts on an

ad valorem rather than specific basis,ii/ and a good number also support increasing
the selectivity of the consumption tax base, one expert even going so far as to
recommend the introduction of a graduated purchase tax 1527. On the other hard,

it should be clearly recognized that the mejority of the experts treat such
improved methods of indirect taxation as a useful complement to income taxation
rather than as a substitute for it; selective taxation of consumption and imports
is viewed as a way of re-enforcing the income tax while, at the same time, perhaps
inducing favourable or preventing unfavourable changes in the structure of
production. The relatively few experts who seem to believe that there are really
effective short-run substitutes available for income taxation in under-developed
countries apparently base their case on the revenue potentialities of export
taxation, but in interpreting these views, it should bhe rerembered that the reports
concerned were largely written in the early nineteen fifties when the relatively.

high level of primary commodity prices on world markets made the conflict between

;l? For the most part the reports appear to accept implicitly the assumption of
national income accounting that there is complete forward shifting of indirect
taxes in the ex-post sense of measuring the tax burden in terms of actual collec-
tions; this is, of course, entirely consistent with some of the ex-ante burden
falling on the seller in the form of a reduced physical volume of sales. One

of the few reports that gquestions the appiicability of this assumption is one on
Venezuela where the difference in shiftability among various firms in an industry
is cited as one of the reasons for the inferiority of indirect taxes [527.
Surprisingly enough there is very little attention paid to possible differences

in the degree of shiftability in developed and under-developed countries that can
be created by the high mark-up and small volume policies so freguently found in the
latter. One report on Guatemala does comment on the fact that even the substantial
differentials in tax burdens associated with a graduated business income tax do not
appear to 1nhibit. competing firms from raising prices to an extent determined
by their individual tax rates [ig/. This is in marked contrast to experience in
the United States where the much smaller differentials in tax burden associated
with what is essentially a proportional business income tax do appear to reduce

the degree of shiftability /52/.
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substantial export tax revenues and the balance of payments far less serious than
it is under present conditions;;g/ '

18. The principal evidence in support of the rapid introduction of a global
income tax is the well-documented fact that the only effective method of

improving administration of and compliance with this tax is through actua1~ekperience;
if an income tax is not introduced because of an existing lack of administrative
capabilities, the majdrity of the reports imply, the capacity to administer the
tax will always appear inadequate, thereby creating a vicious circle. Howevér,
the mere existence of an income tax does not by itself niean that its revenue yleld
will be reasonable. For this reason it should be recognized that the evidence in
the reports on the relationship between income tax administrative capability and
revenue yle.d is conflicting and points, to say the least, to the existence of a
considerable range of differences among the -uncer-developed countries. One factor
which emerges, for example, is the importance for income tax administration of
the presence in a country of relatively large-scale economic or industrial units,lé/
which would indicate that significant yields can only be obtained in economies
that are already semi-developed or semi-industrialized. Moreover, there is also
evidence that some of the technical assistance experts involved may tend to
exaggerate tax administrative capabilities in all under-developed countries in the
sense that they recommend reforms (e.g., treatment of all corporations as
partnerships [ﬁg7 introduction of a graduated tax on global expenditures [§7 22/
which the majority of technical oplnion believes would be impracticable even under
the best administrative practices p0881ble in the highly developed countrles. 1/

12/ The analysis of shifting tends to be somevwhat more elaborate in the case
of export taxes and includes such considerations as the relative share of the world
zarket 1217 and the possibility of backward shifting [T17 See paragraph 49 velow.

;é/ Sometimes this point is made directly iﬂg? and sometimes by implication, as

In the case of a report which accepts the existence of the capacity to administer
the income tax but believes that the large number of small retailers in the country
makes retail sales taxation impracticable /L5/.

;&/ In the light of this, it might be quite instructive to follow the experience
of India and Ceylon which have introduced limited verions of ‘the expenditures tax.
However, it should be recognized that the proponent of these measures has himself
criticized the inadequacies of the Indian version of the tax L23/'
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Finally, one should bear in mind that experts in public finance have traditionally
been influenced by the adage that "old taxes are good taxes"; in this connexion,
it is interesting to note a) that reports dealing with countries where income
taxes do not exist are far less optimistic about their potentialities 1597 L§£7
than reports on countries which already have such taxes and b) that the one

report 1317 which recommends any significant change from the status gquo definitely
15/

favours drastic simplification of the existing income tax.

19. The effective ylield of the income tax, it has long been recognized Zﬁz7,
depends not only on largely subjective factors such as administration and "tax

" consciousness", but also on the basic structural characteristics of a country.

In this connexion, although many of the technical assistance reports reconmmend a
lowering of personal exemptions under the income tax, there is no way of appraising
from most of these reports how much additional revenue is to be expected in the
absence of quantitative estimates of the impact of such Tactors as the degree of
monetization of the economy and the proportion of the population living at or

close to the subsistence level. However, one strategically important structural
characteristic that is analyzed in some of the reports is quite susceptible of
measurement -- namely, the relative importance of the profit, dividend, interest,
and rent components of the total share of the national product accruing to property.
Because the share of profits and dividends in total property income is relatively
small, as compared to developed countries, in even the most industrialized among

/
the under-developed nations,;—/ and since actual and imputed rental income is

15/ There is conflicting evidence on ¢countries which have introduced income
taxes in recent years. The experience in Malaya, for example, has been guite
encouraging [327, but a recent study of the experience in Afghanistan can only
be interpreted as indicating disaster Zi7.

lé/ Those countries in which all components of property income account for only a
small proportion of national product constitute a special, although important,

case Z§l7? This economic characteristic would undoubtedly be an important deter-
minant in any system of classifying countries into stages of economic Under-
development that are specifically defined for tax purposes (see paragra%h 2% below)
as would the specialized tax problems facing completely new nations LEQ, Z397.
However, neither of these considerations has particular relevance for the ILatin
American nations.
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"everywhere far less susceptible to effective taxation than is profit income,
there is a definite tendency for a given amount of income taxation to fall more
heavily on the industrial sector in under-developed countries. As a result, such
nations are faced with a dilemma unless they can find efficient alternative
direct or indirect ways of reaching rentier income. Under these conditions a
government can either, as some reports recommend, accept the existence of a

lower level of taxable capacity and thereby hope to encourage the growth or
emergence of the industrial sector [E7 or, as other technical assistance experts
suggest [ﬁ§7, give priority to the revenue needs of the government and accept
thereby the attendant risks involved in terms of unfavourable effects on private

17/

incentives and financial capacity.

20, The government of a developing country can, of course, also raise revenues
through the use of the income tax complements described above, through taxes on
the mass of the population, and through a combination of both of these.i§/
However, the consensus of opinion in the mission reports is that selective in-~
direct taxes and mass taxes should be treated as alternatives rather than as
compatible supplementary devices; not only, as has already been noted, does the
ma jority view favour the former, but it also tends to oppose mass taxation on
the grounds of social Justice.ig/ Tt must be recognized, nevertheless, that
estimates of prospective revenue yield from the pattern of selective indirect
taxes recommended in the mission reports are, for a nunber of reas.ns, somewhat

hazy. First, since there is only limited analysis of the price-elasticity of

17/ Some choice among policy altermatives exists, in terms of the personal
income tax, even when there is no sighificant industrial sector. But in terms of
taxes on business income, the policy dilemma is far more acute in the case of
semi-developed countries which have already experienced some significant degree
of industrialization. The sharpness of any conflict in priorities can, of
course, be ameliorated by appropriate business tax incentives. (See paragraphs
28-34 below. )

;@/ land and property taxation is discussed in paragraphs 45-47 below.

