The Aims of a2 Taxation Reform in Italy

1. - The drawbacks and deficiencies of the Italian fiscal system
have now become such and so many that a structural revision on
both the statutory and the organizational planes can scemingly no
longer be deferred (1).

The only attempts after the Second World War to introduce
some order into fiscal arrangements and to adapt them to the
changed cconomic needs, date back to the time of the late Prof. Fzio
Vanoni and relatc to measures introduced when he was Minister
of Finance, or taken subsequently on the basis of texts he had
drafted. Substantially, three laws are concerned: No. 21 of January
11, 1951, which introduced a compulsory annual return and streng-
thened the analytical assessment; No. 603 of August 6, 1954, which
introduced the tax on companies and bonds; and No, 1 of January 5,
1956 which regulated in 2 more organic way the assessment problem.
Finally comes the Fiscal Code concerning direct taxes (Presidential
Decree No, 645,.0f January 29, 1958), which establishes formal
order among the manifold existing provisions, introducing for the
first time several general principles,

Unfortunately Minister Vanoni’s taxation policy — even if it
cannot be described as a complete failure — has been able only
to a limited degree to put into effect the principles that inspired it.
The carrying out of the aforementioned provisions, which were, so
to say, to have formed a single body, already had the fault of being
too slow — the delay being attributable only in part to the opposi-
tion of certain particular interests — with too long intervals between

(1) Among the studies that warmly support a reform of taxation in Italy see. S. Scoca,
Appunti per la riforma tributaria, SELY, Rome 1954; S, Stave, [} sistema tributario ¢ lo sue
prospeitive, Rizzoli, Rome, 1947; B. Visentini and C. Cosciant, “ Studi per la riforma tripu-
taria ®, in the Rassegna dell’ Associagione bancaria italiana, 15-30 November 1948; E. D’Ar-
BERGO, La riforina tributaria - Ovrientamenti per wna revisione del sistema tributario italiano,
Zuffi, Bologna, 1949; C. Coscranz, La riforma sributaria - Analis eritica del sistema tributario
itatiano, La Nuava Italia, Florence, 1g50.
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its various phases. Added to this were the administration’s resistance
to an application of the new principles — which in addition to
being regulative were also to have been a moral factor — and the
fact that the need was not realised of carrying out, at the same time
as New statutes concerning assessment methods were being laid
down, also a vast rationalization of labour techniques and a streng-
thening of the offices’ operational structure (solely in the field of
professional preparation was a good contribution made by establish-
ing the central taxation school).

It was also a defect, from a more general point of view, to have
conceived those measures as being separated from the rest of a
future fundamental reform, a reform that was not even outlined, the
result being that the taxpayer saw in the individual provisions only
a means of increasing the yield from taxation, unconnected with any
progress towards a more equitable fiscal order,

Subsequently the premature death of Prof. Vanoni, who with
his well-balanced mind exercized a notable influence, the urgent
needs of the Budget to meet the everrising expenditure, and,
perhaps, new, diverse views of the ruling class, led to the initial
directives being no longer complied with, and, indeed, many
measures were taken which clearly clashed with them. In fact, not
only was no structural reform undertaken, though all had hoped
for it, and no move made towards reorganization of the offices, but
preference was given not to the policy of a reduction of the rates
as a means of combating evasions but to their continual increase
without any advance preparation of the means necessary for checking
evasions and the greater stimuli to evade the law., Nor was a
solution found, in spite of many Bills, to the problem of the tax
appeals courts, in the interest of the administration (to secure a
rapid settlement of disputes) and in the interest of the taxpayer (to
provide the greater guarantees that must be offered him). The
problem presupposes that first the analytical assessment should be
carried out on a wider scale.

