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TAX ON NET WEALTH, INHERITANCES AND GIFTS (continued)

Mr. JARACH, replying to the comments on his paper, thanked the °
participants, and particularly Mr. Casas and Mr. Porras, for their ffiehdly
Judgements, though none of the very pertinent comments made had led him
to change his views, He had never believed that the tax on net wealth
played an outstanding role in relation %o income tax, Eut at the same time
he could not regard it as performing a seeondary function. He believed
that the two taxeé complemented each other., He was also of the opinion
that the tax on the net wealth of physieal persons was a more perfect
instrument even than schedular taxes and, certainly than the unitary income
tax. It not only supplemented them, but it could facilitate the adminis-
tration of income tax inasmuch as it enabled the latter to be based on
the declaration of total wealth.

Nor did he agree with the view that great importance should be
assigned to the tax on net wealth only in the case of a demonetized
economy, since it had not a substitution function. It was precisely
its complementary function that made it inevitably more important in
those countries where income tax wus in full development.

Actually, taxes on property were merely rather incomplete substitutes
for the tax on net wealth, as was evident from the case of corporations.
In Afgentina a tax on aggregate estate was being introduced, as being
a form of net wealth.

: It was not for him to give his opinion on Mr. Pinto's interesting
idea regarding the integration of tax systems; although it was certainly
intriguing.,

' With regard to the tax on inheritances and gifts, he referred to
the comments made by Mr, Desai and Mr. Cosciani during the course of the
debate, He defended the global inheritance tax as a form of posthumous

£ax on net wealth which would relieve the heirs‘Atax burden and make the
' progressivity of the tux more effective. As for the individual inheritance
tax, it should be graduated according to the net wealth of each heir.

'As Mr. Vidal C4rdenas had observed, the problem posed by bearer
securities in connexion with the taxes on net wealth, and on inheritances

/and gifts,
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and gifts, was not without :8ome importance. However,. such problems were
pecullar not so much to those ta.xes as to that type of securltles, his

' pa.per suggested solut:.ons for such problems. A

‘ With reference to the 1ssue ralsed by Mr. Herschel as to the Jurlsdlc-
tlonal level a.t whloh the tax on ret wealth should be lev1ed he felt that
it would only be adv1sable to estdbllsh such a tdx at the natlonal level,

to avoid fragmentation. '

" In conclus:\.on, he suxmned up his v1ews by saying that whatever )
technlcal or ddmmlstratlve dlfflcultles the ta.x on net wea.lth mlght
raise, they should not be ma,gm.fled to the pomt of discarding such
_;taxes and replaca.ng them by others whlch mlght d:l.stort ,the whole ta.x .
system. . A
CORPORATE INCOME ‘I‘AXA‘I‘ION IN LATIN AMERICA (CPF-DB-l, CPF-DB\-./Add l
CPF-DB-./Add 2)

Mr, PREST introduced his paper on corporate income taxation in . .. .
Latin -America (CPF-DB-1l), and said that he had attempted to steer.a. . .
middle course between attempting a textbook exposition of general .. .
principles, and entering into the details of corporate income taxation
. in Latin America, by indicating the main principles involved that
provided scope for thought and possibly action, Section I dealt w1t.h
the general arguments for a corporation tax, including the need to |
catch undistributed profits, the comparative administrative s:.mpl:.city
of taxing corporations, the fact that corporations had no votes, and
the possibility that the tax would be at the expense of foreign government
revenue. Where a corporation income tax already existed, the itngq\qt‘}j‘_
of allowing some to make windfall gains argued against removing it. The
arguments against the tax included the. possibility that it might retard.
the development of the; corporate sector, the danger of hampering geye}opntent
by reducing saving and the need not to discourage the inflow of foreign
+ capital.’-  The reconciliation of the .tax.with personal taxation raised.
the, quest ion of differential treatment of.distributed and undistributed.
profits, which involved both economic effects. and equity issues.