19/ See, however, footnote 9 above.
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demand for luxury items to be found in the reports, one cannot be certain to

vhat extent highly selective consumption'taXes‘would work to Improve progressiveness
of the system and to what extent they would tend to reduce consumption of the
taxed items; although many of the experts, naturally encugh, point to the benefits
from a development standpoint that could stem from the resulting changes in the

e xisting or potential structure of production, the fact remains that govermment

L evenues would'be‘correspondingly smaller, Secondly, most of the reports do not
appear to pay sufficient attention to the fact that a considerable proportion of
luxury consumption in under-developed countries is for personal services of a kind
that is not particularly susceptible to selective forms of indirect taxation; the
interesting suggestion has, however, been made that some study be given to the
possibility of imposing old-fashioned types of direct taxes on some key items of
luwxury personal services Zﬁ§7. Thirdly, the very frequent recommendation made

in the reports that equipment imports be exempted from import duties or taxed

at low rates would, although undoubtedly working to stimulate investment, act also
to reduce the revenues of the tariff; moreover, the understandable policy, not
uncommon in a large number of developing countries, of attempting to alleviate
chronic balance-of-payments difficulties by favouring capital imports at the
expense of luxury items would, given a policy of tariff exemption for such

equipment imports, aggravate greatly the loss of revenue from import daties.

2l. On the other hand, a policy of mass taxation would, as several reports point
out, tend to inhibit the growth of investment in industry by limiting the size of
tae existing or potential market 127 [ﬁ27. However, in comparing the quantita-
tive impact of this kind of disincentive with the disincentives created for
industry by high taxes on net business income, other mission reports emphasize
the fact that, all other things remaining the same, the industrial sector is
usually better off with heavy indirect taxes than with heavy direct taxes [i27.
For a rapidly developing country, moreover, all other things do not usuaily
remain the same. For instance, the existence of inflationary pressures which are
ususally taken as an index of an adequate development effort tends to alleviate

the effective impact of any decline in potential market demand that may result
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from the imposition of indirect taxes /H6/. 1In the case of direct taxes on net
business income, on the other hand, inflation tends to have a different sort of
effect and, in the absence of incentive- depreciation policies, intensifies
significantly the burden of taxation in the industrial sector. As a mumber of

ission reports point out, this has been'iﬁe’actﬁgl‘eipériénce in s number of
Latin American countries where heavy rates of inflation Have 1urned net business
income taxes partially or wholly into tdkes on capitel /27 /97 /36/.

22. Trrespective, therefore, of any superficial iack of consensus which the
sechnical assistance reports may initially appesr to exhibit on the subject of
taxation and the stages of economic development, $everal conclusions definitely do
emerge from the reports when they are réad and collated as a group. First, proper
erspective on the general problem'cahnot'be'obtaineduunIESS full and commensurate
veight is assigned to each of the four traditional criteria for evalusting taxes;
in the particular case ‘of incomé taxation, extreme care must, in some instances,
be exercised not to confuse the normative'goéi'bf:éontinuously improving adminis-
tration and compliance with the positive reality of limited administrative absorptive
capacity, while the proven fact of administrative capability should not, in other
instances, be permitted to camouflage the equally important reality of low yield
notential. Secondly, as the preceding conclusion already implies, the structural
cnd institutional differences which exist among thevvarious under-developed
countries themselves are prbbably mére significant, from the standpoint of tax
~oiicy, than those which exist between tﬁé_most economically advanced and
industrialized of these nations and fhe so=-called devgloped countries. Finally,
the not inconsiderable differences which also exist between these semi-developed
countries ahd the developed nations ihvol%e:ééme“qtahtitétively minor, but
economically eritical, variation in the limits of taxable capécity that should

not be ignored.

2%, No matter what attitude one takes towards the validity of some of the
meltiphase taxoncmic schemes which have beén’ élaborated for classifying the stages

of geperal economic development, it seems clear that a highly specialized taxonomic



' system based on the constraints which comparative economic structure and institutions
place on the tax-policy mix- would have real ‘significance and relevance. 'Even if
there were to be unanimous agreement that there is one unique ‘kind of effic1ent
modern tax system which is the ultimate long-run goal of all countries, the fact
remains that, for the vast majority of the under-developed countries of the world
(including g.good number in the Western Hemisphere), the effective time-dimenS1on

of the particular "long run" involved in this case is, for reasons which vary

for groups of countries, far ‘too lengthy to have very much significance for govern-
ment decision-making based on any reasonable planning horizon. Moreover, even

for those countries where the potential realization of a comparatively modern

tax system does not fall outside the limits of a reasonable’ planning horizon, tbe
reconciliation of the conflicts.which always exist among the major tax cfiieria |
point to a scmehwat different policy-mix than would be found in highly indﬁétfialized
countries. Given the delicate gradations of influence which the degree of o
industrialization, monetization, literacy, and level of average living standards
exercise on the determinants of taxable capacity, it would appear -- bﬁvthehbaeis
of the reports of technical assistance missions interpreted as a group -- that )

t he most rational tax system for countries at several different stages of under- |
development and several different phases of development can and should vary

significantly. . , . : S

[T
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II. The Views of the Missions on Selected Problems in Income Taxation

24, Tuwrning from the ideas of the missions on over-all tax policy to a consider-
ation of their views on problems of a mare limited scope, it seems appropriate to
begin with individual issues in the area of income taxation where the treatment in
the reports has been quite exhaustive., To some extent, of course, many of the
numerous issues involved here have already been touched upon in the discussion of
the preceding section, but it should be recognized that, even when technical
assistance experts differ on the general subject of tax differentiation, they can
agree on whether one farm of discriminatory device is more beneficial (or less
harmful) than another. The particular problems to be analyzed are grouped under
five topics: A) tax treatment of foreign capital; B) specific methods of stimulating
business investment; C) miscellaneous probiemg; in individual income taxation;

D) the relationship between indi'vidual income téxation ard corporate income
taxation; and E) the taxation of capital gains. However, in view of the intimate
relationship which the incentives and firencial capacity of the industrial sector
bear to some of the central problems of over-éil tax policy raised above, approxi-
metely half of the discussion is devoted to the secord of these.

A, Tax Treatment of Fareign Capitai

25. Vith respect to the taxation of foreign cepital, the mission reports are in
virtually complete agreement on one essential point: Fawwrable tax treatment is
considered to be only a marginal factor in the decisions of foreign investors
because the prospective tax burden is believed to be only one (and by no means one
of the most impartant) of the factors influencing such investment decisions,

Despite the near unanimity vhich exists on this point, however, there is a consider-
able difference of opinion in the area of actual policy recommendations. Iiuch of
the explanation for this seeming paradox lies in the fact that, while some experts
treat tax considerations in a direct narrow sense, others lay stress on the possi-
bility that tax policy can exert a broad indirect influence on attitudes towards

the other factors which enter into investment decisions.gg/ Indeed, of the missions

favouring low rates of taxation for foreign investment, only one appears to emphasize

20/ There is considerably less controversy about gramting favourable income tax
treatment to foreign technicians; the few reports which raise this issue strongly
exdorse such a policy.