The urgency and importance of a general reform is indicated
by the fact that at the end of 1963, alongside the other two
Ministerial Committees for cconomic planning and bureaucratic
reform, a Committee was appointed to study taxation reform. After
eight months work it submitted to the Minister an ample Progress
Report from which several directives emerge clearly. We now
summarize these in the aims and principal proposals formulated.
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2. - The 'ﬁrst_ aim of the reform must be to render the Italian
taxation. system clear and simple,

. Its‘ complexity today, so hotly deplored, derives from many
circumstances: )

() The difficulty of knowing the real rate of a tax becausc
of the multiplicity of taxes, surtaxes and surcharges which overlap
onc another, often in confused fashion. Thus, for example, the
legal national rate of a taxable income of 720,000 lire is g per cent
in the case of general incomes (R.M., category B - income of an
enterprise) and 4 per cent in the case of independent labour incomes
(R.M., category C-1 - artisans’ income). But when the revenue
authorities, basing themselves on the taxpayer’s return, proceed
to assess the tax, those rates rise to far higher levels, so that the
national rate loses all significance. For example, in Rome they rise
respectively to 17.04 per cent and 10.66 per cent. The following.

 table indicates the various surcharges:

Cat. B Cat, C-x
(artisans)
(for every 100 taxable)

Legal national tax . . . . . . . . . | 9. 4.
Provincial surcharge . . ., , . ., . . 1,7500 1.4000
Government administration tax . ., . . . . | 07500 07500
Industry, commerce, arts, professions ., . . . 345000 2.8000
Municipal public assistance board (18.2.1941, No, 100) . 0.7125 0.4100
Municipal public assistance beard (14.12.1961, No. 1340) 0.7125 0.4100
Calabria surcharge (26.11.1955) . . . 07125 0.4100
Tax ecollector’s premium e 07540 0.4779
Provincial tax collector's premiym . . . . . 0.0532 0.0288
Tow . . . ... ., 17.9447 10.6567

In addition to the taxes mentioned the taxpayer then has to pay
the. progressive tax on global personal income, together with the
various relative surcharges (MPAB, pro-Calabria, collectors’ pre-
miums) as well as the family tax and the relative surcharges (as
above), both of which are heavily but differently progressive.

What the taxpayer wants is that taxes should be immediately
clear to him and not create any “financial illusion” by keeping
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formal taxation rates low and then raising them, often to a sub-
stantial extent, by means of a host of surcharges. ‘

From this point of view what s necessary is the conglomeration
in a single tax of all the taxes and surtaxes and supplementary chatges,
no matter for what reason they are levied, leaving out of account
the body to- which they are due. It would then fall to the Govern-
ment, after it had collected such a tax, to distribute it among the
different tax-raising bodies by means of any scheme it considered
best. In actual fact, this would signify the abolition of all the
non-statal levies and the conglomeration of the various rates in-one
single rate.

(b) The difficulty of getting to know the various statutes that
regulate the taxes. With the exception of the direct taxes’ sector
— where there is a recent codified text — all other taxes are
regulated by a fundamental law that has subsequently been modified
by a multitude of provisions, not a few of which are incorporated
as particular regulations in laws that do not govern fiscal matters.
Ascertainment of the legislative source can therefore often be carried
out only by experts in the subject. This is why an extension of the
unification of the legislative texts has become necessary, to make
them include all the fiscal provisions, properly coordinated.

(¢) The difficulties in interpreting the statutes, which help
to create doubts as to how they should be applied. The tax laws,
either because they are initiated by Parliament or because they are
considerably amended by Parliament during the approval stage,
are largely drafted by politicians and not by technicians. Often, too,
after being discussed they are approved somewhat hastily by Parlia-
ment, without a carcful examination of the technical meaning of
the wording. Consequently there are frequent instances of synonymy
(when the same matters are indicated by different words) or of
homonymy (when different matters are indicated by the same
words). This drawback can be overcome in one way oaly, com-
patibly with the sovercignty of Parliament: by empoweting the
executive power, in every case where a law is of some importance,
to coordinate it with preceding laws, and to redraft periodically
the codified texts of each tax, It has been remarked that by using
computers one could better ensure the constant use of the same
words to indicate always the same concept.

