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The original version of this report was issued as a restricted
document (0aS/ECL./IDB/10) on 19 October 1961 at the final meeting
of the Conference on Tax admlnlstratlon, dlstrlbutlon being llmlted
to the participants, The present version includes minor changes
in editing and presentation, corrigénda to the summary records
received from some of the participants, and the summary records of
the last two working meetihgs which were distributed after the
Conference had,ended.‘ The final version will be issued in printed

form, as stated in Fart I, paragraph 4.
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INTAODUCTION -

l. The present réport outlines the proceedings of the Conference on Tax
Administrstion held at Buenos Aires, Argentine, from 11 to 19 October 194,
under the auspices of the 04A3/iCLL/IDB Tex ngram in co—operation with

the Harvard University Law School and its Internstionsl Progrem in Taxation.
2. It would seem appropriate to begin the report with a brief reminder

of the various circumstances which led to the establishment of the Tax
Program and the convening of the Conference., They may be summuea up as
follows: L

(a) Since intelligently-designed tax systems, applied with efficacy,
may constitute one of the most important instruments for the
financing of Latin America's economic development, the Organization
of American States (04S), the Economic Commission for Latin America
(2CLA) and the Inter—Americen Development Bank (IDB), with the
co~operation of Harvard University, decided, on the basis of the
recommendations incorporated in the Act of Bogotd, to launch a
long-term joint programme with a view to promoting the reform
of tax systems and bringing about an improvement in tax
administration, -

(b) The organizations sponsoring the programme planned its activitiss
around two meetings of experts. One of these was to devote its
attention to the specific study of the problems of tax adminis-
trstion, and the other to the analysis of the principles of tax
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. Prior to the
second of these meetings, special studies on the tax systems of
selected Latin American countries would be carried out, \

(¢) At the ninth session of ECLA (Santiago, Chile, 4 to 16 May 1961)
and at the Speciel Meeting of IA-ECOSOC at Ministerial Level
(Punta del Este, Uruguay, 5 to 17 August 1961), two reswlutions
were adoptedl in which it was recommended to the member Goyernments
of both orgenizations that they should give their fullest éupport
to the OAS/4CLA/IDB Tax Program and specifically to the work of
organizing the Conference on Tax Administration and to the
Conference itself.
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(d)

(e)

(£)

3.

During 1941, members of the Cowordinating Committee of the _
Program visited nearly all the Latin American countries in order

to stu&y the problems affecting tax administration snd systems in
the region, To this end, and with a view to selecting the partici-
pants who were to attend the Conference, the Co-ordinasting Committee
established contect with leading experts and specialists in the tax
field. Steps were also taken to determine the topics for discussion,
which recognized authorities on the subject were asked to analyse,
while experts in Latin America itself were invited to“present the’
relevant commentaries.

The object of the present Conference was to discuss praﬁtical
technicel norms which might be apslied to tak administration in
order to.strengthen and perfect it., This was the main reason
forinitiating the activities of the Joint Program in that way,

since there can be no doubt that the fiscal and extra-fiscal

aims of any tax system - however satisfactory - would be illusory

-in default of an efficient tax administration.

By bringing together university specialists from the whole of Latin
fmerica, administrators and high-ranking tax officials, the Conference

. afforded an opportunity for discussion between those who approach tax
- problems from a purely theoretical standpoint and those who are '

engaged in solving them st the practical level. This made it possiblé
for the topics of the agenda to be more comprehensively and thoroughly
anslysed, without detriment to. the technical and prectical character
which it was thought desirable to give to the Conference so that its
findings might be useful to the tex administrator.

The present report on the Conference is divided into two parts. The

first gives an sutline of the activities of the Conference and of the member-

ship and attendance, and describes how the work was arranged. The second

part consists of the summary records of the meetings of.the Conference. The

annexes comprise the complete list of participants and observers (annex 1),

the relevant peragraphs of a document issued by the‘Organization of Amerdcan

Stetes at the Special Meeting of the Inter-American Economic and Social Council
et Ministerial Level (Punta del Este, Uruguay, 4ugust 1961) (annex II), snd the
ECLA and I&-ECOS0C resolutions relative to the Program {annex III),

/e Substantial
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4, Substantial changes will be incorperated in the definitive pfesentation
of the final report, which will be published in printed form by the intere
national organizations sponsoring the Tax Program. In principle, it will
comprise the eight background documents which were discussed as agenda item 2
accompanied by the pertinent commentaries., The papers on each topic will be
followed by a revised and technically edited version of the summary records
which appear in the second part of the present report.

2/ See paragraph 16,
/Part I
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ODRGANIZATION AED RaSULTS
OF THE CONFERAZNCE

A, MEMBERSHIP, ATTENDANCE AND ORGANIZATION OF “ORK

1. Opening and closing meetings

5. The Conference was inaugurated on 11 October 1961 in the Hall of the
Faculty of Eeonomic Sciences of the University of Buenos Aires, under Lhe
chairmanship of the Rector of the University, dr, Risieri Frondizi, and in

the presence of Mr, Jorge “ehbe, Secretary for Finance., Addresses were
delivered by dr. Roberto Alemann, Minister for Economic Affairs, lir. William
-Leslie Chapman, Vice-iFector of the University of Buenos Aires, and Mr. Pedro
Mendive, senior economist of the Economic Commission for Latin America, who
‘spoke on behalf of the OAS/ECLA/IDB Tax Program. Mr. Affonso Almiro,DDireqtorf
General of Finance, Brazil, also addressed the meeting on behalf of the
participants,

6. IMessages to the Conference from Iir. José Antonio kora, Secretary-General
of the Organization of fmerican States, Mr. Alfonso Santa Cruz, 4cting
Executive Secretary of the Economic Commission for Letin America, and Mr.
Douglas Dillon, Secretary of the Treasury of the United States of imerica,

were read out in the course of the opening meeting.

7. At their final meeting the participants in the Conference took cognizance
of the provisional report of their proceedings, and empowered the Secretariat
of the Program to recast it in its final form and introduce such changes as
might, be necessary to meke it as complete as possible,

8. The closing meeting was held on 19 October 1961 in the Hall of the Faculty
of Hconomic Sciences; addresses were delivered by Hr. William Jprague Barnes
 of Harvard University, Executive Director of the OAS/4CLA/IDB Tax Program,

and Mr, Manuel Rapoport, Director-General of the Internal Revenue Administratiaon
of the Govermment of Argentina,

/2. Membership
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2, Membership énd attendance

9. The particiﬁants attending the'donference comprised fifty-two experts
on taxation, from the following countries: Argentina, Bolivia, Brazil,
Canada, Chile, Colembia, Costa Rica, Ecuador, El Salvador, Guatemala,
Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, United States of
fmerica, Uruguay and Venezuela. In addition, fourteéen experts from
several of the above-mentioned countries and one from Israel were pfesent
as observers (see anmnex I).

10. Both the participants and the observers attended the Conference in

a personal capacity and not as representatives of their countries or
Governments. (It should be noted, however, that the OAS/ZCLA/IDB Tax
Program has the official approval of the Inter-American Economic and
Social Council and of the Econowic Commission for Latin America, which at’
recent sessions recommended to their member Governments that they should
co-operate in preparing working papers and facilitate the attendance of
national experts at the Conference, ) ,

11. Apart from the sbove-mentioned participants and observers, 115
Argentine experts designated by various official ahd university institutions
attended the Conferénce and in some instances took an active part in the
proceedings. The names of these experts and the institutions they

represented are also given in annex I.

3. Organization of work

12, The directors of the Tax Program took the chair at the Conference
and conducted the proceedings in rotation, In the case of each of the
topiles considered, the authors of the background documents presented and
of the relevant commentaries were invited to share in leading the dis-
cussion by making an opening statement and suggesting lines of ;pproach.
13. The Secretariat in charge of the work of the Conference was as
follows:

3/ ECLA resolution 186 (IX) and resolution 4.3 of the Charter of Punta
del Este {see annex III), ,

/Directors
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Pirectors

William Sprague Barnes, Executive Director (Harvard University)
 Alvaro Magafia {OAS)
 Pedro Mendive (ECLA)

Technical Advisers

Boleslaw A. Boezek (ECLA)
Joseph Crockett (04S)
Jack Heller (OAS)

Conference Officer

Juana Eyzaguirre Ovalle (ECLA)

Editorial Section

Francisco Giner de los Rios, Chief, Editorial Section (ECLA)
Frederick Fuller, English Editor (ECLA) '

Administrative Officer

Bdward P. Davies (0AS)

14. The following officials attended the Conference as representatives
of the organizations jointly sponsoring the Program:

Organization of American States i
Walter Sedwitz, Director, Department of Economic Affairs

Economic Commission for Latin America

‘Julio Valdés Hertzog, Secretary of the Commission

Inter-American Development Bank
Mario G. Mendivil, Executive Director
.-James Lynn |
Eduardo McCullough

Alexander Rosensen

/15. 4t
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15, At the final meeting, the directors of the Conference entrusted

Mr, Manuel Rapoport, Dmrector—General of the Internal Revenue Admlnlstratlon .

of Argentina, with the task of summarizing the results which he considered
had come out of its discussions and 1nd1cat1ng the dlrections in which

the Co-ordinating Committee of the OAS/RECLA/IDB Tax Program‘might proceed
in order to cater for the needs and aspirations of the different countries
in the field of tax administration, The ideas .put forward by Mr. Rapoport
are summarized in section C of this part of the report (paras: 17 et seq.).

*B. AGENDA

16, The work of the Conference was plamned in accordance with the
following agenda:

1. Opening addresses
2. Preparatory meetlng for partlclpants
3. Common obstacles to efflclent tax admlnlstratlon
Background documents
Information documentg/ by Joseph P. Grockett
L. Estimating the distribution of the tax burden
The distribution of the tex burden in South America
Background documents ‘ a
Panel presentation of the topies by Richard A. Musgrave
(OAS/TCLA/IDB/5 and 5/Add.3), and.comments by Joseph Pechmanm
(0AS/ECLA/ IDB/ 5/ Add. 1) and Julio Herschel (OAS/EGI*/IDB/S/&dd 2)
5. Statistical records for the management and control of tax '
administration .
Bac!sgm‘md documents ,' ’ .. R . B
Panel presentation of the topic by Marius Farrioletti
(OAS/ECLA/IDB/6), and comments by Affonso Almiro
(OAS/ECLA/IDB/6/Add.1) and Héctor Julio Becerra
(OAS/ECLA/ IDB/ 6/ Add . 2) I

i/ Issued in this form because the topic was included in the agenda at the
last moment, and the author first presented it orally.

/6, Automatic
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6. Automatic data processing and tax administration: the potentialities
of automatic data processing and factors involved in its adoption

Background documents
Panel presentation of the topic by Stanley S. Surrey
(OAS/ZCLA/IDB/7), and comments by H.F. Herbert |
(0AS/ECLA/IDB/ 7/ 4dd . 1

7. Trends in management technique
Backaround documents |

Panel presentation of the topic by Chadwick J, Haberstrth
{04S/ECLA/IDB/8), and comments by Enrique Piedrabuena Richard
(0aS/ECLA/ IDB/ 8/ Add ., 1)
Accounting, auditing and knowledge of business practices in
relation to tax administration
Background documents
Panel presentation by Charles R. Taylor
(0AS/ECLA/IDB/1) and couments by Teodoro Nichtawitz
(0AS/ECLA/IDB/1/4dd.1), Herbert R. Balls
(0AS/FCLA/IDB/1/Add.2) and Alberto T. Lépez
{CAS/ECLA/ IDB/ 1/ Add. 3) o
9. Controlling income tax evasion
Background documents
Panel presentation of the topic by Oliver Oldman
(OAS/ECLA/IDB/2), and comments by Karl Lachmann
(OAS/2CLA/ IDB/2/ Add.1) and Manuel Rapoport
(OLS/ECLA/ IDB/ 2/ hdd, 2)

Administrative criteria in the establishment of sales and excise
tax structure

10.

Backpround documents

Panel préSentation of the topic by John F. Due

(C4S/EGLA/IDB/ L), and comments by Hugo de Marco Erviti
(0aS/ECLA/ IDB/ 1/ Add.1) and Enrique J. Reig (OAS/ECLA/IDB/4/Add.2)

j/ Oral comments were also made by José Luis Quesada Fonseca and

Carlos A, Velarde (see Fart II of the present report, summary record
of the fourth meeting).
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1l1. Concepts and administration of tuxes on property
Background documents |
Panel presentation of the toplc by Iyle G. Fitch
(OAS/ECLA/IDB/3), and comments by Enrique Colombo '
(0AS/ECLA/IDB/3/4dd.1) and Carles M, Moré.nJ (0AS/ECLA/ IDB/3/Add.2)

12, General exchsnge of impressions on the practical consequences
arising out of the Conference

C. OUTLINE OF PROCEEDINGS

17. In the course of the discussions and exchange of views that took
ploce during the Conference, it became clearly evident that, apart from
_the speciai problems encountered by the varioué tax administrations of
the latin American countries, there are obstacles of a fairly universal
type which, to a greater or lesser extent, impede their efficient
operation, '

18. Widely differing obstacles are of basic importance, and hence the
problem of their removel mukes an urgent and imperative claim to the
attention of governments. Thus, the complexity, multiplicity and widespread
nzture of tax laws; the obsolete administrative structures and orgeniza-
tions; ' the shortage or total lack of regulations and instructions, both
for the tax authorities and for the taxpayer; the shortcomings of
accounting systems based on cld-fashioned models and the deficiencies of
auditing prdcedures; €he lack of proper training for tax officials; and
the definite allocation of the whole or purt of certain taxes for specific
purposes, have built up a form of administrative orgznization which, with
the exception of a few concrete cuses, may be considered typical in Latin

America,

&/ This expert was unable to sttend the Conference, but his comments on
. the panel presentation of the topic were distributed to the partlcl—
pants,

/1. Méjor
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1. Majer administrative problems

19, During the meeting at which the problems of tax administration were’
subjected to a general review, stress was laid on the virtual impossibility
of efficiently supervising compliance with the tax laws where they result
in an excessive proiiferatidn of faxes. Neither the taxpayers nor the
officials resvonsible for the application of the lew and the control of

tax liabilities have a proper working knowledge of the system. The defect
referred to, deriving from systems based on a vast proliferation of taxes,
might perhaps be remedied if the administrative structure were organized

by segmenting the administrators into specialized groups. That is

possible in a large country, but impracticable in a small one.

20, It was pointed out that there are countries in which the tax lew has been
- codified and assembled in a single body of legialation; but that in other
instances the lack of codes and even satisfactory compilations, hampers
their administration. Nevertheless, the widespread system of establishing
regulations by statutory decree could be turned to very good account for
explaining tax legislation clearly and giving administrators a more
thorough knowledge of the provisions of the law which would enable them

to discharge their functions more efficiently. It would also be of use

for instructing taxpayers on all aspects of their tax lisbilities., Special
emphasis was 1aid on the fact that while the introduction of tax reforms
by means of decrees is a more flexible system, their success depends on

the support of public opinion - based, moreover, on the stipulations of

the constitution - and that can only be obtained as the result of exhaustive
discussion by the legislature.

21." A tasic requisite for efficient tax administration is the availability
of manuals to acquaint personnel with the powers they are entitled to
exercise in the execution of their duty and with the course of action to

be pursued in specific cases, It is desirable that the taxpayer should

be given appropriate instruction by the administration. As is the practice
in many countries, explanatory booklets to improve the filling-out of tax
declaration forms could be prepared, especially for those groups of taxpayers
who, for various reasons, are particularly in need of enlightenment.

/22, In



E/CN,12/4C. 50/6
Page 12

22. In several countries.there.are important limitations to the ine
yestigational powers with which tax administrations should be invested.

In checking on those taxpayers who fall to declare part of their inéome,

the inspector finds himself handicapped by inability to resort to sources

of information other than the taxpayer himself, The situation is aggravated
in many of the Latin ameriean countries, where large sectors of taxpayerskeep
inadequate books and records or none at all, ‘
23. Broadly speaking, the Latin American countries suffer from a lack or
shortage of facilities for the technical training of their officials.

Since such training is essential for satisfactory administration, the
technical assistance facilities offered by international agencies and
certain departments of the Government of the United States should be
expanded and more inten51ve1y utilized. In this connexion, the Conference

. afforded an opportunlty for the formulation of various useful suggestions

as to the course that might be followed.

24, Another of the problems discussed was that relating to the

desirability of centralizing taxation in a single gbvernment agency, 1t -
is definitely advisable that the right to collect a tax, wholly or in part
should not be granted to autonomous or decentralized bodies.

'2.‘Con§;geration of the agenda items

25. Statistical palcﬁlations for the purpose of quantifying tax incidence
are important beéause they can be applied to problems of both tax policy
and tex sdministration, Calculation of the tax burden is essential in
prdviding information and a basis of judgement for determining tax policy,
whether designed to obtain more revenue for the Treasury, to redistribute
‘1ncome by making the system more progresszve, or to promote economic
development by whet are called tax incent1Ves. With respect to tax
administration, calculation of the tax inecidence can provide valuable
assisﬁanée in assessing or quantifying such iﬁportant problems as tax
e#asién.

26. It is hoped that the ingenious system proposed for estimating the
distribution of the tax burden (on the basis of some quantification of

/the shifting
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the shifting of the tax ard its final incidence permitted by theoretical
reasoning) can be adapted to the methods and information available, and N
to the special characteristics of the Latin American economy.

27. Mention should slso be made of the discussion on the advisability

of developing a method of measuring the incidence of import duties, which
in some countries constitute the bulk of the tax revenue; the need

for special treatment of exchange differences resulting from the dif-
ferential rates épplied to foreign trade; the importance of considering
the distortions due to inflation and the need to take account of the
structure of public expenditure as a factor capable of altering the dis-
tribution of the tax burden shown by taking the taxes in isclation. Con~
sideration might be given to the possibility of applying the distribution
~rpatterﬁ of certain countries to others with similar economic and social
characteristics.

28, Although it is both desirable and necessary to establish a complete
and integrated statistical system to provide the main data required for
an efficient tax administration, that is made difficult in Latin America
by the great shortage in ﬁany countries of technical staff trained in -
applying statistical techniques to tax administration problems.

29. The increased economic progress and the raising of incame levels
that can be hoped for in Latin America on the basis of present develop~
ments will considerably increase the volume of work of the tax offices

in the future. Extension of the tax base will lead to an appreciable
inerease in the number of taxpayers and in the attendant paper work in
those offices. Tax administrations must therefore be eguipped and trained
to enable them to carry out the additional work efficiently;

30. Thét is one justification for using modern electronic methods in
tak administration., Administrative efficiency would be improved by the
resultant boundless capacity to collect and combine data, and the speed
and accuracy of processing. -

31. It was also pointed out that automatic data processing would be
highly desirable for a number of reasons; it facilitates statistical work;
it enables returns to be verifieq and payments registered swiftly and

/accurately; it
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accurately; it could be used in the processing of returns, setitlements,
bills and refunds; it enables taxpayers to be accurately identified;
amditenables collateral sources of information to be drawn upon to
facilitate the caleulation of tax debts, ete, -
32. The problems posed by the cost of the equipment can be clarified
only when the relation between the cost and the ine=~ement in revenue
collected as a result of the use of electronic computers has been
determined, even though, to judge by statements made at the Conference,
equipment is available in such a variety of sizes that it is within the
regach of virtually every country., The transition fron a conventional to
an electronic system with its attendant difficulties doés not seem to be
an insurmountable obstacle, nor does the displacement and unemployment of .
personnel to which the changeover may lead. But certain legal problems
ere liable to arise in those countries whose legislation requires the
original tax statement to be produced at judicial proceédings for the
collection of tax debts., The proper programming and assessment of
the work to be undertsken in carsfully analysed stages constitutes,
together with the foregoing issues, a problem that each country has to
resolve in accordance with its own characteristics in order to reach
modern levels of achievement in that field. _
33. The important discussions cn trends in administration technique
show how much remains to be done in such matters as the permanence of the
organization and the security of tenure of personnel, as well as the
adaptation of the urganization %o technical progress without sacrifice
of the experience laboriously acguired. |
34, The lengthy debate on the topic of tax erasion left no room for
doubt that it is the problem which causes tax administrators the greatest
concern, Again, the high degree of evasion existing in the Latin American
countries iIs directly related to the main problems which tax administratiohs
encounter and solution of which depends upon the improvement of all the
many aspects of the administrative system, : '
35, In this context, it is of interest to call attention to the
analysis of the underlying motivations or causes of income tax evasion
which gradually emerged from tne discussion., The taxpayers' ignorance
/of the
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of the law; the special characteristics and anti~tax mentality of

Latin peoples; the lack of a properly qualified administration to assume
responsibility for the implémentation of the law; the disaffection
provoked by the tax system and by the internal.defects of tax legislations
which are ill~adapted to the real situation of the country concerned;

and the inappropriate uses to which govermments put the revemue collected,
Seem to be the main causes of the high degree of tax evaslon registered
in Latin America. S '

36. 1In this discussion ways and means of eliminating or reducing‘income-
tax evasion were considered. The heaviest stress was laid on the need

to devise and apply all the direct and indirect measures which ﬁight
encourage condgcientious and voluntary compliance on the part of the
taxpayers, The system of penalties and legal sanctions - as a supple-
mentary element in the creation of an efficacious system to promote the
ellmination of evesion ~ gave rise to divergent views, and even to objections,
grounded on the idiosyncrasiss common to Latin American taxpayers and the
measure of immaturity that still characterizes the region's institutioné.
37. The summary records of the seventh and eighth meetings, devoled

to this topic, also ocutline the discussion arising in connexion with
other ingenious methods of preventing tax evasion, which are in full
process of development or are being experimented with in many Latin
American countries,

38. With respect to administrative criteria for the establishment of
sales and excise tax structures, the discussion dealt not only:with the
purely administrative aspects of the subject but also with those reléﬁing
to tax policy. The economic impact of the various forms which such taxes
may assume wis also analysed to some extent. Their position in relation
to totzl tax revenue was clearly established, as well aé the role they
must continue te play until national income is higher and more equitably
distributed, It was for this reason that so mﬁch.importance was attached

to the sugcestions formulated for improving the administration of such
taxes. e - '

-/39. There
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39, There was an opportunity for full and useful exchange of information
on the forms of real estate tax extant in several countries, the concepts
dictating their selection and the ways in which are are administered.
The discussion was valuable for the purpose of comparing the modern
methods and media that can be applied in the valuation of such property.
40, Throughout the whole of the discussion and exchange of ideas which
took place at the Conference, it was clear that much remains to be done
in the Latin American countries in the field of tax administration,
On the one hand, there are the requirements in respect of more widespread
and accessible technical assistance, which would entail an expansion of
the plans of those international agencies which are in a position to
provide it, On the other hand, there is the need for well-organized
training centres run on sound liﬁes, to perform the highly important
function of training properly qualified personnel for the delicate and
complex work incumbent upon tex adminisﬁrations. ' ‘
41. In this field too the international agencies co~operate., But it
must be recognized that despite this technical assistance, everything
that is done to strengthen tax administration must be given a national
bias, compatible with the real situation in the various countries and
consistent with their own requirements and the resources at their disposal
for meeting those needs,
42. It was felt that the general outcome of the discussions of the
Conference undoubtedly represent a grest stride forward in the work of
this first stage of the 04S/ECLA/IDB Taxation Program, and provide
valuable material for the preparation of the second conference, on tax
policy, to be held in Santiago, Chile, in the course of 1962; An
opportunity will then assuredly arise for the thorough analyéis of the
fiscal aspects of taxation, together with those relating to the economic
incentives to more rapid and better balanced economic development
L3. The last two working meetings were devoted to an exchange of impressions
on the practical consequences arising out of the Conference. While an
~ account of the discussions will be found in the.relevant summary records,
they will be summarized in the final version of this report, as has been
done in the preceding paragraphs for the other topics discussed.

/Part II
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COMMON OBLTACLES TO LFFLOTIVE TAX ADMINISTRATION

The CHAIRMAN explained the procedure to be followed at the meetings
of the Conference, Authors would first introduce their papers, and

participants would then be invited to comment on the particular topiec

under discussion, He called on lMr, Crockett to present his papers:

Common Obstacles to Effective Tax Administration (infonmatidn Documsnt ).
Mr, CROCKETT explained that his paper outlined the various proﬁlems

concerned, without offering any solution to them. One of the chief i

obstacles to effective tax'administration Was the'multiplicity of taxes

- in some countries they ran into hundreds., That made it extremely
diffieult, if not impossible, for the operating persomnel of the
respective tax departments to familiarize themselves thoroughly with the
taxes which they administered and with the general body of taxpayers
subject to those taxes. & country with a large mumber of tax administrators
could solve the problem by segmenting the administrators into specialized
groups, each dealing with a few specific taxes. However, specialization’
was impossible in a smell country except in the sense that three or four
taxes or tax groups tended to be singled out for attention while the
remainder were neglected, not only by the revenue agents but also by

the public.

Another problem was the lack of tax codes and compilations, particularly
in the countries where the multiplicity of taxes was greatest. Such a
situation preéluded orderly tax administration and would have to be remedied.

Stressing the need for comprehensive regulations, he said that the
existing system of regulatory decrees in most countries could be used to
explain the tax legislation and thus provide the information needed to
enable the administrator to carry out his official duties and the taxpayer
to discharge his tax obligations,

4 disadvantage in a number of countries arose from the fact that
internal taxes were not administered by a single agency but by several
departments. That made unified control and uniform application of the
law impossible, | ‘ |

/An operational
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An operational manual for tax administration personnel - for internal
use only ~ was highly desirable; bui.in many countries there was no
such manual to acquaint the administrator with the powers he possessed
and the course of action he should follow in specific circumstances.

Proper instructions for taxpayefs, preferably in book1e£ form,
would be most useful in helping them to fill out their tax declaration
forms; but they too were lacking in some countries. Again, tax declaration
forms should be issued free of charge to the public and not be subject
to payrent of a small fee or purchase of a government étamp, as was-the
case in a few countries., ' o |

 The failure of the taxpayers in some Latin American countries to
keep proper books and records prevented the tax administrator from
accurately computing the tax due. The preparation of statistical data
on, say, the proper relationship between gross receipts and net profits,
‘would be a considerable convenience to the administrator. |

The investigational powers of Tax Departments were limited in many
countries., If the taxpayer failed to declare all his receipts,.the
‘revenue ‘agent was unable to obtain the information from other sources,
such as the taxpayer's bank. The agent was usually told that the in~
“ormation could not be disclosed. The question should be thoroughly in-
vestigated, as should also the case of contractual arrangements such .
as existed between a domestic corporation wholly owned by a foreign firm
and the parent firm, The arrangements wers often such as to reduce the
profits of. the domestic corporation and thus the taxes to which it was
liable. | !