- 21 -

’c.he particular value, in money tems, of the tax-savings or deferral: Ll__7 The"” '
others lsy stress on such bread qua.lltatlve factors as 4) the! pdblluty—-/anoIVed
in directing attemtion to the investment opportunities available in the country [h.]
[§'_7_7, B) the sense of security against expropriation tlat such action may: create on
the part of foreign investors'ﬁ_l][§g, ard C) a clear demonstretion, in. the case:
of jirospective investors interested_ in the local market,‘ of the government's desire:
to creete an amvironment favoxmable to private economi‘,o‘ growth (L7, .
26, ALl the technical assmtance mlss:Lons recognlze elther 1mplic3.tly or expllcltly
that, for very obvious po11t1 cal reasons y it is unsound pollcy to grant foreign
capital preferential tax treatment over domestic camtal.—?-/ For this reason, the-.
really critical factor in shaoing a m1551on's attltude concerning the level of -
taxation to be levied on forelgn 1nvestment is 1ts Judgment as to the relative
extent to which the domestlc level of business income taxation should.be based on
the expectation of attractlng addltlonal for elen investment or be determined by« , -
purely domestic considerations and requrement 8¢ ~Such 1udgment is, in twn,
influenced largely by a mission's general views on the relative importance that
should’ be assigned in over-all tax pollcy to the cr1ter1a of revenue requirements

and economic effects.,

27. Some of the reports also stress' the primary importence of taking into account -
the tax poli'éies of other cohﬁtries; There is, for example, the necessity, in the
short run, of adjusting tax policies to take full advantage of the tax laws in the -
courtries of legal domicile of foreign firms which have elready established

operations /I [ 87 /20 _7 and the desirability, in the longer run, .of entering imto
treaties to avoid double taxatlon w:Lth countries th.ch are likely to provide potential
sources of investment cap:.tal Ll_7 At the same time a country should not ignore: .-
the ‘tax ‘policies of neighbouring countries which may offer similar investment. eppor-
tunities for the location of foreign cabital [1-_8_7 and should preferably try.to sign. .

Lo

21/ 1In view of the location of Puerto Rico in the Caribbean Area and the consider-
able interest that has been aroused by "operation bootstrap", it is impertant.te ... -
note that expert opinion attributes the "success" of this program to such publlcity‘,.‘
effects ﬁl and to_the island's unique position in having free access to the Nor"th:‘""»;
American market 377, o
__/ Naturally enough, a number of reports point out the economic dangers inherent

in overdiscriminating against fareign capital. See, for example, [
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vtreaties with such courtries standardizing the tax treatment of foreign capital and
avoiding thereby mutually harmful tax competition /L 7.

B, Specific Methods of Stimulating Business Investment

28. A useful way of approaching the technical assistance experts' recommendations
on specific methods of stimulating business investment 1s to compare their attitudes
towards tax exemption with their views on such other techniques as accelerated
amortization, loss carry-forwards, and special investment credits or development
bonuses.g'y Specific crit icisms which the reports make of tax-exemption programs
may be grouped into three broad categories, which ere interrelated rather than
mutually exclusive, First there is a group of problems which are associated with
the loss of govemment revenues that such policies usually entail, both in an
absolute sense and when compared to some of the other types of tax incentive that
can be utilized to stimulate industrial investilent., Secondly, there is a set of
problems which is created _by dif ferences in the degree of praofitability or lack of -
profitability among the firms receiving the benefits. And finally there are the
difficulties which arise in connexion vith the possihilities of discriminating, on
the one hand, between new entermrises and existing firms amd, on the cther, between
exparding business and stagnant enterprises; among the chief problems here is the
competitive advantage which fims cbtaining tax exemption may gain over other firms
in the same industry. In interpreting the attitude of individual reports towards
these three categories of problems, it éhou_ld be recognized that they are not always
present to the sané degree, wit h‘;oheir comparative severity being dependent not only
on the specific type of exemption program involved but also on tl‘eacharacteristics
of a particular country's structural and institutional economic enviromment. MNore-
over care should be exercised not to disfinguish too sharply, as some of the reports
do, between tax exemptions ahd other methpds of stimulating investment; the policy
choice for a co‘untry need not _be of the V“alJ. or nothing" variety since several
devices can be combined into a package that cen wark to mitigate the disadvantages
of tax exemption alone,

23/ Fawourable tax treatment for reim)es’.t_é’d profits and unfavourable treatment for
distributed profits are best treated in comnexion with the relatiomnship between
individual income taxation and corporate income taxation. See paragraphs 36-38
below, ; :
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29. An excellent example of the kind of benefit that can be obtained from a tax-
package of this sort emerges in connexion with the first category of criticism
(revenue loss). It is frequently poimted out in the reports that onme of the major
reasons for the inferiority of tax exemptions as compared to accelerated depreci-
ation is that the former entails a permanent loss of revenues for the government
while a policy of rapid tax write-offs invelves only a temporary postponement or
deferral of taxes (unless the firm continues to expand indefinitely). In the light
of this, it is interesting to note that a policy recommendation originally made in
the case of Ghana ﬁ§7 and subsequently suggested as a device for joint adoption
by the Central American countries [ZJ consists, to a considerable degree, of a
combination of tax exemption and accelerated depreciation, Under this plan profits
would be exempted from taxes for an indeterminate period sufficiently long enough
in duration for a firm to recoup its entire criginal investment out of net income.
Presumably the temporary exemption from taxes would apply to a2ll investments and
not merely to investments in depreciable capital assets, but since capital allow-
ances on the initial capital investment would not be permitted after the termination
of the initial "holiday" period, the treatment of demreciable assets would be
virtually identical to that envisioned under accelerated amortization. As a
consequence the largest part of the impact on government receipts under this type
of arrangement would take the form of tax deferrals rather than of a permanent loss
of revenue. loreover, a country which adopted this policy would avoid having to
face ancther of the vexing problems which is inherent in the standard variety of
tax-exempt ion programs, namely, that of having to determine the obti.mum number of

years for a tax-holiday.

