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GENERAL DISCUSSIONs PROVISIONAL REFORT OF THE CONFERENCE ON FISCAL FOLICY

(Conference Room Paper 3)

The CHAIRMAN read a statement by Mr, Victor Urquidi, one of the
participants at the Conference, whose pressing duties had compelled
him to leave Santiago the previous day, Mr, Urquidi felt that the
task of the experts at the Conference had not been to speculate on

new forms of taxation, ingenious ‘and interesting though they might be,
but to deal with fiscal policy within the framcwork of existing political.
and social institutions and to guide it into areas which would, above all,
increase the resources a Governient needed in order to give greater
impetus to economic develorment progrcumes &s soon as possible, A
critical examination of Latin Americin tox systems diselosed major
defects, and as a result tiie countries concerned might be tempted

to experiment with fiscal technigues which had been proposed in many
parts of the worlde, He felt that while new possibilities should be,
studied, the basic course to follow was to improve existing systems,
create improved fiscal structures and ensure a more efficient administro=
tion in order to overcome the many obstacles to reformm, through public
acceptance and a full understanding of the objectives sought,

In his view, the Conference had mede it cléar that most of Latin
Americe was not lacking in the factors needed for a good tax policy
directed towards economie development, There was growing awareness
of the fact that fiscal policy as a whole - of which tax policy was
a part = was but one feature of economic planning, Taxes were conceived
in terms of their fumotion in develomment plans, and that meant that the
structure of demand and of supply had to be modified continually without
necessarily following the imdications provided by the free pl=y of the
market, Thus, many of the criteria which had so far prevailed in the more
developed countries with respeet to fiscal policy, and especially as
regards the best way of combining the different taxes, would have to be

revised and continually adapted,
' /Discussions such
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Discussions such as those held at the Conference should therefore-
continue, with the participation of experts from all over the world and
of Latin American go#érnment officials and experts, At some future stage
a joint meeting shoulﬂ{be arranged between fiscal experts and tax
administration experﬁ#land offieials, Moreover, strong encouragement
should be given to empiriczl research in fiscal questions, both in the
Latin American countri;§ themselves and in regional agencies such as the
OAS, ECLA, the Latin Americen Institute for Economic and Social Planning
and the IDB,

Lastly, Mr, Urquidi pointed out that while tax reform was a very
powerful instrument contributing to the economic and social changes to
which the Latin American ecouniries had coumitted themselves under the
Punta del Este agreements, there must be a clear definition of the
scope of fiscal policy, It was not 2 question of either instituting
forthwith a drastic tax reform, or else suffering a major economic and
social catastrophe, There were many other elements militating in
favour of the structural changes implied in economic development that
were essential to an jmprovement in soclal conditions, Once the
objectives were fixed, fiscal policy, in conjunction with other
measures, could gradually and firmly be directed towards their
attainment without having to bear the full responsibility for ite
Moreover, it would be irresponsible te¢ construe the delay required
in the adoption and practical application of particular reforms as a
weakening of the resolute aim of progress and social justice which the
Latin American Governments had set for themselves and which were fully
supported by the experts at the present Conference,

Speaking in his official capacity, the Chairman explained that the
draft report before the Conference (Conference Room Paper Noe 3) was an
attempt to capture the sense of the participants with respect to the
questions discussed, in the hope that the recommendations would prove
useful to the Latin American countriess The comments made during the

general discussion would no doubt require revision of some of the
/statements in
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statements in the provisionel report, which would be amended accordinglye
The participants should bear in mind that the Conference was being held
within the framework of the conclusions reached at the Puntz del zcte
Conference regarding the economic and social objectives of the Latin
American countries, The emphasis placed in the report on certain
recommendations reflected the guidelines laid down at the Montevideo
Conference: )

Mr, PAZ0S attached importance to Mr, Pinto‘§ table on the socizl
distribution of tax instruments, (See additional note to CPF/SR.8).

He suggested that Mr, Pinto's percentage breazkdown of the active
population (5 per cent for the upper income level, 35 per cent for the
middle income level and 60 per cent for the lower income level) should
be changed.to, say 15 per cent or 20 per cent for the middle income
groups and 75 per cent for the lower incone groups, He felt that would
better reflect the true situation, He also suggested that the tax
burden as given for the respective income groups was the desirable
objective, The upper income group at present carried only 33 per cent
of the tax burden and the lower income group was earrying 60 per cent,

Mr, WEISSEMAN stressed the need to relate fiscal reform to over—all
economic and social development, and agreed that there was no dividing
line between the legal structure and administrative techniques in the
field of taxation, The report should emphasize the dedication of the
countries concerned to move szhead in the field of fiscal policy within
the framework of their legal structure,

Mr, NAHARRO said that while he reglized the work which had been
involved in preparing the draft report, recourse should be had to what
was known in parliamentary circles as a "drafting committee" in order
to correct not only a few drafting errors but also to make some changes
relating to concepts, .