‘ The adequate training of tax personnel was essential, It existed
to a limited extent in some énuntries but should be extended to all.
The tax administrator could also benefit By direct contact with the
taxpayer. _

The question of corruption and graft, arising from the terotations
to which government employées were exposed, was most difficult o solve

in many countries. The system of inspectors who secretly investigated

/the conduct



E/CN,.12/4C, 50/6
Page 22 .

the conduct of tax personnel was to be recommended and would inspire
cnnfldence ln the 1ntagr1ty of the staff, Tax inspectors ahbuld-also
be pald a reasonable salary which would make din unnecessary £or them to
accepd addltlonal work, usually for some taxpaying firm,uthus dividing
their loyaltles. o - : _

Lastly, the, practlcp found in some countrles of granting by law to-
an autonnmmus,entlty the right to all or part of a specified tax should
be discouraged. Ali taxes should be remitted to a centralized government T
agency. o '

Mr. DARDON empha31zed the d931rab111ty of explalnlng the philosophy
or the underlying aims of tax lsw to the taxpayers, so as to make them
fully acquainted with its scope and with the obligations it la.ld upon
them., With respect to spec}flc taxes established to finance public
works undertaken by private firms, even subject to inspection or super-
vision by the public administration, it might be dangerous to make the
firms in question directly responsible for collecting the tax. In any
event., the system would infringz the principles of unity of the exchequer
and budgetary unity obtained in many countries. '

Mr. CROCKEIT expressed agreement with the previous speaker's first
point. As for his second point, the difficulty was that the tax adminis-
tration usually lost control of the Govermment's financial policy.

Hence, outside collectlon agencies should be discouraged.

Mr. TORRES AHUMADA described the preparation of the 1960 tax code |
currently in force in Chile, setting forth the background data on which
it was based and the procedure followed in its formulation, up to the
point when the relevant legislative decree (No. 190) was prnmﬁigéted by
the President of the Republie, The procedure in question had been
chosen in order to ensure that a codification achieved as a result of
so much hard work might be viciated in the course of discussion by the
legislature. Authority to preomulgate the code was grarted by the
National Congress., However, only the procedural and adjectivel -sections
of the code were in,faet.ﬁromulgated, A printed summary of ibz code

referred to was at the disposal of the participants in the Conlerence.

- /Mr. ALMIRO
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Mr. ALMIRO did not see how the two points in Mr. Crocketi's statement,
namely the need for training tax administration experts specializing in
each separate type of tax and the desirability of a single central Tax
Deﬁartment, could be reconciled.

Mr. CROCKETT said that in countries where the tax staff was large,
the practice was to divide the personnel into groups specialiging in
specific taxes, As a rule a particular group was not familiar with the
rest of the taxes, It was therefore prefersble to have a single Tax
Department responsible for tax investigation and collection under a
uniform body of laws.

Mr, PIFDRABUENA said that Mr. Crockett's remarks were very com-
prehensive, and to introduce new comments would be anticipating the
work not only of the current Conference but even of the next. He informed
the meeting that a Training School for Internal Revenue Service personnel
was already functioning in Chile with the collaboration of the International
Co—operation Administration (ICA) and the United States Internal Revenue
Service. It now provided a complete course of instruction for beginners,
and another at a higher level ~ i.e. for inspectors and supervisors -
was being started. As a means of providing further information concerning
the institution in question, he asked that a pamphlet he had brought
with him to the Conference (OAS/ECLA/IDB/8/Add.1) be distributed to
participants. : : ‘

" The CHAIRMAN said that tralnlng would be discussed under each of
the topics to be debated,

Mr, CAPLIN stressed the importance of a satisfactory relationship
between the tax administrator and the taxpayer, He agreed that the
proper codification of tax laws and suitable regulations would benefit
both the administrator and the taxpayer, He further agreed that the
preparation of simple tax declaration forms was essential. |

Mr. IOPEZ BARONA referred particularly to the problem arising from
the fact that the tax administrator was hot involved in the preparation

of legislation for the establishment of ‘the tax system, However excellent

that system might be, its authors were unaware of the real difficulties

fof tax
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of tax collection, their only concern being: (a) to collect the maximum
amount; (b) to reduce to a minimm the cost of collection services |
and the time involved;- and (c¢) to ensure strict coﬁpliance with the
tax law, It was highly desirable for the administrator to take paft in
the formulation of the tax laws, so as to become familiar with their
aims and objects. The training of personnel was undoubtedly'imporﬁanf,'-
but it must not be forgatten that the lack of security of tenure and -
stability in such occupations -~ one of the main problems of public
administration in Latin America - militated against it, There were two
solutions to the problem: - to establish a civil service and to grant a
measure of autonomy to the tax collection offices in regard to. their in“,ﬁ,m
ternal organization, In short, there must be an end to politicai iﬂter; _
ference of any kind in tax collecting and administration; and that
could only be achieved by allowing tax administrators to take part in
the drafting of tax legislation and making provision for the training
and security of tenure of tax personnel,

Mr. REIG said he would like to add a few remarks on the necessity
for a.comprebenSive tax reform on a sound basis, That described by
Mr. Torres Ahumada might .serve as a model without'bféjﬁdice to the
legislation approval being studied by commissioné with the ﬁelp of
expert groups. For such a reform to be effective it should not be
hastily improvised like those instituted in legislatures which lacked
the appropriate technical experts and where politics were the only
determining factor. The Chilean reform had been'préﬁared by slow degrees
and in a proper series of stages, and it promised to be an ideal procedure
for establishing sound legislation in line with public opinion. He hoped
that in Argentina tax reform would be tackled on the basis of preparatory
studies carried out by properly qualified experts who would help to
sound the views of the various professional and public segtors concerned,
Reference had been made to the training of administrative persbnnel, and
he felt that consideration ought also to be given to the training of
high-level experts. Harvard University‘conétituted a model in thatl
respect, in that it produced graduates qualified to advise Finance Ministers

Jand te



E/CN,12/4C.50/6
Page 25

and to collaborate with Congressmen in drafting tax legislation, He
stressed the role which the universities might pléy in that commexion.

While the need for tax codification was indisputable, he considered
it likewise essential to have adegquate administrative regulations and
interpretations which should be given wide publicity. In his view, the
Latin American administrations were for the most part remiss in issuing
regulations and intérpretations,_sc that valuable basic ideas escaped
the atﬁention of the community. He therefore suggested that proaedﬁral
legislation should make this mandatory if a law or regulation was open
to misinterpretation.

Mr, MONTERROSO, referring to the remuneration of personnel wondered
whether the staff of the supérvisihg agency ought to earn higher
salaries than the personnel of the agency supervised. This was the
view taken in his country by the Superintendencia de Bancos wvis~A-vis
the Banco de Guatemala, the central bank of the country, despiteothe
fact that the technical qualifications and competence were the same iﬁ,
the two cases, , B

Mr, CROCKETT said that the question of adequate salaries was indeed
difficult., However, irrespective of their technical qualifications,
where government employees were exposed to graft, the fact should be
taken into account dn their salary scale,

Mr, BECERRA stressed the importance'of the various points touched
upon by Mr. Crockett in his statement; in view of the fact that they
were common to all the Latin American countries., A steady process of-
tax reform, whether through legislative or administrative channels,
was conduclie to the proliferation of tax laws, a fact which in turn
necessitated their periodic revision or codification in a forward-
looking spirit. The need in question was not incompatible with the
careful technical formulation of tax laws, as was exemplified by
Colombiats income tax reform, which had been regarded as a model. He
recognized that it was easier and quicker to introduce reforms by decree,
but it seemed to him undeniable that an essential requisite for the sucecess
of tax reforms was that they shoﬁld be acceptable to public opinion, :

/whose support
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whose support could only be obtained through Cohgreés and in-the -course
of the diséussioﬁsloﬂ_the legislature. In his opinion, the best way

to make the technical preparation of tax reforms compétible with the

- special features of the legislative process would be to allow the
Government to malntaln its right to put forward proposals and leave

to Congress ‘the work of formulating legislation, always in close co-
operation with the Government itself, That was the procedure which had
been adopted in Colombia for the income tax reform and which had
enabled due consideration to be given to the social aspects of the

tax. o o |

He also agreed with Mr. Crockett as to the advantages of
establishing a centralized tax administration. Again with reference
to Colombisa, qndlto its income tax, which was the most important tax
in that countrf; he pointéd out that decentralized organization had
proved an out~and~out failure, whereas centralization had yielded extra-
ordinarily valuable and significant resulis in the course of only a
few years,

In conclusion, he stressed the importance of training programmes
for administrative personnel, which were likewise being carried out in
Colombia as part of the establishment of a civil sé:vice in that country.

Mr, COSTA felt that the comments made so far had been cnﬁfined to
the short-range point of view. The recommendations of the Conference
should also refer to the long-range view, In that connexion, the dis-
cussion should include political, éocial, economic and educational
problems, The political structure of countries was important because
some Governments lacked confidence whereas others appeafed to be overe:
confident. The question of political favours, ad hoc administrations . :
and so forth should be touched upon. The social structure was important
because of class distinctions and the virtua) impossibility for the
lower classes to move up the social ladder. Economic problems should.
include the question of under-employment or unemployment, with broad
masses of the population barely.able to nake ends meet. The lack of
schoollngcf the bulk of the inhabitants in most under-developed countries
should also be considered,

/He hoped
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. He hoped that the Conference would issue a broad statement of objectives
with respect to fair tax administration practices, which would be of
general application to all Latin American countries,

The CHAIRMAN pointed out that the participants in the Conference

did not represent their Governments. Hence, no resolutions would be
produced,

He hoped, however, for a consensus of opinion on the type of
conclusions reached,

The meeting rose at 5.5 p.m.

/SUMMARY RECORD
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~ SUMMARY RECORD OF THE_SECCKD MEETING
held at Buenos Aires, Argentina,
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- Estimating the distribution of the tax burden
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OBJECTIVES OF THL TAX PROGRAM

The CHAIRMAN invited Mr, Sedwitz to describe the objectives and
background of the joint OAS/ECLA/IDB/Harvard University Tax Program.

Mr. SCDWITZ began by describing the aims of the programme, Latin
fmerica had embarked upon a unique plen to promote the economic and
social well-being of its peoples. In the fifteen years that had gone
by since the end of the war, despite the increase in export earnings,
the Latin American economies had witnessed no very great progress in
respect of either structural reform or the improvement of the level of
living of the broad masses.

If it was to solve its problems, Latin America would have to find
some way of reconciling ~ through its economic policy and its public
administration ~ its aims in reapect of social betterment and higher
levels of consumption with its desire to speed up the rate of public and
private investment and promote capital formation, To that end, it was
essential to formulate intégratéd gconomic and social development plans
or programes, in order to avoid the waste of resources and the social
tensions that often accompanied the industrialization process.

The principal aim of the tax programme was precisely that of
radically reforming the Latin iAmerican tax systems in order tq turn
them into efficacious instruments of economic and social programming}
Consequently, the programme whose initial phase was now begirming would
have to be developed on a basis of programmes and plans for practical
actions, designed in accordance with the principles of the Act of Bogotd
and the Punta del Este Charter, In particular, it would have to be
closely co-ordinated with the work of the Committee of Experts on
Development Planning, to be created within the next few weeks under the
terms of the Charter, The function of the committee would be to study
the development plans submitted by Govermnments for its consideration,
and the tax progranme weuild undoubtedly be able to provide it with
essential information for the sstablishment of basic principles for a

development policy.

/The joint
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The joint tax programme should be looked on as a long-term pfoject,
whose target in its initial stages would be the 1mprovement of tax
administration and the formulation of principles to govern tax policy
in the Latin American countries in relation to economic ‘development,
That was the purpose of the current Conference and of the one which is
to be held during the coming year. It was also planned to make a
thorough analysis of the fiscal situation in the Latin American countries,
not merely for the sake of satisfying academic curlcsity, but with a view
to grappling with practical problems and co-operating with Governments
in the effort to solve them satisfactorily., It was fot a matter of.
promoting indiscriminate tax reform but of introducing those changes
-which the above-mentioned research suggested and those which the im~
provement of tax administration called for.

~ The current Conference and the one to be held during the coming
year were of outstandlng importance within the programme since apart
from the interest of the topics diseussed they afforded an opportunity -
for the exchange of ideas and experience by specialisté whose position
as technical'experts allowed them to state their views more freely than
government officlals often felt at liberty to do. Moreover, the con-
sensus of opinion created at the meetings would spur Governments on to
adopt the specifiec tax measures concerned,

The Joint tax programme implied the initiation of activities which
untdl then had not received the attention they deserved, not only on
account of thelir repercussions in the economic sphere but alsc because
they opened up possibilities of attaining such social objectives as
human equitable income distribution and the more efficlent utilization
of human resources through better educational, public health, housing
and other services. The programme had taken into account the importance
of cfeating favourable conditions for the encouragement of private
investment, which was essential for dynamic economic progress within
the framework of free institutions.

/Mr, BARNES
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Mr. BABRNES described the procedure to be followed for the presenta~
tion of each topic. As the commentators on the different subjects
had'not in all instances had sufficient time to prepare papers giving
the particular standpoint and experience of their respective countries,
it was important for information of that kind to be exchanged durlng
the meetlngs.

He also informed the participants that a manual on income tax
administration was being prepared jointly by the United Nations and the
Harvard Law School International Program in Taxation. The final version
would be ready early in 1962, and in the meantime each chapter would be
sent to the participants as it was completed.

ESTIMATING THE, DISTRIBUTION OF TH: TAX BURDEN _
THE DISTRIBUTICN OF THL TAX BURDEN IN SOUTH AMERICA

The CHAIRMAN invited Mr. R.A. Musgrave to present.his papers:
“Estimating the distribution of the tax burden" (document 5) and "The
distribution of the tax burden in South America'.

Mr. MUSGRAVE said that since the practical and technical problems
of tax management were the primary concern of the present tax conference,
it was perhaps unfortunate that the first working session should be
devoted to an abstract and highly speculative subject. He stressed the
fact that the figures given in his tables and in the comments by
Mr. Herschel were hypotheses rether than statistics, and had a theoretlcal
basis, Thattype of information was, however, very 1mportant for the
develomment of a sound fiscal policy, since the benefits of public ex~
penditure programmes should be related to their costs and to the distribu-
tion of the burden of paying for them. Similarly, it was'necessary to
know the way in which the application of tax policy affected. incame dis-
tribution, since the reactions of the dlfferent income groups hed
repercussions on such essential factors in the economy as the level of
investment and structure of demand, etc.

Turning to the salient problems involved in making speculative
estimatés, with particular emphasis on the nature of the problems, he

/said that
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said that the first was to determine the taxes that should be included

in such an analysis., Most of the major general taxes comprising a country's
tax structure should be incorporated, but in the case- of special items,

such as payroll and gasoline taxes, it might be argued that they should

be excluded unless the corresponding benefits {e.g. transfer payments for
the former) ware taken into account. Ideally, both aspects should be
considered, but failing that, it seemed more sensible to deal with revenue
only. .

He pointed out that his analysis dealt with the way in which the
actual tax burden was distfibﬁted, an épproach which was typical of that
adopted in various European countries, Mr. Herschel, on the other hand,.
had endeavoured to cover also the allocation of non-tax receipts - a_
subject which might be discussed later,

The second problem was how to define the groups among which the:tax
burden should be allocated. He had selected spending units. arranged by
income brackets. - It scemed to him to be the best way to approach tha
problem for most countries, since it disclosed whether a tax was progreSSive:j
or regressive, There were other methods, of course, such as distribution
by factor shares, or by type of activity, If his own approach were used,
some important technical questibns had to be decidéd beforehand. The
first was how to define income. Income distribution was affected by
the choice of concept; - for iggﬁance, the inclusion of non-monetary incéme
favoured the lower end of the.scéle-amitherefore made the tax distribution
‘appear more progressive, The second was how to define the income~receiving
unit, one possibility being the family and another the spending unit. In
that case also, the choice made affected income distribution and ultimately
the incidence of the tax burden. Those points should be borme in mind
when the results of inter-country cdmparisons wére'being analysed.

In the actual preparation pf_estimAtes, the initial and most
important step was to allocate thé ﬁak burden among taxpayers by income
groups. The second was to obtain the effective rates of tax by taking
the ratio of taxes imputed to each groups to the income received by it.

/With respect
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With respect to the nmature of the problem of allocating tax
payments by ineome groups, it was important to remember that economists
were still unable to isolate and assess the distribution effects of -
tax changes from those of other changes in the economy, since they were
usually inextricably mingled, Their assumptions were therefore entirely
theoretical, ' '

- Discussing the most important.types of tax individually, he dealt
first with income tax, The assumption that the burden of income tax
was borne by the person who paid it was acceptable, though in the
United States and similar countries, some tax shifting occurred at the
top end of the secale because the higher salary rates were set before
tax.

The incidence of the tax on corporation or capital income was
much more difficult to determine in the United States because of the
serious shortage of accurate data. He assumed that ihe probiem.was :
less acute in Latin America, since the tax would not occupy such a’
large ﬁroportion of the total siructure., Opinions differed as to the
imputation of the tax, some baiieving that it should fall omn profits
end others that, under present market conditions, it should be borne
by the consumer, In his own estimates, it was assumed that one-third
of the tax fell on the consumer and two-thirds on profits.

Commndity taxes were an lmportant part of every tax structure
particularly in Latin America. It was generally and reasonably assumed -
that the burden of such taxes was passed on te the consumer, though
it was not impossible for the firms concerned to pass it back to its
employees or capital or materials purchased. Imputation to the consumer
implied an allocation in accordance with consumption expenditure, the
pettern of which would vary for different products.

Tables 1 and 2 in his paper contained the essential data for
determining a country's over-all tax structure. To make the sort of
analysis undertaken in the paper, the first step was formulate hypotheses
and the second to obtain the requisite statistics on distribution of
tax receipts, income distribution, total income and different types

/of income
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of income and expenditure. In the United Kingdom and the United States
it was easy to obtain such information, but he assumed that data on
income distribution were unavailable in Latin America and that details
on consumption‘eXpéﬁ&iture'patterns were hard to find, In their'absence,
the method adopted by Mr. Shoup in Venezuela, namely to take typical
families and decide what taxes were imputable to them, was caleculated

to achieve results that were almost as ﬁseful as-those obtained in other
Ways. ‘ | , ,

He next referred to the tables in his second document and gave a
brief explanation regarding their contents. Table 6 cqrfesponded to
table 2 in the first document, since it showed the distribution of

-effective rates of tax. The pattern was very uneven?‘being progressive
- from the first to the second quartile, and regfeasive from the second
to the third in most countries. It was very similar to the pattern
obtained by Mr. Shoup in Venezuela. _

One of the aims he had had in mind when preparing the paper was
Lo show whether income tax was prégressi?e or not; to indicate in
fact, at what polnt in the scale the tax was first applied, His
findings were given in table T .-

Mr. HERSCHEL said that any ana1y51s of the type descrlbed in the
paper in question was bound to be purely hypothetlcal in under—developed
coun.tries.7 ’

Tax incidence depended on conditions in'each individual country, and
was affected by the market situabtion and the attitude of entrepreneurs.
A prerequisite for any tax measure regarded as a de51rable means of
expediting economic development and stablllzlng or redistributing income
was some notion of who paid the taxes. One of the serious obstagles
to cafrying out such studies in Latin America was. the shortage of data.

As Mr. Musgrave had sald, the £1rst step was .to ascertain what
taxes were to be 1ncluded. He personally thought that inflation ought
to be considered as a supplementary tax. Not only would the effects
of fiscal policy have to be studled, but also the influence of other
monetary and credit instruments on income distribution.

7/ See document OAS/ECLA/IDB/5/Add.2 /vWhen an
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When an attempt had been wade to apply Mr. Musgrave's method in
Argentina, income had been broken down by remuneration of the factors
of production, classified as wage-earners and non-wage-sarners res—
pectively, The system was obviously deficient, since the second group
was not broken down into subdivisions. .

Again, the differences in the legal structures of the various- o
individual countries altered the premises on which the analysis was
based. Thus, in Argentina the special features of the income and
inheritance taxes entailed changes in the relevant assumptions as.to
incidence. The application of different taxes to the two income groups
was a mere hypothesis, which diverged from the Musgrave theories, and
was determined by the characteristics of the special taxes levied on
corporations in Argentina. The other taxes did not display any unusual
features, -

Clearly, in Mr, Musgrave's endeavour to apply the method of
distribution of the tax burden to various South American countries
the assumption that they all had the same income distribution pattern
as Venezuela could only be a conjecture, since the relevant characteristics
were sure to vary from one country to another.

Lastly, the speaker drew attention to the special problems arising
out of ecénomic‘development in connexion with the estimating of income
redistribution, since there would have to be co~ordination with a
projection of the changes that income distribution would uﬁdefgo as
the economic structure developed.

Mr, PICHMAN expléined that it was the purpose of his paper
(OAS/ECLA/ IDB/ 5/ 4dd.1) to give the reason why he thought research work
on tax burden distributions should be stimulated, and to discuss some

problems of estimation. It.was hard to believe that one could have an
effective tax policy without having information of the type included.
"in Mr, Musgrave's and Mr, Herschel's papers. Without that information
it was not possible to proceed logically and effectively. An attempt
to estimate such distributions would provide the ificentive and the
basis for eollecting a vast amount of important statistical information

/for policy
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for policy purposes and administration, Many significant policy con-
clusions had been derived from good di%tributians of income by income
brackets. , _ ,

Even in the United States there were gaps in tax returns information
although only 10 million people were not included in the tabulations of
individual income tax returns. In many countries the proportion was
probably nearer one out of every eighteen included, as against 17/18ths in
the United States; hence, it was necessary to provide a substitute for
official tabulations. He urged participants, if possible, to ce-operate
with other officials of their Govermments and with private research
workers to obtain field surveys of distribution of income and consumption.
Most countries had the basic resources of manpower and funds to carry.out
that work which although very technical, was not excessively expensive
provided an efficient sample was used. In the United States fairiy good
information was obtained from a sample of 25,000 families.

‘Distributions of tax burdens would alse be very helpful in tax
administration, In the United States the data were first used by a
group of people engaged in estimating the distribution of income and
taxes by income brackets to estimate the under~reporting of interest,
dividends and other income, Today the Administration had recommended
the adoption of the withholding system for interest and dividends, partly
on the basis of that information. '

The effort to obtain distributions covering the entire income of a
country inevitably led in the direction of determining the extent to
which taxes were being enforced adequately. About ten to twelve years
previcusly, the Internal Revenue survey actually had sampled several
hundred thousand returns and audited them to provide estimates of reporting.
That, effort had been discontinued for economy reasons, but was now being
reinstituted. The details of that programme were discussed in-

‘Mr, Farrioletti's paper (OAS/ECLA/IDB/6), and Mr. Caplin would report on it.
| He had not had an‘Oppoftunity to examine the additional paper by
- Mr. Musgrave and the paper by Mr. Herschel, He expressed his concern

over some aspects of Mr. Musgrave's distribution, which were very sensitive

/to the
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to the assumptions made, He referred to Mr. Musgrave'!'s remark that he had
found the percentages in the various guartile ranges in table 6 of his
paper very erratic. It was quite poss1b1e,but not llkely, that the
effective rate curve was as erratic as shown in the table. That result
might well be due to a sllght inconsistency between the figures for the
distribution of texes and the distribution of income. However,

Mr. Musgrave had provided a useful series of numbers with which participants
would work and apply their more extensive knowledge of the particular'
situation in their own countries, -

Mr. Herschel had a total effective rate of about 18 per cent, wheveas
Mr, Musgrave had a total effective rate of 12 per cent, An‘explanation
of éﬁch'a'difference should be determined before making comparisons among
countfies; Finally, he would heve preferred table 6 to be laballed -
"Mistribution of Tax Burdens in a country like Veﬁezuela", in view of
the differént distributions of taxes existing in various Latin American
countries. The figures should not be regarded as a distribution of tax
burdens in each of the countries represented in the table.

Mr, PIEDRABUENA expressed the hope that the method of eétimatingfthe
distribution of the tax burden could be concretely and effectively applied
in Latin America in the not tco distant future. In his view, it consisted
essentially in checking how far shifting took place. Mr, Musgrave, in
some of his taBlés, had classified taxes as direct and indirect, but in
fact that classificetion had fallen into disuse, since it was common
knowledge that there were indirect taxes which could not be shifted,

Jjust as there were direct taxes which could.

Variations were observable in the extent to which shifting occurred,
although it was undoubtedly greater in Latin fmerica than in the United
States; Thus, 100 per cent of the tax burden was probabiy shifted to
entrepréhsurial activities and sasles in Latin America, apart from which

the type of tax varied widely from one country to another. In Mexico,

| fofkexéﬁplé, only'the schedular ‘income tax existed, whereas in Chile

it was combined ﬁith;the'supplementary aggregate tax, He did not know how

far consideration had been given to the method of preparing the estlmate

when the tax was schedular, supplementary, or of some other type, -
/iIn Latin
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In Latin America, moreover, a varisble came into play which-did
not exist in the Uniied States. While it was true that taxes were applied
in conformity with the taxpayer's capacity to pay, public expenditure '
was charrielled primarily towards the lowest income brackets. A macro-
analysis of income and expenditure would therefore be necessary in order
to determine the benefits obtained by the less~privileged groﬁps.

In Chile attempts had been made to study the question of whether
taxation was progressive or not, In his wvlew, its effect was neutral
or slightly progressive. Tax samplings showed the workers'! share - in-
cluding entrepreneurs! remunerations -~ of the national income as the same.
The ﬁhird-catégory tax, which affected profits of enterpriées, fell on
the broad consumer massés, as did also the sales tax. Other taxes affected
only the higher income brackets; cases in point wers the second-category taxes
on luxury goods and imports of automobiles, etc. - '

Briefly, in the Latin American countries the methdds referréd to,
although they could not shed‘full light on the situation, might offer '
useful guidance,

Mr, HERSCHEL found the information on tax shifting in Chile interest-
ing and agreed that there was no point in classifying taxes as direct
and indirect; but he pointed out that the terms had not been used as a
basis for the analysis of shifting, as an indication had been given in
each case of how and in what proportion the tax burden was transferred.