e v 4+ e [section II .
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Section II was a factual summary. Tubles I and II gave data‘ on
income and wealth taxation in Latin Amerlca, and although full data were
not available for all countries, the tables showed that there was a wide
variation in the ratio of'income from corporate taxation to total govern~
ment revenue. ' Table III, which summarized characteristics of Latin
American corporate income taxation, had been compiled from a large number
of sources, since the information concerned was not available in standard
reference books, and he hoped thdt any errors that had crept in would be
corrected by pdrt101pants from the countries concerned, The table showed
some of the principal ways in whlch corpordte income taxation could vary
from country to country, with respect to separation from personal income,
withholding of dividehds paid out, taxation of dividends received, additional
taxes imposed such as excess profits tax, and discrimination against
foreigners (with respect to foreign and national resident shareholders
or dividends paid abro;a,d‘ or in the country), It was clear that there
was a great dlversity 1n the arrangements for corporate income taxation
in the various countrles.

Section III cons:.dered the concept of income, the need for s:.mphc:u.ty,
the rate structure, the integration of corporate and personal income taxes,
intended and unintended discrimination in present tax arrangements, and
special concessions, Referring to the discussion at the seventh meeting,

“he said that the income basis chosen could be income originating, income
received,‘or a world-wide concept, of which the first and third were
relevant to the present discussion. The difficulty of measuring income
originating included arm's length pricing, and the overlapping of tax
Jurisdictions with respect to subsidiaries'of foreign companies; he had
not touched on those points, but they were covered in the paper on the
income tax treatment of foreign investment (CPF—DS-éT) A number of
factors influenced the effect of corporate 1ncome taxatlon on the flow
of international capital, 1nclud1ng the 1ncome ba51s, i.e, vwhether
originating or world-wide, the relatlve 51zes of gross yields and tax
rates in different countries, whether or not tax credits were allowed
on income derived from other couﬁtries, and the relative treatmeptnof
resident and non-resident enterprises. . o

' /The great
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The great complexity of arrangements for corporate inc‘ome taxation
in Latin America seemed hard-to.justify. Corporatlons might be sudject
to more than one ta,x op Ancome, to taxes on excess profits or business:
“assets as well as on income, there were distinctions between resideat

- and nOn—res:Ldent enterprises, rates. of withholdlng tax depended on the
types of reclpient, and so, .forth, . “From the standpoint of administra.tion
‘and thé" preventions of evasgion, . such ¢omplexity was a serious disadvantage.

- The' rates of the tax should not be high enough to retard the growth
of" the corporate sector, or low enough to make unnecess.a,ry presents to.
companies or foreign governments., - A progressive corporate income tax.:
dld not appear justifled on equity. grounds, since a small corporatlon
m:r.ght have rich shareholders, and a large one comparatively poor share-
holders; 'in additlon a progressive. tax would serve as a disincentive to
growth, and would encourage the splitting of corporations :Lnto small
units, resultmg in the need for preventive measures to enforce aggregation,
which would be an unnecessary complication. As for bearer shares, unless
some Wdy ‘Was found of identifying the ultimate rec1p1ent the only method
was to subject dividends on such shares to a h1gh rate of withholding tax.

) Integratlon of personal and- gorporate income taxes could be achieved

by making a tax credit to the individual shareholders in respect of his

dividend or by afording relief -at the corporation level on dividends pald
out, so that the corporate, income tax became a ta.x on undlstrlbuted profits,

The same efféct as that due to the latter course could be achieved by

the withholding method, whereby dividends:paid out ‘vaere grossed up so 58

to allow for corporate tax paid, and:.taxed as personal 1ncome but with

a credit for the corporate tax. Clearly -the rate of tax on retained

profits should be not less than that paid by the ‘average shareholder

if profits were distrlbuted. > The optimum balance between distrlbuted

favoured corporatlon savmgs , but it might be mportant to force out

savings through the capital market, and there was always a danger that

exist:mg corporations would build up an entrenched monopoly position.. .