Thus, with respect to the second paragraph of point'l, private .
investment and consumption was influenced by State action as a whole,
particularly by certain types of action related to welledefined and

/accepted areas
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accepted areas such as monetary, lebour, industrial poiicy and so forthe
Even if Mrs Urquidifs broad conception of fiscal policy were accepted,

some limits must be set since the scope of the couce_t was zu. .. *

vague, The danger of the text in the draft report was that it was less
the exposition of a concept than the drawing up of a list, The solution
might be to relate the fiscal instruments proper (revenue and expeici’ires)
to the others by inserting the words ''through them" before the reference
to private investment and consumption,

In the first sentence of point 3, it was stated that the single most
important cause for the insufiicienoy of public revenue was the failure
of the tax system to impose effcctive lcvies on the propertied classes,
That was but partly true since the insufficlency should also be attributed
to deficiencies in tax administrction, However, even if the statement
were correct, it would seem impolitic to single out a2 segment of society
which, after all, was part of the nation with the same rights as all
other citizens, He therefore suggested that the administrative
deficiences should also.be mentioned, and that such clauses as "one osause"
or "another cause", etc, should be used,

With respect to the last paragraph of point 7, he thought that a
more suitable place should be found for it in the draft report since it
dezlt, with a thorny subject ~ the added value tax « on which the views
of participants had not been sufficiently aired, It would be wise, in
any event, to delete whatever the paragraph included in the way of a
potential threat to taxpayers in describing the possible use which the
tax authorities could make of the data presented,

At the end of point 12, he suggested the addition of the words
"and sometimes put a premium of inefficiency" on.the part of enterprises
with low yields resulting from poor organization, etc., in other words,
the exact opposite of the economies of scales

Lastly, he deplored the fact that, save for an inadequate reference
in point 12, nothing was said in the draft report about the important

function of tax incentives,
/Mry PREST
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Mp, PREST said that an econourist si:.ould not coupuoiise on nis
technical expertise because of political or allied considerations,
There were three levels at which an econorist could orercie = hLe
could analyse the, effects of different taxes on prices, outputs,
capital formation, etc., he could advise a Government that if it
wished to follow a given policy, it should apply a particular tax
or taxes, or he copuld tell a Government that income distribution
should be changed, and indicate how that could be done by taxation,
For the last two courses of action detailed statistical data were
required, and the third involved political preconceptions, He
believed that the lack of substantial statistical data before the
present @onference precluded any ezpression of precise views as to
what should be done, Tracing the effects of a tax was something very
different from recommending that Govcernments should adopt it, particularly
with reference to twenty different Governments,

With respect to the.draft report itself, he was strongly opposed to
the first six paragraphss The first sentence in point 2 seemed to imply
that increasing public revenue should take priority over all other
political and social changes, and in the light of the declared aims
of the conference, appeared sweeping and even somewhat arrogant, The
next sentence stated that increased revenue would enable Latin American
countries to spend more on development, whereas in fact it would enable
Governments to spend more for such purposes; that implied a judgement of
a political character which would be out of place in a report issued by
the present Conference, The draft report wehnt on to suggest that sizeable
deficits in the public accounts in Latin America aggravated the unegual
distribution of income and wealth, although no evidence had been produced
at the conference in support of that views There were other statements
not thus far supported by any evidence, with respect to the low revenue
obtained from high marginal rates (point 9), the tendency towards a
growing concentration in the ownership of wealth (point 16), excessive
concessions to foreign enterprises (point 17}, and the proportion of .
sales from public enterprises going to private enterprises (point 19),

/In addition,
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In addition, there seemed to be possible inconsistencies in the arguments
set forth - for example, was cgriculturzl income to be taxed both under
personal income tex and under the land tax? And how was it proposed to
combine a system of high excise taxes on locally produced goods with the
protection of developing locol industries? Lastly, he doubted whether it
was advisable to go into the degree of detail included in the draft report
with respect to certain taxes, such cs the specific rates of taxes on
income and net wealth,

‘Having dealt with the faults of the draft report in its present
form, he turned to the question of the form it should tazke, and suggested
that it should be confined to = swmiry of the different views expressed
by the partieipants, including as miny shades of opinion as possible,
such as the opposing views on whether 1 nd taxation should be proportional
or progressive, the relative merits of the corporate income tax and the
value addedtax, and so forth, It would not be advlisable to state that
the conference as a whole agreed on particular points, or to include
detailed recommendations about policy, and the report should go on further
than to draw the general attention of the Governments concerned to tane
issues raised in the papérs and discussions, It would be quite inappropriate
for a conference orgenized by respected internaticnal organizations to
express views that were essentially political rather than economie, If
it appeared thet other participants did not share his views, and the
document retained its present form, he must ask to be disassociated
from it,