He concurred with Mr. Piedrabuena's opinion that an analyeis of fiscal
expenditure should also be made. |

My, FEHREIRA said that data relating to real currency values and

inflation would have to be taken into account in estimating the distribution

of the tax burden, When there was a loss of real purchasing power changes
took place in the incidence of certain taxes, and the progressiveness of
income tax in particular was liable to increase. On the other hand,
during a_period of inflation the reveﬁue-yielding capacity of a flat-rate
tax declined, ' - ‘ ' '

Another point to be cdﬁ§idered‘was.the question of the exchange
differentials used in Colombia. They were equivalent to impért or travel
taxes and were of great significance for the Latin American economies.
The same effect was produced by artificial exchange rates,

e STRRDA
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Mr, SIERRA felt that stidies of the distribution of the tax burden
by income category were a valuable instrument of economic development
policy. Nevertheless, in view of the shortage of basic statisfical &ata
in the Latin American countries - and especially-iﬁ Central America - a
ouicker and simpler way of carrying out such étudies ﬁould have to be
sought., Centrai America, where efforts were ﬁeing made to achieve
economic integration, was particularly interested in ascertaining the
incidence of taxztion on the irdustrialization. process, tariff equallzation
and other act1v1tles 1mp11ed ir. the creation of ‘a commen market. ,

Mr, GUERRERC stated that in Central America the lack of statistical
data made a certain amount of ingenuity neceséary in the_collection of

background information, His chief motive of cpﬁcern_in the case of
Nicaragua ~ where the fiscal system was being revised at the moment - was
the. problem that a major proportion of tax revenue (51-75 per cent) was
obtained. from import duties, the income tax rate being only 5 per cent.
The best way of determining the incidence of such duties on the various 7
- 8ectors. of the economy was a topic which undoubtedly calléd for discussion
at the Conference, | o

Mr, VELARDE referred to the papers presented by Mr. Musgrave,
Mr, Herschel and Mr, Pechman, and said that although the techniques
referred to were somewhat advanced, the fact that they could not be applied
in exagtly the same form in Latin dmerica should not constitute an obstacle
to a more equitable distribution of taxation, designed to ensure that 7
more of the burden was borne by those with a higher capacity to pay. In
1960 the Revenue Administration in Panama had‘dpafted,two proposals for
increasing tax revenue, one relating to income tax and the other to |
property tax, with the aim of transferring some of the tax burden from
consumption to capital. With respect to indirect taxes, the Govermment
‘also had devices at its dispusal to ensure that the tax was not péssed
on into the price,

Mr, HEIG said that the University of Buenos Aires had planned to
undertake studies on the subject of the distribution of the tax burden
in Argentina.  The study plan had consisted of three stagesf {1) research

Jon the
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on the distribution of national income by income groups; (2) analysis

of family consumption at various income levels; (3) the incidence of
taxation, The first stage, intended as a sample to be taken coneurrently
with the census, could not be carried out,

He felt that, in spite of the limitations of the méthod adopted,

Mr. Musgrave's classification of the tax burden by quartiles was most
illuminating since it showed that taxation in Latin America bore heavily
on the middle class, The guestion whether that was not damaging to a
country would have to be examined, in view of the importance of the middle
class as a source of the formation of enterprises and capital,

At the present time three groups were concerned in this type of
research, The Di Tella Foundation had undertaken an extensive study,
and wpuld probably work with the University, An important group of
private firms had publicly expressed their interest and would provide
financial support. ,

Referring to the observations in Mr, Pechman's paper on the correction
of income estimates, he said that in Latin America it was not possible
to rely too heavily on the results of tax auditing as a means of correcting
under-estimates in income statistics, because that would reguire the
prior certainty that the degree of evasion was uniform at all income
levels., He wondered what other methods could be used, and favoured

‘requesting views on the subject, in particular from persons connected
with the various economic sectors who could give the benefit of their
experience.

Wage taxes for the benefit of social security services and taxes on
petroleum should be regarded as taxes 1f they were compulsory contributions.
With respect to the incidence of taxes on the income of corporations,
he believed that principles based on experience in one country could not
be applied automatically in another, In Argentina, for example, the
proportjon that could be shifted to the consumer was greater than that -
mentioned in Mr. Musgrave's paper with respect to the United States, .

because of the different level of demand competition in the markets.

/The question
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The question of the consideration of import duties alse called for
special examination. The type of goods imported should be épalysed;
if they were consumer goods, the same rules should apply as for specific
taxes on consumption, whereas if they were‘prbduction goods - equipment
and raw materials - and domestis production concentrated on mass con-
sumption goods, the import duties should bear more heavily on the lowest
income groups, _ | .

Mr, HART, referring to the distribution of personal income, had
some suggestions to make with respect to sources of information. In
Latin America the data obtainable from income tax returns were in-
sufficient, but other useful sources existed, such as the Di Tella
Foundation in Argentina and the Institute of Economies of the‘University_
of Chile, Family income and expenditure surveys could be carried out.
Extremely. interesting statistics could be derived from bank data. If
the banks could analyse the cheques they normally kept 1n their posse551on
. in Latin America, without idertifying the taxpayer or dep051tor, relatlon—

ships between income and experditure could be established, Many Latin
American countries were not under-developed in the field of banking,
and cheques wefe highly infornmative. In a study by Mr. Pledrabuena |
there were some very interesting tables relating to the distributioﬁ of
employees! and workers' salaries and ‘wages, on the basis of the with~
holding of fifth-category taxes by the employer firms.

He thought that, while it was difficult, it would_be worth while to
determine, with the help of sociologists, the way of life of taxpayers

at given incame levels, A combination of the data_thuS‘obtaihedA:rom
' sources which by themselves would be inadequate would be of gre§§ value
for determining the distribution of the tax burden. '

- Mr., MERZAN said that agreement was necessafy on the fundamental assump-
tions discussed at the meeting. In.the first place, there could be no
doubt as to the importance of establlshlng an accurate measurement of the
tax burden, which was of concern both to entrepreneurs and consumers and
to government deparimenis. Legislations varied too greatly for ;t to
be possible to lay down starndardized fbrmulée that would serve fdf'éll

/countries alike,
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countries alike, "~ To overcome the difficulty, he suggested that bases
for measurement in the various countries should be determined by means
'of a questioﬁnairé‘uﬁder the auspices of the QAS/ECIH/IDB Tax Program.
He endorsed the opinion that non-fiscal revenue should be included.

The rules for measurement would have to be drawn up by qualified
economists or officials specializing in that field, The data compiled
and processed on the basis of the questionnaires could be presented at
the 1962 conference on tax policy.

The CHAIRMAN said that a purely provisional questionnaire had been
prepared and it was haoped that it would be distributed to the
participants for their comments before the end of the Conference,

Mr, SALAZAR considered that measurement of the distribution of the

tax burden was also important from the édministrative point of view
because to know who paid the taxes and how much they paid was to know
the so~called market or clientele in other types of administration.
The behaviour of large firms and taxpayers was different from that of
small concerns:and taxpayers and required different methods énd techniques
ofrpersuasion, tax administration and control. Because of thesé dif-
ferences, Peru was seriously thinking of organizing its tax administration
not by type of taxes or functions but by size of income and type of
taxpayer activity, data for which could be provided in the siudies on
the distribution of the tax burden,

Mr. FERNANDEZ PROVOSTE was doubtful of the value of a study such
as Mr. Musgrave propesed, because he felt that the analysis of the

tax burden ought to form part of a study on national income; and also

because he was sure that taxes were bound to shift to prices or wages

and that they would not be paid by those nominally 1iéb1e. The possibility
of shifting depended not only upon the type of tax, but also on market
conditions, Thus, for example, if supply exceeded demand the distribution
of the tax burden would not be the same as when the reverse was the case,
However, that was no reason why partial studies on the incidence of
specific taxes should hot be carried out.

/M, FECHMAN
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Mr, FECHMAN said he would like to make two points.,  The first
related to the guestion whether the Latin American countries had
sufficient statistical resources at their disposal to make tax surveys.
The shortage of data was undoubtedly acute, but he could urge the
countries in the region to do as much as they would with the material
available, The second point was that ingemity should be replaced
whenever possible by sctual data, and that a determined effort should
be made to intensify data collection., When no information on income
distribution was available, the method used in the Shoup report for
Venezuela might be adopted, since its results had proved both interesting
and useful, ' ' L

He fully agreed with Mr, Hart that field surveys of income should
be carried out by private firms rather than by the State, since people
would be more ready to give them full and accurate information., The
importance of the data acquired during such surveys should not be
underestimated. | R '

Mr. HERSCHEL thought that the distribution by quartiles used by
Musgrave was really better than his own breakdown into two groups,
though it had the drawback of introducing an additional assumption;
nanely, that income distribution in various, countries was the same as

in Venezuela.

Mr, MUSGRAVE said that the discussion had revealed the complexity
of the problem and the differences between each country's experience
and conditions. In that respect he agreed with the objection raised
by several speakers to his assumption in table 6 of the second document
that the pattern of income distribution in Venezuela would be applicable
elsewhere. He also agreed that different assumptions on incidence
should be made for each country, but he would point out that the
primary interest of the ecoriomist was similarity rather than variety
and that certain distribution patterns could be found which would un-
doubtedly be typical of a great many Latin American economies, One
way to tackle the problem might be to select three Latin American
countries whose tax structures had similar features and work out &

/methodology for
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methodology for them which might subsequently be applied to other
countries. In Latin America, as in other parts of the world, the best
procedure would be to examine tax receipts first and ineclude expenditure
later. t ' '

He found Mr. Herschel's suggestions as to how to approach the

~question of inflation very interesting. The whole question was ex~
temely important for many Latin American countries. Budget finaneing
by means of deficits should not, however, be confused with financing
by inflation, '

The use of regulatory devices such as differential exchange rates
was an interesting suggestion, and should be taken into account in
analyses under the head of implieit taxes.

With respect to the need for simplification which had been mentioned
by several speakers, it might be achieved by adoption of the method
used by Mr. Shoup, If income grdups were chosen as a basis the brackets
should be very large, or else absolute levels of income should be taken.

He agreed with several speakers on the importance of data, but he
was convinced that the type of analysis that was required could be made
without a complete set of data., Contrary to the opinions expressed by
Mr. Herschel and other participants he would have thought the difficulty
of obtaining data to be less acute in under-developed countries, where
a large part of tax revenue was derived from customs duties and commodity
taxes on specific groups of products.

He pointed out that income distribution and policy were not entirely
a question of budget policy, but were also governed by such factors as
land tenure systems and industrial management. A distinction should like-
wise be made between the shori-term and long-term effects of tax policy
so that the requisite action might be taken in each case,
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. . M. HERSCHEL said that while the importance of customs duties in
Argentina was great, it was not over-riding., With regard to the

family budget studies carried cut by Mr. Shoup, it was true that they
were simpler, but they were not unattended by difficulties in respect

of the amount of detail they furnished. Lastly, reverting to the problem

of inflation, he did not think the method used to take account of it was
ideal, |

The meeting rose at 12,55 p,m.
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FACILITIES FOR THE TRAINING OF OFFICIALS
Mr, C4PLIN described the programmes being carried out in the United
States: a co-oper{tive progrmmne'under which Latin jmerdican expérts
visited the States and another for sending imerican experts to other
countries to study ‘their systems and practices, In addition, the
United States Internal Revenue Service would be hiring another 4,000
revenue agents during the current year, bringing the total number to
57,000, Half the new recruits would be trained in enforcement and would
underge a rigid course of training, either at.washington or in the field,
Most of them were college graduates or of sﬂnilarreducational level, -
Training was related to the requirements of the locality in which it
was given, One novel departurs was the Programme for seriior tax officials
~ potential leaders were chosen from the staff of the Service to be
specially trained for management positions. Further, an experiment was
being made with a scheme for Seconding Internal Revenue staff to help
establish schools in other countries, He expressed the hope that
English-speaking specialists from the Latin jmerican countries would
participate in those programmes whenever possible on en informal bcsis,
Mr, PHILLIPS read out s statement sent to the Conference by Mr,
Fowler Hamilton, idministrator of the Agency for International Development
(4ID), expressing his gratification-at the fact that three inter-American
organizations had organized a Conference on Tax Administration and
offering to continue and strengthen their service in tax administration.
He explained that AID offered a variety of training programmes
adapted to the needs of particular countries, The individual training
prograrmes were of several kinds, one of them for bringing psrsonnel
from foreign countries for practical observation programmes and
occasionally for participation in high level programmes such as that of
Harvard University. As far as possible, however, the present trend
was towards group training programmes which offered the challenging
possibility of mutual encouragement, For example, the workshop
seminars provided an opportunity for discussing concepts and techniques,

/as a
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as a preliminary to practical observation and experience. He envisaged
the possibility of establishhﬁgregional'seminar—workshdps and regional
centres for training at the higher levels. Recognizing the tremendous
importance of treining, Mr, Phillips went on to say that the experience
of some countries pointed to other considerations as essential to success
in improvement of tax administration: first, a real desire on the part
of the government to improve tax adminstration; second, ample humsn and
financial resources available to the tax administration, including
security of tenure for tax personnel; third, a major increase in the
pumber of people trained within the country itself; fourth, technical
and administrative skills to convert ideas and plans into action. As
those skilis took some time to mature, foreign advisers frequently
could speed up the process, as was now being done in Chile,

STATISTICAL RECORDS FOR THE MANAGEMENT AND CONTROL OF TAX ADMINISTRATION

The CHAIRMAN invited Mr, Farrioletti to introduce his paper:
"Statistical Records for the Management and Control of Tax Administration
(Document 0iS/ECL./IDB/6),

Mr. FARRIQLSTTI said that when he had been invited to prepare a paper
on the statistical aspects of tax administration, he had decided to
outline the requirements of a complete system, He had done so for two
reasons,,first because there was no previous literature on that
ﬁarticular subject, and secondly because it seemed to be the universal
cugstom to develop tax administration statistics on a piecemeal basis
without regard to the over-all requirements of the tax administration,

The piecemeal approach-resulted in a plethora of unce-ordinated statistics
which could not be integrated in the general framework of the tax
adiministration workload, the actual operations, and the part of the
workload left pending, In addition, the paper provided illustrations
of the statistics obtained in the United States and some of the
statistical lessocns learned by experience,

| \ - /The first
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‘I’hg first requirement discussed in the painer was the size and
nature of the total tax administration job, of which there were two
aspects, namely the "visible" workload and its measurement, such
as the counting of tax returns and funds received and the administrative
tasks performed on them, and the "invisible” workload, consisting of
tax returns which should have been filed with the tax administrator

“but had not been submitted; and of errors in filed tax returns., The
sum of the visible and invisible workloads constituted the total |
workload, - Changes in the non~filing and tax error patterns over the
years could be analysed to determine whether impOﬁant changes had
taken place in the levels 2nd nature of taxpayer compliance and
non-~compliance with the tax laus,

The gsecond requirement was the establishment of the portion of the
total workload that was in fact accounted for by current operations.

The statistics required should be obtained in a manner compatible with
the statistical materials used to measure total worklead. '

The third requirement was the establishment of the tax administratien
gap, nemely the difference between current operations and total
workload, :

The three remaining reguirements discussed in the paper related
to the effectiveness of current operations, the undertaking of research
to increass efficiency and the determination of the portion of the tax
administration gap that was worth filling wnder the existing tax
administration system, To ensure the effectiveness of current operations,
a financial plan was needed to allocate available resources among the
various tax adminstretion tasks to be performed, In addition, the
rates of expenditure of the allocated rescurces should be furnished.
After the finaneial plan was put into operation, it should be ehecked
to determine the results it.produced. The degree to which the total
tax aduministration gap should be closed depended on how far each
component gap was worth filling under existing methods, procedures
and costs, That was an economic question which teo frequently lent

- /itself te
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itself to controversy because of the absence ef reliable statistical
'data, preperly analysed and presented, |

The final section of the paper discussed the need for developing
research in tax administration to reduce the costs of enforcement
essential to the closing of more of the tax administration gap. &
plea was made for research to determine the ability and willingness of
the taxpayer groups to comply with the tax laws, However, the methods
and pfocedures involved in such research were difficult and required
skilled personnel not easily obtained, |

Mr, ALMIRO referred to document OAS/ECL:/1DB/6/4dd. 1, oontalnmg
his comments on Mr, Farrioletti's paper. With respect te the possible
application of Mr,Ferrielettils experience to Brazil, he explained |
that the Brazilian tax structure was based mainly on indirect taxes,
which made it more difficult to obtain statistical data. Although
the administrative éystem was a single whele covering the three
levels of government, tax statisties were not a part of that system,
since it was the respective collection services that provided the
statistics on which the studies and analyses were based, He had no
specific suggestions to make, but he wished fo gubmit a proposal for
the consideration of the organizatiens sponsoring the present Conference,
4s gtatistics usﬁally differed from country to country and did net
permit of the kind of objective international comparison that was
desirable, the statistical conference at Petrepolis, organized by the
Organization of American States, had recommended the establishment of
uniferm rules for the government budgets of all Iatin American countries.‘
In Brazil the states and municipalities had already attalned such
unlformlty in tax nomenclature and patterns, while respectlng local
peculiarities, If that was important at the national level for
-facilitating comparative studies, it was equally important at the
internétional level, Perhaps the wesent Conference might adept
some 51mllar proposal, since anything that enceuraged international

Junifermity of
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uniformity of practice on the basis of uniform nomenclature, methods of
collection and statistical presentation could count.on general support,
Mr, BICLER4 briefly summarized his comments (Document OAS/ECLA/IDB/6/
4dd. 2) on Mr, Farriolettils paper. While recognizing the importance of
the need to establish a comblete and integrated system of statistics,
he pointed out that tha lack of properly trained staff made it difficult.
For that reason the facilities offered by the United States participants
for the training pi‘téx administration staff were of the greatest value,
Statistical data could be obtained as a by-product of normal collection
operations, and that was done in Colambia, the information being pub~
lished in the Boletfn de Bstadfstica, an official publication which,
although it did not represent a complete and integrated system, was
very useful both for adéinistrative staff and for. the general public. A
comparison of the taxpéyers' accounts, based on their own returns; with

the national accounts, would show up tax srrors or evasions. However,
the systems used in Colombia was by no mesns perfect, and the

proposals in Mr, Farricletti's paper might help to remedy its defects.

The only objection to those proposals was the somewhat abstract and
theoretical nature of such matters as establishing how much of the total
" tax administration job had been done and how much remained to be done,
estimsting the cost of colleection services and the return on them, and
assessing the degreeﬂof voluntary taxpayer compliance, He considered
that the othe? suggestions irn the paper were easy to apply, altﬁcugh
likely to be ﬁampered by the lack of sufficient adequately trained staff,
In Colombia, for example, there were few statisticians and administrative
officials who had the required experience in both the administrative

- and tax fields, The training of staff abroad might. make it p0551ble

to round off that experlence, provided there was careful selection

to ensure -that the sucessful candidstes had sufficient experience

‘i their own country and were sufficiently mature to assimilate the

neéw knowledge they would acculre, and that there were safeguards against
" the waste or wrong use of the officials thus trained so as to ensure
/that the
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that the tax administration received the full benefit of the experience
they had acquired, ' ‘

In conclusion he spoke of what would be the logical order for
putting into effect Mr, Farrioletti's recommendations, and described
the existing organization of tax administration in Colombia, which’
gave prlorlty to current statistics over statistics relatlng to
future and perhaps hypothetlcal activities,

Mr, HOJTERHOSO suggested that for the Central Rﬁé}ican countries
the Advanced School of Public administration for Central America
(Escuela Superior de Administracifn Pfblica América Central - BS4F:C)
might be asked to undertake a special training programme for tax
personnel, mainly designed for staff already engaged in such activities
who have had same university training. The work which the School had
already done in other fields, its experience.and authority, and the fact
that it had been set up under the auspices of some of the agencles sponsor-
ing the Conference, all augured well for the success of such a project,

M¥r, PI-uRABUENA endorsed Mr., Becerra's views as to which of Mr.
Eﬁrridletti's suzgestions were feasible and which were difficult to
apply, while fully recognizing their possible usefulness for Latin
America. He attached only relative value to detailed cost statistics
because, in view of the extent of tax evasion, it would be more useful
to allocate- additional resources to combat evasion and because there
were intangible benefits that could not be immedistely measured, such
. as restoring_taxpayer morals. With reference to the tax statistics
collected in Chile, he maintained that statistics on the detection
of error, if given a coefficient consistent with their importance,
were élso useful for the gqualitative evaluation of the work of personnel,
and much more useful for that burpose than the rough system based on
the amount collected, as well as for guiding tsx administraticn. Many
advantages also attached to the establishment of a tax programme
at the national and zonal levels in which due consideration was

give to seasonal variations, since it not only made for more efficient

/control ang
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control and administration of the tax yield but alsc enabled revenue to
be realistically estimated for budgetary purposes, when compared on
a monthly account and area basis with actual_returﬁs.

Mr, CABEZAS stressed the unquestionable importance of costs and
returns stetistics for collecticn services, and also ef mechanization.
Statistical data of that nature would make it possible to calculate
the extent of the delay in Bolivia in the operations of the collection
services, and stimulste their enthusiasm by administrative procedures.
Statistical information would also make possible eomparisons with
corresponding periods for earlisr years, which were always helpful,

Mf,FﬁRRIOLETTI agreed that he had proposed an abstract system
any portion of which could be applied in any country. It should, of

course, be adapted to the requirements and means of the individual
State, He endorsed Mr, Almiro's suggestion that a set of rules should
be agreed upon for reporting statistical and budget data.

On the question of costs, he had referred in his paper to actual
cost, knowledge of which was more important in the case of a small tax -
force since misapplication had greater tax significance than in countries
with a lzrge force, ‘

Finally, there was no point in developing more statistics than could
properly be collected and analysed. Statistics were easier to produce
than to uss, '

Mr. U said that it was dangerous to-over-estimate the ratio of
cost to tax revenue. Statesable to show a low retio of collection
costs to revenue were usually guilty of poor tax administration.

He would be interested to know whether Mr, Farrioletti rega:ded the
chief aim of tax administration as being the collection of all the
taxes due or the correctness of the tax payment, particularly in the

‘case of over-payment,

/Mr. FARRIOLETTL
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Mr, FARRIOLITTI said that fsilure by a tax administretion to
d.e\.relcp a re'éﬁtz%tion foi correctness in its appliecstion of the tax
laws induced non-compliance on thew part of the taxpayer. The
administration mst ‘be' fair to the taxpayer. However, incorrect
returns usually entailed an additional payment by the taxpayer
rather than a refund by the tex administration, '

The meeting rose at Ma
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The CHAIRMAN invited Mr; Surrey to present his paper: M"Aubtomatic
data processing and tax aduwinietration” (Document OAS/ECL:/1DB/T).

He mentioned that a group from Canada and the United States, including
Mr, Surrey, had met at the Harvard Law School in April 1961 for the
specific purpose of conducting a preliminary discussion on the subject
before the present meeting,

Mr, SURREY said that the greit interest taken in the possibilities
and significance of modern dotus processing mechines for tax administration
had led to the holding of the preliminsry meeting referred to by the
Chairman, in an attempt to assess the scope of the subject, The
conclusions reached would be published in the next issue of the
United States National Tax Joumal and sent to all the Conference
participants, ‘

The success of present-day tax administrations depended on their

ability to handle the increasing volume of paper work, The use of
punch card and sorting equipment in - some countries had failed to solve
the problem completely, It should be realized that an entirely new
technology of sutematic daba processing was being developed and was
already in use in some private, commercial, business and government
activities. The questions before the meeting today were the importance
of the new technology for tax administration in the next decade, the
potential benefits it would bring and the conditions that had to be
present before those benefits could be obtained, He himself believed
that its impact would be revolutionary and that its benefits would
accrue to other spheres as well as tax administration, -

The salient characteristics of ADP and electronic computers were
their boundless capacity to store information and to perform integrated
repetitive operations accurately and swiftly, The first important area
in which it would be valuable was that of routine tax administration:
the filing of returns, verification of figures and recording of

payments. In countries where tax was self-assessed, the figures on
' /the declaration
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the declaration could be checked by computers; in other countries the
computer could wndertake the basic work of tax calculation,

Provided thet individual eonsolidated accounts were set up for
taxpayers, 4DP would greatly assist in compiling all the requisite
deta for keeping such accounts up to date for each taxpayer. Billing
for tax overdue would be facilitated by that system. Refunds would
also be made easier - an important point te bear in mind in regard
to countries where withholding of tax at source was common,

The second important field in which ADP could be useful was
tax enforcement, It enabled the tax administration quickly to see
which taxpayers had not filed their returns at all by checking against
a master list. It also permitted those taxpayers who were delinquent
in payment to be immediately identified,the amount of their
liabilities ascertained and notifications printed to be sent back
to the delinguent taxpayers and to the offices responsible for-
enforcement, ) :

With regard to the more difficult aspecis of non—compliance, suc{x as
those taxpayers who failed to disclose the full amount of their tax
lisbilities, ADP would enable collatoral sources of information such as
information on wages, interest and sales of preperty tc be used from
which the real smounts due could ensily be ascertained, 411 Gevernments
had such information at their disposal but could seldom draw upon it
because of the vast volume of paper work involved in matching the
information with the taxpayerfs return, Since the computer permitted
quick matching the problem in the future would probably be the selection
of the relevant information rother than the mechanics of its use,

Another irﬂportant aspect of enforcement was the selection of returns
fer auditing, ADP would help to classify returns for potential auditing
in accordance with a large number of factors of selection, and could also
provide returns for audinting on a rendom sample basis. One of the main
tasks - for the tax administration in the future would be to define the

Jeriteria on
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criteria on the basis of which the electronic computers could classify
returns, However, the computers themselves were useful in analyzing the
data needed to develop these criteria.

One difficulty was that a tax administration might learn too much
about delinguent taxpayeré. A distinetion had to be made between error
and fraud and suitable adjudicst.ion procedures decided updn, ~Those
problems were beginning to be studied in the United States.

The third mejor use of ADP lay in the provision of statistical
data, Tax returns were one of the most important sources of iaformation
for ény Government because of their wide coverage of useful data, It
was essential that such infofﬁation should be up to date, and for that
purpose ADP would be invaluable, because of the speed with which it
could assimilate and produce data. He referred to the point made by
Mr, Musgrave in his paper‘(Domument 0AS/EGLA/IDB/S) thet statistical -
and analytical techniques ghould be developed to make data from
various countries useful on a comparative basis, and stressed the
importance of such information for statisticians and economists.