30. Although a policy which combines the advantages of tax exemption and accelerated
amortization does appear to offer more benefits than a simple tax-exemption policy,
the question also arises as to whether these benefits are sufficiently greater than
those of simple accelerated depreciation to justify the additional administrative
complexities inwlved in such a combination. Since an announced policy of defer-
ring taxes until the initial investment is recovered would be more dramatic and
novel, it would certainly seem to be more effective from the standpoint of publicity
since it would be more likely to capture the attemtion of prespective investors

than would the staid and prosaic device of accelerated depreciation schedules.
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Moreover, a policy of this kind (&) reduces somewhat -further the risk inherent even
in accelerated amertization thet the distribution of a firm's profits over time may
be such that the enterprise may not be able to utilize the tax benefits in any given
year?&/ and (b) also enables the taxing autharity to awoid the preblems involved in:
determining what rate of acceleration is the mroper one. On the other hand, it -
should be clearly recognized that the orlginal proponent ﬁ§7 of the policy of --
allowing recoupment ‘of investment out of profits over an indefinite time-span based
his recommendation on an extremely narrow view of the nature of investment decisions
by arguing that the most effective tax incentive that ean be offered is a reduction.
in the penod of time in which investment capital is exposed to risk. 25/ This view,
of the investment decision-making process appears, from a strictly a priori stand-..
point, to have far more relevance for foreign investors than for domestic investors,
but the technical ‘assistance expert in questiorm apparently also believes it to be a
key factar for domestic investors since he advocates very strongly that the dividends
peid out of such tax-holiday profits be made exempt from the individual income tax.
In either event, it seems evident that the ratiomale behind. the policy .of tax-free
recoupment of initial investment is more ‘3ikely to lelad to the mere .éstablishment: of
new firms or the one-timé expansion of existing firm's than to encourage the continuous
expansion of firms which is the true-goal.of tax incentive policy.

31. Another kind of reveriue loss under & tax-exemption mrogram, it is frequently
pointed out in the mission reports , arises because many -of the firms which avail .
themselves of the benefits would have commenced or expanded operations even in the
absence of the tax incentives. The number of companies in this category tends to

be greater if the general level of tax rates is low LTQ_‘/- 5}7, but in those cases,
where a high level of business income taxation prevails, the unnecessary revenue -
loss to the govermment may actually be greater [1:27 « (losely relsted to this weak-
ness of tax exemptions is the fact that a tax~holiday period tends to fawour the

24/ This risk is, of course, considerably smaller in the case of accelerated
dep'eciation than in that of normal depreciation. See, below, paragraph 34.

_2_5/ The other report which adwocates this policy / AJ bases its recommendation,
instead, on the argument that one of the strongest tax incentives which can be
offered is that of assuring the investor that the goverrment will only share in
"true" profits,
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more profitable companies when business income taxes are graduated and always dis-
criminates against companies which obtain losses, even under proportional rates 12;-_2_7 .
It has been occasionally argued that any discrimination against firms which make
losses is consistent with a sound development policy since such companies are
obviously inefficient 13-_9_7. But as a number of the technical assistance reports
noint out, this argument does not take into account the tendency for most companies
to lose money in their early years; adequate provision for the carry-forward of
losses [327 1297 actually offers greater incemtives than tax exemption 26 and, if
combined with a loss carry-back, would providé some means of averaging business
income over time and introduce an additional element of fairness into the tax treat-
ment of all companies /L5/. One technical assistance expert, moreover, carries the
argument one step further: Conterding that even a loss carry-forward would not be
enough to neutralize the effects of a business income tax (since the government
still shares in net gains but not in net losses), his report makes the interesting
recommendation that, in a list of designated industries, those firms showing no

profits be entitled to a full fifty per cent return of any net loss.g'?'/

32, Probiems involved in the comparative treatment to be given to differemt kirds
of firms within an industry constitute the third type of criticism which, as
mentioned above, the technical assistance reports make of temporary tax-exemption
pclicies, Special issues arise in this connexion with respect to, first, the dif-
ferential tax burden on growing and stagnant firms amd, secondly, the relative
treatment of new and old firms. If, on the one hand, the exemption privilege is not
grented to all firms in an industry, some companies are placed at a competitive
disadvantage; on the other hand, if the program is extended to all firms regardless

20/ hs one of the reparts notes, however, the loss carry-forward and the tax
exemption need not be treated as mutually exclusive altermatives since a tax
exerption program can provide that losses be carried forward to the period beyond
he initial tax-holiday /18/. :

27/ The government's potential liability in this case would, in view of the pre-
vailing level of tax rates, have been greater than its potential gains; however, the
expert argued that the subsidy inherent in such excessive sharing of losses would be
justified by the need to provide adequate incentives for investing in particularly
risky imdustries and by the fact that the subsidy, under these circumstances, would
not enrich the beneficiary.
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of whether they are expanding, the revenue losses to the government are considerable,
ard the program degenerates into a general swb 31dy instead of a method of encour-
aging new ‘investment [32/ At the same time, however, it would appear unwise, on
the one hand, to limit the mrogram to new firms because the objective should be to
stimulate all new investmént in the designated irdustries /18/, and in some under-
developed countries ‘the scarcity of managerial talent /L2/might acutally make it

28/ yet, on the other

hand, there are serious difficulties;, from an administrative point of view, in
allocating profits between the old and mew parts of o business /42/.

sourder policy to favour the exparsion of existing firms;

33. It is interesting to note, in the light of all this, that those few technical
assistance experts who recomend some form of a tax-holiday period are dealing with
courtries where very little industrialization has already taken place /4_/ /i8/.
There are, moreover, other reports which advise that, if a tax-exemption policy is
adopted at all, its use should be limited to new industries /37/. Nevertheless,
the opinion expressed in the majority of the reports is that accelerated amortiza-
tion of productive facilities, with its emphasis on new investment, is superior

o tax exemption. ILiberal depreciation allowances can mrovide many of the
sdvantages of tax exemptioh without that policy's economic and fiscal disadvantages
end administrative complexities. In the limiting case of a very rapidly growing
“irm such allowances may offset taxable income entirely, and the benefits of rapid
write-offs are automatically cancelled if a firm ceases to expand.

34. The reports under review tend to treat the subject of accelerated depreciation
in a general fashion and do not, vﬁ_th"’very few exceptions, give detailed recom-

mendations on such technical issues as a) the degree of acceleration to be granted,
b) schedules for various individual industries, and ¢) whether the benefits should

28/ The same sart of consideration could, of course, apply to the question of
whether the relnvestment of proflts should be encouraged by the tax system. See
paragraph 37 below.
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be provided by rapid write-offs, special investment credits, or a combimation of
both.g-/ That is stressed primarily is the general suitability of the device and
its flexibility in the face of conditions which may vary from courtry to country
and period to period. Naturally enough the strongest support for rapid amortization
comes in the case of reports dealing with countries which are experiencing or have
experienced substantial inﬂation.y Many reports, however, mention the incentives
that are provided in the firm of "imterest-free loans" even in the absernce of
inflation,zl/ and there are a very few which put emphasis on the fact that, when
there is an already established industrial sector, a policy of rapid write-offs

can exert as much, or more, influence through its impact on financial capacity as

‘through its effects on incent ives.

gg/ A system recently introduced in Ceylon [8_7 vhich seems to merit study by
other under-developed countries consists of A) lump-sum depreciation of an asset

in the year of acquisition equal to the discounted value of the total depreciation
thet would be allowed under the declining-balance method over the life of the
zssety B) carry=forward over an imdefinite number of years of the amount of any
unabsorbed depreciation, increased by 5 per cent each year to reverse the effects
of the initial discounting; and C) a system of development rebates (or special
investment credits) equal to 20 per cent in the case of a new business or the
exvension of an old business and equal to 4O per cent in the case of an approved
project. The first two features go a long way to eliminating the deterrent effect
¢ an income tax on investment by "reducing the risk that the firm may not be able
to take account of all 2llowable deductions for depreciation" and by "wholly awvoiding
the risk that allowances will become inadequate in the future because of rising
prices” [5_7 ioreover, the third feature of fers positive incentives (rather than
the mere neutralization of disincentives) and tends therefore to make investment in
the industrial sector more attractive relative to other investment possibilities.