fk
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(d) Abuse of the Ministry of Finance’s power to issue basic
decisions, interpretative rulings, ministerial instructions and so on,
which constitute a notable source of confusion for the less well in-
formed. To enable the Italian system of fiscal laws to evolve follow-
ing more systematic schemes,and to avoid privileged distinctions being
made as the result of moves by pressure groups, it is necessary on

“the one hand to grant greater autonomy to the external sub-offices,

and to submit ministerial rulings and instructions (and also the
drafting of Bills) to a non-binding previous opinion of a collegiate
body (say a Higher Council of Finance, whose members should
consist of high-ranking officials and independent experts); and on
the other hand to stimulate certain coding-decisions of the Courts,

afterwards instructing the offices to follow these when interpreting
the statutes,

(¢) Finally, the more regulations are general in character the
more they are simple and clear. If the pretence is to prevent at all
costs the slightest incongruity, and to take into account by means
of exceptions to the rule, so as to be scrupulously fair, all the
manifold situations that can arise, then the regulations inevitably
become complicated. The taxpayers want simple fiscal laws, but
unfortunately each individual also demands that the law should be
elastic and make an exception in his particular case, certaiﬁly
worthy of attention, A decision must be made: cither simple and
clear regulations that are on the average just but in particular cases
can canse certain inconveniences; or regulations that envisage every
single case and contain many provisions for exceptions but are
necessarily complicated and very detailed. It is impossible to have
the two things at one and the same time, Personally T am in favour
of clear regulations, without concessions and exceptions for anyone,

3. - The sccond aim to which taxation reform in Italy must be
directed is progressivity of the fiscal system, also in conformity with
art. 53 of the Italian Constitution, Unfortunately the lack of an
accurate and careful inquiry into the incidence of the various direct
and indirect taxes on the household budgets of the various classes -
of income recipients constitutes a serious gap in our taxation system,
the result being that it is not known whether the global revenue is
progressive or regressive, and in what measure. What can be stated
is that in Italy the fiscal yield is mainly based on indirect taxes.
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According to data given in the General report on the economic.
situation of the country (Part II, Table No. 95) in the Public
Administration’s consolidated account, tax receipts in 1962 were
divided as follows:

{millions of lire)
Taxes on income and property . . . . . ., . . . 1,565.0
Taxes on business . ., . . . ., . . . . . . . 446.4
Taxes on the movement and exchange of goods or services . . 1,970.6
Consumpticn taxes . . . . . . . .« . ... . 1,097.6
State lottery . . . . . . . ... 61.5
Total , . . ., . . . . . 5,T41.0

These are figures that do not say a great deal. What can be
said is that a good part of the 1,565 milliard lire of direct taxes is
attributable to taxes of an objective or predominantly objective cha-
racter and therefore not progressive. This lessens — even if in just
a first approximation — the probability that our fiscal system is
truly progressive, or at least its degree of progressivity.

The fact remains that in the absence of an efficient progressive
personal tax on global income, our taxation system ha}s solved the
problem of progressivity (at least in the sphere of objective taxes)
indirectly by means of a very marked qualitative discrimination.
As is known, especially after the interesting empirical investigations
of Benini, if labour incomes are taxed at a rate lower than that
applied to income from capital, the result, even if the two rates are
proportional, is a certain progressivity, since the minor incomes are,
on the average, labour incomes, while the capital incomes are, on
the average, higher incomes. To give an example, today incomes
from dependent labour are taxed with the general income tax
(imposta di R.M., category C-2), the global rate of which varies
— according to the amount of the income — from 4.40 per cent to
9.20 per cent; the incomes under category A (pure capital) are
instead taxed with a global rate of 31.3 per cent and thosc.of
category B (incomes of enterprises) with a global rate which
— according to the amount to the income — varies from 17.9 per
cent to 36 per cent without considering the company tax. It is a
question, however, of a progressivity that holds good only 'for high
averages and therefore cannot be regarded as wholly satisfactory.
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By this I do not say that other reasons for the discrimination
between labour income and incomes from capital cannot be found
to justify the different fiscal treatment. The qualitative discrimina-
tion now under examination is based, in fact, also on the fact that
the labour incomes are temporary incomes and the others are per-
petual incomes, hence the necessity, in the case of the first, of
saving; if they are to become homogeneous with the second; savings
that give rise to an excess of taxation as is explained by the Mill-
Einaudi theory of double taxation on saved income., Moreover,
labour incomes are incomes that today imply a great effort and,
since they give a lower net jincome than the others, call for lower
taxation. But I am likewise convinced that if this necessity to apply
indirectly also a quantitative discrimination did not exist, the quali-
tative discrimination could be contained within more moderate
limits than the present omes if in Italy an effective progressive
personal tax were to be introduced at last.