Statistical date of the kind supplied by ADP would also be
valuable.for tax policy and legislation since, with the aid of
imaginatiﬁe research, they could be used to estimate the effects of
a given legislative change and would thus help to delermine future
policy. A | :
The data compiled by 4DP should be made available by Governments
for private economic research and for the use of private busiﬁess
activities such as business forecasting, |

Among the other benefits of ADP would be an impfovement in relations
between the taxpayer and the tax administration, Compliance would be
increased as the public would have greater confidence in the latter's
efficiency and feliability. In addition, it would become possible
to co-ordinate the administration of different types of taxes or the

work of different tax.jurisdictions.
/The remainder
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The remainder of the paper dealt with the means of‘determining
whether ADP could effectively be introduced into a particular country
and the way in which the changeover from conventional methods of
paper processing should be made, Such a step naturally called for
intensive organizatien and study beforehand, as well as a thorough
analysis of prevailing practices to determine the exact extent of their
usefulness, | '

In view of the enormous potential benefits of ADP and electronic
computers for all types of taxes (such as income, excise, sales and
property taxes), he would urge Latin American countries to adopt
that system without necessarily passing through the intermediate stage
of ordinary electro-mechanical equipment which lay between manual
methods and 4DP proper, What was needed was a realistic approach to
the problem combined with an imaginative appreciation of the
revolutionary changes that were beginning to take place in tax
administration as a result of the availability of electronic computers,

He hoped that the participants would discuss the pessibilities and
problems of ashieving that trensition and the major obstacles in their
way; the most important seemed to him to be the lack of trained systems
analysis and progremming personnel, He was convinced that in the
modern world it was both possible and feasible to build up a compentent
tax administraticn through executive ability combined with the use of
the best modern machines,

Mr, QUESADA said that he was no expert in the subject since he had
only recently made his first acquaintance with an electronic cbmputer;
but it might be well to consider whether and how such equipment
might be used in a small country, GCosta Rica with a pbpﬁlation of
only just over a million, and only 25,000 registered taxpayers, was
very differently situated from the United States, where such equipment
was most'widely used, and it seemed advisable to examine the econemic
pessibilities of using an electronic system, The cost of the eguipment,

Jwhich according
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which according to IEM estimates would amount to 60,000 dollars per
small unit, would not be beyond the reach of a small country. However,
the equipmentls capacity might be excessive in relation to the'country's
needs., The difficulty might be met by using the equipment for government
skatistical work cutside the ﬁax field, )

Moreover,it would be necegsary to look into the advisability.of
installing such a system all a! once, since many small cetpdries did
not even have electric machines, The question of modifying the mamual
system had been discussed receatly iﬁ Costa Rica, and it was felt
that 1t would be difficult to change over electronic computers w1thout
some prlor experience with conventional equlpment.

Mr, H.BHERT said that his own special field was income tax, but
he believed that his comments would also apply to other tax areas, since
all involved data processing., To judge by the discussions of the
previous two days, all participants were angious to improve tax
administration and incréase the efficiency of tax collection, That
involved an increasing amount of paper work, and the only sclution
was automatic data processing, A start should be made at once so as
to acouire experience of electronic data processing equipmént; it
would then be found that knowledge and experience would increase much
more gquickly than expected,

He pointed out that the population of Canada was smaller than
that of some South American countries, Manufacturers were now
preducing electronic equipment of a wide range as regards size and
capacity, suitable for alﬁnst any unit, The equipment was becoming
easier to use and maintain, and more reliable . n

Before computers could e 1ntroduced there must be interest on
the part of the senier tax officials., OScme of the younger ‘officials
might be reléased from their normal duties in order to attend courses
provided by the manufacturers or by a universitj.

' /& number
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A mumber of Latin American countries might combine in buying a
computer, if they felt misgivings about buying one for a single country.
He again underlined the increased accuracy, speed and economy with
which the necessary work could be done by electronic processing
equipment., | -

The meeting was suspended at 11 a.m. and resumed at 11,30 a.m.

Mr, V.LARUG stated that his only experlence in the use of electronic
"eomputers had been acquired in the Netherlands in connexion with input-
output calculdtlons, although the equipment no doubt operated in the
same way for taxes. While the advantages of the system were infinite,
some small problems should perhaps be mentioned. In the first place,
use of such equipment presupposed a highly efficient tax organization,
The manufacturers allowed for a waiting-pericd of tﬁoryears and even
suggested the type of organization best suited to the equipment.

In small countries such as those of Central America, the cost
might be too high unless there was a sufficient wolume of work, In
such 2 case it would be advisable to centralize the work of all
government agencies such as the Comptrollerts Office, the Ministry of
Finance, the Tax Administration, ete., so as to take full advantage
of the equipment,

Finally, it should be stressed that the criteria to be applied by
the individuals concerned should be carefuliy considered since the
machines could not yet think, )

Mr, OURQ PRZTO said he did not doubt the usefulness of automatic
processing., Brazil slready had electronic equipment installed at the
Brazilian Statistical and Geogfaphical Institute, in some universities
and private firms. _ | : |

The first obstacle was cost: the Insti£ute's computers ‘had cost
3.5 mllllon dollars and the equlpment was not fully usable for tax

' /purposes, since
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purposes, since it was acquired for use in census work, A solution
to the problem would be to cohsider the possibllity of hiring the
equipment cr extending the terms of payment, Ancther difficulty
was the possibility it created of technological unemployment; In
order to avoid serious difficulties of that kind, the new techniques
should be introduced gradually, _

Mr, HiRSRT replied that electronic equipment did in fact cut out
some operations, Qn:the other hand, the increased data available made
it necessary for the tax autkorities to sesign more staff to other
work, such as controlling tax evasion, He believed that the number
of staff needed was likely to be more rather than less, There was
bound to be some effect on the staff, and there would have to be
some'retraining, transfer and perhaps early retirement of those who
for reasons of age were not sufficiently flexible to adapt themselves,
- The displacement would not be as serious as was feéred:'if some
officials could be transferred to the enforcement service, and the
net effect mz.ght even be benef:.c:l.al. |

Mr. BRAVO stated that the tax administration in Colombia was
equlpped with the conventioral electro-mechanical type ef equipment,
but that, owing to the increased mumber of taxpayers, the possibility
of acquiring more vers‘atille and efficient equipment had been envisaged,
One million returns of income data and 500,000 tax accounts were
processed annually, Until the previous year, the processing took one year,
which ceused concern on the ];Sa.rt- of the Ministry of Finance and
misgivings among the taxpayers. -

The new squipment would not be used exclusively by the Tax
Division, but also by'a.ll the departments of ‘the'i‘JI:i.nistry ef Finance
for the payment of civil servants, budget operations, customs |
statistics, etec, In the Tex Division itself, the computer would be
used for ‘processmg income tax and supplementary tax data; for the
preparation of taxpayeradd -‘tmrrent accounts (althbugh the kardex
would not be suppressed); for tax investigation (cross~checking

| Jof information
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of information from different sources), and for the identification of
taxpayers in arrears. . . ) ‘

He did not consider it advisable to eliminate the use of $he kardex
system for current accounts as it was useful in igsuing tax clearance
certificates, which were frequently required for carrying out various
formalities, apart from their persuasive effect on the taxpayer.

It must also be decided whether it was advisable tc buy or hire
equipment; hiring had its advantages because the machines soon become
obsolete, _

Mr, RAPOPORT said that the subject was extremely iinpor‘bant for
Argentina and for all the Latin American countries, Development plans
would broaden the tax base throughout Latin America and many who were
net as yet taxpayers would be added to the rolls, Hence the tax
administration should be prepared to meet a variety of new tasks.

Argentina, with a population of 20 millien, had one million registered
taxpayers and an estimated 500,000 whose tax was fully withheld at
source and whe were therefore not registered, Each income tax retumn
involved dozens of operations -~ apart from processing monthly, quarterly,
half-yearly and yearly payments, the information supplied by withholding
agents and employers, etc, -~ which it was impossible to handle by the
cor}ventional systems, . :

In Argentina, the conventianal system of punched cards and electiric
tabulators had been ingtalled in 1933 along with the establishment
of the income tax. If it had been possible then te set the system
in motion with very little experience, there was no reason why in 1961
-and subsequent years,a precess in keeping with the times could not be
adopted, especially if the resources of international technical
assistance were available, Moreover, in Latin America up-te-~date
machinery was being introduced in industry, and a corresponding
programme of elecbronic conaputérs might also be envisaged, But first
of all, technicians should be trained and programmes studied with

[/a view
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a view to adapting them te each particular environment, and they should
then be extended to different government agencies which would utilize
them 51multaneously.

The problem of possible unemployment was more apparent than reaI.
The men who were displaced by machines would be trained for more important
tasks in tax control;‘where there would be plenty of scope.

Mr, DiVALOS pointed out thet many countries did not take full
advantage of the conventional equipment they had, yet were already
thinking of introducing electronic equipment, There was something
incongruous in the combination of a slow and antiguated tax
administration with staggeringly rapid and efficacious data-processing
equipment., He was therefore inclined to advocate conventional equipment
for countries like Bcuador which had fewer than 100,000 taxpéyers, as
was the case with Ecuador, o

Ecuador had 50,000 taxpayers and scanty resources. Operations
were carried out with conventicnal equipment, which was used by all the
departments of the Ministry of Financs, although owing to inter-ministry
difficulties the other depurtments were unable te avail themselves of it,
The discovery of cases of evasion alone had brought in enough revenue
to pay for the equipment twenty times over, A

The chief obstacle to the introduction of new systems of operation
was the conseérvative attitude of an administration which was reluctant
to abandon its familiar routine, The legislation in forece would alse
have to be revised, as under the existing laws tape recordings did not
constitute valid legal documerts. Thsre were statutory regulatiens, for
example, governing-the notificatien of taxpayers that payment was due,
and demand netices produced by electronic equipment would not suffice.

It should not be forgotten that the innovatiens under discussion
might affect other govefnment departments, The intreduction of radical
reforms could not be left to the discretion of the tax department alone,
and the necessary measures would have to be taken to promete action on

/the part
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the part of all branches of the Government, from the Ministry of Educatien
(civié education of the taxpayer) to the statistical offices (co-ordination
of data), _

Mr, CABEZAS recalled thut tax adminigtration had been considerably
neglected in Bolivia until a few years ago, since the only taxes of
importance were those on tin, - When the introductien of electric
machines had been first suggested, there had been a great deal of
scepticism as to their merits, To begin with, a small unit had been
hired for 1,400 dollars a month; it had been used for the preparation
of taxmyer rolls and the processing of payments, as well as for the
payment of salaries to civil servants in La Paz. It had soon been
found that the equipment had rendered such excellent services that a
larger one had had to be hired, and it was now proposed to hire one .
at a cost of 3,650 dollars per month, ,

Mr, WIESE felt that some reluctance to change over teo the use
of elegtrenic equipment was inevikeble, although cases of gver-enthusiasm
" were alse to be found, The decisien te adopt such eguipment should
' be bésed on proper administrative organization., In his view, the most
valuable recommendation contained in Mr, Surreyt's paper referred to the
evaluation and cholce ef'equipment., The level of adwinistration varied
fram one country to another depending on circumstances, so that whereas
in one country coordination might be such as te enable it te shift
immediately to the electronic system, others might have to proceed with
caution, That was the case in Bolivia, ) )

Venezuela had great hopes for the use of the electronic computer
for the work of tax control, national accounting, treasvry operations,
etc, However, there was a tendency to overburden the electronie
equipment with work which might be more éheaply done by other methods,
For instance, savings could be made if final returns were filed by the
taxpayer. . ‘

Mr, PIEDRABUENA said that Chile used conventional IBM equipment
but prepesed to install an IBM Model 1401 electre-mechanical unit
at an anmial rental of 32,000 dollars, He would like Lo know whether,

if it were decided to install electronic equipment, it would be
/absolutely necessary
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absolutely necessary to identify taxpayers by a single number, He also
asked what the procedure would be in case of a toxpayer's death or of

a change in the turnover of a tusiness, and whether it was advisable .
to keep the conventional machinery fo supplement the electronic
equipment, If such equipmeht were installed throughout Latin

America, it might be possible to enter into agreements to exchange
information which would be very wseful in coping with tax evasion,

Mr, HARUING said that it would be possible to operste electronic
equipment without adopting a system of permanent numbering; it had
been done in the United States, Bub if a master roll of taxpayers
was used, it was essential to have such a system., He agreed that the
death of a taxpayer or a change-of business activity posed continual
problems and that the only remedy was to keep a master rell ef up-te-date
information,

With respect to the joint use of conventional and electronic methods,
he explained that in the United States informaticn on taxpayers was
first put on punch cards and then transferred to a magnetic tape, The
tape could thereafter be used without the cards, The machine reguired
for the card to tape cohversion was the small 1401 computer,

Mr, SiLAZiR asked whethsr the best time for programming was before
the equipment was purchased or in the interval between the placing of
the order and the receipt of the machinery,

Mr, H:RBERT said that no programming should be undertaken until
it had been decided what type of machine was to be used; but a great
deal of important system analysis and planning was required before a
decision could be taken in “hat respect, : :

Mr, DUE referred t6 a point made by several speakers, namely'that
if a magnetic tape system were adopted there would be no visible records
to show taxpayers or for auditing. Tt would however be possible
Yo maintain a kardex file with separate cards for each taxpayer,’which-

could be kept up to date by ADP,
‘ /Mr, HERB:RT
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- Mr, HERBERT considered the point raised to reflect a psychelogical
stumbling-block that had to be surmounted. It was necessary to become
accustomed to use electronic computers as a sourcé of information
instead of written records,

Mr, LOPEZ explained in reply to Mr, Piedrabuena's question that in
Argentina, in the event of the death of a taxpayer, his number was
temporarily assigned to the probate court and that subsequently, when
the estate was divided, the number of the deceased taxpayer was assigned
to one of his heirs. With respect to the elimination of paper work,
he said that under Argentine laws, if judicial proceedings, had to be
instituted for the collection of tax, the original final return had
to be produced, Consequently, it would be imposaiblé to use the tape
recordings as legal evidence and hence to institute judicial proeeedings
against the delinguent. The final returns would therefore have to be
kept; and the paper werk could not be eliminated.

© Mr. GHAZZO expressed the opinion that the automstic processing of
data had come into its own mainly in connection with income tax, which
had not existed in Uruguay until 1960. The offices formerly dealing
with internal revenue (taxes on. consumption), excess profit taxes and
direct taxes had, at the time of spealting, been amalgamated in a
single Inland Revenue Administration, which implied the inauguration
of a new tax era in which the findings of the Conference would be of
the greatest interest.

Mr, RUAX said that tax administration ocught not to be alarmed by
the high cost of electronic equipment, since it had been shown to be
wholly er partly amortized by the increase in the revenue collected.
Moreover, it should be borne in mind that such equipment promoted
fairmess in taxation, helped to ¢urb evasion and might even result in a
reduction of rates by virtue of the greater efficacy of tax collisction,

Mr. SURREY remarked that he did not envisage ADP as confined te
taxes of the income tax type only, It could be used for all types of
taxes - income, sales, property, etc. In his view, conventional methods

Jof tax
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of tax administration might appesr to work satisfactorily because the
volume of paper work had not yet become overwhelming, but the growth
ef population and the broadening of the tax base would make the tax
administratorfs task in the next decade virtually impossible without
the adoption of more modern methods, ,

Some speakers had expressed doubts as te whether methods of btax
administration should jump a.ny stage in their development, Since
electronic computers had already been devised, he did not believe
that it was necessary to pass thwrough all the intermediate stages of
earlier methods and machines, ' '

With respect to factors that might be regarded as limiting the
adeption of ADP, cost did not seem to be a basic obstacle, The
chief need was for personnel trained in systems analysis and in
programming, and sound prelim_inary organization before the introduction
of modern machines, It was clear that considerable technical assistance
might be needed in some coimtriLes to fagiilitate the changeover to
electronic camputers in the fisld of taxation duz:i_ng the next decade,

The meeting rose at 1,25 p.m,
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AUTOMATIC DAT4 PROCESSING AND TAX ADMINISTRATION (continued)

Mr, BECERRA asked what vo.il.ume of work justified the use of electronic
equipment in tax administration,

My, DUE said that it would depend on the type of returns the equip-
ment would have to process. Soéme tax returns were filed monthly, others
only anmually, The simplest form of electronic egquipment, used for most
tax administration work, involved punch cards rather than tape. That
system was best for the processing of not more than 10,000 accounts,

Tape would be more economical where there were at least 50,000 accounts,
It was used primarily for sales tax work. :

Mr. FABRIQIEITI observed ihat some participants seemed to feel that
under the autamatic data processing system the legal tax decument, such
as the tax return, conld be dispensed with after the information it
contained had been transferred to s punc.h card or tape. That was not
the case. The return iqrould have to be kept as evidence if legal proceedings
had to be instituted against a taxpayer. The adventage of the tape over
the punch card was that tape could be processed through the computer more
rapidly and provided visual information readily available,

Mr., LACHMANN said that the most important consideration with respect
to the use of electronic equipment for tax administration was obviously
its cost, both for the hiring or purchase of new equipment and the
replacement of obsolete machines, Two points had to be conside;‘ed before
a decision was taken: first, the fact that a modern tax administration
gsystem would not function properly without some electronic equimpment; and
second, the possibility of 'u.se by the tax administration of electronic
equipment already available in other government offices or un_:'l.v_ersity

research centres,

The time had come for a comprehensive study of the need for electromic
equipment in tax administration and other government activities and the
extent to which its use was feasille. In that connexion, under its
Technical issistence Programe, the United Nations had made available to

| fLovernments, at
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Govermments, at their réquest, experts to assist them in carrying out
such a study.. Interested Governments should set up small groups of
-qualified personnel to work with the experts both in the study and in the
preparation of a. traihing'prograunne. '

Mr, CABEZAS said that in Bolivia two conventional electro-mechanical
units were used by the Ministry of Finance — one for the Departaﬁent of
Statistics and the other for the Revenue and Expenditure Department and
the Budgeb Department. While the cost of hiring those units was greater
than that of an electronic machine, lack of electric power precluded the
use of electronic equipment., The latter operated on 50 cycles as against
the LO cycles available at La Paz., Rlectronic equipment was thus not
necessarily more expensive for the work it could do, _

" Mr. REIG felt that the high cost of electronic machines would be
offset by their effecﬁiveness. Mestings such as the present Conference,
in making recomnendations which might affect the legal and eonstitutional
provisions in force in the various countries concerned, should clearly

_stipulate the area to which the recommendations were directed, e.g.
constitutional, legal or practical administration, in order to_avoid
unfair critieism,

TRENDS IN MANAGEMENT TECHNIQUE

| Mr, HABEBSTROH, summing up his paper (document OAS/ECLA/IDB/8), began
by referring to the problems arising in connexion with tax administration
in the Latin American countries, which he thought were not very different
from those in more developed countries like Canada and the United States,
They could be reduced to three major categories: (a) Those relating
to the permanence of the organization and the security of tenure of .
-personnel; (b) Those of effective coordination and unity; and (c) Those
of adaptation to envirommental changes. |

He went on %o allude to those functions of the administrator and

manager which could not be delegated, é.nd which comprised "elaboration
of yiﬁrposeﬂ, “negotiztion of participation!" and "maintenance of communica~
tion", With respect to the elaboration of purpose, he thought the

J/objectives proposed
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objectives proposed in  Mr, Farrioletti's paper (document OAS/ECLA/IDB/6)
failed to cover the whole field, and, in the last analysis, seemed to be
confined to_therneasurenent.of evasion, - While recognizing that there

might be others, he cited a nunber of objectives for the tex administration,
such as basing tax collection on the relation of revemue to the country's
econamic programmes, treating all taxpayers fairly; inculcating respect
for the law in the general public; carrying out specific regulatory .
projects developing background information for its future evazluation by
Congress and by the public 2s a whole; carrying out basic research to
increase knowledge of tax administration, ete. All the purposes
mentioned could be elaborated in specific programmes. ™Maintenance

of commnication" he considered essential above all, to task achievement,
He stressed the importance of the administrator!s ability to conceptualiza
‘the whole field of the organization!s functioning in order. to inter-relate
the parts and acquaint himself with the personal situation of his 5ubord1nates,
He did not know how much of what had been done in that direction in the
United States might have percolated. through to Latin Americe, especially

in respset to profit-sharing plans, which éould not be intreduced in the
tax field, but which might be comparable to the incentive. funds existing

in some Latin American countries, 41l such matters should fall within the
competence of the chief administrator, whose activities and qualifications
should be focused not only oa the task but also on his subordinates as
human beings and on their personal interests, since otherwise the latter
would not identify themselves wholeheartedly with their work,

Problans of adaptation were assuming steadily increasing importence,
as afy interruption of administrative continuity militated agéinst the
accumulation of experience. It would be desirable for administration or
management to be permanent and not to specialize in any particular’
function, and for political authority to remain an outside force to which
management adapted itself. Flexibility, too, was of vital importance;
it would allow of organization by projects and correct manipulation of the
over~all structure of thé'organizati‘on. A readiness to. accept change and

innovation would thus be fostered,
‘ JMr. PIEDRABUENA
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Mr, PIEDRABUENA commenting on Mr, Haberstroh's paper and his remarks
to the meeting, said he did not believe that in most of the Latin American
countries it was difficult to organize tax administration on progressive .

lines because the posts were hereditary or dependent upon considerations
of social position, wealth or other privileges. Impersonal authority,
the objectivity characteristic of the modern enterprise, and security
of tenure were, as a matter of fact, to be observed with increasing
frequency inthe countries of the region, 1In Chile, for example, although
the Director of the Internal Revenue Service held his post directly from
the President of the Republic,-he. was chosen entirely upon his merits, -
exactly as in the United States, while the other officials of the depart-
ment were permanent career staff who could not be arbitrarily removed .
from office. It should not be forgetten that tax administrations faith- -
fully reflected the existing social situation, and could not be expected to
evolve faster than other institutions or fislds of activity, On the ™
other hand, they should not lag behind either as had occurred in practlce
in some cases - even where their own development was not at fault -~ in
conseguence of the progress achieved by the taxpayers themselves in the
methods they used, including those for legal or illegal tax evasion,
fleform and modernization of the tax administration were therefore indis-
pensable if the reform of the tax systen was to be practicable.

Undeniable, when the influence of suthoritatian values declined,
the efficiency of the organization was seriously weakened, especially
in the case of services in which the personal element was involved, o
The highest degree of administrative efficiency, therefore, would be
achieved only if and when it was possible to appoint and promote the
official responsible for the tax organizétion‘ solely on his personal _
ability and merits, In support of the principle of impersonal authority,
he quoted the opinjon of & Chilean statesman, Diego Portales, who as '
early as 1830 regarded the sustained.maturity of political institutions
8s dependent upon the maintenance of "the mainspring of the machine®.

. /In Latin
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In Latin Ameriea, 1eadersh1p in administrative organization would
serve to revivify and refom e}nstmg structures. Moreover, efficiency
should be related to the instrument of "shared understanding" cslled by
Mr. Haberstroh the “task mbdel". In that context, the importance of
maintaining intemal communication, formal or informal, in the shape of
handbooks, detailed reports, evc. was clear, In Chile there was a marked
tendency to communication of the latter type; handbooks on official
auditing, statistics, turnover tax, etc., already existed, as well as
guides for teachers and pupils at the Internal Revenue Service Training
School., Negvertheleés s endeavours should be made to improve upon those
various i‘drm.s of communicatior. and promotion of understanding, particularly
of the informal type, 1n order to arrive at the goal of "shared purposet,

Equally necessary was co--ordination with a view to forming groups
("tasi-forces") on the basis of similar cormunity of understanding and
purpose, so as to eimplify the work of the chief administrator and prevent
undesirable duplication. Classification and evaluation should not be
confined to posts as such, but should be extended to cover the permanent
assessment of performance, since that was the basis for fair and objective
staff réports which emtiled gromotion to be determined by merit.

. He was in favour of legel and even constitutional reforms which would
pemit not only the delegaticn and sub-delegation of authority but also
~ the decentralization of functions, putting an end to the concentration
of authority in the upper ranks of the hierarchy. Decentralization would
- rid the delegation process of its discretionary character, and would open
up promising avenues - not, however, altogether free from hazards - in
those countries which were not federally organized.

