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INTRODUCTION 

1, The present report outlines 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-Americán Development Bank (IDB) and the Economic 
Commission for Latin 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) Since tax systems caft he-one of the mqst important instruments 
for the finaiicingv̂ :\iatffi/America's economic development, OAS 
IDB and EC LA decî ed̂ on;. .the basis of the recommendations 
incorporated in Bogotá, to launch a long-term joint 
programme with a vi'ew-iEp promoting the reform of tax systems 
and bringing about au .-xmprovement in tax administration • 

(b) The programme planned its activities round two meetings of 
experts. One of these was to devote its attention 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; 

(c) At the ninth session of ECLA (Santiago, Chile, 4 to 16 May 1961) 
and at the Special Meeting of the Inter-American Economic and 
Social Council (IA-EC0S0C) at the Ministerial Level (Punta del 
Este, Uruguay 5,to 17 August 1961), resolutions 186 (IX), 
"Fiscal Policy", and A.3 "Taxation Program" respectively, were 
adopted recommending to the Member Governments of both organiza-
tions that they should give their fullest support to the 
OAS-IEB-ECLA Program* 

/(d) From 
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(d) From 11 to 19 October 1961, a Conference on Tax Administration 
was held at Buenos Aires, Argentina, with the participation 
of fifty—two experts from various countries throughout the 
American continent, 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 
to the first session of IA~EC0S0C at the Expert Level and at the 
Ministerial Level (Mexico City, October 1962)^ 

"(e) After the meeting at Buenos Aires preparations were begun - in 
conjunction with the study of the tax systems of selected 

rf 

countries - 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 

(f) By bringing together outstanding international specialists 
and high-ranking Latin American officials, the Conference 
afforded an opportunity for. discussion between those who approach 
fiscal problems from a.purely/theoretical standpoint and those 
who are engaged in solving,them at the practical level. This 
made it possible-for .the topics of the agend.a to be more 
comprehensively and thoroughly analysed, within the 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 policy and 
tax reform^ 1 

3* The: present provisional report is divided., into two parts. 
The first gives an outline of the .proceedings 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 observers is 
given in an annex to Part I. 

1/ See E/CN*12/AC.5©/6 and OAS Ser.H,X.3 (background document No. 2), 
respectively. 

/4. Certain 
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4« 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 principle, 
it will comprise the ten panel papers which were discussed as agenda 
items^ together 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 light 
of the corrigenda received from participants before the prescribed deadline. 

Part I 

ORGANIZATION AND RESULTS OF THE CONFERENCE 
A, MEMBERSHIP, 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 Mr, Alfonso 
Santa Cruz, Acting Executive Secretary of ECLA and by Mr, Alvaro Magaña, 
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 Economic and Social Affairs of the Organization of American 
States and Executive Secretary of IA-ECOSOC, Mr, Felipe Herrera, President 
of the Liter-American Development Bank (IDB), and Mr, Ratfl Prebisch, Under-
Secretary of the United Nations in charge of the secretariat of the Economic 
Commission for Latin America (ECLA), were read out in the course of the 
opening meeting. 

See below, paragraph 16, 

/I. At 
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I. At their final meeting thç participants in the Conference tçok 
cognizance of the present provisional report of their proceedings, and 
empowered the secretariat of the Program to recast it in its final form a,nd 

» . 

introduce any changes needed to make.it as complete as possible, 
S, The closing meeting 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, Mr. Alvaro Magaña, said a few"words in thé 
name of the OAS-IDB^ECLA Joint Tax Program. 

2. Membership and attendance 
9. The participants attending the Conference comprised.forty-fçur experts 
on fiscaj poliejr, frçm the,following countries; Argentina, Brazil, C^ile, 
Colombia, Costa Rica, Cuba, Dominiçan Republic, Ecuador, EJ. Salvador, 
Guatemala, Honduras, Italy, Mexico, Panama, Paraguay, Peru, Spain, United 
Kingdom of Great Britain and Northern Ireland, United States of América, 
Uruguajr and Venezuela. . . 
10. In addition, twenty-five experts from some of the above-mentioned 
countries and Nicaragua were present as observers. 
II, Persons specially invited to the Conference werç I-Sr. José-Rafáel Al?inader: 
Under-Secretary fot Finance of the Dominican, Republic, Mr. Edison Gnazzo, 
Director of the Income Tax Office of Uruguay, and Raúl Sáez, Acting Co-ordinato:, 
of the Committee of Wine appointed by the IA-ECOSOC. Mr. José- María Cazal 
and Mr. Mauricio Baca attended as representatives of the.Latin American Free 
Trade Association'(ALALC) and the General Treaty on Central'American Economic ' 
Integration (SIECA) respectively» , . . • 
12, The participants, the observers and the persons specially invited 
attended the Conference in a personal capacity.and not,as representatives 
of their countries or Governments* It should be noted, however, that the 
OAS-IDB-EÇLA Joint Tax Program has the official approval of the organizations 
concerned, which have recommended to their member Governments on various. - ~ 
occasions that they should co-operate in the activities of the Program by 
presenting papers and facilitating the attendance of national experts at its 
proceedings, 