30/ See paragraph 21 above.

31/ One mission intimates that these incentives are likely to be more pronounced
in a country with very high interest rates [3_17, but it should also be recognized
that the existence of high imterest rates implies that the attractiveness of
alternative investment opportunities is commensurately greater.




'C. Miscellaneous Problems in Indiv:Ldual Income Tamti on

55. The views of the tax missions with respect to the optimum degree of pro-
gression in individual income taxation (incllrling 1rrberrelationships among
exemption levels, bracket s1zes ’ ard ma:c:.mum rates) directly reflect their opinions
on over-all tax policy and have already been discus sed. Bt in the case of their
sttitudes towards tax differentiatlon under th-z 1ndividual incoms tax,z—/ there are
fey additional points which merit elaboration. From the stamdpoint of soeial
justice alone, most of the missions appear to favwur tax differentiation in favour
of earned income, apparently believing th.st. the 1ncome from property (or the past
accumulation of income) prov:.des an additional basis for the ability to pay; how-
ever, the fact that so few of these missiors act.ually recommend such differentiation
probably reflects their belief that selective treatmemt of this kind runs counter
to an over-all policy of furthering economic devel opment [3-17 « Similarly only a
very smell number of reports suggest that individual income tax differemtiation be
used to encourage private savmgs,w ahd those which do limit any favourable treat-
went to highly Selective forms of savings such as government bonds [2__7 or the
securities of a development mstitute [5_7 There are serious politi cal difficulties

joersonal savings into the :Lndlvidual income ta_x structure directly, and most missions
cpparently mwefer to achieve -such effects-'-ir'dir.ecthr by fawurable treatment under
the business income tax (as discussed above) or through the preferential treatment

of capital gains. | . o

32/ “ith respect to the respective merits of schedular amd unitary income taxes,

the views of the more recent missions terd to confirm the conclusion reached at

the 1951 Geneva Conference that differemtiation can be obtained under either
system LBQ] There has, moreover, been an increasing concern with _the irrational
form of differemtiation under some patterns of schedular rates [742/ and a growing
ewareness of the psychological and administrative advertages inherent in building

2 global income tax on the basis of same .adaptation of the existing schedular

pattern 13_/ The tendency has been, however, to recommend reduction of the number

of schedules to the bare minimum consistence with the essential requirements of
effective administration /10/.

33/ Those reports which favowr replacement of the individual income tax by a
graduated experditure tax constitute, of course, 2 special case Z_é] 12_2_7.
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D. The Relationship Between Ind1v1dual Income Taxation and Corporate Income
Taxation :
36. Individual missions appreach the ciueStion of the relationship between individual
income taxation and corpcrate income taxation from the stampoints of a) soc1al
justice and equity, b) effects on capital formation, and/or ¢) possible 1mpact on
e form of business organization, "7ith respect to the first of these, the conflicts
in viewpoint reflect, in part, the usual dif ferences to be.found in developed
countries between those who feel [_-1:97 that the individual is the only ultimate base
for all taxation and those who believe [5_7 tiﬁt the special privileges and powers
granted to the corporation by the government offer a separate and distinct basis
for legitimate taxation;B—l‘/ sometimes, moreover, it is argued that the substantial
benefits provided to business emterprise in developing countries by government
experditures for necessary infrastructure actually meke the case for separate
tzxation of business firms fer stronger than in an industrialized mation [597
4s a result, the attitudes expressed in the reports range all the way from the
virtual disregarding of "double taxation" of dividends to favouring complete inte~
gration of the individual-income and corporste-incame taxes by treating all
corporations like partnerships L§§7 . Some missions recommend partial inmtegration
in the form of either permitting a corpofation to deduct dividend distributions
f=om its tax-base ar allowing the individual taxpyer a credit for income taxes paid
b the corparation [§7 others, however, point to the danger that a crude method
of 1ntegratlon, given limitations on administrative capabilities, may have

unfortunate economic and equity consequences [3-_7.

37. There seems to be significantly more agr'eement‘ on the subject of the effects

of “double taxation" on capital formation. Although a few technical assistance
excerts argue that such taxation is in itself a serious deterrent to investment [1:97 s
the mejority of the reports appear to believe, either implicitly or explieitly,

thet the full taxation of dividends tends to promote the retention end reinvestment

ﬂ/ Even where missions teke the point of view that corporations have a legitimate
taxable capacity which is separate and distinct from that of their shareholders,
they do not favour graduated tax rates for the corporate income tax; such progres—
sion, it is argued, tends_to penalize the more efficient firms and has no real
ethical justification /3_/. See, however, the discussion on granting favourable
treatment to small corporations in paragraph 38 below.
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of dividends, In fact, some reports recormend that specific tax measures be
introduced to- encourage such reinvestment even further by placing a special tax

on distributed earnings 5_7 or non-reinvested profits [2-{/- or granting special
allowances to reinvested profit LZ_-/-. It has been pointed out, however, that
the use of selective taxation of 'this mature assumes elther that dividend distri-
butions will largely be devot ed ’to consumption expenditures or that the reinvest-
ent of earnings ﬁithin an imdividual enterprise is preferable to their investment
in other areas ﬁﬂ. loreover, when the basis of differential treatment is the
reinvestment or non-reinvestment of mrofits, thére exists the thorny administrative
problem of distinguishing between genuine reinvestment and unnecessary additions

to reserves 5_7.

38. Concern about the impact of the tax system on the form of tusiness organization
is expressed primarily in those reports dealing with coumtries which tax corpora-
tions under the same rate schedule as individuals, tut there is also some discus-
sion of this problem in the case of countries with separate rate schedules,

iAlthough the practice of taxing individuals and corporations under identical
schedules may not be too undesirable in a society where virtually all corporations
are family o'wnedvand managed, it is not considered appropriate in a more economically
developed country where a considerable number of large non-family corporations

¢ :ist /457 and may even sct as a potential deterrent to the development of large-
scale corporations which are so essential for bringing together the capital of a
great number of irdividuals ZEJ. On-the other hand, where separate rate schedules
do exist, some reports express oonéern about the possibility that the tax system
m2y prevent the emergence ard development of small carporations. For this reason,
it is sometimes recommended that reduced rates be levied on corporations below a

certain size so that the carporate rate is definitely below the rates which are

35/ For the most part the reports which fawur differential treatment for re-
invested profits appear to recommend that the granting of benefits be limited to
investment in physical capitel; occasionally, however, a report may recommend the
inclusion of intangible investment in research and development []_. .
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likely to apply to the stockholders as indi viduals Ai-§7, or it is suggested that
corporations with fewer than a given number of stockholders be granted the option
of being taxed as either a corporation or a partnership [1'97 Under either form

of recommendation the. asdvantages of the corporate form of organization are retained,
and the emergence of new corporations is not impeded by unduly severe taxa“bion.B—é/

-

e The Taxation of Capital Gains

39. The views of the missions on the taxation of cepital gains, like their
attitudes on the integration of individual income taxation and corporate income
taxstion, reflect a difference of opinion between those who believe that the proper
treatment of such gains is independent of the stage of economic development and
those who argue that capital gains taxation should be adapted to the particular
cheracteristics of under-developed economies. This latter group, in turn, divides
into reports which emphasize the need in under-developed countries for particularly
heavy taxation of some sources of gains and reports which stress the desirability
of giving favourable treatment (or exemption) to other sources of gains. It should
be recognized, however, that the missions which approach the problem from the

stand point of the similarity of capital geins in developed and under-devel oped
countries are in a minority. Ilioreover, they are concerned with what are essentially
semi-industrialized and semi-developed economies; emphasis in these cases is given
rither to the role of capital gains taxation in achieving partial integration of
ingividual income taxation and carporate income taxation [1:57 or to the fact that
cenital gains are like any other kind of income differing only in that they are
obtained over a period of years and should therefore be handled by some method of

averaging /25/.