Alluding to the defects and disequilibria commonly observable both
in the field of plarming and implementation and in systems of organization
and external commnication, he recognized that the lack of administrative
flexibility reflected the degree to which authority in the services -
concerned was personal and concentrated. One of the most serious administrativ
problems in Latin Ameriea was, in his opinion, the lack of internal controls,

' /especmlly in



E/CN.12/4C.50/6
Page 77

especially in the case of those whose task it was to keep a check on
the-taxpayera‘. “In that connexion, he suggested that the authorities
who issued instructions or made the pertinent recommendations should not
be the same as those concerned with carrying out the instructions in
question, and also that line supervision should be exercised up to the
heads of the inspection divisions, the only officigls who should be
responsible for individuasl supervision., Similarly, he thought it
desirable thet a national control and security office should be organized,
and that its supervisory functions should be speci:f.‘ied clearly and in detail,

The CHATRMAN said that one step taken in collecting data for the
present Conference had been a request to Latin American Govermments to
submit a diagram showing how the tax administration was organized within
each Ministry of Finance. Replies had been received from Argent.iha,
Bolivia, Brazil, Chile, Colombia, Costa Rica, .Ecuador., Guatemala, Honduras,
Nicaragua, Panama, Faraguay and Uruguay. The data were now being compiled
in a form which would show at a glance the wide differences between the
tax administration structure from country to country,

Mr, ALEGRE agreed that political changes often involved replacing
 the staff at all levels of the public service, which meant that the
' experience they had acquired was wasted. Consequently he suggested,
as g means of avoiding the difficulty, that as long as there was no
~security of temure for the staff, the power to take adminisirative measures
should be governed, to some extent at least, by regulation, and that .
discretionary authority should as far as possible be abolished., That
would ensure uniformity and the distribution of the tax burden by -
-adminlst.rative action. With respect to the need for publicity to keep
the taxpayers fully informed, it -should also cover information, however simple
as to the fiscal and non-fiscal purposes of each tax., That could be done
without prejudice to the inherent indivisibility of the tax revenue,

Mr, MOISES-BEATRIZ said he would like to hear the views of Nr.
Haberstroh and Mr, Piedrabuenz on problems relating to the leadership

/oualities of
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qualities of heads of departments, and to their relations with the groups
concerned, He considered that the lesder could not exert pressure on the
group without éeasing to represent its moral velues. Moreover the fact
_ that heads of departments beloaged to a higher group in the executive
-hn.erarchy might result in a conflict of interests, since the aims at the 7
two different levels were not alweys identical,
Mr. HABERSTROH said that a conflict of interest might arise not

only between units in an intemal organization but also between one |
'departm'ent and another, With regard %o & conflict between the head of'

a group and his subordinates, very often the executive group of which
the group leader was usually a member failed to realize that the conflict
existed, simply because it did not ascertain the views of the squrdinates
concerned, The group leader who thought in terms of work output alone '
failed in the human task of familiariging himself with the problems of
his employees, The answer to the problem was simple. Employees must be
able to discuss their problems, personal or otherwise, with an official,
designated for that purposs. )

Mr, PIEDRABUENA said that a group leader was either prepared to
co-—operat.e with his subordinates in solving their problems, or was

unaware of those problems, o was opposed to co-operation with his
enployees. In the first case, the problems were solved, in the second
they remained unéolved and in the third tension was aggravated,

Mr, WIESE said that one of the vital aspects of the development of
tax administration was the improvement of management ekills. Due emphasis |
should be placed on establishing advisory and research sérvices at the
highest levels of the tax administration, and putting them in the charge
of officials who were not taken up with routine work, Such measures would
meke the administretion more active in applying ‘the law, and would redound
to the benefit of efficiency among the senior officisls. One weakness was

_the lack of any lateral control, which should not be superimposed on line
supervision, but should tske the form of an inspection and information
service to keep heads of departments informed of what was going ou in their
particular offices, , Jiir. LOPZZ
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Mr, IOPEZ thought that the problean of the security of temure or
permanence of officials -~ especially of those at the highest levels -
was essentially. a political problem. By way of eorrbboration, he
adduced Argentina's sxperience in respect of the Internal Reverwe Administration -
over a mutber of years. In his opinion, both the evils noted in that respect
and: those to which other participants had referred would be renedied as
education and general political training in the Latin merican countries
improved. '

Mr. REIG said that in his view, the sociological and anthropologzcal
problems currently being studied in commexion with the scientific training
of management personnel applied equally to public administration and, more
specifically, to tax administration, The place given to the tax services
within the public administration was important. These services should be
granted administrative autonomy because, in countries where political
changes were frequent, the independence required for administrative action

' depended upon that autonomy. He agreed with Mr. Piedrabuena on the '
advisability of separatmg, within the over-all plan, the functions of
ordinary executive leadership from those of investigation, advlsory functions
and teehnical studies., It should be borne in mind that both the delegation
and sub-delegation of guthoriiy required that those who Treceived the
authority should be properly gualified, 4s far as co-ordination was
concerned;, an internal appeals unit should be set up which, by means of
a simple procedure, would lay down unified eriteria and provide a sort of
administrative jurisprudence, HNeither the unit nor its decisions would be
related to tax courts in any way nor would they affect the competence of
those courts, ' 7

Mr, LOFEZ BAROMA said that in Honduras the problem of internal disputes
in govemment ‘offices had been so{l.ved by the practice of asking the employea
to select those of his colleagues-with whom he would particularly like to
work, Each group elected its own leaders who, in turn, chose the head of
the executive group to which they belonged. The procedure had proved to be

- " /most successful
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most successful and, with respect to tax administration, had resulted in
a 60 per cent increase in tax collections, L

Mr. Haberstroh seemed to be of the opinion that management technigues
used in private enterprise should be applied to government offices. He
himself did not believe that all the techniques used in private firms
could be profitably applied to govfermnent departments,

He hoped that the Conference would confine itself to discussing tax
administration proper and not become involved in questions of tax policy,
to which some speakers had referred. '

He had been gratified to note, from the statements made at the
Conference, that tax administration was improving in Latin America,

Mr. FEENANDEZ PROVOSTE said that the present Conference confirmed
the importance of tax administration, The tax reforms agreed to at the
Punta dgl Este maetihg could hot be carried out unless administrative
problems were solved in the countries concerned, It was dangerous
to carry out a reform without a quaiified administrative staff to apply

it in practice, In Chile the question of a tax reform was not discussed
until a decision had been reached on tax administration problems,
The meeting rose at 5.45 p.m. '
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TRENDS IN MANAGRMENT TECHNIQUE (continued)

The CHAIRMMN invited Mr, Fapoport to make some comments on the
topic: "Irends in Management Technlque" which had been discussed at

the previous meeting.
Mr, RAPOPORT said that it was of vital importance to the tax agencies
that the organization and staff should be on a permanent basis, There

were various views as to the heads of tax bodies: some believed that they
should be changed from time to time, since they usually incurred criticism
" and ill-feeling from the taxpayers; but on the other hend the replacement
of the individual holding the post should not mean a change in policy.

In Argentina the Internal Revenue Administration was advised by an
Executive Board, whose members were not part of the civil service and
were not paid by the Government, The Board had full powers to make
appointments and promotions and take disciplinary action, and to establish
the policy governing expenditure, budgeting and credits. Steps were being
taken to reorganize the tax services in Argentina on a functional bas:Ls,
by decentralizing the officec that dealt with taxpayers.

He considered that the costs of the services should be closely
supervised and administered with a view to maintaining the proper balance,
ACCOINT]NG AUDITING AND KNOWLEDGE OF BUSINESS PRACTIGES IN RELATIGN TO
TAX ADMIN ISTRATION

The CHAIRMAN said that the discussion which was about to begin would
show how pﬁblic accountancy as a préfession could bridge the gap between
the tax ad:niniétration and the taxpayers or taxpaying entity, a problem that
had long defied solution. He invited Mr, Taylor to present his paper:
"jccountings, Auditing and Knowledge of Business Practices® (Domm-ent'..
OAS/ECLA/IDB/1). 7 ‘

Mr, TAYLOR expressed his concern over the lack of zccounting rules or

principles formulated by public accountants in most Scouth American countries,
It was unfortunate that many of the accounting rules applied were governed

/by tax
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by tax laws which were often far from conforming to what might be called
good business practice, particularly in regard to eXpenditﬁi'e and reserve
funds. The application of such rules was frequently detrimental to the
interests of business firms, ,

Auditing had made even less progress though it was admittedly well-
developed in Argentina and Mexic.o. The latter country had based its system
on United States standards. In Argentina, auditing had made great strides
after the stock exchange was reorganized and firms whose shares were quoted
on the exchange were required to sutmit financial reports certified by
‘public accountants., But it had not yet been made obligatory for the statutorj:r
auditor (sindico) to be & public accountant, in spite of his heavy respon-
sibilities, ‘

~ The current problem of accounting in relation to taic administration
in a number of countries concerned the corporation in particular, Independent
anditors were rarely appointed by such bodies, since their accounts were :
usually kept in accordance with the interests of the owners and the probable
incidence of the tax burden, He therefore stressed the point he had made
in his paper that the work of the tax administration would be facilitated
if taxpayers and accountants could be induced to provide fuller information
on the accounting procedure applied to specific items and on any change
that might be made in the basic principles of accounting adopted,

| He was concerned that public accountancy should become ani important and
distinguished profession in Latin America, Top-ranking officials in the
different Ministries of Finance and lawyers who had specislized in tax
questions could greatly contribute to the achievement of £haﬁ aim. The
development of public accountancy would benefit the tax administration in
two ways. More efficient prepération of accounts and -t.ax'retu;'"ns would
made the task of the tax inépectors easier while the establishment of
recognized accounting_principies would enable accouniants to foresee what
problems - e.g. currency devaluation ~ were likely to arise and to collaboratg
with the tax authorities in taking the necessary measures to deal with them.

[ir, NICHTAWITZ
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Mr. NICHTAWITZ said that although little need be added to what was
contained in the documentation submitted, he would like to underline certain
points, First, the tax authorities tended to concentrate too much on going

over the accounts of large fims, despite the fact that such accounts were
usually reliable, and neglected inspection of smaller enterprises, which
thes gained the impression that they were not being controlled, Such
an approach might nbt be very practical if resources were limited, It
mght pay the authorities betier to devote their time to the points most
likely to lead to irregularities, such as cost prices and transactions
between parent companies and their subsidiaries, Sometimes the inspection
of the tax suthorities was confined to queried items of small amounts, such
as traffic fines or gifts, which cost more to collect than the tax reverme
they yielded, ' |

He emphasiéed the importance of ext.ending the use of a_ccd\mting records.
The greater the reliability and responsible character of the accountants,
‘the more confidence the tax authorities would have in the records, and
they thusg had a direct interest in raising the status of the profession,
There were various ways of deing that, such as the recruitment of accountancy
instructors, the establishment of stricter requirements for granting the '
title of accountant and ~ though it was less important - the enactment of
legislation to regulate the exercise of the profession, especially in the
tax field, Moreover penalties should be established for fraudulent
accounting., He had béen informed that in Chile the regulations provided
a means of penal:.z:mg the accountant that enabled him to transfer the res-
ponsa.bzlity to his client. He would be interested to learn how that
arrangemmt worked., ’

Mr. BABNES invited Mr, Balls to present his cmmnents (Document
OA4S/:CLA/IDB/1/Add.2) on the paper by Mr, Taylor.

Mr. BALLS said that whereas Mr, Taylor had dealt with the subject
from the standpoint of a practising écoountant' he would adopt the
standpoint of a tax administrator. The prerequisite for consideration

/of the
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of the subject was an understanding of the five basic principles of
taxation: 1, taxes should be productive without restricting economic
growth; 2, the tax burden should be spread as fairly as possibly;

3. taxes should be equitable and of universal application; 4. tax laws
should be clear to those who must apply them and those subject to them;
5« taxes should be easy and economical to administer, '

The purpose of the tax administrator was threefold: to devise taxes
in confoermity with the foregoing principles that would raise sufficient
' reveme to meet the needs of govermment; to establish a simple and
' econdmical basis for: assesmment. and collection; and to develop auditing
and other procedures to ensure full coméliance and effective enforcement,
For the achievement of any one of these aims, a comprehensive knowledge
of accounting, auditing and tusiness practices was necessary.

- Tax administrators should be fully familiar with the current use of
such practices and procedures in the community with a view to devising
procedures that would be acceptable; they should also ensure that their
own accounting, suditing and administrative machinery was as efficient as
that used by the business commnity, In order to be efféctive, govermment
procedures should serve as great a varzety of purposes as those used by

business firms, and eguip the tax admznlstratlon to account to the legis-
~ lature for the collection of publie moneys. The accounts should also be
so designed as to provide the Government, with regular and up—to—date
‘ihformation for -econemic analysis and piannang '

Accounting was not an exact science. Although its rules cauld be
codified, it had to he flexible to_meet‘the varieﬁy'of‘purymseS'it was
designed tc serve, - But the multiplicity of interests involved made it
impossible for a single sudited fimancial statement to protect them all
equally. : It should therefore be ranembered‘fhat the auditor!s first duty
was to his clients - shareholders or taxpayers - and he had an obligation

to state their tax liabilities at the lowest figure consxstent with a
'.strlct interpretation of the law._ Consequently, the interests of the

/taxpayer and
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taxpayer and his auditor and those of the tax service were bound to conflict
at times, but every effort should be made to establish a hlgh degree of '
co—operatlon and confldence between the two sides.

Taxpa.yers and tax administrators should also be able to obtain expert
advice whenev'er necessary and in that respect t.he existence of a body of
professional public accountants endowed with the requis:.te knowledge and
experiencé was invaluable.. One of the most difficult problems for the
tax administrator was to decide at what point in time a tax could best
be collected, That could not be detetmined without a thorough knowledge
of the business and accountihg practicés and procedures involved '

He agreed with Mr, Taylor thet the principal problem for a tax _
adminlstratlon in assessmg tax was the measurement of corporate mcome,
and :Ln that reSpect a closer a.pproxmat:.on should be made between taxable
income and mcome reported to ﬂaareholders.

The prlme problen in regard to incame tax was the defln:n.tion of income;
that was qbv:.ously not a matter for accountants alone, and tax laws had
t.heresz_-e been designed to ensure that the adcounting concept of income
was adjusted to the needs of equity and other tax cox;sid_erations.'

‘ M, 10PEZ said that there was a difference between the degree of
accépt.énce of auditing methods in Argentina and in Brazil, and there were
" no doubt ‘equally great differences in other countries., There were many
associations of public accountants in Brazil, Chile, Mexico, and Venezuela
'and other Latin American countries, consisting of United States fimms
operating internationally which worked with local associations. That
indicated that in those countries the level of professional knowledge,
standards of conduct and respons:bility were equal to those found in the
United States and in the United K:Lngdom.

However, the :extemsmn of the functions of public accountants was
scmewhat hampered in those cowmtries by certain obstacles to normal op'eration.
Aparf, from those mentioned in the comments on Mr. Taylor's paper, there
were many otha‘s, related to tax incentives and to the fact that United

' /States enterprises
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States enterprises were hlghly "t.ax—conscmus" Tius when American
enterprises came to work in Argentina, the tax incentives granted there
resulted in the taxes. not ¢collected by the exchequer flowing into the
coffers of the Um.ted States Treasury In other words, if the income
of the Argentine mbs:xdlary companies puid at the rate of 38 per cent
the parent compeny made up the difference of 14 per cent to provide
the 52 per cent represented by the United States tax, Such an outflow
of funds should be avoided in any ratlonal international co-operation
plan, Lo .
~ The taxpa.yer alwajs put up a good fight to defend his income, both
in Labin America and in the United States, the difference being that in
thé United States the Congress would not think of foregoing its privilege
of voting expenditure and establishmg taxes yearly, whereas in many
Latin dmerican countries those powers were in the hands of an executive
which at times acted arbitrarily. Thus, for example, a programmé of
industrial mechanization could be halted in its tracks by a decree
prohibiting the importation of machinery, Obviously such obstacles were
overcome by surreptitious means, amd there was a similar temptation to
cheat the Treasury when taxes were so hn.gh as to be excessive., Auditors
would certify everything that could be "formally" justified, but would
reffain from qualification, since they were neither judges nor assessors,
and moreover they were often ignorant of the real state of affairs.

A1l such difficulties were obviously due to a fanlty tax policy which
was at variance with equity or was damaging to the economy. The power
to solve the problem lay with the public when it elected its rulers, .and
the problem should be put to the public, The position was not thet the
public could not furnish a solution, but that it did not know what the
problems were, ! ‘ ) _

The meeting was'suspended‘ at 11,15 a.m,. ahd resumed at 11,45 a.m.

Jr, DARUON_ RODAS
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Mr, DARDON RODAS said that while accounting techniques were particular-
ly important in the administration of taxes on corporations, they were

a;so essential because of the fact that such bodies absorbed much private
capital. In Guatenala appropriate legislation leid down the form in
which corporations should prepare their balance sheets.

There had been some controversy in Guatemala as to the functions
of public and private accountants, but the former were steadily gaining
ground,

Mr FARRIQIETTI said he weuld 1like to have :mfoma.tion on accountmg
problems and practices in Latin America in relation to tax administration,
in order to compare them with what he knew of the profession of chartered
accountants in Canada, the United Kingdom and the United States and the
views of the taX administration there; o | _

He explained that as a result of the historical development. of the
tax administration in the United States, the interests of taxpayers often
conflicted with those of the Government, A4s Mr. Balls had pointed out,
lawyers and public accountants were in duty bound to defend their cllents
by setting their tax liabilifiies at the lowest possible figure compat:.ble
with tax legislation, The establishment of a close and friendly relat:.on—
ship between the taxpayer and the administration through the public ac-
countant would, however, do much to cope with the difficulties, o

It was conmon practice in the United States for large corporations
to have an accountant from the Internal Revenume Service working permanently
on their tax problems and presenting the views of the Service as to the
most acceptable solutions. | )

Mr., TORRES AHUMADA said that the accountants of America were united
" in large representative organizations, and had already held four inter-

imerican eongresses on their professional pmblans.' The conclusions

reached by such congresses could constitute valuable mat:ai-ial for the

OAS/EGLA/IDB Tax Programme, It ﬁight alsc be very useful to suggest to

the committee organizing the next conference of accountants, to be held

in New York in 1962, that the subject in question should be debated under
/ some such
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some such heading as "The .accounting pfbfession, accounting standards and
commercial practices in relation to tax administration", It was important
that those ideas should not be dissipated or forgotten. |

In Chile accounting standards were set forth in tﬁe commerecial and
tax codes. Fims could use whatever systan best suited them, prdvided
that it clearly reflected the state of their business and that the
system was not changed without prior auihorization from the Internal
Revenue Administration. That body could pe-na.lize' an accountant if it -
‘was shown that he had falsified the facts, but he was held blameless if
the statement of accounts was accompanied by a statement by the client
testifying that the information supplied was reliable, Professional _
accountants were associated in g college of accountants, and relations
between the professional accountants and the public authorities were
excellent, The right to practise was granted by the State, and it was
a2lso required that an accountant be inscribed in the register of
accountants. The title of accountant was required to enter the Intémal
Revenue Administration, o

Mr, CABEZAS gave an account of the functions of the auditiné department
established four years previously in Bolivia, and of the results achieved,
The deparhment'had a skilled staff, not subject to any political influence,
- and it gave highly satisfactory results, not only because it had Ei.mproved
compliance with the tax obligation, btut also because efforts had been made
to improve the exercise of the accountancy profession.through ‘advanced
training courses and penalties for those who failed to produce proper
accounts, 4s a result of that activity gaps and shortcomings in the law
had been discovered, and they would be remedied in a new tax code. |

The auditing work had given rise to so many refunds, additional
charges, etc., that it had been necessary to modify the previous system
of written administrative decisions, and instead a system of administrative
hearings had been introduced that enabled disputes between the taxpayer
and the authorities to be resolved more or less immediately.

/Mr, BRAVO
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Mr. BRAWO explained that in Colombia as in Chile, accountancy standards
were set forth ih the Commercial Code. Alse, in the case of corporations,
there was & contrblling agency responsible for defending the interests of
the members, That agency had been accumulating experience on the wey in
which accounts should be preserted, and had drawn up rules to distinguish
between income from operations and income from capital.

In Colombia commercisl ami taxation practices were fairly similar,
since the tax legislation had cstablished very flexible principles into
which any technical advances in accounting could easily be incorporated,

The State was also. eager to encourage the profession of public accountant.
Thus only & qualified public accountant could becems 'a tax inspector,
certify entries in accounts and discharge certain other functions,
Accountants who failed to fulfil their obligations were subject to
pénalties ‘of suspension of their right to exercise their profession.

Mr. RISUENO said that the devélopmmt of norms governing the accountancy .
profession was following a parallel course in all the Latin imerican countries.
There was a greater reglization of the importance of the accountant, and
an increase in his influence in economic affairs and his co-operation with
lawyers, His participation should constitubte a guarantes of reliability
for any tax authority, He agreed that there should be penalties for those
who certified a frandulent balance sheet, and thought that in addition
~ there might be a fine for tax revemue not collected through the accountant's
negligence, Referring to the Chilean practice of absolving the accountant
of his Tesponsibility by means of a certificate signed by the taxpayer,
he took it that that would nct apply in cases of negligence by the accountant.
It might be useful to devise sane method of consultation in the abstract,
in which the parties concerned remsined anonymous. ,

It would be highly desirable to reqguire that the statutory anditor
(sfndico) in a corporation should be'a public accountant. In Argentina
there was a provision to the éffect that where that was not the case, the
balance sheet mist be certified and signed by a public accountant.

/He went
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He went on to refer to the tax sparing clause under which there could
be applied against the tax in one country not only the tax slready paid on
the same income in another country, but also tax unpaid by virtue of an
exemption provision aimed at encouraging certain forms of investment,
However, while certain types of investment carried a tax reduction in
Argentina, that did not benefit the foreign taxpayer, but merely increased
the amount of tax he had to pay in his own country,

Mr, MERZAN said that in Paraguay the balance sheets submitted to the
tax administration were not required to be certified by a public accountant,
although in practice that was the case. A special form of tax treatment
was open to the smaller taxpayer, who could choose a system of coefficients
instead of submitting accounting recoerds, The pmfes‘sion‘ of accountant
was not of university level, as it should be, ,

It was difficult to ensure absolute homogénelty hetween legal require-
ments and commerciel practices, but undoubiedly the auditor was the best
link between the authorities and the taxpayer. With respect to penalties,
he did not consider that the accountant should be held liable except in
flagrant cases, since that would mean encroaching upon the principle of
responsibility, which was that of the taxpajer. .

- Mr. TAYLOR considered that while there would always be differences
between the taxable profit and the profit recorded for the information of
shareholders and others, those differences should be easy to locate., It
was not a matter of establishing éc-counting noms by legislation, since the
law was too rigid, but of having them formulated and, where necessary,
modified by the accounting profession itself. Accountants should come to
en agreement with the tax administration so that accounting for tax
purposes could be carried out on the same principles as those reconmended
in good commercisl practices. For example, some tax administrations did
not allow any adjustment in the prices of goods, even when the market had
fallen considerably, so that businessmen tended to use the rate of assess—
ment permitted for tax purposes., He also thought that an advisory tax

tribunal such as that to which Mr.FARRIOIETTI had referred might be very

useful, /Mr. SIERRA
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Mr, SIERRA agreed with Mr. Taylor that the accounting profession
itself should establish the accountancy rules, and such action was all the
more urgently needed in view of the common market and economic integration
activities now in progress in lLatin imerica, In that comnexion it would
be necessary to stucdy the accounting of subwidisries of foreign firms
such as international transport companies which, because their activities
were centralized, failed to include in their accounts an indication of the
income received in the country. This left. the door open to tax evasion
on g large scale, As most tox atdministrations in the Latin American
countries were slow, inefficient, antiquated and often lacking in trained
staff, it would be helpful to give more responsibilities in the tax field
to public accountants by lay:mg down rules likely to earn then the conf:.d.encq
of the tax administration, He suggested that the next Inter-imerican
Conference of Accountants should be asked to consider the possibility of
drawing up adequate rules for the interpretation of certain accountancy
terms, and auditing rules, He further suggested that the functions of the
private and mblic accountant should be separated,

Mr. PIEDRABUINA said that the value of the taxpayerts documents as
evidence should be indicated, In Chile the tax authorities had no powers
te collect any bax over and sbove what was based on the return, unless
it could stiow the informatior. to be falsified or inaccurate, The tex
administration could, in the latter case, dispense with the documents,
the burden of proof then being reversed.

There were other accozmtmg principles that requi_red further elucida-
‘tion in tax administration, e.g. the allocation of costs in respect of
realizable assets, the correstion of the m-effects of inflation, and
amortization methods, There had been con31dera.ble clarification of some
of those matters in his country, but there was still much room for improve-
ment, which was ghown by the fact that only lineer depreciation was
recognized, which he believed was a mistake,

- [/wWith respect
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With respect to tax incentives aimed at attracting foreign capital
into the country, it was essential to recommend, as an alternative to the
tax sparing clause, the solution proposed by 0AS and already accepted by
the European'countries as a means of remedying the deplorable practice
of transferring such tax advantage from the enterprise that should benefit
to the Treasury of the country that exported the capltal. That alternative
was the exemption granted by the latter in respect of income obtained by
its firmms in the country that imported the capitel,

The CHAIRMAN thought that the participants should discuss the problem
of corporations or firms in Latin imerica that were small encugh to be
owner-managed and either had no shareholder or so few that their financial
reports were private and prepared merely for the convenience of the owner,

In the United States the ownership of a corporation was so widely dispersed
that duly audited and certified finanecial statements were published for
the benefit of the shareholders, without the tax aspects being taken into
congideration, A |

The meeting rose at 1 p.m.
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CONTROLLING IWCOME TAX EVASION

The CHAIRMAN invited Mr, Oliman to introeduce his paper: “Contrelling
income tax evasion" (Document OAS/FCLA/IDB/2).

Mr, OLDuAN stressed the need for convey:mg an adequate picture of
the Government?ts expenditure programme to the public as a means of
encouraging voluntary compliance with tax obligations., The public
should also be made aware of the anti-:inflationary and regulatory
cbjectives of taﬁcatioh.

With respect to efficient colleetion, he considered the methods
suggested by lr, Lachmann and My, Rapoport in their written comments
(Document OAS/ECLA/IDB/2/4dd,l and Add,2) to be most valuable. Of
particular interest was the new method applied in Argentina, where a
decision had been adopted to ensure the collection of income tax from
the livestock sector by means of withholding arrangements, Collection
would be facilitated if Governments made. a special effort to prepare
the taxpayer ps;rcholog:.cally to comply with the tax laws,

Cn the question of the use of public taxpayer lists, he referred
to Chile's experience in the mstter. It was to be hoped that.'the
shroud of secrecy now surrounding income tax information would gradually
be lifted, The increased need for economic data should result in
more income tax information being made available.