A3. A 
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13* A complete list of the ê cperts attending the Conference will be 
found in the annex to Part I of, the present report, 

3# Organization of work 

14. The directors of the OAS-IDB-ECLA Joint Tax Program took the Chair 
at the Conference and conducted the proceedings in rotation. In the 
case of each of the topics considered, the authors of the panel papers 
and of the commentaries on them were invited to lead the discussion by-
making an opening statement and suggesting lines of approach. 

15» The secretariat in charge of the work of the Conference x&s as 
follows: -
Directors 

Alvaro Magaña (OAS) 
James Lynn (IDB) 
Pedro Mendive (ECLA) 

Technical Advisers 
Marto Ballesteros (OAS-IDB-ECLA Program) 
Wade Gregory (CAS) 
George E. Lent (OAS-IDB-ECLA Program) ' • •— • 
Milton C. Taylor (OAS-IDB-ECLA Program) 

Conference Officer 
Juana Eyzaguirre Ovalle (ECLA) 

Editorial Section 
Francisco Giner $e los Ríos, Chief, Editorial Section (ECLA) 
Frederick Fuller, English Editor (ECLA)' ... 

Administrative Officer 
Richard Hughes (OAS) 

/B. AGENDA-
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B. AGENDA AND BACKGROUND DOCUMENTS 
16» The business of the Conference was conducted in accordance with 
the following agenda; 
1, Opening addresses 
2. Fiscal policy in Latin America's economic development 

Background documents 
Panel paper by Victor L« Urquidi (CPF-DB~8T) 
Comments by Felipe Pazos (CPF-DB-8/Add.l) and Anlbal Pinto 
(CPF-BB-8/Add.2) 

3# Fiscal capacity of developing economies: issues of tax policy 
Background documents 
Panel paper by Rajanikant Desai, of the Fiscal and Financial Branch, 
Department of Economic and Social Affairs of the United Nations 
(CPF-DS-1T) 

4» The role of taxation in economic development 
Background documents 
Panel paper by Nicholas Kaldor (CPF-DB-3) 
Comments by Federico Herschel (CPF-DB-3/Add#2) and Rodrigo Nfiiies 
(CPF-DB-3/Add.l) 

5. Issues of tax reform for Latin America 
Background documents 
Panel paper by Arnold C. Harberger (CPF-DB-4) 
Comments by Carlos Matus (CPF-.DB-4/Add#l>^ 

6, Public expenditures and economic development 
Background documents 

Comments by Jorge Méndez (CPF-DB-lO/Add.l) 

2/ Mr. Matus being ill, his paper was introduced by Mr. R. Ross» 
y In the absence of Mr. Adler, his paper was introduced by Mr. Marinus 

Van der Mel# 

Monograph sent in by John H. Adler 

/7. Personal 
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7« Personal income tax in Latin America 
Background 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-DB-2/Add,2) 

8# Taa:es on not woalth, inheritances and gifts 
' Background documents 
Panel paper by Dino'Jarach (CPF-DB-5T ) 
Comments by Carlos Casas (CPF-DB-5/Add.2) and Jaime Porràs 
(CPF-DB-5/Add.1) 

9. • ' Corporate income taxation in Latin America 
Background documents 
Panel paper by Alan R. Prest (CPF-DB-l) 
Comments by Braulio Jatar-Dotti(CPF-DB-l/Add.2) and Alexander 
Kafka (CPF-DB-l/Add.l) 5/ 

10. Production, consumption and economic development taxes 
Background documents 
Panel paper by José Maria Waharro (CPF-DB-6T) 
Comments by Néstor Vega Moreno (CPF-DB-6/Add.l) 

11. Reform of agricultural taxation to promote economic development 
in Latin America 
Background documents 
Monograph sent in by Haskell P# Wald (CPF-DB-9)^ 