Larger retained profits 'would be more likely to result in capital gains,

which raised the question about the adequacy and comprehensiveness of the

capital gains tax.' :
o /With respect
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With respect to unintended discrimination, he pointed outvthqp
excess profits taxes were only justifiable for short periods 6r emergencies,
and as a long-term measure were likely to impede growth. Dis;rihination
between large and small corporations would be likely to hamper growth,
although unincorporated enterprises might be encoufaged to become
incorporated. There was much scope for further study of the relatiye,
tax rates applying to unincorporated businesses and small corporations,
which varied widely from country to coﬁntry. There might also be
differentiastion between the rates of taxatlon, applied to non-resident
and resident subsidiaries of foreign companies, and to oil and mining
companies compared with companies engaged in other act1v1t1es.

With respect to special concessions to encourage development and
investment, a distinction might be made between net investment and the
replacement of capital goods but that was very difficult, It was not
easy to determine how far tax relief for investment purposes was merely
a gift to those who would invest in any case, and thus simply represented
a net reduction in the total tax revenue. It would be advisable for
the countries concerned to take a common line on concessions to foreign
corporations, otherwise the result might be free gifts to foreign
Governments or corporations. He concluded his review of the document
by stressing the need for good accounting standards, with respect to
corporation balance sheets und profit and loss accounts and for clear
and firm legislation and administration.

The value added tax, and the possibility of using it to replace
a corporate income tax, constituted a third form of taxation, the first
two being taxation of the income stream in the form of wages and profits,
and taxation on expenditure, in the form of excise and sales taxes on
consumer or possibly capital goods. If the value added tax were substituted
and the graduated personal income tax retained, the result would be a much
more favourable treatment of undistriﬁuted than distributed profits, with
no incentive to distribute., Moreover, rich shareholders would escape
liability. Tax on capital gains resulting from retained profits was not
satisfactory because it was not easy to operate and tax was only collected

/sometimes after
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sometimes after the profit retention took placew. The precise effect of
substltutlng a value added tax for a qorporate income tax would: depend’

on whether the existing corporate . tax favoured distributed'dr undistributed
prcfits. The effect of combining a value added tax.with the personal
income tax rm.ght or mlght not be desirable, but it should be reCOgnJ.zed

as not being neutral. . : N SR A

Mro JATAR DOZT_ introducing ‘his comments; -(CPF~DB~1/Add. 2) ‘on
Mr. Prest's paper, Said that.the concept .of the income tax was- relatively
new 1n Lat:m America, having been introduced in most.cases in the’ third
deca.de of the ‘present century., As far as the scope of the tax: was
concerned{ both.the_,prmclp]_.e of origin and of -residence was applied., °
In that connexion, one of the features of capital-importing.countries
was that their gross national product was greater than:their natichal i’
mcome, while the opposite was true of capital-exporting countries.

That feature ha.d to be taken into consideration in determining which.

of the two concepts of tax applicability - income originating or income
received - should be adopted for developing countries, where only a -
small m:morlty received income from abroad. For the reasons outlined -
in his paper, he preferred the concept of income originating. -

One. oi‘ the problems related to the above two concepts was that of:
mtema.tlona,l double taxation. It could be solved either through unhilateral
action, i,r,.lz which a .‘chernmentu granted relief from taxation-in.respeéet of
inccme.already taxed in another clountryg..pr.:through agreement s. betwsen:
the Governments concerned, .- B Cod . T

On the question of multlple and unltary tuxes; he observed that- in:

‘many Lat:m AIIBI‘lCd.n countries the income.tax consisted of ‘a series of
schedular taxes at different fixed or proportlonal rates andof a - -
progzessive glcbal or complementary t3x, While the undue diversity

of income rtlaxes m}soxge‘ccuntnes was to be deplored, it:wWas unaveidable

in some c;ees where . schedular and complementary taxes were.imposed on

all types of activities, as was done in Venezyela., While-a unitary tax
structhrelwopld‘bekdesigable, it should only be uchieved through a cambining
of sc‘hedula.; and complementary taxes and must not result in the -same tax

” ‘ | /rate being
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rate being applied to individuals and corporations. Unfbrtunéﬁeiy,

in many Latin American countries no distinction betweed‘individuals

and. corporations was made for income tax purposes. Veneiuela had done

so by creating a new progressive tax on corporations At a somewhat higher

rate than the personal income tax and by reducing the number of taxable
categories, the complementary tax on personal income being left at its previous
rates, The new system had produced increased revenue from the tax on
corporate income.