Mr, MONTERROSQ congratulated the sponsors of the conference, and
expressed his general agreement with the draft report. However, there
were some points on which he disagreed, Firstly, he thought the
definition of fiscal policy was too broad, and should be amended as
suggested by Mr., Naharro, Secondly, the report did not seem to attach
much significance to the redistributive aim that fiscal policy should
have, or to give sufficient emphasis to the importance of the role that
public expenditure should play both in redistributing income and in
economic development in the various countries, Nor was there much

/recognition of
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recognition of the importsnce for under~developed countries of increasing
their expenditure on education and on transfer payments, or on the
economic effects of public expenditure and of the national debt,
Thirdly, he could not agree with the statement in point 8 that there
should not be exemptions of income taox on such income as the interest
on government bondsjy if such exemptions were appropriate in highly
industrialized countries such as the United Kingdom, the same type of
tax incentives must be regarded as necessary in much less developed
countries; where there was only a rudimentary form of stock market,
Fourthly, he suggested that the second paragraph of point 7, stating
that there was no substantisl indirect taxrtion of home-produced luxury
articles, which now accounted for "the grecter pert of lwoury consumptiony
should be amended so that the refererce was to "a large part of luxury
consumption", since even the most developed Latin American countries did
not produce a substantial proportion of such goodse

Mr, ABINADER thought that it would not be appropriate to suggest
specific rates of taxation in the report and that the section on the

taxation of agricultural property should be drafted very carefully
since. it was a controversial subject, He agreed with Mr, Pazo's remarks
on Mre Pinto!s table,

Mr, GOODE said that he could not agree with the Chairman as to the
relative importance of the report of the conference, and thought that
the papers presented, and the record of the giscussions, should over~
shadow the report, It would be imprudent for the Conference to adopt
such a2 specific and detailed document as the present draft,

He did not believe that the statement in point 3 that the failure
to tax the propertied classes was the single most important cause of.
the insufficiency of public revenue was based on confirming evidencey
and he would not endorse it as a general proposition applying to all
countries, The last sentence in point 7 referred to a universal value
added tax, which presumably meant one applying to agriculture and
self~employed professionalsy as well as industrial and commercial .

/enterprises, but
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enterprises, but the Gunference had never discussed a value added tax

of that nature, Nor could he accept the general pronouncement against
exemptions such as interest on goverrment bonds or mortgages, in point 8,
which though usually inefficient might sometimes be useful, The specific
rates mentioned in point 9, though useful as illustrations in the
discussions, were out of place in a final report that would be.widely
read; rates must depend on conditions in the country concerned, The
statement in the next paragraph that all change of ownership of capital.
assets should be recognized and taxed as capital gains was too sweeping.
In point 10, the suggestion that there should be a progressive tax on
net wealth in addition to a progressive income tax should be represented
as advocated by some, or a few, of the participants, rather than a
general suggestion emanating from the Conference as a whole, The
implication in point 12 that low rates of corporate income tax would
favour foreign govermments needed further clarification, Although he
himself supported the idea of taxing income on a2 world-wide basis, as
suggested in point 18, he was not sure that that view was widely supported
by other participants,

His criticisms were based on the fact that he took a different view.
of what was the appropriate nature of the final report of the Conference,
which should be more modest in scope than the present draft.

Mr, VEGA congratulated the Chairman and his colleagues on the draft
report now being discussed, He proposed the following amendments:

The last paragraph of point 1 should read as follows: "In this
connexion, it should be pointed out that fiscal policy includes all
State action which influences the amount and composition of public
expenditure, including the problems posed by the external and internal
debt, international treaties and common markets and the operations of
State agencies, Fiscal policy should, moreover, influence private
consumption and investment, in order that these economic factors should

contribute to the economic growth of the countries,”
/The following
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"I'he following sub~clauses should be added to point 6: "(viii) The
provision of suitable incentives to private investment with a view to
securing a harmonious growth of the economies; (ix) Fiscal reform
should include both the legal and administrative aspects,"

The following sentence should be added to point 15: "This recom~
mendation is, of course, valid only in those countries where it does
not confliet with legal or constitutional provisions,”

The following new point should be added to the report: "20, Since
capacity to pay is the chief factor in taxation, the Conference believes
that some goverrnment works and services should be self-financed, either
on the basis of well-calculated rates or of taxes related to the
principle of the benefit received,"

As a general recommendation based on orderly arrangement, he proposed
that all the points dealing with the same subject or the same tax should
be brought together,

Mre, DESAI agreed with other speakers that the report should include
some reference to incentives, There should also be a reference to
Mr, Herschel's suggestion that more fiscal research was required, In
point 7, a single sales tax with a broad tax base was recommended, in
place of excise taxes, but Indian experience suggested that a sales
tax was very difficult to administer compared with an excise tax; if.
the tax was to bewbma'd-based, a value added tax would be preferables
He agreed with Mr, Goode that the reference at the end of point 7 to
a wniversal value added tax was incorrect, In any case, the conference
should be cautious in recommending a tax which was comparatively new
in practice, He also agreed with Mr, Goode about the inadvisability
of including specific rates and suggested that the reference in point 10
should be to a multiple of the per capita income rather than to the
specific 'multiple of twenty., He would like to see in point 16 a
reference to his suggestion that gift. and inheritance taxes should
be combined in a single accession tax, He would also like to see
special emphasis on the faet that whatever the fiscal capacity of the