Comments by Sol Descartes (CPF-DB-9/Add.l) and Vi. F* Gregory 
(CPF-DS-3) 

12. Fiscal problems in relation to a common market 
Panel paper by Cesare Cos?iani (CPF-DB-7Ì) 
Comments by Mauricio Baca, representative of the secretariat of 
the General Treaty on Central American'Economic Integration 
(CPF-DB-7/Add.1) and José Maria Cazal, representative of the Latin 
American Free-Trade Association (ALALC) (CPF-DB-7/Add.2) 

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

6/ In the absence of Mr. Wald, his monograph was introduced by Mr. Descr.rtes, 

A3. General 
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13• General discussion 
14. Provisional report of the Conference (CPF-DB-ll) 
15« Closing addresses 

17. In addition to the panel papers and coirsmentŝ and secretariat 
documents (bearing the symbols CPF-DB 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 technical assistance missions: 
evolution, pattern and interpretation, by Eugene Schlesinger 
(CPF-DS-2) 
Conventions for'the avoidance of double taxation with respect to 
taoces on income, by Joseph Crockett (CPFrDS-4) 
Incentivos tributarios en America Latina. by Pedro Mendive 
Icpf«DS-5F2/ 
Income tax treatment of foreign investment, by Jack Heller 
(CPF-DS-6) 
Resume tributaria de Chile« by Enrique 
Piedra 

8/ Spanish only 

/C. FINAL 
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; ' C. 'FINAL SUMMARY AND CONCLUSIONS^ 

18. The participants were in agreement that the fiscal policy of the 
Latin.American countries must be closely integrated with the economic 
development plans which these countries were preparing'or implementing. 
Such integration .must .encompass the financial plans which make economic 
development a realizable goal. 
19. The participants at .the Conference likewise agreed that an overriding* ' 
problem in the fiscal field in Latin American countries was that of increasing 
public revenue, both by means of taxation and through an increase in the 
income of public enterprises. ' 
20. Increased revenue .was essential to enable the countries «f Latin 
America to, spend more on purposes essential for development, and on the • •*' 
mitigation of social and economic inequality. It was essential, also? in 
order to improve the relationship between the level of expenditure and 
the level of revenue. At., present most Latin American countries 
had sizable deficits in their public accounts which were a major cause c'f 
their continued inflationary tendencies,and- which, by swelling profits • 
artificially, also aggravated the inequality in the distribution cf income -
and wealth. 
21. The participants were agreed that there was'ample capacity in most 
Latin American countries to increase public-Revenue and that among the most 
important causes for the insufficiency of such revenue was the failure of 
the tax system to impose effective levies .on the propertied classes and"to 

&/ The present 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 a general consensus of" 
opinion, although in some cases agreement was not unanimous. 0 

The present text, which has been kept as brief and concise as 
possible, outlines the broad features of the fiscal reforni required in 
the Latin American 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 published 
version. 

/collect those 
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collect those in force©*^ 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 capital - 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 introduction of new taxes, 
23« The participants recognized that the social, political, legal, 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 redaction 
of the required pace or pervasiveness of tax reform. It was essential, if 
the goalp 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, 
24» 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 public sector operationsA 
and of control over current expenditures of Governments, were all essential 
if the burdens of increased taxation were to bear the fruits to which the 
Conference aspired, 

2/ The problems of tax administration were considered during the Conference 
held at Buenos Aires in October 1961. While the Santiago Conference 
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 important 
aspects of a reorganization of the fiscal systems of latin America related 
to the following: 

(a) The reform, simplification and up-dating of the system of 
indirect taxation; 

(b) The creation of a comprehensive unitary system of progressive 
personal income tax, which included the taxation of capital 
gains both on movable and inmovable property, supplemented by 
a net wealth tax where feasible; 

(c) The collection of more revenue from taxes on urban and rural 
« • 

property, which would be additional to personal income t:\xc-s on 
the income derived from such property and which should also 
be co-ordinated with other forms of special taxation of 
income from property; 

(d) The strengthening of the system of inheritance and gift 
taxation; 

(e) The placing of public enterprises on a self-sustaining basis 
through the adoption of adequate rates for services rendered; 

(f) The harmonization of the tax treatment of the income of 
foreign enterprises and the taxation of income which residents 
received »from Abroad • 

(g) The creation of a fiscal climate which, with the cautious use 
of incentives,would be attractive to the formation of private 
capital and its investment in productive enterprise; 