A first necessity derives from this premise: that of abolishing'
the present schedular taxes since they are essentially proportional,-
and of merging them in a single tax of a progressive personal
character. This step would eliminate the present drawback caused
by the tax on income from movable wealth, which levies on certain
kinds of income (labour and enterprise incomes) a progressive rate
on a different scale, and takes into account, for the purpose of
determining the rate, only the income from movable property, thus
creating obvious inequalities between one case and another,

Since, however, the importance of the personal tax on income
cannot for a long time to come become a primary factor within the
framework of our taxation system,’ progressivity must be effected
by other ways as well, different from those for income tax.

The succession and gift tax, in the two parts of which it
consists (tax on the net total inherited estate and tax on the quotas)
today gives a relatively modest yicld (55.6 milliard lire in the finan-
cial year 1961-62 out of a global national fiscal revenue of 4,260
milliards), in spite of what are high rates. Here the problem is
essentially that of evasion. To combat this it would be necessary
when assessing personal tax to check more carefully the changes
upward and downward in property income sources, following over
a space of time the variations in the taxpayer’s property. Passages
of a part of the property, especially movable property, from one
person to another in order to avoid the future succession duty could
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be revealed by this check on the incomes’ return, since upward or
downward changes in property income sources must be justified

in some particular way. The net total inheritance tax, the abolition

of which is favoured by-a no means negligible current of public

opinion, should in my opinion be retained, though the tazable-

minima might be raised (2). The reason for this is that it should
be regarded as complementary to the consumption tax that was
not paid during the testator’s life on the income saved and trans-
ferred by inheritance. In the case of the part of the property received
by inheritance and transferred in its turn by succession, the total
inheritance tax is justified on the basis of a milder version of the
Rignano scheme, by which properties of a dynastic character should
be taxed repeatedly at a higher rate than those which are new and
therefore of first transfer,

Several negative effects caused by income tax in connection with
incentives to produce and work, certain incvitable imperfections
inherent in the definition of taxable income, and vatious other
reasons have led present-day commentators to re-evaluate in a
certain sense indirect taxes, Undoubtedly the proposal put forward
by Kaldor regarding the personal tax on expenditure is highly
attractive at first sight. But, even leaving aside several considerations

of a general character, it does not seem from a practical point of -

view that such a tax can today be introduced in Italy. It is therefore
necessary to have recourse to other solutions, The best method seems
to be that of instituting a single-stage tax on the last producer or on
the wholesaler, that is, in the stage preceding the entry of the pro-
duct into consumption, with discriminatory rates according to the
place occupied by the item consumed in the household budget of
the various classes of income recipients. In other words, the present
yield from L.G.E. (sales or general turnover tax) would be partly
shifted towards this new tax,

4. - The third aim of the reform should be to give to the Italian
fiscal system a structure such as would make possible its use as an

-instrument of economic planning. For several decades past public

finance has been increasingly transforming itself from a mere finan-
cial instrument for providing the community with several fundamental

(2) The possibility could also be examined of granting a tax rebate on a given sum, for
direct line passages, in place of the taxable minimum.