36/ ‘'here the corporate form of organizetion is already widespread, the principal
problem with closely-~held corporations is avoidance of the individual income tax;
when stockholders have effective cortrol over both salaries and dividend policy,
they cen, of course, allocate profits in such a way as to minimize over-all taxes.
The one technical assistance report which goes into this problem extensively
recommends that closely~held corporations be taxed as partnerships on a mandatory
(rather than an optional) basis [2-57.
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LO.. The majority of the repdrts recommend selective tax treatment of capital gains
based onh categories differentiated with reSpectvtéifhe source of'gains.. As would
be expécted, however, there sre differénces in the emplasis given to particular
.categories.. Some reports, for example, favour'reiativé;y'high rates on gains from
unirmproved land and relatively léw rates on the sale of industrial plant [i§7 [i37.
Cther missions strongly recommend that gains origimeting in the sale of securities
be exempt in order to promote the creation and development of a local capital '
market Zié],_and one technical assistance expert goes so far as to state that all g
zoins except those arising from the sale of land be grented tax-free status so as
to mromote irdustrialization, capital formation, and general development /107,
There is even a rather ingenious device recammended for achieving differential
treatment within the industrial sector itself: Capital losses realized in a'list
of designated preferred industries would be pemmitted to be deducted in’full from
total income, while losses realized in other imdustries could be of fset only agalnst
cepital gains /407, ‘

1. The one type of czpital gain in an under-developed econcmy that is singled out
most frequéntly for particularly heavy taxation is, of cowse, that originating in
the ‘sale of land. Ilfany of the mission reports suggest that the imposition of av
schedule of rates which varies inversely with the period of time the land is held
vi11 A) act to discourage the frequent speculative buying and-selling of land that
is characteristic of so many under-developed countries amd, at the same time,-

B) give the government a feasonable share in the social values created by population
growth, public improvements, and other factors which are not the reSult’qf
individual foresight end initiative /9 /, However, the essertial incampatibility
of these two objectives is recognized in one report LEQ7 which points out that, if
the retes are to be set high enough to be effective in discouraging speculatlon,
the period of time covered in the tax-base would have to be llmlted to no more than
flV° years — with the result that .the so-called "unearned increment" would sub-

st ﬂtlally escape the capﬁtal galns tax.

42, A different sort of conflict sometimes arises in the case of gains realized

through the sale of the capital assets of a business. During an inflationary perioed

L4 d
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it frequently may become more profitable to sell such assets than to continue to

employ them in bu51ness operetlons.EZ/ It has been suggested, however, that

waiver of the capital gains tax in caées where the asset is replaced within a given

period of time is an excellent way of avoiding excessive taxation of the normal

turnover of capital assets and, at the same time, of dlscouraglng purely speculative
Lrensactions LZ§7

37/ There is, with few except ions [327, very little discussion to be fourd in the

reports of the impact of inflation on capital gains taxation in general., Presumably
this is because the missions are, in this particular instance, more concerned with
curbing specuzltion than with abstract cuestions of equity.
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I1I, The Views of the Missions on Selected Problems in Other
kinds of Taxation B '

43. The views of the technical assistance missions on selected problems in other
kinds of:taXation can be usefully analyzed under five headings: . &) the.taxation of
iand and'properiy; B) the taxation of cbnsumption and domestic trade; C) the
t:xation of foreign trade; D) inheritance and gift taxation; and E) muhicipal and
departmental taxation, It should be recognized at the outset, however, that the
treatient which the reports give to these topics is far less exhaustive than in the
case of income taxation and tends, at the same time, to show a significantly greater
consensus of agreement, lLioreover, much of the discussion deals with problems which
are essentially administrative in character and which fall, as such, outside the

scope of the present report,

A, The Taxation of Land and Property

ihe All of the missions, for example, recognize the extremely vital role of land

and property taxation in under~developed economies, but only a very small part of
their analysis is concerned with purely policy issues, The emphasis is for the most
1art on such factors as better trained assessors and improved assessment procedures,
ziecquate land surveys and property censuses, and the need for periodic reassessments
to take account of higher values resulting from economic expansion, population growth,
and (most especially) inflation, iuch of the treatment of these problems is,
roreover, of only limited general interest, for although each of them has some
re.evance for all countries, the degrees of their severity and interrelationship

vary considerably.

45. Collation of the policy recommendations of the reports on the subject of land
and property taxation is also made difficult by these variations, and within the
particular area of rural land taxation these are additional complexities created by
different patterns of land use, different systems of'land tenure and oWnérship, and
differenﬁ.distribution-of*land holdings, Nevertheléss, the great majority of the
missions stress, in one way'df énother, the importance of employing the tax system to
improve the economic utilization of agricultural land. Some reports apparently
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believe'that a combination of a realistic level of.assessments and a .reasonable scale
of proportional rates would in itself be sufficient to discourage the holding of idle
farm land [5725&7, while others-argue that this result could be achieved more
effectively throﬁgh progressive rates levied on either individual parcels [ZQ7 or
cunulative holdings [§§7. - Frequently, however, a report will. go further and recommenc
«.ther a flat percentage penalty tax on unused cultivable land ZEQ7 1227 or the
introduction of a more complicated system in which there is a progressive increase in
the basic tax rate to the extent that net income falls below a certain percentage
return on market value [i27. In some instances, furthermore, missions are concerned
aore with the encouragement of the full development of agricultural land than with
its mere utilization, Although same of the foregoing recommendations would also tend
to serve this purpose, it is also possible to introduce more direct measures to
further this aim in the form of differential taxation for non-developed or under-
developed land or favourable income tax treatment Zﬁ§7 [§g7 for land development
expenditures.,~~ One mission even recommends [517 an elaborate system of land tax
exemptions for farmers who agree to a specified list of land improvements,

46, Another question which is raised frequently by the missions is that of exemption
of small rural land holdings, This is, in part, a purely administrative consideratior
since the costs of assessment and collection may easily exceed revenue yields in the

case of parcels below a certain size, However, basic social and economic issues

iﬁ/ Surprisingly, very little discussion is to be found in the reports of the
subject of special assessments or benefit taxes, There are, however, certain
exceptions as in the case of a mission which strongly recommends that such charges

be imposed for land that is improved through state irrigation.lza7

39/ Just how applicable this procedure would be to most under-developed countries
is questionable, however, because the major incentive in the case of Libya was not
so uuch a lower tax burden as the possibility of obtaining full legal title to the
lard,