Eeonomic santions were applied in msny countries to compel
compliance, In those where no offective santions were provided in the
income tax law, a system might be devised whereby a taxpayer was
required {0 show a tax clearance certificate before being permitted
to engage in certain activities, _

Penalties were an important part of a tax administration system.
Their deterrent effect encouraged compliance, particularly from groups
highly sensitive to loss of sccial prestige. Evaders usually felt that
the odds were overwhelmingly in their favour. One authority believed ..
that a 25 per cent risk of being caught would reduce tax evasion

substantially, /5 iy
o penalt;
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No penalty system or other deterrent was effective without proper
enforcement machinery, requiring a vast number of enforcement officials
such as tax inspectors. In that conncsion, the experience of the
United States with its tax on gsmbling was illustrative of the probiem.
The tax had been in force for eight years and evasion entailed severe
penalties, However, grmbling flourished as it had in the past because
the enforcement machinery was inadequate, In most cases, however,
the existence of penal laws would have a salutary effect because their.
application would stimulate law-abiding conduct on the part of the
taxpayer. '

He was not convinced, however, that a penalty system must gd 80
far as to include prison sentences, Countries which lacked such a
provision need not press for it and those which: included it in their
tax laws would do well to study its operation and usefulness,

At Mr, Oldman's request, the CHAIRMAN recognized Mr. Sharef,
the observer from Israel, )

Mr, SHARLE said that most of the tax laws in Israel had been made
unworkable by the rapidly swelling population, the growth of a new
economy and inflation. ZEvasion had been dealt with by reducing the
tax rates on three sepsrate occasions and by educating the new taxpsyer.
The public had been urged to disclose full income data and had been
promised that the information would not entail a review of earlier
retums and assessments, Care had been taken to maintain correct
relations with the taxpayer, |

An attempt was now being made to devise & simple income tax form
for the lower-income groups and to concentrate most of the tax
administrationts manpower on the higher income brackets, The policy
was to enforce the tax laws from the top, beginning with the most
affluent taxpayers. ‘

4 campaign had been undertaken to convince the public that the
taxes it paid were not for the benefit of the Government but to provide
services for the people, the Government being a mere agent in the

/provision of
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provision of those services to those who needed them, Public advisory
committees, on which thousands of persons representing all branches
of economic activity served, hed been established to advise tax
inspectors in the matter of as&essménts. A-great improvement in
public relations had resulted. i S

Tax laws, to be enforceable, séould.be moderate., If they were,
they should be enforced by all possible means, Economic sanctions
guch as fines had proved unproiucti;e in Israel because they had
been regarded as a commercial risk, Nor had fines influenced the
social attitude towards the tax evader, The decision had thérefqre
been taken to impose penal sentences on offenders, particularly if
large sums were involved. The measure was supported by the Government,
the public and the Press. In the early stages, however, the courts
had had to be convinced of the seriousness with which tax evasion was
viewed, Lenient sentences imposed in lower courts had been appealed
and in some cases sotisfaction had not been received until a
favourable decision had been handed down by the Supreme Court., Heavy
fines and prison sentences had impressed upon the public the need for
compliance with the tax laws, «nd public opinicn had gradually shifted
and now supported firm action against tax evaders.. ¥hile much still
remained to be done; considerable progress had been-achieved by a
policy of strict enforcement, moderate laws and good public relations,

Mr, R4POPORT, referring to his comments {Dogument OAS/ECLA/IDB/2/
4dd.2) on the topic presented by Mr, Oldman,. pointed out that owing
to the existence of social, educational, cultural and economic

differences, the task of determining the tax systems most suitable
for the Latin American countries, had to be approached from their
specific standpoint, o
It should be recognized that the co-~operation of employers was
of great assistance in relieving the heavy administrative burden laid
on the State by the collection of income tax, Nevertheless, since 1932,
/the year
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the year in which income tax had been established in Argentina, and
especially during the post-war period, tax administration had become
more complex and a process of decadence and retrocessicn had come
about, at the very time when it was necessary to grapple with the
problens generated by inflation, higher rates and increasing evasion.
It was only a year since remedial measures had been embarked upon
and that the autonomy previously enjoyed by the tax administration
had been restored, thanks to the realization that laws, however
excellent, could not serve their purpotse in default of an efficaﬁicus
instrument for their implementation, It was to the lack of such an
instrument that the increase in tax gvasioﬁ was largely attributable,
since it could not be considered an inherent feature of the problem, but
an occasional phenomenon, facilitated by the impunity brought about
by disorganization,. At the tiﬁé of speaking, indirect measures were
being adopted in Argentina to improve the fiscal education of the
taxpayer, while at the same time individual situations were being
studied in a spirit of tolerance and understanding, by means of the
delegation of responsibilities, decentralization of administration and
the application of the statute of limitations in the case of "spontaneous
presentation” on the part of the tuxpayer., Such procedures were
producing highly beneficial results, and were inculeating in the
taxpayer the sense that the State kmew of his whereabouts, was
acquainted with his real situation and could compel him to meet his
cbligations, o

With resﬁect to penalties, imprisonment could only be applied in
cases of criminal responsibility for forgéry or falsification with
intent to defraud the tax authorities; the latter is not in itself an
offense, Fines were the penalty most ccmmonly imposed on delinquents,
Imprisonment for tax fraud, as proposed by dMr, Oldman, might degenerate
into an insbrument of political persecution. In that respect, civic
matufity was the target that should be aimed at, since its attainment
would e€stablish a healthy attitude of co-operation between taxpayer

and tsx administrstion,
/ Mr, LACHMANN



o

E/CN.12/AC. 50/6
Page 100

Mr, LACHMAN stated that the United Nations had over the years
assisted Latin-American Governments in efforts to strengthen income
tax adminstrations and income tax-cnﬁpliance. ‘The first task there
was to identify the causes of the widespread non-compliance found in
most of the countries, . In this connexion it would be interesting to A
hear the experiences of the participants in their respective countries. .

Generally speaking those causes were primarily, ignorance - of law
or fact - and disaffection - toward the government as a whole, toward
the tax system or toward its administration.

In practice, of course, those causes were often mixed, ignorance
being in many cases the result of negligence or even a cover for
intentional violations, while cdisaffection in turn might lead the
taxpayer to negligent or even wilful evssion of his obligations,

Taken by itself, ignorence was especially poﬁent, a factor where the
very terms of the income tax were obscured in an incréasing number -
of unco~-ordiriated texts of laws, revisions and amendments, Efforts
to codify the income tax and, in fact, the entire tax law, were
therefore of the highest importance and were in fact proceeding in

a number of Latine-American couatries, in severai.of them with United
Nations technical assistance, Disaffection, in the fifst place,
could be considered as the roct of that anti~tax mentality which was
the concomitant of under-development in countries whose governments
failed to serve the rising aspirations of the population,

In important me:ssure, however, such disaffection was specifically
traceable to the existence of a tax system whose underlylng pollcles
and features were in conflict with the concepts of economic justlce
“snd progress of the country. It had to be realized that a bad tax’
'system was uneforceable by any means, and that, in that sense, the techniques
discussed at the present Conference could become fully effective only
in conaunctlon with those measures of tax pollcy reform which would
be the subject of the Conference to be held in 1962,

- " /As for -
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As for the role of penalties, their effectiveness depended on the
certainty of their imposition in cases of violations and on their
adeguacy, On that point, he was not prepared to depreciate resort to
gaol penalties, as had Mr., (idmenr and Mr, Rapoport. He had been impressed
by Mr, Sharef!s report on the decisive role which gaol sentences had
played in the success of the Israeli income tax, To be sure, the
introduction’of such an innovation in Latin idmerica required careful
preparation of the administration and the public, but, with that proviso,
its implementztlion appeared to him essential to effective income tax
enforcement, _

VMr. MOISES-SEATRIZ stressed the need for a review of tax
administration procedures in Latin America, particularly because of the
imminent application of the tax reforms agreed to at Punta del Hste.

Comrenting on Mr, Cldmanls suggzestions to enéure.greater voluntary
compliance by the texpayer, he agreed that every camp»ign designed to
make the texXpayer clearly aware of his tax obligations and of the
social purposes of taxation, and every effort made teo educate him in
shouldering his tax responsibility, constituted measures essential
for the progressive eradication of open resiétance to direct taxation
znd perniclous evasion practicés. The Latin American countries might
well embark on a publicity programme at the earliest possible date to
counteract and cure the present deterioration of taxpayer morale,

That remedy was not likely to produce results, however, unless it was
developed intensively and on the basis of extremely effective devices,
adapted to the psychological climate of each individual country.

In his view, the most effective method of controlling tax evasion
in Latin America would be based on the development of a well organized
and efficient system of tax collection, with particular emphasis on
organization, supervision and contrel, information, planning of tax
administration and extension of the withholding system, His detailed
recommendations on those points were set out in his written comments on
Mr, Oldman's paper (OQaS/ECLa/IDE/2/Add.3).

/¥r, ALEGRE
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Mr, ALEGRE proposed that the so—calied legal forms of tax evasion,
which were simply deductions authorized by the legislator and in
practice reduced aggregated taxgble income, should be cambated by
means of a system of juris tantum presumptions, To rebut such
presumptions, the taxpayer would have to produce evidence that the
actual situation strictly corresponded to the legal position,

Mr, PIFDRASUINA stabed that in Chile incomplete income declarations

were the chief factor in tax evasion, He considered evasion attributable

in most cases to inequities in some laws, administrative shortcomings,
failure to apply impriscnmént penalties, and the occasional adoption
of laws, granting of partial tex exemptions. Among the measures that
might help to combat it would be _elimination _of those causes,; trial
by jury, prison sentences and the establishment of an intelligence
service to investigate fraud, |

Mr., BECERRA, reférring to economic sanctions against income tax
evasion, thought thst 100 per cent was a very low rate,since in.Colombia
a rate of as much as 500 per cent was inexorably applied in the most
serious cases, Criminal penslties, on the other hand, were not-usuvally
imposed because of the difficulties and legal problems involved, More
important than eretims of any kind was actien to imbue the taxpayer with
a sense of duty to society. Its absence meant that no stigmas attached
to really delinquent acts such as smuggling. Ii was therefofe
indispensable to stress the absolute necessity of compliance with tax
law, on philosophieal and moral as well as juridical grounds.

He pointed out the importance of the role of the tax adviser in
relation to tax evasion, siﬂce in many instances the taxpayer would
not dare to commit the infraction concerned without the accountant's
support. The profession of zceountant should be subject to regulation,
and he should share the responsibility in the event of delinquency.
It would also seem advisable for auditiﬁg prccedufes to be directed
towards the education of the taxpayer, who whould be given advice in

| ' /a co-operative
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a co-operative and helpful spirit;;}ather than for such procedures to .
be confined to the tracking-down of infractions.

Mr, DARDON observed that tax penalties, however effective, were
merely the consequences of evasion and did not remove the underlylng
causes thereof. Very often the taxpayer was convinced that the
Government was not using publiec funds in the best interests of the
population, Many Governments needed assistance in planning a rational
use of such funds, Another major cause of tax evasion was the -
unscrupulous tax consultant whose advice resulted in the filing of-a
ffaudulent return, While the taxpayer.concerned was subject to the
statutory penalties, the consultant-was not, ‘A thi}d cauge was the
practice in some countries of giving privileged treatment to foreign
investment capital at the expense of domestic capital, Very often
foreign capital invested in a country was exempted from all taxes. .

Mr, VALDES COSTA asked why the system of withholding taxes from
dividend and interest income had no£ yet been applied in the United
States, .

Mr, OLDMAN said in reply that the measure was difficult to apbly
in the United States because of the mllllons of dividend cheques sent

out, most of them involving small amounts.

Mr, VALDSS COSTA said he would like to refer to the s;dpe of the
movemeht.towards codifieation of tax law, since he believed it to be
far wider than Mr, lachmarm?!s paper suggested, The implication would
seen Lo be that reporting procedures were defective, In that contéxt,
he cited liexico!s Tax Code and the Argentine and Brazilian projects,
mentioning that the latter was the work of Mr, Gomes de Sousa. ' He

considered Mr, Oldman's proposals for combating tax evasion to be véry

sound, although he was doubtful or in disagreement on some points -
example, with regard to penaliies, the suggested solutions gave rise to
the danger that parliaments might delegate authoritﬁ'to-the Executive. The-
Latin American constltutions, desirous of defending the rights of the
1nd1v1dua1 stlpulated rlgld separation of powers, and the solutions

[in questlon
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in questioh would encounter insuperable difficulties. Nor could it

be overlooked that legal functicns in respect of taxation ocught to be

in the hands of courts that were independent of the administration, In
that connexion, he recalled the recommendation formulated by the tax
conference held in Mexico in 1958, In Uruguay such a specialized court
already existed within the framework of the ‘con:stitut.ion. The principle
was one which should be firmly 2stablished as a result of the present
Cenference, The prevention of tax evasion was not a question of severity
but of perfecting systems. | ,

Mr, CAHEZAS felt that although it was easy to talk of the application
of sanctions in general terms, the matter was not so simple when it
came to fixing their amount in the case of econamic sanctions or their
duration in that of prison sentences, When a severe penalty had to
be imposed, whether it took the form of an economic sanction or of .
imprisonment, it would obviously be essential to establish the intention .
to defraud, and where the relevant legislatibh-was not unmistakably
~clear, it became very difficult to assess the element of deliberate-
deceptien, An administration that lacked the requisite training and
ability might go to dangerous extremes, For instance, the infractions
discovered in Bolivia, after the introduction of auditing, were on se
vast a scale that if the appropiate senctions had actually been applied, . .
most of the taxpayers in the country would have been ruined, :

Mr, SOLEY said that tax evasion was a‘wnrld-wide-phenomenen, and .
not confined to any specific country or gréup of couniriess In the
tax field, eriminal penélties”did not exist in Costa Rica, where only
civil penalties were appliedﬁ Although a'prisoﬁ sentence could be
imposed in the event of perjury, such a case had never arisen in
cennexion with tax evasion, What was more needﬁxi was a sound fiscal
educatidn"pfogramme, since income tax had been introduced in Latin -
America only recently, As the periods specifiéd‘by the statute of -
limitations were fairly short, he did not think that the provision of
incentives to voluntary compliance with tax law would have much effect

‘ | " /in Costa -
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in Costa Rica, In short, the only solutions he considered feasible
were to extend the sﬁatutory‘limitatidn periods or widen the range of
penalties, ‘

Mr., VELARDE said that in his opinion prison sentences were necessary
not as punishment but as prevéntive measures, In Panama the new draft
code established a penalty of one year's iImprisonment, and it was
hoped that the result would be a considerable increase in the amount
of revenue collected, He did not think that the sources for the
discussion of the problems under review should be confined to the
decigsions reached at Punta del Este, Without underestimating the
value of those decisions, which represenfed a ravival of the good=-
neighbour policy implanted by Roosevelt and dormant since his death,
he thought that another and simpler motivation, more easily applicable,
might be adduced to reinforce the Punta del Este approach, The problem
which it was essential to tackle was that of Latin America's rate of
demographic growth - one of the highest in the world -~ and the
difficulty of counterbalancing it in respect of nationai income and
economic developmeﬁt. The tax system should be considered as one of
capitalism's most effective instruments of such development, provided
that it was progreésive and efficient. Although there were some who
felt that a tax reform would impoverish the wealthier groups, he
believed, on theicontrary, that it would serve to open up new markets,
as long as satisfactory programming macininery was available and the
income tins obtained was not wasted in complicated bureaucratic procedure
but was turned to practical and useful account,

Mr, DAVALOS alluded to statutes of llmltatlon, and to the Latln
American custom of assigning taxes to specific purposes, which

‘multiplied the pertinent regulations. OCorporation control should be
impreved, and antiquated and inoperative taxes abolished. Under a
completé'ahd consistent tax administration system,the qualifications

" required for tax administrators should be specified in the

civil service statutes, TFailing that, at least some efficient

system of competitive examinations, premotion, remuneration, etc.

/should be
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should be established for tax admknistration, on the lines of those
existing in many countries for the armed forces and the teaching
profession, A
Mr, BUESQ said that in Honduras, imprisonment for debt was

vnconstitutional; the law established strict conditions in regard te
income tax returns, violations of which were punishable. by economic
sanctions, Fines could be up to 100 per cent of the amount owed., Vhen
the system was introduced nearly all those in the higher~income groups
failed to comply with the requirements, and resorted to political.
manoeuvres to escape the sancticns, Nowadays the taxpayer was better
educated and met his obligations without meking any trouble, When it
could be shown that there had been intend to evade the tax, fairly ‘
severe penalties were impossd, Since it was very difficult to prove
such intent, he considered that that padnt should be eliminated from
the definition ef the offence, |

- Mr, SaLaZAR DUQUE said that in Colombia, as in Chile, tax evasion
was more often attempted through concealment of income than through

concealment of expenditure; that was probably due to some degree of

administrative inefficiency, which was gradually being remedied, The

shortness of the period before the tax debt lapsed made it difficult

to s tudy the documents, which was very regrettable from the Treasury’

standpoint, and enabled the violator to take refuge in the impunity

accorded by the law, Other causes of evasion were the taxpayer's

ignorance of tax matters, and the absence of any penalties of impriscrment

for offences in that field, The system of penalties needed to bé

modified so that different treatment was accerded to unpald tax debts

and to fraucdulent attempts to evade tax obligations, In'that connexion

he referred to the "ghost! companies established abroad with Colombian

capital, For the purposes of remedying situations of that kind, such

useful bodies were being established as the Oficina de Instruccién”

Interna, which conducted campaigns,gave courses, published bulletins,etec.,
| ‘ * /especially during
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especially during the period when tax rsturns fell due,. There was
also a departinent for the invéstigation of income, whose work culminated
in the collection of the unpaid tax, fines of up to 500 per cent being
applicable, Results were not unsatisfactory on the basis of a
comparison between the cost of the investigation and the yield, since
an expenditure of 3 million Colcmbian pcsos had resulted in the
collectien of nearly 25 million, _

Mr, FIRNANDEZ PROVOSIE said that although the subject under
discussion included both the prevention and punishment of tax
evasion, the former had not received sufficient attention, Effective
prevention of income~tax evasion should be based on a coherent and
co~ordinated body of legislation that included machinery to assist
the tax administration and discourage would-be vielators, within
the framework of an essentially just tax system, an efficient
administration, and widespread knowledge and informetion as to the law
and the general and particular benefits to be derived frem compliance,
In Chile, thanks to the personal efforts of Mr. Piledrabuena, it had
been possible to collect statistics relating to the errors made in
income-tax returns, whether deliberately or unintentionally, fraudulently
or in good faith., The figures had shown what forms of evasion existed,
and made it possible to take the necessary steps to deal with the, to

prevent evasion and to evaluate the work of the tax inspectors. .

- Mr, FERREIRA considered that if the moral sense of texpayers was

to be educated, they must have some knowledge of development programmes
and purlic investment. In Colcmbia information about those programmes
was widely disseminated in order 4o win popular support and to ensure
the participation of the whole active population in the fulfilment of
the progfammes, or at least those sections of the active population
most directly concerned,

Mro GIULIANI FONROUGE considered that imprisonment for tax evasion

or bYax fraud was a heavy penalty, whatever the circumstances, In

Argentina the application of such a measure would be mistaken and

/dangerous. Tax
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dangerous, Tax debts had been known to provide a pr:e'text for
political persecution, 8o very difficult a question should be
approached with dus r‘ega'rd,_ for thé special circumstances prevailing
in Latin America, and in the individual countries of the region.
He agreed with Mr. Vald8s Costa that in matters of that kind there
should be no delegation of powsrs, since any such action would amount ‘
to a concentration of full powers in the hands of the Executive that
would not be consistent with the irstitutionsl structure of those
countries, The publication of 1lists of delinquent taxpayers woﬁld also
be inadvisable, ineffective ard dangerous., Great caution should be
exercised in recommending any steps of that nafure, and they should
in any case, not exceed the bounds set by the cultural, political,
econoric and legal imstitutions of the country concerned, -
Mr, GUTIERREZ said that tax evasion was clearly the most serious
‘tax adpinistration problem common to all Latin America. That could be
deduced from the extensive discussion of the subject in which virtually
every participant in the Conference had contributed information and ex—
pressed his opinion,  He felt that the conference should consider the

problem of tax evasion in general rather than in the specific context of
the incéome tax. The problem, at least in Paraguay, covered a broader
field which included, in addition to the income tax, such charges as

the tax on real property, customs duties, eté. It was estimated in
Paraguay that from 30 to 40 per cent of the revenue which normally
accrued to the State was loszt through tax evasion.

’ That was a serious state of affairs not only' because of the

adverse effect on tax revemie bu{. glsc because tax evasion was habite
forming among those who practised it, The strong tendency of the habit
to spread to others lowered and undermined the tax consciousness of the

population, 7
The chief causes of tax .evasion seemed to be the following:

- f/(a) high rates
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(a) high rates of taxation; (b) proliferation of taxes and

charges in respect of the same transaction or operation; (c) ignorance
of the tax laws owing to insufficient publicity; {d) lack of specific,
adequate information on the investment of funds collected; (e) inadequate
administrative organization of tax collection offices; (f) lack of tax
consciousness on the part of the population.

Measures to remedy or correct "‘these negative factors should command
the immediate attention of governments. ‘
Tax legislation should be expr?essed in clear, simple terms so as |

to be easy to understand and apply, and tax administrations should be
provided with an organizational structure capable of performing its
funetions at a high level of ei‘ficiency. Equally essential were
improved co-ordingtion of data among the various State offices and

an active campaign to present fulfilment of the tax obligation as a
civic duty, in order firmly to implant a sense of tax consciocusness
among the inhabitants of the countries concerned. 4n effective
measure might be to include that as a topic in secondary and vocational
tréining schools, _

He felt that acecountants and other professional persons who signed
fraudulent balance-sheets should incur the same penalty as the businessman
who committed the offence. Penalties should be severe and suiltable and
should include publication of the offenders' names., However, prison
senfences were inadvisable for the reasons already given by previous
speakers,

. & uniform accounting nomenclature, in which the meaning of each -
term was clearly explained, should be established as a means of facilitating
analysis of the balance sheets of commercial enterprises, The various
expenditures which affected assesament of a firm's operations could thus
be included,

The meeting rose at 7 p.m,
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CONTROLLING INCOME TAX EVASION {continued)

Mr. OLDMAN hoped that it would be possible for one participant
from each Latin American country to supply the specific information
that wes requested in his paper (0DAS/ECLA/IDB/2, pages 3, 4, 10, 16
and Appendix),

In considering ways of following up the problem of controlling
income tax evasion, it had occurred to him that one possibility might
be to set up & committee on tat penalties in each country, composed
of tax administrators, lawyers and representatives of other groups
in the community. Its purpose would be to fonm;léte model tax
penalties that would be simple to apply from the administrative
standpoint, After seversl such committees had been formed, an inter-
imerican group might be established to study common problems and under-
take short-tenm'research. Longer-tenn problens could be investigated
by Goverrments or universities, '

In comenting on the discussion he noted that it was generally
agreed that the control of ihcmne tax evasion involved every aspect
of tax administration and many-aspects of tax policy. Two points were
worth stressing. One was ﬁhe principle adopted in Israel, as commented
on by Mr. Sharef, that the greatest efforts to control tax evasion
should be directed towards the higher-incame groups. The second point
concerned the possibiiity of isclating groups of violators so that
each group could be studied with a view to dev151ng ways and means of
increasing compllance group by group.

It had become apparent during the discussion that speakers were
too apt to regard conétitutional law as immutsble, and were therefore
chary of underteking any radical reform of the tax administration,

In his opinion, such laws could change and develop, consistently with
the preservation of individaal righfs, and studies were apparently being
iritisted with 2 view to bringing about such develoment in Latin America,

3

JHe considered
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He considered that criminal and other penalties should not form
part of the law unless they were actually applied, as their existence
would otherwise tend to produce what he termed an "inflation in the
field of administration”, Unenforced laws are like uncontrolled
ecurrencies, he thought,

With respect to tax penalties generally, he was personally convinced
of their necessity, but wished to add some reservetions about the use
of prison sentences, 4s Mr. Davalos had pointed out at the previous
meeting, ﬁoneta,ry sanctions ought to be applied effectively before
prison sentences were contemplated., Also, in some Latin American
countries, it was feared that sentences of that kind would be used for
political ends, Furthermore, it was doubtful whether that type of
punishment was closely related to the crime of tax evasion. Finally,
on the grounds of justice, ganl sentences should not be resorted to
until all violations which called for such sentences would and could
be detected and punished. It was not regarded as fair to use only a
few viclators as examples, while other violators went unpunished by
jail sentences, Jail sentences thus could not be used fairly until
other mathods of controlling tax evasion had been perfected and were
being effectively applied, ,

Mr, RAPOPORT wunderlined the need to determine first and foreamost
who ought to be registered and pay tax, and to see that they did so,
as well as the importance of education and of diffusion of the principles
of compliance in order to promote voluntary compliance on the part of
taxpayers. To supplement that system, study should be devoted to ways
and methods of perfecting systems of tax collection, either by withholding
or by reporting procedures, To achieve an efficient administrative
oerganization, each country should decide upon the most suitable and
efficacious instrument for its needs,

The penalty systen ought to be as simple as possible and to
comprise few rules, all of them applicable in practice. The essential
requisite was that the population should know what the penalties were,

| /With reference
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With reference to the previous day's discussion, Mr, LACHMANN

concluded that, in the opinion of the great majority of participants,

the basic cause of non-compliance in the payment of taxes was popular
dissatisfaction with the use to which the Goverrment put tax revenue,

with the structure of the fiscal system and with iﬂefficient or corrupt
administration, That was why the Punta del Este Charter laid so much
stress on the need for z thorough reform of the tax systaﬁ, although
without implying that any attempt to improve the tax administration should
be deferred until such a reform had been put into effect.

In order to prevent constitutional problems from arising in connexion
with the spplication of penalties without court intervention, automatic
penalties had been established in many countries under the terms of the
tax law itself, e.g. in cases of failure to file returns and to pay the
tax when due, Such a proceeding would not only eliminate the constitutional
problem but also simplify many administrative difficulties in determining
the degree of guilt, the amount of the fine, ete. As far as criminal
penalties were concerned, he thought that without the threat of their
application the other techniques could not be made really effective.

The latter would merely make it easier to discover infringements, but
unless these were severely punished, as by criminal penalties, the fear
of discovery would not enhance voluntary compliance to ény_great extent,
ADMTNISTRATIVE CRIT ERIA IN THE ESTABLISHMENT OF SALES AND EXCISE TAX
STRUCTURE ‘

The CHAIRMAN invited Mr. Due to introduce his paper: "Administrative
criteria in the Establishment of Sales and Excise Tax Structure" (Document
OAS/ECLA/IDB/L) .

Mr. DUE said that he would not attempt to summarize his paper but

would simply stress the main points made in it.

The first tax he considered was the multiple-stage sales tax. it
WaS very 51mple to handle if applied uniformly but was:-not favourable
to economic development. Moreover, it tended to discriminate ageinst

/certain groups,
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certain groﬁ.pé , which reacted by putting"pfe;sui-e on the Goverrment - B
to apply di_ffex‘mt.ial treatment. Once the prinbiple .of differentiation
had been accepted the tax was no longer simple to apply. OSome people
believed that it was the best kind of tax for a countffy that was still

at an early stage of economic development, ut he éonsidered such

views to be dangerous, since the tax would inevitably be applied at an
increasingly high rate as time went on, to the detriment of the

economy, ' o '

Any form of sales tax was feasible prov:.ded the appropr:.ate
conditions were present. Some factors that govemed the choice were
the nature of the business, the amount of money to be raised, ‘the nature
of the channels of production and distribution and the relative importance
of foreign trade‘ in the economy, If the sales tax was not intended to
bring m a siﬁ;stble revenue, a single stage type was best, If it was to
be a major soxirce of income, however, ‘the velﬁe added tax was preferable
since its incidence was spread over all stages of production and dlstrlbutlon.,
The application of a value added tax to 2ll retail activity as well would
depend on the nature of the economy,

The simplest type was the retail tax, but its small size and its
applicability to a large mumber of est.abliéhments gave rise to difficlties
in certain countries. ,

"With respect to tax coverage, he considered that there was no
_ particular justification for not taxing services. _

The tax treatment of producer goods was a particularly ;'medr_t.ant '
question. In countries that were trying t.o develop econoﬁically it
was undesirable to apply a sales tax to items that were purchased to
expand the sapply of capital goods, since the result was to raise the
cost of investment, _

From the administrative standpoint, however, it was difficult to
apply a sales tax to some goods and not to others., Ideally, the tax
should be levied on cons{nnption goods only, but in many cases it was

[difficult to
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difficult to distinguish between consumption and production goeds..
Saleg tax should therefore apply to all goods with the following
qxceptmna- materjals and pa;'ts whigh becane phys:.cal ingredients
of cqmnodltles produced; g.ngu strial maghinery g.n_d squipment; . fam
implements and machinery, railway m’l}ing‘gpgglg and p:t‘.hqr; major :‘
aqzipment. T o ~

With r'espect to the exclusion of certsin consmnpthn goods from
payment of aales tax, he believed that no exceptions should prc:perly
be made but ‘that political expediency or considerations of equity
someétimes made it necessary to exempt such items ag foods and ‘
medicinea that formed a sizabie proportion of the budget of the lower
income groups.