&
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services into an instrument of economic policy. Italy is now prepar-
ing to have an economic development plan which should also adjust
several disequilibria that persist still today (between sectors, terri-
tories and incomes) and which the free forces of the market, in. spite
of the national income’s notable rate of growth, are failing to
climinate, at least within a reasonable space of time, The taxation
system cannot remain neutral but must be coordinated with other

- instruments for the purpose of achicving the aims that are to be

established by the Plan, But to avoid frequent fundamental reforms
of the fiscal system its structure must be open and flexible: open in
the sense that it should offer to the Plan authorities a body of taxes
that can be manipulated in various directions to achieve any aim of
the Plan (manipulation of consumption and saving, incentives or the
reverse for investment, territorial and functional redistribution of
incomes, and so on); flexible in the sense that the desired effects on
the national income should be immediate and important by making
few revisions of rates and allowances. T'o this end the taxation system
must be based on a few taxes of a fundamental character and on

relatively moderate rates, to be levied, however, on the greatest
possible. taxable amount.

(2) In the first place the taxation systern must not hamper eco-
nomic development with obstacles arising exclusively from fiscal
technique, In other words, all those structures that create distor-
tions not demanded by planning and overburden costs of production
to no purpose must be eliminated.

Particularly urgent is the problem of our multiple-stage sales
tax (L.G.E.) which works in favour of the vertically concentrated
enterprises and disturbs our trade primarily with the other E.E.C,
countries because the compensation tax on imports and exports is
computed on the average tax paid by the producer and not on the
actual tax, The L.G.E., must be replaced by the valued-added tax,
in conformity with the E.E.C. Committec’s draft directive, a tax
which from this point of view is more rational,

It is then necessary to abolish or reduce to their proper limits
a multiplicity of taxes which constitute a burden on production
costs but are refundable on exports. These include the registration
tax (which ought to be converted into a true and proper type of
fee, in addition to being a light tax on property transfers); the stamp
duty (which should be trimmed down and substantially reduced);
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the mortgage tax; the taxes on government concessions; the stamp
tax on transport documents; the advertising tax (which should be
reviewed from an economic point of view); and the manifold and
heavy manufacturing and consumption taxes which should be
brought back, within the Jimits technically possible, to true and
proper taxes on consumption by the households as a whole. The
loss in yield that would result from the hoped-for work of abolition
or revision of the aforementioned taxes should be recovered by
means of the two taxes to be introduced to replace the present LG.E.,
that 1s, by the value-added tax at a uniform rate and without exemp-
tions, and by the single-stage tax at discriminatory rates.

(b) In the second place the problem of fiscal exemptions and
allowances must be thoroughly examined. If it should be necessary
to rectify certain spontancous market trends in order to attain the
ends envisaged by the Plan, the fiscal instrument can be employed
with some effectiveness, together with the other instruments {mone-
tary and credit manipulation and so on) of economic policy. Incen-
tives of a sectoral and territorial character can be introduced by a
rational policy of exemptions. But we can have three types of
exemptions,

The first kind enables production costs to be reduced. Such
reductions or exemptions are connected with the tax levied on
capital goods, the raw and semi-finished materials used in the pro-
duction process. If they are to be effective, they should be restricted
rather to the new enterprises that are established in the arca to -be
developed, or, at most, to the production increases of the old enter-
prises. If they are instead granted indiscriminately, they cost the
public finances more, without any corresponding advantage for the
aims of the Plan. Such measures arc more effective if they are
temporary, not ofly in the sense that the new enterprise, or the
increased production should enjoy the exemption or reduction only
over a limited space of time (sufficient to lessen the initial disad-

vantages)so as to discourage the establishment of unsound enterprises,

but also in the sense that it should not be possible to acquire the
facilities in question after a determined date, so as not to creatc

a mechanism that would encourage the continuous replacerment of

enterprises instead of their permanence on the market (since every
enterprise established thanks to the exemption would find itself
competing at a certain moment with new enterprises that were

)
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being assisted by the s i i i
Wou}gd s 10ngcry enjoy):ame cxemption, which the first enterprise

(A sccond group of exemptions would enable gross income to
be increased. This is the case with the exemption from LG.E
sales made by enterprises situated in areas that need to re;;ei.ve.’aic:in
This kind of exemption enables the sacrifice made by the State to
be measured exactly. While the first type works directly in favour
of investments and indirectly of production, this second tY ¢ favour
production directly but not investments until after full C¥ILI) lo men:
of the plant. The most delicate point is that of discriminfa)tirf be-
tween new and old production. ' i