40/ It has been pointed out, however, that even if such parcels are exempted, they
should be included on the registration rolls so as to prevent fragmentation of
holdings. /23/
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are also involved. Some missions, for example; recommend exclusion or: :exemption of
small parcels to prevent hardships 49 subsistence farmers. Zf§7 while others either
contend that poverty does not Justify exenmption because taxes are lev1ed for all the
neople [3_7 or believe thﬁt At a ‘piece of land cannot bear a minimum tax, it i8¢ ;
nrob B]V unsuitable for private ownership [:7 In general, houever, tre reports tend
cUnfinn the. view reached at. the. Geneva Conference on Comparative Fiscal Adminis~ -
_tratlon Z—§7 that if the small farmer is to be taxed at all, land taxation is the
“aost sultaole vehicle, 1/ ~ The taxatlon of land, it is believed, is clearly superior
to the available alternatives 31nce production taxes tend to be:notoriously perverse
in their effects and marketing taxes act to prevent the emergence of the much—
de51red market economy. g ; s ‘ o
h?. The treatment in the reports of urban real estate taxation and general property
taxation is rather sporadic ‘and 1nconclus1ve.— There doesj hoWever, appear to be
some agreement that urban land should be taxed more. heavily than buildings e1ther
through ba31ng assessments on capital -values rather than rental:wvalues Zi57 or thrOUg
vaxing land at progressive rates and other real property at proportlonal rates Zﬁ;7 =
On the-other hand, there-'séems to be definite disagreement as Yo a) the inclus1on
- A0//16] or exclusion /37 of "movables" in the property—tax base and b) the deduction
4_7 or non-deduction [__7 of such business assets as 1nventor1es office furnlture,
and goodwill from that base., A

Al? The missions also tend to agree that land taxation ias the. best method for taxing
mildle~size farmers -~ the consensus being'that such ‘farmers should not be made subje
to income taxation (although it is occas1onally argued ‘that only the exemption of
non-monetary income is necessary ZZQ7) The cage of the large farmer, however,
involves the over-all policy disagreement referfed to in paragraph 16 above; the
majority view favors income taxation, but_some: reports recommend that 1and taxatlon
be used as a temporary substitute [2/ /317, LR

42/ The precise nature of the perverse effects of productlon taxes will vary with
the nature of the base (for example, livestock, trees or cereals) and of the
individual :‘conditions of the country [5;/ 1227. T

43/ The 1nterest1ng program of comprehen51ve land taxation recommended for Jamaica
does, in fact, extend this principle to rural land as well [2§7
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B. The Taxation of Consumption and Domestic Trade

48, The views of the missions on the taxation of consumption and domestic trade
exhibit a very high degree of agreement, and the consensus to be:feund in the

reports on this subject is probably greater than'in any other major area of taxation,
Such frequently made recommendations as the need for sexeetivity in the consumption-
tsx base and the desirability of substituting ad valorem fer specific takes have’
already been mentioned (paragraph 17). There are, however, other recommendations
which have been made so repeatedly that they can be summarlzed brleflyi

i) the preferability of excise and sales taxes to turnovep taxes, gross receipt
taxes, and stamp taxes; B) the need to avoid imposihg indirect taxes on the
manufacturer!s level so as to prevent excessive pyramldlng, C) thgudeéirability-in
economically less developed countries of levylng sales and excise taxes on the
wholesale (rather than retail) level so as to facilltate collection and administratior,
D) the need to eliminate the practice of earmarking and to consclidate ‘the many other
different individual taxes which are frequently imposed on the same item as’a result
of historical accident;:and E) the. desirability of eliminating the very large mumber
of patentes, licenses, and nuisance taxes which ralse very little, if any, revenue

and merely interfere with the efficient conduct of ‘business operations.

C. “'The Taxation of Foreign Trade

49, The views of the missions on import taxes tend to exhibit almosf as much
consensus as in the case of taxes on consumption and domestic trade. A majority
of the reports, as has already been pointed out, recommend exemption or low

rates of duty for imports of equipment and aiso advocate that tariffs on consumption
items be highly selective and levied on an ad valerem basis. It is, on the other
hand, somewhat difficult to determine just what the consensus of opinion is with
respect to export taxation. Many of the reporte recognize the ease of collecting
such taxes and the desirability of imposing sliding-scale rates based on price,
but at the&Séme‘time;fhey émphasize that export. duties discriminate against the
axport sec¢tor as a whole and among high-eost4and low-cost producers within that
sector. There has also been, as noted in paragraph 17, a growing disenchantment
with ﬁhe’possibilities of utilizing export taxes as a major long-run source of
government revenues; the tendency among the technical assistance experts is to

treat export taxation as being A) either a stand-by supplementary device for

Ei/ One interesting example of a comprehensive suggested redrafting of a revenue
code is to be found in the report of a special mission appointed by the Government
of Ecuador, which included representatives of a number of different technical
assistance agencies /15/.
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curbing inflation and taXing excessive profits during periods of cyclically high
export prices or B) an evolutionary method, ‘involving both credits and refunds,
for effectively bringing the net brofits of the export industries under the scope

of general income taxation.

D Inheritance and Gift Taxation’

50. The missions for the most‘part favour fairly heavy death taxes believing
that such duties have far less detrimental effects on savings and investment than
do taxes which are morely closely related to the productlon of 1ncomes.&§/ In
addition, the iptroduction of gift taxes is strongly advocated in cases'where
they do not already exist [E§7, and it is also recommended, almost w1thout
exception, that gift taxes and estate (and/or inheritance) taxes be levied on a
common cumulative base. OSome reports show no relative preference fof iﬁheritance
or estate taxation believing that either type can be made to serﬁe'the”pufpo$es
of raising revenue and chééking the undue accumulation of wealth [ﬁ§7; others;
hewever, definitely favour the use of an estate tax because of administratiye
convenience, greater yleld, and‘ihe facﬁ that progressive rates can be ﬁore
easily applied [3&7 [Eg7, while a third group appears to favour, for reasons

of social justice, the inclusion of both types of death duties in the tax system

B. Municipal and Departmental Taxation

51. Quite a few of the reports are keenly aware of the critical responsibilities
which fall on lower levels of government in developing countries and emphasize the

need for such goverunments to provide a satisfactory amount of‘social‘and

E§7 Even if there is full or partial integration mf export taxstion and income
taxation, there still tends to be some discrimination against the export
industries as compared with other industries because of time-lags in payments and
refunds /36/..

46/ Only one of the reports surveyed recommends introducing incentives or
exclusions in connexion with death taxation and advocates that private corporate
securities of all types and the value of partnership interests in certain
designated areas be included at only 50 per cent of full value [Eg7.