He stressed the importance of avoiding the mclus:.on in tax laws .
of fea.tures that were liable to provoke antagpnlsm. An ad,justment of
price which was somet,imes necessary for tax purposes vhen a partlcular _
price covered a ta.xable and & non-taxable transact:.on wag & source of
difficulty and anngyance to both vendor and tax administrator. As &
,general rule, a sales tax should be applied to the act.ual sales price
of an article or the recelpts from the sale, -

In relatiqn to the system of collection adopted, he considered |
that the use of stempg had some merits for excise jaxes s but that in
the case of qa.l,es taxes they simply served to distract attentlon from ‘
the impqrtant aspects of enforcement, To be effect:we, sales taxeg
needed a satisfactory aud:Lt. lng programme in Wthh stamps would play
no pa;f'q, The fimdamentcl gril of the system of low-rate taxes, such
és stamf)s, was that ;i.t discouraged the issue of inv01ces and thus made
the t-asl{ of the auditors ard tax inspectors doubly difficult,

It wWas. verv important that sales tax returne should be as s;lmple
and clear as possible. It had also been found that tax compl:z.ance
conld be’ mcredsed 1f the recuisite forms were sent. t,o taxpayers by
the ‘bax authorit.les when the time came for the subnissmn of returns,

/W1th regard
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With regatd to penalties, he considered that the only type that was
effective as far as sales taxes were concerned was the automatic percentage
fine., Crimihal proceedings should be resorted to only in cases of extreme
fratd, It was important to fix a minimum level for percentage fines, since
they were often too small to be effective,

For the success of an auditing progrimme, whether for income or
for sales taxes, it was essential to have trained personnel who had also
spent several months in studying thei intricacies of the particular tax
they were about to deal with, The auditing of sales taxes wes probably
more difficult than thst of income taxes and certainly required an abun~
dant supply of accurate and clear dinformation,

Automatic data processing would provide valuable assistance in the
sales tax field., In the first place, electronic tamputers could under-
take the routine work of processing taxpayers! returns.. An important
feature would be their ability to pick out delinquent taxpsyers, either:
those who had not submitted returns or those who had failed to pay their
taxes, They could prepare lists for bank deposits and internal control
purposes, and select accounts for audit,  Lastly, they could undertake
the work of cross-checking sales figures reported in sales and income
tax returns and make statisticsl analyses of data with respect to tax
returns, ‘ , .

lir, de MARCO BRVITI agreed with kir, Due that the administretive

aspects alone could not determine the choice between consumpticn taxes

and sales taxes, nor even between the various kinds of such taxes.

No general conclusions could be drawn, nor could tax formulas applicable
to different countries be devised, without due regard for the economic
and social structures of the countries where they were to be used.
Certain decisions had first to be taken in the field of economic and
tax policy. Such policy decisions would naturally have to take account
of the administrative agpects of the taxes, as otherwise there was a '
danger of adopting formulas that were sound from the political standpoint,
but were a fsilure when apolied because of administrative shortcomings,
However, it should be nated that %o pay due regard to the administrative
aspects should not imply neglect of policy aims, since that would

/involve going



E/CN.12/AC.50/6
Page 118 -

involve going to the other extrome and adopting administratively ideal
formulas that conflicted with, or did not fit in with, the economic
and fiscal policy that the Govermment wished to pursue. It would not
be appropriate to go into questions of tax policy, which should be
reserved for the conference on the subJect to be held in 1962, ‘He
believed that the most helpful course would be to indicate the
administrative problems attendant on consumption and sales taxes, so
that the experts who participated in the next conference would take
them into consideration at the proper time, _

There was no conflict between sales and consumption ta.xes from .
 the standpoint either of fiscal policy or of tax administration. The
‘essential aim should be to find formulas that would be applicable from
both standpoints, Thus the administrative problems raised by consumption
taxes varied, and would depend”on the tax formula adopted. The
administrative problems of consumption taxes levied at the manufacturer
or importer stage according to the sales price recorded on the invoice
or similar document were very similar to those of sales taxes collected
at the same point, It might even be possible for a consumption tax
based on the actual sales price of the product to be in any of the
three forms of sales tax, namely, multiple-stage, single-stage or -
value-added, 4t one time all three formulds had been adopted for
consumption taxes in Uruguay; at present the two in use were the
single-stoge tax on the manufacturer or importer, and the velue-added
tax, ' ,

Excise taxes, on the other hand, posed administrative problems
of a very different kind; such texes resembled ad valorem consumption
taxes, and they were levied on the product not according to the actual
sales value at. the collection stage, but according to a fictitious.
value, or else according to i real value but at a different marketing
stage from the one at which the tax was levied. Uruguay also had
various forms of consumption tax,
| /Lastly, there



E/CNi12/AC,50/6
Page 119

Lastly, there was one notable aspect of the single-stage sales
tax, VWhen that stage was not the retail sales stage, its gpplication
was extramely difficult in Latin American countries. The aspect to
which he wished to draw attention, and which related mainly to taXes
levied at the manufacturing or importing level, was the deliberate
alteration of distribution channels to minimize the weight of the tax.

His comments on Mr, Due's ':paper mentioned the solutions to
the problem provided by the Uniguayan legislation,

Mr, REIG, referring to his comments (Document OAS/ECLA/IDB/L/
4dd,2).on Mr. Duels panel presentation, dwelt particularly on the case
of Argentina, The tax transactions had been approved in 1934, and in
the following yeer had been replaced by the existing menufacturers’
sales tax, As et that time many excise taxes had existed in 'ﬁrgen’cina., ‘
approval had also been given to a law {in force since 1935) which had
unified such taxes and provided for their application and collection
by the Federal Goverrment, Certain articles on which the incidence of
excise tax was heavy had been exempted from the sales tax, but many
others had ranained subject to both taxes, Subsequently, the need
to rationalize the administration of the manufacturers'sales tax,
where the tax liability originated in the sale of merchandise, gave
rise in 1949 to a significant change (in force as from 1950) in the
method of apply:ing- excise taxes in relation to specific goods,

The speaker was not in favour of the espplication of a general
multiple-stage sales tax, Although that form of taxation presented
administrative advantages ina.snﬁch as it discouraged evasion, it was
offset by the increase in the number of taxpayers affected,

After touching upon other specific points = problems relating to
taxable material and the tax base, to the sti'ucture of the aliquot
or rate, the form of tax applicable and free trade areas - and alluding
to other administrative characteristics and policies {use of stamps,
time period of returns, use of security bonds, information, rapidity

| /of the
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of the control process), he saic in conclusion that his sole aim

had been to call attention to tlose aspecits of the problem whlch

were generally neglect.ed in the Latin American count.ra.es and which were
of basic importance for the adm’nistration of szles and excise taxes.

Mr, HART observed that the sales tax could provide vital information
for tax control pux"poses. Purchasers ought to demand receipts. At the
retail level, prizes might be offered for the preceding month's coupons
or receipts, At the wholesalers! and manufacturers! level, the principle
of the tax on value added could be combined with independent information
on transactions between enterprises supplied by the buyer and the veéndor.
The combination could be checked by means of electronic equipment, ir
objective statistics were obtained, it was possible to exert pressure
at all levels to ensure that retums were trustworthy.

The meeting was suspended at 11,30 a,m, and resumed at 12 noon.

Mr, NICHTAWITZ said that industrially under-developed countries
had traditionally taxed consumption by applying import duties, That
stagé had been left behind in most countries, inasmuch as a high

proportion of current consumption was satisfied by domestic marufactures.
However, as some countries were still at the stage of imperting consumer
goods, the question arose as to what form of taxation - sales taxes,
import duties, internsl taxes, etc, - was most advantageous from the
administrative standpoint for application to internal cdnélimption.

Mr, DUE said that if all goods were iﬁpoﬂed it would be easier
to tax imports than to apply = sales tax., But as most Latin American
countrles had reached the stage of producing a great many items domestically,
the application of import duties alone would put importers at a disadvantage
in relation to other groups. |

My RAPOPORT enphasued the mportance today of indirect taxation
for development prograrmnmg. In Argentina, indirect taxes (excise and
sales taxes, ete,) in the fiscal year which was drawing to a close were
expected to account for over 60 per cent and the income tax for over
K0 per cent out of an expected total tax revenue of 100,000 million pesos,

/He thought
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He thought that the transition from one system to another = less
consumer taxes and more income tax -~ ought to be made gfadually, as |
income grew, and at the same rate. If that rate were not very carefully
projected, the change might involve an enormous inerease in the number
of small taxpayers and a substantial loss of tax revenue now bemg
collected. .

Mr. CABEZAS asked Mr. Due to explain whether it was internal or
external auditing that he considered indispensable, and, if the latter,
whether it could be carried out in g¢onjunction with the auditing of the
receipts of enterprises, ' — ' |

Mr, DUE DU.*L believed that a good sales tax system required both internal
and external auditing, The first step was to verify tax statements
against the records kept by firms and particulariy their invoices for
purchases. As the results were rarely satisfactory, it was necessary
to resort to external auditing and to check all records kept by the
suppliers and custbmers of the firm in question against the latter's
own accounts, The joint auditing of sales and income tax returns
provided a useful gross check.

Mr, MERZAN said that excise taxes existed in Paraguay and that
for ten years an experiment in requiring taxpayers to declare their
gross income had been in progress. The sales tax had been statutorily
established in 1957, when the excise tax had been partly abolished,
although it was still in force for alcoholic beverages, cigarettes,
kerosene and petroleum derivatives. In respect of the sales tax, the
law established a distinetion between imported and domestically-produced
articles, Raw materials and agricultural machinery were excluded.

A tax ranging from 2 to 5 per cent was levied on sales of doméstica]ly
produced goods, on £he basis of sworn atatanents presented monthly
by the manufacturer.

He thought that the flscal structure of the Latin American countries
would move towards the gradual abolition of excise taxes and the
introduction of sa.es taxes. In FParaguay the revenue collected had

/increased considerably;
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increased considerably; 15 per cent of the nstional budget was covered
by the revenue accruing from the sales tax, )

-Mr, BRAVO said that in Colembia the sales tax had not been developed
to any great extent, In his country the concept of income included
income obtained from sales. He asked whether a blanket sales tax was
compatible with income tax, Double taxation of that kind might ﬁe
conducive to evasion, and the introduction of a blanket sales tax
might produce unpredictable economic effects by ralsing the prices '
of goods, He thought that in Colombia the sales tax could be applied
only to consumption of luxury goods,

In reply to a guestion that had been raised, Mr. DUE said that
there was no incompatibility between the appllcatlon of a general sales
tax and that of income tax in the same country. - On the contrary,
he considered that the combination of the two tended to promote tax
enforcement, | o

My, FERRZIRA felt that exvcise taxes were generally sasier to
collect by means of stemps and other means, and that thg.applicatipn
of a generzal ssles tex was administratively mére difficult., A sales
tax involved restrictions on certein kinds of in&ustrial consumption
that would only yield a return if they were on a large scale. The
administrative aspects of collection were in line with a tax policy
that was generally favourable to economic development and the establishment

of enterprises of some size that required large markets.

Mr, FEnNANDEZ FROVOSTE rpferred to the proposals that had been |
under study. in Chile, In Latin Amerlca, and especlally in the countries
which belonged to the Free-Trade Area, a fundamental consideration in
choosing the type of tax to be imposed was the relative contribution
of foreign trade to the economy. In both the Free-Trade area and in
the countries belongihg to GAIT, discrimination against imported goods

would have tO‘disappear.

/In Chile
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“In Chile the multiple tax had been discarded because its disadvanﬁages
ocutweighed its advantages, and é single tax had been adopted. Consideration
had been given to the value-added tax on the final value of the product,
and also tc a mixed type of tax,;consisting of a tax on the sale of the
finished product of the'producerrbr wholesaler when it was sold to the
retailer or consumer, which made;ﬁt possible to tax imported merchandise
on the same footing, without disi?imination. Consideration had also
been given to the introduction of;a value-added tax on retail sales,
which was a method of applying a single rate to the total sale price
of the product to the final consumer. That had advantages from the
economic standpoiﬁt, and from the administrative standpoint it made possible
an exemption for the producers, thus avoiding the problem of exempting
capital goods, All manufacturers, producers and traders were required
to register in the approPriaté category.

With respect to the methods of administering such & tax, taxpayers
in Chile were classified according to their economic activities in
accordance with the United Nations standard classification. That
made it easier to compare the situation of one activity with another,
and to see the normal pattern of the flow of goods and compare it with
the studies on the national product published periodically.

Mr, LOPEZ explained that, in addition to the sales tax, Argentina
imposed another tax on income-producing activities calculated to
sup?lement nebional and provincial taxes, The rate was graduated
acéofding to the type of gross income earned by the taxpayer. 4s a
mere taxpayer, he asked whether a method of distributing the tax
burden could not be found without resorting to systems of fifty or
more years standing.

Mr, SOLEY said that there was no sales tax in Costa Rica. The
State economy was largely dependent on customs revenue, which represented
54 per cent of the country's income. The remaining revenue to the Treasury
was derived from the use of State capital., Income was also produced

/by the
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by the State monopolies. Insurance companies had been nationalized

in 1926 and banks in 1948, The sale of alcoholic beverages had been

a government monopoly for over a hundred years. The State econémy*
was fairly simple., There were only a few excise taxes. Income from
customs revenue amounted to an average of 33 per cent, Costa Rica had
not wished to subscribe to GATT and in 1952 it had denounced all the
trade treaties which restricted its economy, except for those which
contained the most-favoured nation clause,’ waever, the time had come
for a comprehensive tsx reform since free trade was gradually altering
the bases of income, ‘

Mr. PIEDRABUENA asked whether the tax on velue added was an income
or a sales tax, It was a national tax mathematically equal to the value
added at a1l levels and the total of retail sales. In Chile a tax had
been sought which could ‘be administered more effectively than a tax
on sales at all levels. ' '

Mr, DUE said he had three points to make, In respect of Mr, Hartls
remarks, he doubted whether tax enforcement would be greatly increased
by the establishment of lottery prizes for receipts on sales as a means
of inducing customers to request such receipts. A Government might '
tend to rely on that sort of device to the detriment of the more
important aspects of control, among which proper auditing was paramount.

The second point related to the plans that had been described by
the participants from Chile, With respect to exemptions for certein
types of goods, it seemed to him that the manufacturer who was both
. vholesaler and distributor would benefit from t.hé possibility of
making tax~free purchases, while firms that were more highly specialized
would be discriminated against,

Thirdly, he noted that nc comments had been made on ssles taxes at
the provineial level. In certain cases, a satisfactory boedy of regulations
on sales taxes that had been formulated by the central Govermment might

/be violated
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be viclated by the provineial authorities, as had occurred in Argentina
and Brazil. When a system was established, all the levels at which it
was to be applied should be taken into account,

Mr, FERNANDEZ FPROVOSTE replied that the problem of the Federal
State intervening in the provinces had not arisen., 4ll taxes were
established by the central Goverrmment.,

The meeting rose at 1 p.m.

/SUMMARY RECORD
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CONCEPTS AND ADMINISTRATION OF TAXES ON PROPERTY

The CHAIRMAN invited Mr, Fitch to introduce his paper: ®"Concepts
and administration of taxes on property® (Document OAS/ECLA/IDB/3)..

Mr, FITCH explained that he had viewed the concept of property
taxes primarily from the standpoint of feasibility, and that his paper
dealt chlefly with taxes on urban property.

There were three main forms of taxes on property:
(1) the tax on capital value;

(2) the tax on gross or net rentals;

(3) the tax on net wealth,

The tax on capital value had undergone a long process of evolution
in the United States. At one time, it had covered virtually all forms
of wealth, but it had been found more expedient to restrict it to real
estate alone, A general tax oan all property was difficult to administer
effectively and should therefore be avoided., An excéption should be
made, however, in the case of a tax on automobiles, which presented ho
admlnlstratlve problens, :

A tax on the capital value of real estate would be difficult to
apply, particularly because of the problem of assessing the vﬁlue of
the real estate for tax purposes. The Government's righﬂ to assess
the value of Teal estate must be recognized. Moreover, the assessment
should be based on the market value of the land, Land values tended
to be fairly uniform., However, account should be taken of clrcumstances
which might alter the value of a piece of land. Hence, property assess-
ment should be kept up to date by means of mass data equipment. ‘Urban
property should only be assessed by experts - a procedure which would
not lmplnge upon a local government's right to use the tax. On the
questlon'whether land should be taxed dlfferently from improvements, he
felt that a dlfferent rate could be applled 1f it was JuStlfled on
economic grounds. _

There was little to choose between a tax on capital value and a
tax on gross or net rental of real astaté. However, the economic impact

/of the
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of the two forms of taxation would differ if each was precisely
_assessed, '

4 tax on net wealth should cover intangible property and other
personal property. It was a useful form of taxation if administered by
a national Government in conjunction with a tax on capitul gains, and
it should be developed, but-ohly as a supplement to the income tax
rather then ¢s replaceuent of the property ﬁai.' |

A crucial question in the taxation of urban property was the treatment
of urbsn land. The objective was to capture for public purpéses a
larger percentage of the increased land values which typically accompenied
urbanization, The results achieved so far, howevef} couid not be con-
-gidered satisfsctory. A capital gains tax on land value increases had
been more sucessful but had not been fully used to recover a larger |
proportion of such incresses. It could te applied to provide socisl
benefits to the community.

Mr, COLOMO, commenting on Mr, Fitch's paper,:referred to the
specific case with which he had been concerned of geﬁeral agessment
of urban, sub-urban, rurzl »nd sub-rural property.in the province of
Buenos Aires between 1953 and 1955, Details would_be found in document
OAS/LCLA/IDB/B/Add.l‘- thile not attempt had been made at that time to
establish a new system, the purposs of the principleé and norms appliéd
.had been to assess real estste in that‘prcvince on the basis of hamogeneous,
uniform and stable criteria, free from subjective considerations, in
order to correct the shortecomings which hod stesdily increased since
1927 in the tax records for those years.' As a first step, the legal
system in force had had to be revised, public support of the new asess-
ment elicited, the cadastral system perfected, the‘bgsis of aésessment
Fixed in accordince with normelized tables and éoefficient, and the

[/execution of
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execution of the work carefully planned, The success of the system
could be attributed to the provineial government's decision to prevent
the intervention of political fectors; the high level of culture and
understahding of the population; the equitable conditions created by .
the application of the system; and the meticulous organization of the
work.

Mr, NICTAWITZ felt that sufficient importance had not been attached
to the systematic use of aerial surveys in assessing real estate., He
agreed with Mr. Fitch that the administration of real estate taxes,
particularly with respect to assessment, should not be entrusted to

small local government units which lacked the proper facilities. He
also shared Mr. Fitch's oplnlon on the use of the tax on capital gains
obtained from real estate, In that connexion, the capital gains tax
should be made more effective through machinery which would take currency
devaluation into account in order to ensure that actual, not nominel,
gains were taxed, o

On the question whether improvements should be taxed as well as land,
he did not see how the value ¢f land could be assessed without considering
the improvements thereon, particularly in the case of urban land. It '
therefore seemed difficult to tax the whole tax on the value of the land
alone in the absence of established rates of assessment., The main dis-
advantages to the inclusion of improvements in the tax base could be
overcome through specific concessions designed to promote improvements
of interest to the community.

Mr. BECERBA described the way in which the so-called supplementary
tax on capital had been established in Colombia., The tax was regarded
as supplementary to the income tax, although it was sometimes based on
immovable property. Starting from the premise that income from capital
should be taxed more heavily than income from work, capital was not
taxed on the actual income i produced but on its presumed income. The
supplementafy tax was administered jointly with the income‘tax; a-
procedure which simplified the work involved and reduced administrative
costs, The tax had the additional benefit of facilitating effective
income control by comparing declared capital returns, since the taxpayer

/was forced
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was forced to declare his actual capitzl in order not to become liable
to the exﬁess profits tax, '

The system used in Colombia to centrol the purchase of shares by
such means as the cadastre, and. the publicity campaigns undertaken,
had contributed ‘to the success of the tax, which had been in force
for over forty-five years. It should be noted that actual possession
of capital from which the owner profited was deemed to constitute
economic possession; that the system could only be administered on a
country~wide basis; and that Colombia had a fairly complete cadastral
system in which aerial surveys and agrological studies were made,

In conclusion, he referred to surtaxes on non-productive investment
in land (called urban action areas) for speculative purposes, estimated
income on use in the case of 1uxuny housing, and tax exemptions in
respect of low-cost housing,

Mr, PIEDRABUFNA warmly endorsed Mr. Fitch's recommendation of the
use of aerial surveys as a technlque for preliminary map preparation.
Such surveys had been used in Chile after the earthquake in May 1960
to determine physical changes in the stricken areas. The technique
had proved so successful that the Chilean Government had ‘decided to
extend it to the cduntry as a whole.,

With respect to taxes on property, he felt that they should be
based on the value of improved land, If that was done, the inefficient
landowner who failed to make improvements on his land would be penalized.

Moreover, property taxes should be used in part to supplement the income
tax. 7 ' '

Mr, WIESE considered that aerial surveys and a proper land registry
system, preferably the Torrens method, were essential aids to real property
taxation and investment. The Torrens method, in addition to its other
advantages, made it possible to issue the title deed and simultanecusly
to record the transaction on magnetic tape which could be used in electronic
tax processing equipment._ He was highly optimistic with respect to the
results of the work currently undertaken along those lines in Bolivia,

/Mr, VAIDES COSTA
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Mr, VAIDES COSTA gave an account of the land tax system in Uruguay.

There was an initial progressive tax, cumulative on 2 family basis, on
the value of real property owned in the country, designed to abolish the
latlfundgo system, as well as two taxes intended to penalize absenteeism
-~ One 1evied on landmmers who lived abroad, and another on those who
did not farm the land themselves, The two forms of taxation had nct
been a success in application and attempts were being made to solve the
problems involved by a revaluation of real estate and a change in the
tax when the owner was a cq;ﬁor-ate body, particularly a stock compéxw.
Lastly, the tax on agricultura.?.- income was computed on the basis of an
artificial income estimated according to the normal production of each
farfu, This was the only method which 'ensuréd generai application of
the ﬁax, although its main purpose was to promote productivity.

Henee the whole system of agricultural taxation was linked to economic
objectives considered adeguate in Latin America.

Mr, FONSECA said that in Horduras a property tax law which had been
in force for some thirty ye-ars'. was ,graduaily being replaced by more
up~to-date legislation. . The chief problem in his country was the
tendency of property owners Itu un&ei‘-ass@s the value of their property
in their municipal tax returns and to place a high value on the same
property in their income tax retu'rns, so as to reduce both taxes.,
Another shortcoming in Honduras was the absence of a proper.cadasire.
The reason was that until recently the Govermment had shown little
interest in rural areas. , ‘ )

He asked Mr. Fitch to clarify his references ‘to‘the'extension of the
property tax to include intangibles. l '

Mr, FI’I’GH explained that there were various types of 1ntang1b1e
, property; however, they shoald not be confused with real property.

" Mr, BECERRA felt that Mr, Fonseca's difficulty scemed to be one of
terminology. The word “J.ntan,glble" as used by Mr. F:i.tch could best
be translated in Spanish by the term "ggwggg_z_dg_gri@_q“.
The word "intangible® had a broader meaning in Spanish, ’

Mz, QUESADA
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Mr., QUESADA sald that although the property tax in Costa Rica was
one of the main sources of State revenue, it was far from producing

what might have been expected, since it represented only 35 per cent

of the potential yield, Such a highllevel of evasion was undoubtedly

due to the fact that there was not cadastre. In order to remedy the
situation it was proposed to modify the tax'whiqh applied only to the
value of the land and not to improvements made to the property. Despite
its commendable social basis, as a measure to stimulate urban develomment,
agricultural progress and increased housing, there had been strong
opposition to the proposed reform,

. Mr. SIERRA said that in Guatemala the land tax was based on the tax
reglster value which was determined by three different methods, There
was also a tax on the transfer value and one on the value of uncultivated
land. Although modern cadastral rating principles had been used in .
determining those tax bases, difficulties had arisen through lack of
understanding on the part of those responsible for providing information
on the cadastral surveys, for computing the additional value of urban
property and for adding the value of buildings. The expsrience gained
in Guatemala led him to believe that aerial surveys would help to solve
cadastral difficulties in rural areas, Information should therefore be
obtalned on progess achieved in that branch of activity.

Mr, FERNANDEZ PROVOSTE observed that Mr. Fitch appeared to attribute
greater economic effect to the taxation of the value of the land than
to taxes on improvements, In Chile, the value both of the land and of
jmprovements was taxed. He asked Mr, Fitch whaﬁher there was any ad-
vantage in not taxing improvements.

Mr, FITCH said that the value of land derived largely from its location
and density of use which, in turn, depended to 2 considerable extent on
the nature of the improvements to the land. That raised the question -
of the possibility of differentiating between land and improvements,

Such a dlstlnctlon presented no problems and was often made in the United
States.

/The main
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The main objective was to arrive at a situation where the land-
owner was not taxed unduly becavse he had ghosen to put improvements
on his land., For instance, the tax on improvements should not be
heavier than the tax on the land. ;It should be borne in mind ihat
improvements to-one parcel of land _:increased the value of neighbouring
parcels, - A tax on land alone sitimulated improvements, It captured more
of the increases in land value reeultiné from urbanization and more
intensive use of propértya

The CHAIRMAN said that the time had now come to set forth in
sumnarized form the conseguences to be drawn from the Conference's
debates, and the ideas that might provide guidance for the future work
of the OAS/ECLA/IDB Tax Program, He believed that he was correctly
interpreting the wishes of the participants in suggesting that that
work should be entrusted fo 2 person of so high a standing as Mr. Rapoport,
Director-General of the Internal Revenue Administration of the Govermmsnt
of Argentina, the host country of the Conference.

The meeting rose at 5;55 Dall,

/SUMMARY RECORD
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GENERAL EXCHANGE OF IMPRESSIONS ON:THE PRACTICAL CONSEQUENCES ARISING
OUT OF THE CONFERENCE : :

The CHATRMAN observed that participants in the Conference had -
discussed a number of problems and had made various suggestions,

They might now comment on the practical consequences to be derived
 from the discussions, it being understood that since each participant
was attending the Conference in a private capacity, his Govermment
would not be bound by any recormendations or suggestions made, .-

Mr, AIMIRO repeated a previous suggestion concerning the desir-
ability of establishing tax adninistratiqn methods common to all
countries, He supplied data on the progress achieved in Brazil in
the tax field, e.g. the standardization of municipal taxes, etc,, and
requested that consolidated efforts be made by the organizations which
had spohséred the meeting to standardize nomenclature and statistics
in the tax administration field. '

* Mr, BECERRA suggested that a central office be established for the
purpose of gathering information on the manner in which the various
countries had solved their tax administration problems, and to serve
as a consultative agency. Possibly some of the international organizations
zlready had offices which might carry out such werk,

" The CHAIRMAN stated that the Organization of imerican States,
through the Public Administration and Finance Unit of the Department
of FBeonomie and Social Affairs had already started work on the com-
pilation of that type of information, and he called on Mr. Banzas,
Director of the OAS Information Office at Buenos Aires to take the floor.