/Latin American
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Latin American countries might be, it far exceeded the present revenue
collected, There should also be more emphasis on the obligation of
Governments to spend wisely, The second paragraph of point 1 seemed
irrelevant, and if included in the final report should be redrafted
to read: "In this comnexion, fiscal.policy must be broadly related to
all State action which influencesesse”

Mr, HARBERGER said there appeared to be a difference of views as
to the degree of strength appropriate to such a report, He thought that
it was generally agreed that Governments needed to spend more on
development, That did not imply any conclusion as to what should be
the scope of the public sector, since it was recognized that even in
accordance with any minimum concept of that scope not enough was being
achieved in Latin America, and he cited educational services as an
outstanding example, With respect to the criticism that not enough data
had been presented at the present Conference to warrant certain types
of conclusion, he said that if statements made in the presence of
acknowledged experts in the field from the countries concerned were
not disputed, they.could be regarded as accurate, As for the general
tone of the report, he pointed out that the same tone had already been
adopted in official agreements signed by all the Governments concerned
with the exception of Cuba, and that the Act of Bogota and the Charter
of Punta del Este implied acceptance of the facts on which the draft
report was based, It did not appear amiss to maintain a tradition -
already embodied in the official policies of the countries of the
hemisphere,

Mr, HERSCHEL considered that the task of experts, far from being
confined to an analysis of develomments and of institutions, should also
include making practical recommendations that Governments could use in
working towards their economic development objectives, He explained
the reasoning underlying certain parts of the report, He agreed with
what Mr, Naharro had said about the last part of point 1, but not with
what Mr, Naharro and Mr, Vega had said about incentives, since he himself

/considered that
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considered that there had been general agreement at the Conference in
condemming the abuses to which a policy of tax incentives could lead,
He agreed with Mr, Pintots suggestion for a systematic integration of
the various taxes,

Mr, LEWIS suggested 2 number of drafting changes, which he said he
would hand to the secretariat,

Mr, COSCIANI said that he agreed with the criticisms levelled by
other speakers at the second paragraph of point 1, and he proposed that
the very broad expression "all State action" should be replaced by the
more precise expression "all action relating to the national budget".

He did not consider that the reorganization of fiscal systems proposed
in point 4 need be "comprehensive"j it would be sufficient if the
reorganization were described as extensive, He asked what was meant
by "heavier taxation" in sub~section (iv) of paragraph 6, He doubted
that the list of purchases compiled as a basis for calculating the
value added tax could be used as suggested in the third paragraph of
point 7, and said that the system of records employed for that tax in
France and Italy did not lend itself to such a use of the tax, He did
not think that capital gains should be liable to income tax, as stated
in point 8, He also thought the reference to suggested rates of personal
income tax in point 9 inappropriate, and that a more general formula based
on parameters would be preferable to listing percentages. He was also
opposed td a register of transfers of assets, as proposed in the second
paragraph of point 11, on the grounds that the system would be incomplete
and should not be recommended for under-developed countries, Nor did he
agree that personal income from agriculture should be imputed on the
basis of the value of the properties concerned, as maintained in point 15,

He concluded by saying that he was not in complete agreement with
the draft report as a whole, and consequently reserved the right to dis~
associate himself from it, and to make public comments on the work of
the Conference,

/Mr, PINTO
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Mr, PINTO was generally in agreement with the character of the draft
report, which contained recommendations and was notvmereiy deseriptive,
While he intended to submit a number of suggestioWs to the executive
officers whith, in his view, wollld improve the report, he wished to
make a general ¢omment on certalm taxes,

With respect to the personal income tax, dealt with in point 9,
he asked whether the tax base was to be narrow or broad. That was an
important consideration in taking a decision regarding the proposals
contained in that point, The intention of the drafters was not clear
from the present wording. ‘

Mr, BACA agreed with the general tone of the report, particularly
with the emphasis placed on the yield both from the income tax and from
indirect taxes in so far as they were levied on the middle and high
income groups,

In his view, the wording of point 6 of the draft report could be
improved by amending sub~clauses (i) and (iii) and rearranging the
order of sub-clauses (iv) and (vii),

He was opposed to the special taxation of articles of luxury
consumption which was suggested in the second paragraph of point 7
as a means of augmenting yield,

With respect to points 17 and 18, he was skeptical as to the
possibility of obtaining practical results from the information which
foreign countries were expected to provide under the recommendation in
the draft report,

Mr, DARDON said that he wished to refer only to two points in the
draft report, The first was the definition of fiscal policy., He did
not believe that it was or should be an essential aim of the experts
participating in the Conference to seek a definition, in the strict
sense, since that would seem to imply that they did not already have
a full understanding of that concept, which was completely untrue,