Finally, net income can be increased by exempting the new
enterprises from income tax. This particular measure is largel
adopted in Italy, but its effectiveness is not commensurate Withgth)é
sacn.ﬁcc made by the State. Its influence, in fact, increases with.
the increase of income prospects and rewards prima,rily those enter-
prises which, by making notable profits, find also sufficient incen-
tives to take root quite apast from the exemptions offered

That having been said, it is now generally recognizcci in Ital
that the problem of fiscal exemptions as a stimulys to productiol)?:
should be closely reexamined, so as to restrict them to those cases
that prove themselves really useful, because, too as the sphere of
exemptions gradually widens, their effects dirilinish O[i‘lce th
aims of the Plan and the instruments to be empld '.r:d for theic
attainment have been decided, the exemptions now iny force oughtr

3

in principle, to be abolished and restri
i stricted to those a
instruments mentioned, " adapted to the

(¢) In connection with the manipulation of the propensity to
consumption and saving, the existence of a broadly based taxy on
consumption seems necessary. Once again the reference is to a
value-added tax. An increase or decrease of the rate of such a tax
allows the collectivity’s consumption propensity to be reduced or
st1mulatc<.i. Of course, no illusion must be entertained that this
measure 18 100 per cent effective. If we want to reduce consump-
tion by 5 per cent, then a tax exceeding 5 per cent is necessarp
ts;icci:nthc more well-to-do (:,lasscs will provide for payment of tgg
Consuma tinolr(:rz orblcss consistent measure, not by a contraction of
fon thg fon L}-t ya _reductlon of savings. For those classes, in
: f(,)r . ¥ of using income to satisfy needs is quite as set as it

e less well-to-do classes, even though for radically different
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réasons. And in the case of thehlattctii cl::ssejé 9{1 Itlzil(})cn;ﬂ;cch Sifcc)lzgla;
i i ower can, whetre the tra s are '

g};g;ﬂizgilihgisvggrife to wage increases, directed t(})) 1ma;11tﬁz;1i11ng their
purchasing power unalterc‘d tq the greatest pO[S)Sl e 3 N .means o

The personal progressive income tax can be used, t}({) means of
manipulation of the rates affecting the higher incomes,

ropensity to save. ' o
the %’HE comypany tax, since it is bast on the &nco(gne pfliducézc:
and not on capital or on a part oft the 1n<;?rr;2n[;;oa:l1cieﬂ ;t raljme r[l)tp s

nder our taxation system, re : ment

zia}:i;s\fl?;i;g the propensity to save in that by applying d:fcigéx;
tion to the rate according to the use made by a companyt f Income
(that is, distributed income or income placed to reserve), it s ulates
allotment to the shareholders of a greater or lesser pc'r(cienbg x
the income produced. And while the income sct ?51- a(; inys he
companies can be regarded wholly as an mcrealff: 0 i i gc,c n
the case of the part assigned to the s.hareholdcrs t ;ls 1}111cr se oocurs
only to the extent of their propensity to save, wiich 15
“thI-n the final analysis, it seems t}}at in order to at{a%ﬁc(t)lrljcc;is
indicated, our taxation system must include a personal i s
a company tax and a value-added tax.