Mr, BANZAS gave a brief outline of the OAS Fellowship Programme,

and referred to its main purpose, namely the economic¢, socizl, technical
and cultural development of the peoples of America, intimating that in
selecting céhdidates, QOAS ‘assigned priority to the studies, research -
and training essential to achieve that aim. He further mentioned the
Direct Technical Co-operation progremme whereby member States could
/request the



E/CN.12/AC. 50/6
Page 137

request the services of experts from other countries for their own
agencies, to give special university or training courses. Finally,
he referred tothe latest programme established by CAS for the purpose
of raising the technical level in the dmerican countries - the
Programme of Visiting Professors - which nrde available to member
States the co-operation and assistance of well-known professors and
research workers, , ‘

Mr, LACHMANN stated that since its inception in 1948, the United
Nations Technical Assistance had developed a growing training programme
(similar in many respects to that just described for the 0AS) for
government officials and university graduates of Member States. It

consisted primarily of a fellowship programme for foreign study and

observation., Fellowship treining was provided in the tax administrations
of the United States, Canada, the United Kingdom and in those European
countries whase tax administration was closest to that of the fellows!
own country., In some cases, they also were trained in the Fiscal and
Financial Branch of the Department of Economic Affairs of the United
Nations Secretariat for limited periods. There were also special
university courses for those who wished to study tax policy and law,
and train as teachers in these fields. Among those was the Internatibnal
Programme in Taxation of the Harvard Law School established in co~operation
with the United Nations, in which government officisis of Latin-American
countries participated each year. The economic developnent programme
sponsored by BCLA aléo had courses on public finance as had ihe Advanced
School of Public Administration in Central Americe. |
He stressed the desirability for tax administrations to prepare
sysﬁ%matic long~term technical assistance programmes, in-consuiﬁation
with the United Nations Resident Representative, with a view to training
- over a period of years -~ a substantial mucleus of highly qualiiied
ofiiciéls, and to obtain the advice of expérts who would go to a particular
counttry to study tax administration problems and propose soluﬁions which
/would later
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would later be developed by the officials who had received training,
The same experts could also conduet in-service training coursses in
the tax administration of the cduniry.’ He ‘explained that such programmes
were always carried out at the reguest of "the Goverrments concerned,

- The Technical Assistance pr{)'gratmne for 1963 and 1964 was now in
in course of preparation, and in£erested officials should get in touch,
through the pertinent goverrment authorities, with the United Nations
Resident Representative in thelir own countries,

In conclusion, he underlined the advisability of organizing
conferences such as the current one and the earlier United Nations
Conference on anparat-::we Fiscal Administration, to discuss experiences
in this field.

Mr, CABEZAS felt that the Conference had served as a guide to
help to ascertain whether each country's activities in the field of
tax administration were developing along the right lines and whether
the methods adopted were in accordance with modern techniques and with
the experience gained in other countries; it had also made available
written reference material in summary form. He believed that tﬁe
Conference had been very useful in awakening interest in the emb,)ect.
and would serve as an encour;ganent to continue working.

" Mr, SURREY said that one of the most valuable aspects of the
Conference was the opportunity it had provided for tax administrators
from the different countries to exchange visws on an informal basis.
Such opportunities should obriously be forthcoming at regular intervals
in the future.

With respect to technical assistance, it was essential to devise
ways and means. of improving it so that it would be of meacimum utility
for the organizations and countries concerned, Skills in tax adminise
tration were a resource in short supply and should therefore be used
to the best advantage. In that connexion, Mr. Laclmann!s suggestion
that technical assistance programmes should be systematized on a longer-

/term basis
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term basis was extremely important. Special care should be taken to
determine the kind of skills that needed to be promoted by technieal
agsistance, He himself thought that in future such skills would have
ﬁo be at a higher level since the progress being made in Latin America
meant that the problems facing the tax administrations were becoming
increasingly complex. More emphasis should therefore be laid on
training people in systems analysis and programming. He asked those
present to consider the kind of skills they would wish to be stressed
in technical assistance programmes,

He assured the meeting that the Unlted States would be glad to
offer all possible assistance to tax administrators from Latin American
countries who were anxious to visit the United States to study its.
tax administration., Some doubts had been expressed during the dis-
cussions as to the value of such visits in view of the extreme size
and complexity of the organizstion in the United States, He thérefore
wished to point out that visits could be made to some of the smaller
segments, such as individual states, where the problems and procedures
would be more comparable with those in Latin American countries, If real
benefit was to be obtained from such visits, it was important to provide
a body of skilled interpreters who were well versed in the technicalities
of the subject, He suggested that a special corps of interpreters
should be formed to deal with tax matters,

He also asked that consideration be given to the planning of
training centres. The organizations concerned should determine the
kind of centre thal was needed and the subjects that should be taught
there. The preparation of statistical date and the use of statistical
techniques were important subjects which should certainly be included
in the courses.

- EBvery effort should be made to continue with the investigation
and study of certain subjects that had been discussed during the
Conference, such as penalties for tax evasion and the provision of

/eollateral information
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ecollateral information to tax administrations. It was important to
ascertain what type of collatersl data would be most ugeful for
improving auditing practices. '

He stressed the need for regular meetings of tax administrators
from the whole hemisphere or from Latin America alone to continue the
work that hed been started at the present Conference. It was
particularly important that the top-level officials in tax administration
should attend such meetings, since the possibility oi‘ improving tax
procedures lay in their hands, .

Mr, PiCHMAN thought there was every possibility that Latin dmerica
could jump the interme_diate stages in the development of its tax
administrations, as Mr. Surrey had pointed out, provided that it made
full use of its own resources as well as of information from other.
countries, He was convinced that all the countries in the region
had analysts, economists and atqtisticians to do the necessary work,

He would urge tax adminigtrators and tax policy officisls to
make full use of local research institutions. In the United States,

" such ‘institutions provided valuable assistance to the Govermnment.

He endorsed the suggestion made by several speakers that meetings
of tai adwinistrators should take place at regular ihtewals for an
exchange of views on their ccmmon problems.

Mr, ALMIRO referred to the opinions expressed by some participants
with regard to the need to establish a private agency, independent of
the existing international organizations, which would compile and
exchange information regardiag tax legislation in the different countries
and act in an advisory capacity where necessary, Specialized international
contacts such as the Conference on Tax Administration should also be
continued, In Brazil, where there were already groups at vbrk studying
tax systems from the economic and juridical standpoint, it was proposed
to establish another group to study them from the standpoint of tax

© /administration; and
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administration; and on the basis of the work carried out by those
groups, the possibility of reorganizing the whole tax structure was
being studied. Finally, he suggested that one or other of the proposed
international meetings might be held at Rio de Janeiro.

Mr. DAVALOS believed that an office or agency should be set up
at the present Conference which could be kept adequately informed by
the participants of any changes in legislation or administrative
organization in their respective countries., He also suggested that
participénts should devote some time each year to extending the
teaching of the subjects under discussion. In order to improve the
organization of meetings such as the current one, he believed that
the comments on each subject might be entrusted to groups made up of
persons from several countries, which would‘make it possible to
establish contacts, according to the special subjects concerned.

The comrents might be presented subsequently to the plenary sessions,
thus simplifying and concentrating the discussion.. Since in tax
matters it might not be possible properly to separate fiscal policy
from purely administrative policy, he believed it might be advisable

at the next Conference on tax policy to be held at Santiago, Chile,

to set up a group on tax administration. He also believed it would

be advisable to develop a basic pabtern such as Mr., Almiro had proposed.

Mr, BUESC said that the Conference had been most valuable as a
forum in which the tax problems of Latin American countries could be
aired, It had also served to illustrate the fact that administration
of tax laws varied substantially from one‘country to another, A
problem common to most, however, was the insecurity of tenure of tax
administration officials for want of a sound civil service, Moreover,
tax inspectors were often subject to political pfessure. Nearly all
the Latin American countries would reguire assistance in solving that
problem. Very often the recommendations made by foreign advisory
missions could not be applied in practice because the members of the
group were not familiar with the legal structure of the country

' /concerned, They
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concerned. They should therefore discuss their recommendations fully
with national tax administration officials.

Mr, MONTERROSQ felt that “he Conference had produced useful
results, He hoped, however, that papers presented at any future
Conference would be distributed well in advance so that they could
be properly studied.

Since he had not had an opportunity to comment at the previous
meeting on Mr, Fitch's paper on concepts and administration of taxes
on property, he would like to say ‘that in his opinion taxes on consumer
goods should not be applied in Latin America. ‘

The CHAIRMAN said that every effort would be made in future to
distribute conference papers as early as possible.

Mr, IOPEZ agreed with Mr. Almiro that the taxpayers' interests
shouid also be taken into consideration in tax administration. He -

cited several authoritative oninions to support that views
Mr, PIEDRABUZNA felt that in view of the increasing number of
fellowships offered in many countries, a central agency might be set

up toe co-ordinate fellowship programmes, The possibility of setting
up pilot projects in tax administration, on which comments could be
made by tax officials from other countries, should also be considered,
With reference to the language harrier, it certainly applied to
tax terminclogy and legislation. One remedy might be for each Latin
imerican country to undertake to produce its own version of the
World Tax Series prepared by Harvard University. When that had been
done an attempt could be made to arrive at a uniform temminology such
as was needed, With respect to tax legislation, a questionnaire might
be drafted which would make available data on tax legislation as applied
in each country. : | ,
He agreed that meetings such as the present Conference should b
held periodically. He. suggested, however, that the head of' the tax
/administration in
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administration in each country should be invited. Recommendations
made at meetings could be applied more easily if senior tax executives
took part in the discussions, ,

Mr. MAGANA mentioned that the Public Administration and Finance
Unit of the Department of Economic Affairs of OAS was currently
preparing a summary of tax legislation and administration systems in
the various countries, along the lines of the suggestions made by
Mr, Admiro.

The meeting rose at 11.40 a.m,
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GENERAL EXCHANGE OF IMPRESSIONS O THE FRACTICAL CONSEUENCES ARISING
CUT OF THE CONFERENCE  (contimued) )

The CHAIRMAN, speaking on behalf of Mr, Salazar, who was unable
to be present at the meeting, szid that Mr, Salazar stressed the
importance of a direct exchange of documents and information on taxes
among- the Latin American countries, suggested an exchange of tax |
officials below the executive level and urged that direct relations
between tax authorities and private enterprise - which was usually
the chief taxpayer - should be encouraged in all the Latin American‘

countries, .

Mr, VALDES COSTA agreed that the exchange of tax information
among the various Latin American countries should be intensified,
as several pafticipants had argued at the previous meeting. The duty
of co-ordinating and systematizing such an exchange of information
might well be discharged by the Latin American Tax-Law Institute
(Instituto Latinoamericano de Derecho Tributario), which had been
in existence for several years, with Argentina, Brazil, Chile, Colombia,
Mexico, Paraguay, Peru and Uruguay as members. He also pointed out
-that it was desirable for the measures adopted in the field of tax
penalties in consequence of the discussions or recommendations of the
Conference to be fitted into the juridical and institutional systems
in force in éach country, That would not in any way prevent the
introduction of such legislative reforms as might be deemed necessary,
provided they involved no viclation of certain basic constitutional
principles, the most important of which were those relating to the
rights of the individual, Rzcently-created institutions such as the
fiscal court in Mexico and the administrative claims court in Uruguay,
to which constitutional statuos had been given, exemplified the feasibility
" of such & proceeding. He stressed that in his opinion it was absolutely
essential, both from the theoretical and from the practical standpoint,

| | /that the
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that the technical formulae considered worthy of adoption should
be applied by the proper juridical methods,
Mr, FEHRETIRA outlined the goverrment administration programme

which was being worked out in Colombia in line with the econcmic
development system adopted since 1958, The latter comprised an
over—ali_develepment ﬁrogramme and a special publiec investment

programme, which contemplated the creation of a school of public
administration. He had pleasure in acknowledging the valuable work

done in Colombia by ECLA, both in relation to the objectives referred

to, and‘in the field of teaching activities, through the training courses.

Mr, WIESE felt that one of the chief problems to be solved in
promoting more efficient tax administration was that of the administrative
structure of the tax office, If the structure was inadequate the tax
administration would be unable to benefit from the advice of its own
experts, from the fellowships granted to its officials, or from the
advice of foreign experts and advisory missions, .

Mr, SIERRA thought that advantage ought te be taken of the existence
of national bodies for the study, co-ordination and evaluation of taxation
questions, and the provision of advisory assistance in that field, Every
endeavour should also be made to standardize terminology’in relation
to the tax reform programme, Wide publicity and propaganda among the
sectors concerned would be useful in furthering such ends.

Mr, REIG enlarged upon the suggestions of other speakers with
respect to the indubitable advantages attaching to such pooling of
information and experience as had taken place at the Conference. He
2lso thought it desirable to form working groups and reduce the scope
of agendas so that full discussion might be possible, and the partici-
pants might find it easier to reach a ¢ommon awareness and understanding
of their problems, He felt that there was an urgent need to create a
Latin American centre for training and research in the field of taxation,
which might well be modelled on the Harvard University programmes and

/established in
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gstablished in Argentina, where advantage could be taken of the experience
acquired by the Faculty of Econcmic Sciences of the University of Buenos
Aires. . : . |
Referring to the problem of the so-called Mlegal® income tax
evasion in the agricultursal secior, he thought that discretionary
action on the part of the fiscal authorities was an infringémazt of
the principle of fiscal justice. He therefore advocated the tmng
of I‘eal proven income and the rejection of any system based on presumptlons.
The verlflcatlon of net worth for tax purposes was proving very useful
in Argentina, The sectoral .cont,rol practised in Mexico seemed to h:un
a procedure deserving of further and more detailed study.
With regard to the extension of the manufacturer's sales tax 1n
the industrial sector, he thought that the tax burden ought to. be
shifted to the wholesale stage, thus relieving production - a step.
of precisely the kind to fa.cilitate economic developnent..
Mr., VALDES COSTA felt it should be explained that the Uruguayan
system of taxing imputed income from farming - a system of Italian
o,rigin ~ aimed at encouraging the development of agriculture and -

bringing about an improve:ﬁent in the prodxictivity of ‘land.

Mr, REIG expressed the cpinjon that agricultural development
should be promoted by means of 1and taxes, not.'t.hrough income tax,

Mr, TORRﬁS AHUMADA proposed the establi'shment' of an Inter-American
Tax Information Service which would provide the tax data needed in the
Latin 4merican countries, and to which investors could turn for advice
on their tex problems.. The service would also be of benefit to
Governments and tax officials by making available to them data on tax
administration and legislation in other countries, In addition, it
- might compile a bibliography on the subject and publish a monthly
information bulletin containing up to date tax information. Such a

ser\rice might be established by an international organization.

Mr., VELARDE said that in his view the final conclusion to be drawn
from the Conference was thet the difficulties of the work that lay ahead
in the field of taxation were such as to call for unflagging co-operation
on the part of all concerned. .

The meebing rose at 5.55 p.i,
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Anmnex I
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Annex 11

JOINT PROGRAM ON TAXATION OF THE ORGANIZATION OF AMERICAN
STATES AND THE UNITED NATIONS ECONOMIC COMMISSION -
FOR LATIN AMERICA, WITH THE PARTICIPATION OF THE
INTER-AMERICAN DEVELOPMENT BANK AND
CO-OPERATION OF HARVARD UNIVERSI

4L, Introduction

This report presents a summary of the aims and development of the
Joint Program on Taxation undertaken by the Organization of American
States and the United Nations Economic Commission for Latin hmerica,
with the participation of the Inter-American Development Bank and
the co-operation of the Harvard University Law School. The latter,
which has had long experience in this field, as a result of the
International Program in Taxation, has appointed a full-time representa-
tive to co—operate with the committee in the technical aspects of its
work.,

| The four participating institutions set up & Special Coordinating
Committee to organize and direct the work of the programme.This document
is a report by the Committee to the participating institutions and to

_ the Special Méetlng of the Inter-imerican Economic and Social Council
at the Ministerial Level.“/

. ' The report covers the period between October 1960, when the Program
started, and July 15 1961. . .

The chief aim of the Program is to contribute to the strengthening
of tex systems in Letin fAmerica, the improvement of fiscal administration
and ihe‘training of fiscal officers., It will cover three successive

‘ aspects'or phases: (1) preparation of a ¢confereénce on Tax Administration,

a/ The text reproduced here is that of document ES-RE, Information
Doc. No. 10 of 28 July 1961 (Original: Spanish) issued at the OAS
Special Meeting of the Inter-American Economic and Soeial Couneil
at the Ministerial Ievel (Punta del Este, Uruguay, July-August 1961),
minus the appendices.

b/ Document 4 of the Special Meetlng of the Inter-American Economic and
Social Council at the Ministerial Level, Uruguay, August 1961,
Report of the Group of Experts, Planning for Fconomic and Soclal
Development for Latin America (Topic 1 of the Agends), Note 1, page 18.
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to be held at Buenos Aires, Argentina, from 11 to 19 Oectober; (2) carrying
out of fiscal studies in several countries, by national and international
experts, to be concluded in 1961 or early 1962; (3)'prepargtion of a
meeting on Tax Poliey in Latin America to be held at Santiago, Chile,

in 1962 upen completion of the fiscal studies,

It is hoped that, apart from other benefits, the meetings.will be
particularly useful as forums in bringing together national and foreign
specialists and experts on tax administration and policy., This will
facilitate a comprehensive exchange of knowledge and experience which
will enable them to come into contact with technical.and practical
developments and with thersystems in forece in other countries,

Moreover, the meetings and fiscal studies will help te develop
an interest in recasting and modifying existing tex systems and administra-
tion in the Hemisphere, since they will provide valuable information on
the present position of such systems and their problems.

Finally, the meétings and fiscal studies will, it is hoped, help
to orient tax policy towards an efficient mobilization and allocatlon
of resources in line with the policy of rapidly improving the 1evel .
and distribution of per capita income.

They will, on the one hand, provide important guide 11nes for, ' :
determining the best way to achieve international fiscal co-operatlon, _
particularly w1th respect to the training of tax officials and, on the
other ' hand, they will be of great value in enabling counthies to set
definite goals for their respective reforms, on general'ﬁfinéiples of
taxatlon and tax adminlstratlon in accordance with their economic and
socisl development programmes.

_ I+ should be recognlzed that the refori of each country‘s tax system
must be worked out by the country itself from plans drawn up by natlonal
institutlons in the light of the country‘s own specific needs and cir-
cumstances. , : ‘

The Commlttee expresses the hope, however, that the Program w1ll
serve as a ready means of gnllstlng the co-operation required to
facilitate a study of general principles leading to appropriéte changes
in the tax system. ‘ |

/B. Conference
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B, Conference on Tax Administration
There are several basic reasoné for beginning the Program with a
study of the problems related to tax edministration, Perhaps the main
reasonAis that, no matter how suitable the tax laws of a country, tax
revenue and the attainment of tax pollcy objectives will depend upon
strict compliance with tax obligations by the taxpayer which, in the
final analysis, depends on efficient tax sdministration, In this
respect, much can be gained by improving the qualifications of fiscal
employees, The experience in many latin American countries gives reasen
to hope that the improvement of tax administration will, by preventing
of fraud and evasion, lead to a substantial increase in tax collections,
This is due to the fact that improved administration‘produces an immediate
increase in tax revenue without requiring changes in fiscal legislation,
An efficient administration, it should be noted, is in fact the only
way in which the objectives sought through tax reform can be achieved,
The first meeting, arrangements for which are well advanced, will
be held at Buenos Aires, from 11 to 19 October 1961, Some sixty
experts from the countries of the Hemisphere will take part. A mono-
graph on each of the eight topics of the Agenda will be presented at this
meeting.g/ The monographs have already been prepared by experts of
récognized international standing and authority in the field, and will
be presented to the conference by the respective authors; comments on
them will be made by at least two participants from different countries
for the purpose of examining the application of the ideas expounded in
the monographs to the problems of taxation and to present conditions
in Latin America, In order to facilitate the work of all participants
at this meeting, they will receive a copy of the monographs sufficiently
in advance to enable them to study and analyse the pspers in detail.
Participants will thus be in a position to bring their personal experience
to bear on the problems being debated,

¢/ See abave, paragraph 16.

/As a
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As a further means of ensuring the progress of this first meeting
and the practical application of the ideas to be discussed, a request
has been made to all countries for valuable statistical material which
will be compiled and an inter—country comparison made for presentation
to the participants. | ‘ '

After the Conference has ended 3 ‘the monographs and related papers
will be published so that they may be widely circulated in all the
countries of the Hemisphere. |

C. Fiscal Studies .

The second phase of the Program consists of the preparation of
detailed studies of the tax systems and deficiencies in the Latin American
countries, The initial steps have been taken for studies on the .first
group of couzitries, which will be completed early in 1962. - These
gstudies will be subsequently extended to the remaining group. In order
that they may be of general and specific use it is proposed to carry.
them out on the basis of uniform plans which will permit a comparative
study of the results obtained, In short, it is hoped that, briefly,
in addition to providing an analysis of the tax structure of the countries
concerned, the studies will help to unravel the main problems common
to all, They will thus form an efficient basis for consideration and
discussion at the conference on Tax Policy,

Experts from a considerable number of countries have been consulted,
and an advisory group, appointed for the purposs of determining the plan -
and content of these studies,

D. Conference_on Tax Pd;i_éx

The final agenda and bases of the Conference on Pax Policy cannot
yet be indicated. They will be formulated in the light of the afore-
mentioned consultetions with national experts and the advisory group.
However, reference can already be made to some of the fundamental
problems which will undoubtedly be discussed at this meeting, e.g.
the inadequacy of current tax resources in most of the douxif;ries of
the region in terms of adequate levels of public expenditure compatibls

/with accelerated
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with accelerated programmes of economic growth, the external
vulnerability and the inelasticity of tax revenue and the lack of
¢lear guidance in tax policy conducive to the promotion of increased
‘national savings and investment and the channeling of the latter toward
‘the sectors of the pepulation making the greatest contribution to
economic development.

The meetings on taxation and fiscal studies are not proposed as an
end in themselves, but rather as a means of helping the Latin American
countries to prepare for the difficult task of introducing tax reforms
and improving administration, The genuine interest shown for the
Program in all the Latin American couniries makes it possible to hope
that the two conferences and the aforementioned studies will prove
useful to countries where tax reforms are being carried out as well
as those countries about to undertake them. As mentioned in the
attached resolution of the ninth session of the Economic and Social
Development Committee of the United Nations Economic Commission for
Latin America, held last May, the governments have definitely supported
the tax programme. It should be noted that the outstanding progress
made to date in the programme would not have been possible without
the enthusiastic and wholehearted co~operation of the numerous tax
officials and experts whose help was sought.

/annex III
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Annex 111

RESOLUTIONS OF THE UNITED NATIONS ECONOMIC COMMISSION FOR LATIN
AMERICA (ECLA) AND THE INTER-AMERICAN ECONOMIC AND SOGIAL
COUNCIL (IA-ECOSOC) OF THE CRGANIZATION OF AMERICAN
STATES (0OAS) REILATIVE TO THE OAS/ECLA/IDB

' TAXATION PROGRAM

1, ECLA resolution adopted on 13 May 1961

186 (IX). FISCAL POLICY

The Economic Commission for Latin Americay

Isking note with satisfaction of the preparatory work carried out
by the Secretariat, the Organization of American States and the Inter-
kmerican Development Bank, in co-operation with the Harvard University
- Law School International Program in TaxatiOn, with regard to proposals
for a long-range programme for studying the bases for a reform of tax
systems with a view to using them as instruments of fiscal and economic
policy.

. Considering the need of the Latin American States for resources
wherewith to undertake, as a matter of urgency, intensive capital
formation in the basic sectors of the economy,

Bearing in mind that the tax system may be a valuable instrument
of co-operation in a policy designed to promote the more equitable
distribution of income and to facilitate the financing of economic
development programmes.,

Congidering that suth a system may be conduchve to a more efficient
use of the land, such as will increase its productivity,

Decides:

1. To request Governments to give their support to the studies which
are being developed by the sponsoring agencies in connexion with the tax
reform and fiscal policy programme, and, in particular, to collaborate
to the fullest extent possible with the experts who will be appointed
" to carry out the work of study and research on the tax systems 3n force

in the latin American countries;
‘ f?.‘ To



E/CN,12/4C, 50/6
Page 166

2. To request the Secretariat that the above-menfioned tax programe
make express provision for the need to improve tax administration and
yields, as well as to study the bases for a tax system which will mitigate
the external vulnerability and inelasticity of these systems, and will
serve as an instrument of policy which may promote, inkcdmbination with
others, the improvement of income distribution and land use and, in short,
may constitute a valuable adjunct to economic development ppogrammes}

3+ To request Governments that they facilitate the attendance of national
experts at the two conferences which are being organized under the above-
mentioned programme, one to be held in October 1961 on tax administration,
and the other in April 1962 on fiscal policy. '

2 IA-EGQSOC regolution approved on 17 August 1961

A.3 TAXATION PROGRAM
WHEREAS:

Satisfactory progress has been achieved by the Pan American Union,
the Economic Commission for Latin America, and the Inter-American Development
Bank, in co-operation with the Harvard University Law School International
Program on Taxation in carrying out a long-range progremme to strengthen
tax systems; |

The American states need to mobilize their domestic resocurces in.
order to fulfil the principles of the Act of Bogotd; and ,

The application of sound tax policy and administration facilitates
the financing of economic development and contributes to social progress
through more equitable distribution of income and the encouragement of
more productive use of land, ‘

The Special Meeting of the Inter-American Economic and Social Gouncll
at the Ministerial levsl
RECOMMENDS ¢ :

1. That the governments of the member states encourage partlcipatlon
in the programma which is belng developed by these sponsoring agencies,

B

/2. That
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2. That the Pan fmerican Unton assist in carrying out activities
of training and research under the programme developed by the sponsoring
agencies.

3. That the governments of the member states facilitate attendance
of national experts at the two conferences which are being crganized under
the programme, the first to be held in Buenos Aires in October 1961, on’
tax administration and the second to be held in Santiago in 1962 on tax
policy.

L4, That the governments, through their ministries of finance or
other competent government departments, co-operate in preparing working
papers for these conferences, by providing basie data and fiscal surveys.