(h) The reform of budgetary practices and the inclusion in 
budgets of the operating results of autonomous agencies; and 

(i) The establishment of an objective and co-ordinated system 
of tax administration, using each tax to give more solidity 
to the others, so as to guarantee that the benefits of 
substantial reform would not be lost in administration, 

26. Though these measures are discussed separately, the Conference 
recognised the gee ?/t importance of considering the merits of any tax system, 
not on the basis of the effects of individual taxes, but on the basis 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 x*as 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 existing 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 base. 
Improvement in progressivity, as well as further augmentation of yield, 
could also be achieved by levying more severe excise taxes on luxury goods 
consumed predominantly by the middle and' higher income groups. • Luxury 
items imported from abroad already bore substantial import duties in 
most cases, but there was no similarly heavy indirect taxation of home-
produced luxury articles, which now, in seme countries, accounted for the 
greater part of luxury consumption. 
29. Some of the participants considered that there was a case for 
substituting a uniform value-added tax in replacement of the existing 
sales and excise 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 rent) by each enterprise. . A value-added tax, by yielding independent 
information on the sales of interprises,would also provide the basic 
framework̂  for a more effective administration 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 calculating 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 was that the rate schedule 
should be both simple and not immoderate, "While it was 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 were too high in many cases. The participants 
agreed that there wa,s 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 was also an essential precondition of an 
effective system that the maximum marginal rate of the tax should be 
moderate. Excessively high marginal rates made it impossible to extend 
the tax to all forms of income (for example, capital gains) or to eliminate 
numerous 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 great a 
temptation to corruption and bribery. Hence theywere not productive of 

12/ revenue „ —' 
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 questioned 
this method as requiring information and technicians not at present 
available, and suggested that some fraction of self-assessed valuation of 
property be used as a measure of presumed farm income. 

10/ Social 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 5° 60 per cent. 

/33- The 
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33« The participants were agreed that the ownership of property conferred 
advantages which were distinct from .and additional to the income derived 
from such property. It was suggested, therefore, that in addition to*a 

V 

progressive, income tax there should also be a tax on net wealth of 
individuals or families. For that purpose "wealth" should include 
property in the form of real estate and financial assets - as we11 as 
valrable personal possessions - and "net wealth" should be the excess 
of the value of such property over liabilities, ' Such a net wealth tax 
should be levied at relatively low rates on the wealth in oxcess of some 
reasonable multiple of the per capita national income. It was recognized 
that the,net. wealth tax required a high degree of efficiency of tax 
administration, and therefore its introduction in the near future might only 
be advisable for countries possessing those administrative prerequisites. 
34. While the majority of the participants felt; that such a tax should be 
progressive, with low rates (rising, say, from 0.5 per cent to no more 
than 2 per cent on the excess of wealth-over the exempted amount), a 
substantial minority felt'that the tax should be proportional. . 
35. The participants agreed that the administration of the income and 
net wealth taxes could-be greatly improved if the individual tajepayer -
were legally required to make a regular and full disclosure of all the 
real property, stocks, shares, etc., owned by him, and if the tax 
authorities had legal powers to verify the completeness and accuracy 
of the taxpayer1s returns. 
36. Legal and administrative procedures should therefore be established 
which would enable the * beneficial owner nf immovable property and of financial 
aoi-ats to be identified. That required the compulsory registration of 
all real property in the name of the beneficial owner and the adoption of 
means whereby the ownership and transfer of securities (including bearer 
shares) were comprehensively registered with the tax authorities. 
37. An efficient administration of the income and real property taxes 
also required the establishment of suitable procedures for the valuation 
of capital assets at their approximate market value. Under present 
conditions in Latin America that required a significant strengthening 
of both the technical and administrative capacity of tax enforcement ; 
authorities. * -

: /38. The -
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38. The participants were agreed that in the setting of corporation 
income tax rates countries should balance the following considerations: 
the rates should not be set so higtx as to discourage domestic investment 
and risk-taking; on the other hand, the rates should not be set so low as 
to forgo substantial amounts of tax on the income of foreign enterprises 
where, as was typically the case, a reduction of the tax paid by such 
enterprises to the particular Latin American Government would only be 
offset by a corresponding increase in the tax payable-by those same , 
enterprises to the Governments 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 personal income tax systems,.should be avoided» „Such continuous 
progression invited cprporate 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 different classes of property. Traditional'taxes in that . 
area included the corporation income-tax, the, tax on urban real estate, 
and the tax on agricultural property. It was felt that, in the interests 
of equity and also of an efficient allocation of resources, the different 
forms of capital should bear an approximately 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 agricultural 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. . 

