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INTRODUCTION

present report outlipes the proceedings of the Conference on

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

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

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

appropriate, They can be summed up as follows:

(a)

(b)

(c)

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

incorporated in thig .

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

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

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

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

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

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

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

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

1, Opening and closing meetings

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

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

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

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

2/ See below, paragraph 16,

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

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

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

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

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

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

Uruguay and Veneguela, .

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

countries and:Niéaragua were present as observers,

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

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

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

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

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

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

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

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

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

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

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

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

presenting papers and facilitating the attendance of national experts at its

proceedings,

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

3, Organization of wark

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

making an opening statement and suggestlng lines of approach

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

[

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

The business of the Confererce was conducted in accordance with

the following agenda:

Fiscal policy in latin Americal!s economic development

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

Fiscal capacity of developing economies: issues of tax policy

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

The role of taxation in economic development

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

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

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

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

1. Opening addresses
2o
- Background documents

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

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

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

5e Issues of tax reform for Latin America
Backsround documents

b,
Background document s

3/

L/

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

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

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

8, Tazies on net wealth, inheritances and gifts

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

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

9., . Corporate income taxation in ILatin America

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

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

10, Production, consumption and economic development taxes

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

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

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

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

12, TFiscal problems in relation to a common market

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

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

s

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

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

/13, General
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13. Gener:al discussion

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

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

Tax policy recommendations of teéhnical assistance missions:

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

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

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

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

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

e b WES e i — . ——

8/ Spanish only.

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

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

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

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

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

the level of reveﬂﬁe. At UréSMnt imost Latin American eountries

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

| taxation;

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

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

- received .{rom bbroad, B

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

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

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

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

26. Though these measures are dlscussed separately, the Conference

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

income tax rates countries should balance the following considerations:

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

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

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

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

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

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

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

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

to serve major economic and social objectives,

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

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

the objzctives oi agrarian reform.

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

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

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

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

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

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

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

inheritance complemented by similar taxes on inter vives gifts.

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

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

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

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

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

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

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

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

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

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

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

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

of the present Confercnce as effective as nossible,

/ANNEX
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FISCAL POLICY IN LATIN AMERICA'S ECCNQMIC DEVELOPMENT

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

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

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

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

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

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

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

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

/product. Consequently,



B/CN,12/638
Fogn 31

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

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

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

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

/Another factor