The problem was to analyse what was the scope and content of the concept
of fiscal policy that would help in attaining the aims and objectives of
the Gonference, Consequently he considered that the second part of

point 1 of the draft report should be so redrafted as to take account of

that view, /The second
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The second point related to the alternative set forth in point 15
of the draft report, As he had stated when the self~assessment procedure
had been discussed earlier, it was already used in Guatemala but not in
the form of forced sale of properties recommended in point 15, That
alternative method conflicted with the right to dispose freely of
private property which was enshrined in most of the constitutions of
the Latin American countries, To include it in the report might
therefore give rise to harsh criticism by the sectors concerned, not
only of that particular point, but of the whole philosophy of the
report, Consequently he suggested that the paragraph in question
should be deleted altogether, in order to obviate criticism that might
prejudice the aims of the Conference,

My, DESCARTES agreed with those who had suggested that emphasis
should be placed in the report on the operating machinery of fisecal
policy, in other words the application and administration of fiscal
measures, He also supported those who favoured the inclusion of a
paragraph on tax incentives, and shared the view of the participants
who were opposed to the inclusion of specifiec rates of taxation, He
felt that the reference to the value added tax in point 7 should be
toned down somewhat since no agreement had been reached as to the
applicability of such a taxe

On point 8, he agreed with Mr, Goode that the objection to exemptions
on interest on government bonds or mortgages was not valide

On point 10, the word "agreed" .was too strong, Something like
"the view was expressed" was better,

The first sentence in point 15 was more applicable to the least
developed countries than to Latin America as a whole, The references
to self-assessment gave the wrong impression, since it was at best
a short-term measure, That should be pointed out in the reports

With respect to taxation of agricultural land, the support expressed
at the Conference for the proposals made in Mr. Wald's paper was not

reflected in the report:
/He agreed
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He agreed with the views expressed in point 18, but with respect
to point 19 he felt that the report should point out that the price of
public services in Latin America should not only cover costs but should
also provide social benefits,

Mry KALDOR said it was for the Latin American countries to decide
whether or not they agreed with the basic message of the report as
drafted, and were willing to face its implications, That message was
that the weakness of the Latin American tax systems lay in their
inability to get at the income from property, which represented such
a large share of the national income, If the system-was to be changed.
so that the propertied classes bore their fair share of the tax burden,
radical action was requiredj capital gains must be treated as income,
and there must be a full disclosure of individual wealth to enable the
tax authorities to verify individual returns in relation to income from
real property or shares, and the possession of capital assets, He did
not agree with Mr, Cosciani that bearer shares were an essential
requirement in under—developed coﬁntries, They should either be abolished,
or information about their ownership should be made available through
a system of deposit with registered banks that kept a record of owners
that would be accessible to the tax authorities, The basic proposition
before the conference was that it was wrong for the capitalist classes
to escape taxation, The technical question followed of whether it was
possible to introduce a system to tax those classes effectively, and if
s0, what the implications would be, Experience in India and Ceylon
showed that it was not impossible to establish a net wealth tax in
under—developed countries. The difficulties were politiecal, not
technical, Some Latin ameriean participants had said that not enough
stress had been placed on income redistribution, which amounted to the
same as forcing the propertied classes to surrender to the State their
due share of tax,

He agreed that the reference in the draft report to the value added
tax should make it clear that the subject was merely aired, without any
conclusions being reached, The fact that in France it was not used to

/provide a
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provide a framework for the administration of other taxes did not mean
that it could not be so used; there was no reason not to take advantage
of the potential self-reinforcing features of that tax, He agreed with
other speakers that the second paragraph of point 1 was not useful, and
thought it could well be deleted,

Mr, RODRIGUEZ MOLINA felt that great care should be taken in the
drafting of the report before it was published in order to avoid
criticism which might deform and. even vitiate it, While there might
be agreement on the basic points, he felt that the final report should
be limited to the necessary general appreciations and considerations,

Several alternatives should be provided so that a choice could be made
depending upon the different cases involved and the individual
characteristics of each country,

With respect to point 2, he felt that emphasis should be placed not
only on the need to increase revenue but also to programme public
expenditure and to control it properly so that it might contribute
effectively to the desired economic develorment, A recommendation that
State agencies must be efficient should be made,

In connexion with point 3, the general comments made were not quite
sgﬁtahle. Each Latin American country had its own peculiar conditions,
and it should therefore be left to each State to make use of tax incentives
in the way best suited to its needs,

The meeting rose at 1,25 p.m.
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ORIGINAL: ENGLISH/SPANISH

JOINT TAX PROGRAM OAS~IDB-ECIA

CONFERENCE ON FISCAL POLICY
Santiago, Chile,  5-14 December 1962

PROVISIONAL SUMMARY RECORD OF THE FOURTEENTH MEETING
' held at Santiago, Chile
on Thursday, 13 December 1962, at 3.40 p.m,

o~

Chaiman: Mr, MAGANA

CONTENTS :
General discussion: Provisional Report of the Conference on
Fiscal Policy (Conference Room Paper N° 3) (cont.)