M . In 
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41. In countries where the ownership of land was highly concentrated, 
and where the prevalence of absentee ownership militated against the 
introduction of progressive techniques in agriculture, a progressive 
agricultural propert;*" tax was a potent instrument for inducing efficient 
use of land, for creating a freer market in land, and for promoting 
the objectives of agrarian reform. 
42. The basic problem in the taxation of urban and agricultural 
properties was to obtain adequate assessments, i.e., to determine the-
tax base. The participants considered two methods as possible substitutes 
for a supplement to the traditional one of direct valuation by fiscal 
officers. 
43. The first was the method of self-assessment - the declaration by 
the owner himself of the value of his property. That declaration 
itfould be placed on public record, and any individual or enterprise x̂ ould 
be free to make a bona fide bid to purchase the property. In 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 
required to revalue his property up to the amount which was bid. In 
that case the maker of the frustrated bid would be entitled to a premium, 
which might be in the" amount of the extra tax obtained in the first year 
following the revaluation of the propertjr. Where inflationary problems 
wsipeoi serious dimensions, provision would have to be made for the 
automatic readjustment of assessed values during the period between 
successive declarations required of the owner. 
44. Some participants thought that the self-assessment system was 
likely to be superior to the traditional system even where the latter 
system was well administered; others 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 
one, but that the mechanism for enforcing 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 
had in fact been applied by a number of countries in the implementation of 
their agrarian reform.programmes. 

/45. The 
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45. The second method, considered in the case of agricultural but not 
urban property, was the assessment of land on the basis of its potential 
yield, taking into account the data provided by cadastral surveys. 
46. The Conference felt that there should be progressive taxes on 
inheritance complemented by similar taxes on inter vivos 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 property in connexion with income tax 
were adopted, the administration of inheritance and gift taxes would no 
longer present special difficulties. 
47^ It was felt that many Latin American republics fixed the prices of 
services provided bj public enterprises at unjustifiably low levels, 
thus depriving their Governments of an important source of revenue. 
It vas not oft'-jii realized that the greater part of these services was 
sold, not to the final consumer, but to private enterprises, with the 
effect that the profits of private enterprises were artificially raised 
at the saiie time as the profits of public enterprises were kept 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 
the private sector. That was especially important in Latin American 
countries where the profits earned in public enterprises could provide 
a significant source of financing for the needed expansion of their 
operations. 
48. It was likewise felt that in the countries of Latin America the 
provisions of the law relating to foreign enterprises wererelatively 
better administered than other provisions. However, attention was 
drawn to the fact that in a number of countries substantial concessions 
might have been granted to attract foreign investment. That was particula 
true when the problem wasconsidered from the point of view of the group 
of undeveloped countries as a whole. Concessions snade by any one 
country, if successful, were more likely to divert the flow of funds from 

/other countries 
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other countries than to increase significantly the total flow of such 
funds. In addition, attention was-drawn to the fact that it was possible 
in some cases for international companies to understate the value of 
their exports - or to overstate the value of their imports - and thereby 
show a smaller profit on their local accounts than the true profit 
arising from their local operations. The Conference felt that both for 
the purpose of limiting undue concessions to foreign companies and for 
the purpose of1 ascertaining 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 foreign enterprises. 
49. The Conference felt that there was a strong case on equity grounds 
for extending the liability for income taxation to income received from 
abroad - as-wasalready the case inmost European and" Worth American 
countries particularly since the residents of many Latin American 
countries'1 owned very substantial amounts of capital abroad. It was felt 
that in order to enforce such provisions the co-operation of foreign 
countries should be enlisted to provide information of income received 
by residents of Latin America. It was known that some countries already 
provide such information on a mutual basis under international tax 
treaties, 
50. ' The participants recognized that tax incentives could be a potent 
instrument of economic policy, both to induce resources into desired 
uses ant/1 to impede their use.in less desired areas. Those incentives, 
howeveri had in the past had the effect of producing substantial 
: ¿venue losses in most cases, while producing limited or even negligible 
pas:' ¿ive economic effects in many others. It was essential therefore, 
that extreme caution should be exercised so that tax incentives had a 
high expectation of producing the desired effect with minimum loss of 
revenue; -and -it was a reasonable goal of policy, when incentives in a 
particular*direction."were contemplated, to contrive methods which accomplished 
this aim'without any .revenue loss. In the particular case of investment 
incentives, it was noted that it wasnot easj to devise and administer an 
efficient system, and that the use of those incentives was more powerful 
in influencing-the character of investment than in increasing total 
inv3sti.-.?ent • 