On the question of the taxation of corporate profits and dividends,
and the need to avoid the double taxation which might résult, he felt
that the best method of granting the necessary relief would be the
withholding tax approach, the merits of which were outlined in his paper.

With respect to incentives to savings, he supported the view
that could best be done through provisions for loss carry—-overg but he
would limit such carry-overs to a period not exceeding three years.

With regard to incentives to capital formation, the income tax
was a useful instrument in creating such incentives, In Venezuela,
for instance, the income tax laws had been amended to allow a taxpayer
‘who made net investments in the country to claim a partial rebate of the
complementary tax. The new provision applied both to individuals and
corporations. !

In concluding, he referred to some of the difficulties which ILatin
American countries faced in collecting income taxes and to the prospects
for a successful taxation of income in those countries, details of which
were set out in sections 9§ and 10 of his paper, .

Mr, IESSA said that high profits had been related to efficiency by
some speakers, and asked whether that concept was really'in line with
high social productivity of enterprises in the framework of economic
development, Mr. Prest had seemed to imply the same view, But it was
very doubtful whether in latin America high profits were due to efficiency,
in view of the various privileges and exemptions that were granted by
Governments. In the absence of organized capital markets in Iatin America,

/the large
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the large flnan01dl resources called for by modern technology precluded
the free entry of competltors to the market required by classical ..
economlc theory, hence there was more monopoly and less competition
‘Athan 1n more deveioped countrles. Moreover high corporation profits :
'were largely due to preductlon functions that. .did not lead to the.proper
use of eoonomic resources; the high capital intensity characteristic of
industrialized oountries was not well euited_to an area where labour was
plentiful and wages low, Consequently he thought the tax on corporate
income should be progressive, . . .

' With respect to the stlmulatlon of 1nvestnent at the enterprise
level through the treatment of distributed and non-distributed profits.
in corporate taxation schemes, he believed that it was not defensible

to allow exemptlons solely to the enterprises, and that the discrimination
against personal 1ncome would accelerate the process of the eoncentration
of wealth, If there were a progressive tax on corporation profits, they
could elther be dlstributed to shareholders, or alternatively they could
be added to capltal by thefdlstrlbution of bonus shares, but should be
taxed in‘both cases, It was more appropriate in the latin American . .
context to provide investmept incentives 4t the shareholder 1level than.
at the enterprise level. . o :

Mr, KALDOR felt that the incidence of taxation on corporate proflts
had not been given sufficient attention.in Mr. Prest's paper.. That was
a-complioated‘oueetion and to some extent depended on spgcific tax
provisdons, such ae the relative treatment of distributed and undistributed
profits. He felt that.the incidence of the tax had substantially shifted,
The concept of the tax should therefore be clearly defined in order to
determine whether it was a substltute for other tuxes or was in additien
to the total revenue which weuld have been obtalned otherwise,. .The; .
dlstrlbutlon of income between profits and.wages was not very different
from what it would have been 1f ‘the same revenue had been obtained from.
"1nd1rect taxation. The_ehlﬁtJ;nmthqilqeldence of taxation on corporate

profits was a macro-econqmigjeroceeeﬂwhioh did not leave .the distribution
o | | /of net
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of net profits unaffected, If it wys agreed that the role of the tax
had shifted, it was a convenient revenue-yielding device, If tHe view
was that it had not shifted, then it had an important role in the equity
of the tax system, . . ; .
With respect to Mr. Prest's comments on the v,a.lue .added ta.x, he
agreed that if it was Mr. Prest!s view that the, incidence, of;the ta.xon _
corporate profits had not shifted, it was correct to séy that the value
added tax should not be zfeg.a'rds(d as an alternstive to the tax on corporate ...
profits but as an alternative to a general tax on sales, Some European -

countries had considered. the substitution of a value.added tax for some .. -

parts of the corporate profits taxe.