(d) The plan’s policy cannot leave out of consideration the qu;ls(-:
tion of consumption. Particularly in a czuntﬁiy 1;zvhcrf: al}nitgi?;;?am
i i ists and which comes 1
degree of income concentration €Xis h ° fant
colgltact with countries having a I&Jgher I'){‘:fl calpua ;ilericl)ttr:)ca jlztzfim ons
i ts e less -to-
are created by demonstration effects. 'l ; | the
i ; that is, to reduce and eve
middle classes have a tendency, , tof e el
inqui rtal tal forms of consumption Ithy
relinquish certain fundamen Sout i
i i ision for old age, vocational tr g
dwellings, medical care, provision ot : iona, tinng)
i : the satisfaction of which leads .
if only to meet other needs tion .
higheg social status. Thus, first thmﬁght d1; givcn tot anmtittojgg)ﬁcs)’
ing (i -to-do classes, to s !
to touring (in the case of the less we ; :
rather thgaxg to a healthy and comfortable dwelling anc(l1 to1 thzgt
(and to even a rational diet in the case of the less Welll—to- 0 ;: :siise.
Moreover, the State is urged to take the place of prn;latc cgoet poﬁér,
' the market economy does
to produce those goods that‘ - offer
becguse the demand is insufficient, and tlof plﬁtcelthlim ?t 52; ;irilsdpofor
1vi - t. Now, if the lack ol
of the collectivity free of cost. , k of. and 1o
certain fundamental goods is caused by a too low individual income,
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the State, by filling the gap, performs one of its essential functions;
but if that lack is due to a distortion of consumer demand, the
State must intervene to climinate the distortion. In that case a
consumption policy coordinated for such a purpose — that is, to
keep within proper limits, by reducing the demonstration effects,
the demand for goods suitable to meet exclusively demands dictated
by the wish to keep up appearances socially — cannot fail to invalve
fiscal policy as well,

When the contribution to the Italian Budget of the various
manufacturing and consumption taxes is examined, scrious doubts
can arise whether, in choosing the items to be taxed and the rate
of taxation, adequate attention has heen paid to economic conside-
rations with the object of establishing a consumption policy, and
whether those responsible have not, instead, restricted themselves
exclusively to considerations of fiscal and not even, I would say,
technical practicability. Consider, for instance, the following items
and the importance of the yield they provide (in millions of lire
in the 1961-62 Budget) in taxation: mineral oils, 500; sugar, 68;
coflee, 54; yarn, 325 gas and electricity, 2g; spirits, 25; beer, 15;
incondensable gas, 15; methane gas, 6; cocoa, 3; margarine, 2;
electric lamps, 2; seed oils, 1; maltosic gluecose, 0.7; coffee sub-
stitutes, 0.7, These are figures that tell us very little, and of far
greater significance would be a comparison between the incidence
rates on the prices of these goods. They suffice, however, to show
that the taxes on items of family consumption ought to be revised
in such a way as to take proper account both of the importance
of the outlay as part of the household budget in relation to the
income level, and of the aims of the consumption policy pursued.

‘This is yet another confirmgtion of the need to introduce a
single-stage sales tax on the last producer or, better still, on the
wholesaler, a tax that should merge part of the present LG.E. and
the current excise taxes in a single-stage tax with discriminatory rates
according to criteria that are not exclusively fiscal but include con-
sumption policy as well. Of course, certain technical forms of
assessment which have given good results in the case of excise taxes
can be maintained for a number of products; but one should go

no farther than the maintenance of the mere assessment and method
of colIecting the tax, '

(€) Since a planned cconomy must also set itself the aim of a
stable national income, our taxation system should be modelled in
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such a way as to incorporate, to the utmost possible extent, auto-

matic stabilizers. Hence the need for a sound progressive tax; the
advisability of taxing capital gains  immediately they take place;
the necessity to shorten to the utmost possible extent the interval
between the payment of taxes and the production of income (the
introduction of a PAYE system should be examined, at least as far
as incomes from labour are concerned), to extend the system of
deductions at source (as payment on account) to taxes that are
awaiting a definite settlement, to shorten the terms of the income
return, and so on,

_ Another necessity, affecting a wider sphere, is closer coordina-
tion between State finances and local finances, so as t¢ prevent any
economic and financial policy directives issued by the State being
annulled or undermined by a contradictory policy of local bodies.
This involves the nced to reduce, if not eliminate, the taxation
powers of such bodies, which should base their finances essentially
on contributions from the State Budget and a share of national taxes,