-39 -

educational services and to carry out such economlc actlvities as’ the construction
and maintenance of secondary and feeder roads. ‘As a result, ‘the 'desirability of
greater 1ndependent tax1ng powers for local governments ‘is frequently stressed,&z/
but while some reports seem unclear on the question of whether the taxable |
capacity of municipalities would be suff1c1ent to meet local needs adequately [F;];
others appear deflnitely convinced that the answer to' this question is either
aldirmative ZEQ7 or negative [§£7. Sometimes the emphasis is placed on the need
for more elastic revenue sources L§§7, and occasionally missions recommend the

use of inceme‘taxation either through the direct implementation of local income
taxes /T/ or the intreduction of a supplementary .nationally administered tax the
proceeds'of which WOuid_be returned to the state governments [E§7. Attitudes

on the reiative:suitability of grants-in-aid and shared taxes differ in the
reports which raise this issue at all --. some, missions apparently favouring the
latter /247 /K57 but one missien‘defiq;tely preferring grants-in-aid because of
their greater flexibility and sensitivity to varying local needs [597.

PZ} There is not very much discussion of whether there should be two or three
evels of taxation within a country. Of those missions which go into this
subject, reports dealing with Venezuela and Mexico strongly advocate giving the
states independent taxing power f45/ or more elastic revenue sources /33/, while
another report covering Bolivia recommends that the departments be deprived of
their existing powers because the three-tler system is too elaborate fOr a

country of heér size
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IV. Taxation and Technical Assistance: The "State of the Art"
as Reflected in the Mission Reports

52. The main justification, as stated at the beginning of this report, for

making a comprehensive survey of the policy recommendations of tax missions

was to obtain useful perspective on the pattern and evolution of thinking in

this field as reflected in approximately sixteen years of technical assistance
experience. Unfortunately, however, our review and interpretation of the

existing body of reports has not yielded completely unambiguous answers to

either of these questions. With respect to the pattern of recommendations, for
xample, although the section on over-all tax policy clearly demonstrated that,

when the reports are read and collated as a group, the consensus of opinion is

very definitely that optimum tax policy can and should vary with the stage of

economic development or under-development, it is extremely sobering to recognize

that the following two sections showed just as clearly that the recommendations

of the typical individual expert writing about different developed, semi-developed,

and under-developed countries tend to bear much closer resemblance to one ‘

another than do the views of different experts dealing with the same country.

On the other hand, the reports -- it is true ~- do exhibit a definite evolutionary

trend over time towards increasing recognition of the interdependence of recommenda-

tions on individual issues. But the majority of them have not carried this

cevelopment to its logical conclusion;. there is a growing consensus among

experts in the field of public finance in general that the only effective

method of creating a truly useful package of interrelated recommendations that

talies full account of all tax policy criteria is by making estimates of the

revenue ylelds of alternative policy combinations.

53. The field of taxation has, however, always embraced more than purely
technical issues, and this is particularly true in the specific area of technical

assistance to developing countries. Since political economy is involved in

E§7 According to the theory of public finance, not only do the marginal social

cogts of different kinds of taxation have to be balanced off agasinst one another,

but these in turn have to be assessed against the marginal social benefits of
government expenditures. Ideally, therefore, a package of tax policy reccmmendations
for a developing country could not be intelligently framed unless government
expenditure policies were also taken fully into account. From a realistic

point of view, however, it is probably asking too much of missions operating in the
area of tax policy to do more than make rough implicit estimates of the probable

%ﬁogn$ and direction of govermment spending. See, on the other hand, paragraph
elow .
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addition to economics’and public administration, the work of technical assistance
missions must 1nev1tably become as much _Or more, of an art as a scignce. The
grOWing 1ntellectual awareness of the interdependence of individual taxes mentioned
above and the 1ncrea31ng tendency to recommend over~all policy packages creates

a definlte dilemma for the politcally-minded technician even when working in his
ovn country, for 1t is quite politically unrealistic to expect any government to
mccept a complete package of recommendations. This basicfdilemma becomes, far more
serious, however, when dealing with a foreign government -- especially in a
developing country where there is»probably.a much greater degree of subtle
interdependence in#olved among individual tax recommendations than in a highly
industrialized country. Under these circumstances the chances are considerable
that partial adoption of an expert's recommendations may actually produce
detrimental'ratner than beneficial results, and in"order,to reduce this risk it
vould probably be both morelrealisticAand safer for a technician.A) to break

down his over-all list of recommendations into groups of flexible interrelated
c-o-packages and B) to make sure, if given sufficient time to work with the goverrment
conecrned, that the essential elements of each such sub-pacnage are handled in

an Lntegrated manner.

k. From the standpoint of the govermments of developing countries this survey
of the recommendations of past technical assigtance missions.has revealed a
number of intéresting ideas and suggestions'which merit their,consideration and
points also to the existence of a large number of potential laboratories in other
countries for studying the effects of certain tax-policy alternatives,ﬂg/ But
the major usefulness of previous reports for prospective government recipients of
future technical assistance probably lies less in the realm of specific policies

and ideas than in the broad terms of learning what formal specifications to give

527 Apart from the major need for undertaking more work on the relationship
between comparative economic structure and taxation, two other lines of inquiry
for future research emerge from this preliminary review of the recommendations of
technical assistance missions: A detailed study of the degree to which the
suggestions contained in individual reports have been implemented, to be followed
by an empirical investigation of the practical economic and fiscal effects of
those recommendations which have actually been introduced.
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to missions and how to interpret their reports. Given the considerable
interdependence vhich exists among individual tax policies in developing countries,
governmenté‘éhould4bécome more aware of the need for missions with fairly broad
fremes of reference and of the potential dangers involved in adopting only some

of a group of reCdmméndations. They should, moreover, recognlze that their
e:xpenditure policies have considerably more critical significance for econcmic
development than their tax policies and that the lmtter cannct be realistically
framed irdependently of the former.

55. TFor the organizations which sponsor technical assistance missions, a review
of the reports of past missions in the field of taxation raises definite

questions with regard to the kind of expert to be utilized and the type of
mission to be sent. In the light of the many delicate economic interrelationships
involved in developing a meaningful package of policy recommendaticns, it is not,
on the one hand, at all surprising that -~ from the strict standpoint of tax
policy alone ~-- the reports prepared by economists seem, on balance, to exhibit a
better over-all perspective than those written by specialists with other functional
specialties and that, among the economists, those who also possess broad general
economic backgrounds appear to do a more effective job in bringing in the co-
ordination of tax policies with other kinds of government policies than do men
who are exclusively specialists in taxation or public finance. On the other

hand, too much reliance on economic genmeralists also appears, on the basis of
vast reports, to produce less than optimum results,for it is equally clear that
even the best policy recommendations can have little or no effectiveness unless
they can be implemented through practical legislation or reasonably efficient

administrative prccedures.

56, What is probably needed most in the area of technical assistance in taxation,
therefore, is much greater co-~ordination of the work of administrative specialists
and policy generalists than has been possible within the confines of formal
one-shot visiting missions, and in view of the conclusion reached above as to

the real need for developing flexible sub-packages of alternative recommendations,
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it would appear that the usefulness of missions which merely submit a formal

report and then depart is even more limited. For these reasons it is reassuring

indeed to see the degree to which the various organizations sponsoring technical
assistance pirogrammes in taxation are moving increasingly in the direction of

stationing continuing advisory missions in countries for extended periods of

Time. »
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