He.ugreed with Mr, Lessa on the relationship between the efficiency.
of a corpo:ati_on and its profits. However, in comparing different -
branches of industry, the level of profits was not an indication of.
efficiency. If a comparison was made between e_nt.erprises\ engaged in the :..- -
same branch of industry, the difference in.profits would reflect their .. .
degree of efficiency. . . S - '

Mr. Lessa.had rightly. obsarved thdt cmpetltg.cn :m mdust.ry ‘occurzed.
far less in developing countries than in the more industrialized States.
There was nevertheless some competition and: a heavy tax on corporate .
profits would militate against more.efficient firms.which showed higher
profits,, He. supported Mr. Lessa's suggestion that corporations-might be
required to issue..bonus shares -in respect of their undistributed profits ..

and that such shares should form part.of the -income of shareholderss .That.::

was a most;valuable recommendation but unfortunately it had been rejected
constantly by tax commissions and administrations be,éause it would make
the raising of capital by joint stock enterprises more difficult. 1Ip
connexion with bonus shares, it shéul;i be borne in m’i.nd.tha,t undistribyted
income was not quite the same as distributed income. .. The shé.z:eho].der
did not derive the same adVant;age from bonus _sha.rés and, the market value
of such shares would undoubtedly be lower. .. They should theref'ore‘ ‘be
taxed on their markeb Value rather than on thelr nominal value.. A
poasible (a.ltemgtive would be to tax income received in the form of bomus
shares, and not. as da.sh, at a lower rate than income received as cash.
- JMr, DESAT
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Mre Diosl, referring to the trestment of domestic and foreign
éa.pital, said thit there was some justification for a higher bta.x on
income sent abroad. It was a matter of establishing equity between
such income and investment income remaining in the country,

Mr, GOODE, on the question of the shifting of ‘the incidence of the
tax on corporate income, agreed with Mr, Kaldor that little statistical
data was available, Not much weight should be given to statistics on -
the subject in the United States, which were suggestive rather than
conclusive, His own view was that the greater part of the tax rested
on the profits received by corporations. L

With regard to the jurisdiction of the corporate income tax, or the
place where the income was taxed, a country might take the position that
in measuring the taxable capacity of its nationals or residents, total
worldwide incoms would be the appropriate measure. In his opinion,
that would not be an unreasonable standard for measuring taxable capacity.
It was true that if every country adopted that standard, double taxation
might well result, However, relief could be granted through unilateral .
action by the Government concerned or through bilateral or international
agreements, = The unilateral method was applied in the United States and
the United Kingdom, which recognized the priority of the country of
origin, However, even if a country did not wish to grant relief from
double taxation to corporate income, the finane¢ial implications were not
likely to be very serious., It might discourage movement of capital
to the more developed countries, which was not in fact an undesirable
efféct, Moreover, the flow of capital from developing countries was not
primarily due to the tax system but rather to other reasons.

Mr, RIOFRIO said that the dual personality of corporations was an
invention of jurists applied by financial theorists for tax purposes. :
through the taxation, on the one hand, of the profits of the corporations
themselves ‘and, on the other, of the income received by shareholders.
Income was thus ta xed twice, He also referred to the omissions in
Mr. Prest's paper to which the author himself had referred, and. pointed

o Jout that
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out thaﬁ there fwe,re‘ others as well, ,A;fter describing the background
and case histo‘rj':used in support of .corgorate incame tax, he concluded
that in epite of the reasons of equity which could have been adduced
against that form of double taxation, the only arguments advd.nced had
been based purely on expediency. , - S ‘