TE: Participants wishing to make corrections in the provisional summary
record of their statements, for inclusion in the final printed report,
should submit. them in wedting to the Editorial Section, either through
the Conference Officer (Miss Eyzaguirre) during tne Conference, or
subsequently, by post, before 31 December, addressed to The Editorial
Section, ECLA, Avenida Providencia 871, Santiago, Chile,
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GENERAL DISCUSSION: PROVISIONAL REPORT OF THE CONFERENCE ON FISCA) POLICY
(Conference Room Paper N° 3) (continyation)

Mr, HART said that the value of a report from the Conference lay
largely in that it gave the economist participating in a tax reform discpyssion
an insight into the opinions of his colleagues in other countries, From
that standpoint, the authors of the provisional) peport were fight to discuss
many types of taxes,

It would be desirable to recommend that a strong and wellmintegrated.
combination of the suggestions made in the rgport should be gdopted, and
to point out that each suggestion had its economie merits and deserved
serious consideration in every country where it woyld be administratively
feasible,

In view of those two suggestions, an effort should be madg to keep
intact the list of objectives in papagraph 6, since if the items were
quoted separately they might be mjsipterpreted, For instance, it might
be assumed that to gnact a tax was to put it into effect, Defects in
administration eould so distort a good tax that its application might do
more harm than good,

He wished to make a specific suggestion, i.e, that the following
sub~paragraph be added to paragpaph 63

"6 (viii) Establishment of an objective apd ce-~ordinated system of
administration, using each tax to give more soljgdity to others, so as to
guarantee that the benefifs of substantive reforms will not be lost in
administration,"

Mr, JARACH suggested that a preface should be added to the report in
which it would be clear)y stated that, although the conclusions reached
by the Conference werq basead on a general consensus of opinion, reservations
had been expressed by seme of the participants,

With respect to paragpaph 2 of the previsional report, the words "the
overriding problem" in lines 1 and @ should be replaced by "one of the over-
riding problems",

The Jiet of peints in paragraph & did not include any mention of the
covoprdination of persenal income tax with the pet wealth tax, In point (iv) of

/the same
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the same paragraph, the words “theimposition of heavier taxation" should
be replaced by "the imposition of taxes with particular incidence on real
property". Some indication should also be givess that the téx on rural
property ought to be applied as an alternative, when such ¢o~ordination
could not be achieved,

With respect to péragraph 10, he considered that a progressive tax
on net wealth would be a little too severe, and that a proportional tax.
would be enough to serve its purpose with further reference to the same
paragraph, he thought that it was dangerous to give examples of low rates.
It would be more desirable to define a moderate rate,

Paragr_aph 15 contained a conceptual error since it was the value of
capital that was determined on the basis of potential income instead of
vice versa,

Mr, MENDEZ said that it was necessary to amplify paragraph 5, bearing
in mind the view put forward by various participants that stress should be
laid on the need to rationalize and co-ordinate fiscal expenditure, in order
to ensure that it played a useful part in economic and social development
and provided an effective instrument for redistributing income,

It had been suggested that the systematic application of integrated
development programming and the adoption of public investment plans would
be particularly effective for achieving those aims, since they would enable
a proper assessment to be made of how far public expenditure could and
should in co-ordination with the interests and requirements of the private
sector in the process of develomment, and allow such expenditure to be
distributed in the way that would most conduce to a progressive solution of
social and economic problems. For the satisfactory implementation public
investment plans, he specifically stressed the value of the technique of
programme budgeting, which was already being applied in some Iatin American
countries, : _

He also pointed out that, as part of the movement towards economic
integration, which was already under way in Latin America, studies should
be undertaken on the problems of fiscal co-ordination that might arise in
the course of integration, in order to prevent certain fiscal practices
from distorbihg trade transactions among the countries concerned,

/Mr, MDISES
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Mr, MDISES suggested a new schema for the presentation of the feport,
going from the general to the particular and from points on which there
was unanimous agreement to those with which only a minority concurred,
since he had observed during the discussion on the report that the
participants agreed on theoretical aspects but differed considerably when
they came to deal with specific taxes, |

The CHATRMAN thanked Mr, Moisés for his suggestion-but thought that
it would be possible to take into account all the views expressed by the
participants without changing the presentation of the report.

Mr, PORRAS said that successful achievement of the aims of fiscal
policy depended on the instruments used, That was why it was important to
improve financial techniques. Changes could be made in the legal structure
at any time, but they should be accompanied by a reform of the financial
administration. Such a reform would not be easy, but it was essential to
break down administrative apathy, and time was needed to perfect the
technique and even the hierarchy of administration.