751. The 



E/CN.12/638 
Page -19 

51. The Conference was in agreement in applauding the recent trend 
toward the development of common markets among the Latin American 
countries. It was noted however that as successive reductions of 
trade restrictions occurred, they might create transitorj' fiscal 
difficulties for some of the participant countries. The Conference 
also emphasised the need for preventing differences in fiscal provisions 
among the countries involved from producing undue distortions in the 
patterns of production and trade, and stressed the importance of further 
research in that area. 
52. The participants 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 quantity 
and quality of statistical data, and for a substantial augmentation 
ox 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 accommodate 
those needs so as to make the fiscal reforms which had been the subject 
of the present Conference as effective as possible. 
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FISCAL POLICY IN LATIN AMERICA'S ECONOMIC DEVELOPMENT 

Mr« URQUIDI 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 financial policy until 
such time as Governments, political forces 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 
development policy was deficient. In those 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 thai the trend 
towards development programming would have 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 investirent 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 investment and to change its sectoral composition, to increase 
the public sectors' 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 connexion, it should 
be stressed that the financial administration of a country needed a 
unified command: the Minister for 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,1 including social security, state banks, and thè 
agencies responsible for regulating supplies» 

Fiscal policy was the whole body of measures relating to the tax 
system, public expenditure, contracting of internal and external debt 
by the State, and the financial operations and situation of the autonomous 
and semi-public agencies and bodies., through the medium of which the amount 
and distribution of public investment and consumption as components of 
national expenditure were determined and the volume and composition of 
private investment and consumption were directly or indirectly influenced» 
The definition implied that the influence of fiscal policy on economic 
and social development depended in essence upon what each 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 possible to do with matters of infrastructure, 
and that it should only exceptionally undertake activities directly 
related to production or distribution, fiscal policy would be just as 
significant and important as in cases,where the State played a substantial 
part in the creation of the infrastructure of development or in the 
e stab li shir® nt of agricultural, industrial or distribution enterprises,, 
since it was responsible for guiding the .multifarious decisions taken with 
respect to private investment and consumption, reconciling them with 
national 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 countries.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 national-
expenditure, where public investment exceeded 33 per cent of total gross 
investment, or where tax revenue represented over 12 per cent of the gross 
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product. Consequently, a fiscal policy conceived as 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 
provincial 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 taxj 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* 

Another 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 whole, 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, investment 
in hospitals, welfare centres and housing by social security agencies 
frequently acted as a substitute for the investment that should be directly 
effected by the State. 

/Another factor 
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Another factor in fiscal policy that was nob always fully recognized 
was the contracting of. debt by the different branches of the public sector. 
The internal or :external indebtedness of the central Government, or of 
a provincial or municipal authority presented no problem, but difficulties 
did arise in relation to financial transactions in the subdivision consti-

« 

tuted by serai-public agencies and enterprises. To be consistent with 
the theory hitherto, sustained, debts contracted by semi-public enterprises 
-should be treated.as an aspect of fiscal policy, with the possible excep-
tion of short-term commitments (for less than a year) entered into purely 
for the purposes of current or cash operations. 

Fiscal.policy should also be taken to include exchange measures and 
the activities of central banks as well as thé control mechanisms established 
by the State to facilitate the marketing of crops, guarantee minimum rural 
prices, absorb production surpluses, and regulate supplies and stabilize 
prices of food in urban areas. 

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

With regard to the objectives of fiscal policy, those directly linked 
to economic development were ' of more importance than those of a social 
nature, and were three in number: (à) to create sufficient public savings 
to cope with the estimated volume' of public investment, and to collect, 
by means of internal and external borrowing, such additional resources 
as it might be. prudent to obtain froni private or foreign savings; (b) to 
absorb-from the.private economy, by the most equitable and efficacious 
means, the income required to cover the provision of those public services 
which the community regarded as'indispensable or desirable; and (c) to 
manipulate various tax, expenditure, exchange, price or rate-fixing and 
other instruments, in such a way as to provide the private sector with 
sufficient incentives to generate the volume of savings required for 
economic development and to effect its proper share of investment. 

/The foregoing 