Mr, DARDON said that, in his opinion, the great merit' of Mr. Prestls
paper lay in the fact that he suggested alternutive methods for taxing
corporate/ enterprises; that principle should be. part of the general findings
of the present Conference in respect of all the topicss It was not possible
to establlsh an over-all tax reform pattern whigh would. e valid: for all the
Latln American countries, since each one had its.own peculiar chara.ctenstlcs
insofar as the historical background of its particular tax system was
concerned, 80 that any reform would have to be fimly and-harmoniously
adapted to the particular economic development. needs of:each countrys |
Neverthele:ss,‘ the concemtration of wealthy property apd incoms in the
ha.nds of e smali percenta,ge of the population wus a common ot currence s
That fact pointed to the advisability of. a glotet progressivé tax on
personal 1ncome cmd .on the income of corporate and:nocu~corporabe enterprlses,
as well as a tax on wea.lth or, specifieally, “property.:

In the case of eorpopations, a curious .phenomenon had ‘taken place
in Guatemala, where enterprises organized as partnershins made up of
two er three partners s generally with various dntegratcd activities and
domestic capital of a family type, had been turned int. two or three
companies for the purpose of evading tax. .The.original partnership,
with its assets compact and subject to a progressive tux on its profits,
wouldrundoubtedly have had to pay more tax. ’ |

The same thing had happened with the organization.of corporations
in which all or most of the shares were in the hands of a single pérson.
In other words, the trunsformation or establishmeut of: joint stock -
companiés had( been due to motives far removed from the charmelling of
savings.

He- therefore considered that the alternatives proposed by Mr. Prest
were Valuable criteria for each Government. to use in accordance with

the particular conditions preva,lling in the country concerned,

/Mr. HARBERGER
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Mr. HARBERGER said that corporate income taxation must be regarded

as a global, not a partial tax, applying to one part of the income, the
income received as a production factor in the form of a net return on
capital. One possibility was the transferring of the tax so that the

net return on capital was no less, on the same lines as with an indirect
tax, and the other was the reduction of the net return by the extent of
the tax. With a weakening capital market capital would not support the
whole burden of the tax, and it would be transferred to the labour sector.
The bearing of the whole burden by capital must be regarded as an inter-
mediate possibility; for further explanation he referred to his article
in the Journal of Political Economy for July 1962. As regards incentive

to invest, the exemption of corporations might direct investment to a
number of different ends, and could effect changes'in the distribution
of investment, but he was doubtful of the value of téx incentives as a
stimulus to totul investment. Savings and investment were equivalent,
and the problem was how to increase savings in order to inerease the
volume of investment. He believed that the over-all effect of exemptions
was a loss of revenue rather than an increase in total investment.

Mr. NAHARRO said that the corporate tax benefited reinvestment in
that it encouraged Savings in the form of undistributed profits. The
same effect could perhaps be obtained through indirect procedures. The
corporate tax also favoured distinctions among undist>ibuted profits for
the purpose of directing reinvestment into chunnels m-st suitable to
economic development. With respect to the progrsssivity of the corporate
tax, while it had to be graduaﬁed from the quantitative standpoint it
could also be graduated in terms of the type of yield of the corporation
itself. He wondered, in that connexion, whether that formula could not
be used for Latin Americuan corporations.

‘Mr. ABINADER, referring to Mr. Prest's comments on the income tax

established in the Dominican Republic in May 1952, described the structure
of the tax and mentioned the additional advantages ehjoyed by corporation
executives. Those advantages fully justified the tax criterion adopbed. \
The new income tax was expected to yield an amount equal to 25 per cent

of the country's budget. The revenue would fill the gup left by‘the‘.
indirect taxes which had been abolished, since they had contr"i‘lbut,edﬂ7

another 25 per cent of the public sector's income.
/Mr. JARACH,
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Mr. JARACH referring to the relationship between the corporate. tax
and the persondl income tax, recognized thdt the subject was controversial
and that economlsts and tdx experts were divided in their oplnions He
suggested that d1v1dends pald to shareholders and the value of the bonus
shares dlstrlbuted to them should not be included in corporate income’ tax.-