With respect to paragraph 3, he pointed out that equity could be
achieved not only through a revision of the tax laws but also through
financial administration. It was essential for the tax laws to be codified,

He suggested that the following sentence be added at the end of
paragraph 4, in order to make it quite clear that the purpose sought was
redistribution of income: "in such a way as to enable highly regressive
taxes to be abolished or at least substantially reduced in favour of the
lower-income groups that form the bulk of the population”,

In relation to paragraph 8, he pointed out that in countries where
capital was scarce, incentives had to be created for the purchase of
Govermment bonds by private persons, Accordingly, he thought that the
interest on bonds or mortgages created for economic development purposes
should be tax-free,

He considered that the rent of owner-occupied property should be
assessed and taxed,

The net wealth tax referred to in paragraph 10 would, in his opinion,
be difficult to apply in the absence of an efficient tax administration,

/In connexion
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In connexion with paragraph 14, it seemed to him that if the objectives
of land reform were to be achieved, tax administration should be in the
hands of the Central Govermment,

He was not in agreement with the view put forward in paragraph 14 that
the author of a bid that had been rejected should share in the tax increment,
because it would be diffieult in such circumstances to énsure that the bids
made for properties were bona fide,

Mr, RAPOPORT agreed that greater significance should be attached in
the report to the management of public funds, particularly since the only
way to enlist the co~operation of the private sector was to convince it
that the govermment authorities were make effective use of their funds for
useful purposes and were not wasting them through superfluous expenses
such as adding unnecessarily to the number of civil servants,

The guidelines laid down by Mr. Pinto regarding the distribution of
national and fiscal income served a useful purpose, although he did not
think that specific figures should be included, In Argentina the structure
was similar to the one presented, although it might be different in other
countries,

With respect to the description of rates, he thought that the term
"moderate" was inadequate and should be replaced by "equitable, reasonable
or fair®,

He felt that the tax on net wealth would have a progressive effect
even though the rates might be proportional., There was no need to mention
speetfic rates,

" Mr, MATUS said that he knew a great many people who were sceptieal of
the objectives of the Alliance for Progress because they considered them
to represent a long-overdue reaction, but until the present Conference he
had not enoountered conservatives who looked upon the principles of the
Alliance as too progressive and opposed income redistribution and planning,

The statement made by Mr, Prest at the previous meeting had léd him
to doubt the interpretation, since Mr, Prest had seemed to him to be
asking for proof of things that were self-evident to everyone, No one
present could doubt that tax evasion was practised by the propertied classes

Jor that
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or that they should make - fundamental contribution to economic development.
Hé fuily cgreed with Mr. Harberrer?s replies to ﬁr. Prest during the same
neetinge

There were several gaps in the provisional report that should be
filled in, No criticism of market forces had been made nor had eny definite
statement been made with respect to the general framework of a tax system,
In that connexion, Mr. Pinto'!s should be taken into account and am analysis
ineluded of the imtercontrol mechanisms that operated among thé different
taxea, ILastly, the use of taxes to promote development had not been
explored, In paragraph 2, reference was made to fiscal deficits in relation
to stability, He assumed that the authors of the report were not attempting
to suggest that if deficits were eliminated stability would be achieved,

If so, the paragraph should be redrafted, Mbrebver, frequent references
were made to the distorting effects of indirect taxes which was absurd since
a great deal of distortion already existed, Arguments of that kind should
be suppressed or the report would have an old-fashioned flavour. He
regretted that more attention had not been paid to the taxation of foreign
enterprises,

With reépect to public expenditure, he fully supported the remarks
made by Mr, Mendez, and adding that greater details should be given on
the budget as a short-term plan of action, The examination of incentives
in the report was sketchy, The fact that their importance had been
exxaggefated in the past did not mean that they should be entirely over-
looked in the pfesent. '

He also pointed out that the report failed to deal with the fiscal
aspects of a common market, ,

He fully agreed with the political tone of the draft report, which
was in line with contemporary thought, but he thought that it smacked
too much of the tax expert,

The CHATRMEN explained that the question of programme budgeting had
not been dealt with in detailed for fear of meking the report too lengthy.
He said that point 7 dealt with the subject of foreign enterprises. An
attempt would be made to minimize the tax expert approach criticized by
Mr, Matus,

~ [Mr, CASAS
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Mr. CASAS agreed with Mr, Jarach that a paragraph should be introduced
into the report explaining that the ideas included did not ne¢essarily
represent unanimous views, He suggested that the first sentence of
point 2 should read "The participants of the Conference were in agreement
that from the standpoint of the aims of fiscal policy the overriding
problem of latin American countries is to increase public revenue both
by means of taxation and through an increase in the income of private
enterprises”, In point 3 he thought that the phrase after "thetax system"
should be replaced by the phrase "impose effective levies lower than the
the capacity to pay". He considered the idea of compulsory registration
of transfers of assets to be naive, Lastly, he suggested that the report
should include a reference to the need for every country to make a careful
study of the distribution of the tax burden, and of the methods resorted
to by taxpayers to evade income tax,

Mr, GNAZZO thought that the draft report adopted the correct approach,
but he agreed with Mr. Jarach as to the desirability of indicating that
in some cases there might be basic objections by certain participants,

He agreed with Mr, Mendez on the need to expand the reference to public
expenditure. He thought that the scheme suggested by Mr. Pinto might be
included as an iteﬁ of general economic policy, but that it would not be

useful to include his figures, since those would have to vary according
to circumstances, He suggested that a sub~item (vii) should be added to
point 6, referring to incentives, the co-ordination taxes on wealth and
income, the ideas on tax administration put forward by Mr, Hart, and the
need to codify and simplify tax legislation.

Mr, VIDAL supported the idea of including a paragraph explaining
that there were differences of opinion, to be found in the summary records
and in other conference documents, He also pointed out that there was no
reference whatever to tax incentives, Referring to point 4, he said that
there should not be any reference to the introduction of new taxes, since
the question was rather that of reorganizing the taxation system,

Mr, JATAR agreed that the paragraph on public expenditure should be
expanded, and thought it was important to distinguish between incentives,
more liberal depreciation allowances and deferred compensation for losses,

/Mr, FERNANDEZ
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Mr. FERNANDEZ considered that the report should have referred more
directly to the aims and methods of economic development,

Mr. LESSA agreed with Mr, Matus! remarks on price distortion, since
the purpose of indirect taxation was precisely to change relative prices, -

As regards taxes on luxury goods, he thought that the meaning of the temrm
should be clarified, It should be explained that it referred to superfluous
consumption over and above that of the mass of the population, With
reference to paragraph 12, taxes on corporate income should be based on

the rate of return, irrespective of the amount involved,

Mr, PIEDRABUENA said that a special paragraph on inflation should be
included. He believed that the net wealth tax should not be a special tax
but a complement to income tax, The references to corporations should
include some mention of the incorporation of the masses into the capital
formation process, as being one of the aims sought. With respect to
paragraph 15, he did not agree with the idea of self-assessment or the
punitive measures suggested, Other omissions in the report that should be
repaired concerned tax policy in relation to ALALC and the question of
planning,

Mr, MARTINEZ was of the opinion that the second paragraph of point 2 should
not refer to the expansion of revemue to provide more funds for current
expenditure, since the phrase was open to misinterpretation, Paragraphé should
outline a general framework for tax reform, with due regard for the
suggestions made by Mr, Matus and Mr, Pinto,

With respect to the mention made in paragraph 3 of the need to tax
the propertied classes, some indication should be given that, apart from
reasons of equity, such taxes represented the price they should pay for
maintaining their privileged position.

Mr, HARBERGER remarked that Mr, Lessals statement was not incompatible
with his own views. The important thing was simply not to lose too much
fiscal revenue through the application of the systems in question,

With reference to point 6 (iii) of the provisional report, he
suggested that it be recast as follows: "The collection of more revenue )
from taxes on urban and rural property, which are additional to personal
income taxes on the income derived fram such property and which should also
be co-ordinated with other forms of special taxation of income from property",

/He further
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He further suggested that sub-paragraphs (iv) and (vii) be combined and
replaced by the following: "Tax incentives are a powerful instrument for
channelling the resources of an economy toward the desired ends and preventing
their diversion to less important uses, They should nevertheless be carefully
studied with a view to ascertaining whether they can obtain results without
unduly reducing fiscal revenue, It should also be pointed out that tax incentives
are more effective in changing the distribution of investment than in increasing
its total amount, owing to the fact that an increment in the said amount can be
obtained only if a country'!s total savings inecrease",

Mr, KAIDOR had two comments to make, Firstly, he agreed with Mr. Harberger's
remarks on incentives, but thought they should be rephrased so as to stress the
point that true incentives did not imply a loss of revenue but were actually
a stimimulus to production,

Secondly, he thought that if the report was to be prefaced by an intro-
duction of the kind proposed by Mr, Jarach, he did not think that the inclusion
of the net wealth tax would commit its opponents too deeply, It should not be
included as a kind of tax on real property, however, since it was a new idea,
which, as some speakers had emphasized, should be integrated with progressive
income tax if introduced at all, The need for integration, which would
considerably increase the efficacy of income tax, should be underlined in the
relevant paragraph of the report,

Mr, GOODE thought that a strong case could be made for the net wealth tax
on grounds of economic expediency and justice, but wondered whether it would be
possible to apply it in Latin America at the present stage of its tax adminis-
tration, The tax was not widely used, being most successfully applied in
Sweden and the Netherlands where the tax administration was particularly good.

Mr, KALDOR stated, with reference to Mr, Goode'!s remarks, that he knew of
eighteen countries where the tax was being applied in a progressive way and
always at a low rate of about 2 per cent, He agreed that it was not an easy tax
to apply since it required a full disclosure of property on the part of the tax-
payer, but did not consider that it was any more difficult than either income
tax or the tax on capital gains., It was necessary to draw attention to the
difficulties of application in the report, but no distinction should be made
between one tax and another,

The meeting roée at 6,5 p.m,
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