Mr. MATUS said. he wds in general aéreement'With the views expressed‘:
in Mr. Prest's paper, but would like to refer to certain omissions therein.
ECLA was concerned about the problems posed by tax mdnlpulatlon as a
method of chdnglng the normal behaviour of economic units with a view of
bringing it 1nto llne with the behaV1our stipulated in development plans,
the problem had not been mentloned by the author nor by the Conference,
which appeared to dlscuss tdx problems in a mdnner entlrely divorced from
planning objectives. ' ' f

In that connex1on he posed two problems' (a) the pOSSlble use of
taxation on foreign enterprlses to mitigate in pdrt the impact of foreign
trade fluctuations, and (b) the use of taxatlon on co*poratlons as a
method. of guldlng the 1nvestment rate and structure along the lines of
a development plan. ' '

With regard to (a), it Was a well—known fact that the Latin American
countries were suffering the consequences of export fluctuutlons, although
in some countries the effects tended to be the exact oop051te of those
felt in developed countries. In mdustrlallzed countries a decline in
exports produced a depressive effect on the economy, whereas in certain
countries of Latin America, the same decline had an expanding effect.

The reason for that lay in the fact thut export fluctuuations had a
fundamental effect on remittances of profits abroad, the availability of
foreign exchange, and fiscal rerenues because there were strong political
pressures to maintain the employment of labour and, consequently, to ‘
reduce the effect on the volume of production. He believed that taxing

of foreign enterprises in the countries that produced a very high percentage
of total exports might be used to‘help to stabilize import capacity and
fiscal revenue. If 1nstead of tdx1ng redl profits a system of tax1ng
minimum average profits were estdbllshed - in the sense of the proflts
determined on the basis of average prices and volume of,productlon over
the past few years - the effect of fluctuations would be greatly mitigated.

/When export
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When export prices declined, import capacity and fiscal revenues would
decline to a much lesser degree, and when prices rose, foreign enterprises N
would be taxed on real profits but would not ke permitted to deduct the
excess tax paid previously because of the effect of the average.

He recognized that such a system might inscourage foreign investments;
however, it could be graduated, since the stgbilizing effect depended on
the number of years covered by the average values. If the system of
calculating the ‘average covered a number of years in a full cycle it
would completely stabilize iniport capacity and fiscal revenue, thus
transferring the fluctuations 100 per cent to the large foreign enterprises.
Averages below the c¢cycle, on the other hand, implied sharing the effects
of fluctuations between enterprises snd the public sector.

Such a system would only be useful in countries where exports were
in the hands of foreign enterprises.

He went on to refer to the orientation of private enterprises by
taxing their profits. Non-Latin American economists s2emingly had more
faith in market forces and in sound business retuins as a sign of efficiency
than Latin Americans, as mentioned in a previous meeting of the Conference.
Mr. Kaldor's opinion was not the only exception, he did not believe there
could be any doubts in that respect. The very unsatisfactory distribution
of income in ILatin America was more than sufficient argument for'such
scepticism, becguse it determined the stiucture of investments and of
production. Just as in politics nobody would respect an election where
a privileged few were entitled to ten votes while the rest of the population
had only one, he saw no reason to respect an investment and sound business
structure under which certain minorities had twenty or more votes beeause their
incomes were twenty or more times as large as those of the majority.
Moreover, it was An‘indisputable fact that there was a very high degree
of monopoly in Latin America and distortion of price systems, etc.

Therefore, theére was reason for concern not about the neutral nature
of the tax, but rdther about the way of u51ng the corporate tax to
penalize certaln activities dnd promote others. A development pldn mlght
contemplate very high rates of productlon growth and 1nvestment in sectors '

with low commercld,l returns, and vice versa. That posed an 1nterest1ng

/problem of
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problem of tax manipulation. The growth of certain enterprises had to
be checked and the growth of others promoted. By penalizing the reinvest<
ment of profits in certain sectors it was possible to encourage the ’
distribution of profits. In other cases, it was adv1sable to withhold
profits at the expense of reserves for depreciation, without increasing
total corporate savings. Therefore he would ask Mr. Prest what was

the available experience in the matter, or what ideas he had for maklng
the transfer of savings from the sectors he w1shed to penalize to those
he wished to promote a sound proposition. Thought might perhaps be
given to putting a premium on the purchase of securltles issued by
enterprises 1ncluded in the latter group or the purchase of government
development securities. e

Mrs. de NAVARRETE.observed that a progresslve tax on corporute

income had, -ameng: its other advantuges that of reduc1ng the dlfflcultles
arising from the difference in the 31ze of corporatlons Wlth respect
to the incidence of the tax, it would not have a d1rect effect on the
profits received by shareholders. She supported both her arguments by
giving examples based on dctual leglslatlve and admlnlstrdtlve experience
in Mexico. :

Mr. COSCIANI, referrlng to the total or partlal substltutlon of the
profits tax by .the. value added th, as suggested durlng the debate,

observed that the two taxes belonged to dlfferent tdx groups The value
added tax, in the final analysis, taxed prlces whlch meant that it was
levied on consumption. That might credte deor dlslocdtlons 1n the
market. He therefore adylsed careful study before any conClu31on was
reached in the matter. ’ ' '

Mr. PIEDRABUENA observed that many Ldtln American corporations

contributed to the economic development of thelr_countrles. In general,

however, intangible property was viewed with suspicion in Latin America
and an attempt should therefore be mdde to strengthen the structure of
corporations. One way to do that was to grdnt them some measure of
relief from double taxation and to tax them on their undistributed
profits. While action to ease the tax burden of corporatlons mlght thG.

an adverse short-term effect on economlc development it would be most

J/useful to
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useful to encourage small investors to contribute to that development
and that could only be done by ensuring a fair return on their dividends.
Moreover, an unduly high rate of taxation on the distributed profits of
corporations would cguse corporations to refrgin from distributing such
profits. The best solution in his view, and one referred to by Mr. Prest
in his pagper, would be to have the corporate tax take the form of a tax
on undistributed profits. '

Mr. URQUIDI hoped that Mr. Prest would give his views on the question
of the revaluation of assets, a particularly important problem in
countries with infiation problems or where the currency was devaluated.

With regard to the rate structure of corporate income taxes, he
felt that a progressive tax, particularly in countries with inflation
problems, would ensure elasticity in the collection of revenue.

Mr. VIDAL said that while he would like to stress the importance
and thoroughness of Mr. Prest's paper he must call attention to one or
two errors into which the author had fallen in referring to the income
tax in Peru. The excess profits tax had not existed since 1958. Neither
was corporate capital taxed in Peru, nor the dividends of corporations
registered in Peru, except when they were payable to foreign firms.
Furthermore, accelerated depreciation was recognized in Peru.

Apart from the above reservations, he would only add, with regard
to double taxation on the corporation and the shareholder - a matter
appropriately pointed out by Mr. Riofrio - that it was mitigated by two
provisions, i;e. incentives for investment, whereby it was possible to
deduct from the tax bASe up to 40 per cent of profits provided they were
invested for improving production, and reduction of the tax on capitaliza-
tion of earnings to one third of the maximum rate. Neither of those .
measures prevented a shareholder from obtaining dividends should he choose
to sell the shares appreciatedfby investment or capitalization; and there
again the profit was not taxed in Peru. ' '

Mr. GNAZZOQ said that his Coﬁntry,.Uruguay, fatvroured a single tax -
on corporate profits and had established a tax on the undistributed
profits of ¢orpofatioﬁs.' He wondered whether Mr. Prest would express

his views on the Uruguayan solution.

The meeting rose at 1.35 p.m.