5. - The fourth aim of a taxation reform is to give our system
the utmost elasticity, that is, to enable it to exercize a prompt and
cubstantial influence on the national economy and on the yield
from taxation, also by slight adjustments to the fiscal system. Here
arises again the problem of what can be termed the “legal erosion”
of the base of taxation by means of a multiplicity of exemptions,
reductions, exceptions, special systems, unjustified deductions and
the like, which seriously reduce the taxable base, making it neces-
sary to raise the rates in order to obtain a satisfactory yield, thus
creating an anelastic factor of the utmost importance. Another
problem that again emerges is that of evasion, which in the case
of several taxes presents disturbing features from the point of view
not only of fairness but of the distortion of competition it creates
between one enterprise and another. The fact is that taxation rates
have today risen to such a level that every further increase meets
powerful obstacles in the shape of both the negative economic effects
of the tax and the ever greater stimulus given to evasion. Hence
the increased yield from a tax is today always proportionately, and
to a consistent degree, below the corresponding increase of the
tax rate.

A drastic elimination of those fiscal burdens that have no well-
founded and objective economic and social justification, and an

!
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energetic battlc‘ against evasion are the two instruments that can
improve and widen our taxation system and allow of rate reductions

without sacrificing the yield, thus idi L Wi
cin , providing the system wit
necessary clasticity. 8y n e

6. - When conclusions are drawn from the considerations that we
have‘ developed, the following dircctives cmerge, based on figures
relating to the 1961-62 Budget and on rates that are indicated onl
by way of illustration, without any claim to exactitude, to rovidz
which would necessitate long and patient surveys, e

(2) The present income taxes on the land, buildings an
able wealth (total yield of these taxes is 590 milliard lirgc),athi 13(1)?1—
plementary income tax (93 milliards), the local surcharges (177 mil-
liards) and various other surcharges (150 milliards), the munic.ipal
farm'ly tax and that on rental values (g6 milliards) should all be
abolished and replaced by a single tax on the total income of physical
persons, the structure of which should be on the lines of that of
the present complementary tax, and by an ordinary tax on net
wealth,. which should absorb also a part of the present yield from
the registration tax (r33 milliards). |

Th_c taxable minima and the rates of the new single tax on
global income of physical persons should have a trend similar to
that of the present global incidence of all the direct impoéts '(tax.
surtax, surcharges, etc.) on the income from dependent labour (catc:
gory C.2 of the movable wealth tax). Such a global real rate for

a taxpayer having th )
as fOEOS‘;S: ving .ree persons to support works out today roughly

Net income GJOb{,al x:ate Net income - Global rate
yA %
300,000 .o 8,000,000 25.14
400,000 1.76 10,000,000 28.22
500,000 2.28 20,000,000 : 36.20
750,000 419 50,000,000 43.37
1,000,000 8.65 100,000,000 50.04
2,200,000 11.61 500,000,000 76,55
4,000,000 16.13 750,000,000 83.67

cou}('il’ile f1;"13.};1111111?1& rate in the case of the new single income tax
e fixed at 50 per cent on an income of 500,000 million lire; an

2
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adequate reduction should be made of the rates relating to the minor
groups, With rates thus made more reasonable, it could be hoped
that within a brief period the fall in the yield might be largely
compensated by the effects of the reduction in evasions and exemp-
tions, so as to secure to the State the amount today collected by
means of a multiplicity of taxes.

(b) To maintain the present difference between global rates of
the various taxes that are levied on incomes from dependent labour
and those of incomes from capital, an ordinary tax on net wealth
should be introduced, with an objective base and a uniform rate,
on the lines of that which existed in the period 1940-47. From
several surveys it could be assumed as an hypothesis that at present
there is an average discrimination between incomes from labour and
incomes from capital of 15 per cent. Supposing there is an average
yield of 5 per cent, this would amount to the introduction of a tax
on net wealth with a rate of 0.75 per cent and a taxable minimum
of 2,000,000 lire (it would be better if no taxable minimum were
granted but a tax allowance of 15,000 lire made to taxpayers). The
yield from such a tax could be about 260 milliard lire. This would
bring the maximum rate of income tax for the two imposts, one
based directly on income, the other on net wealth, to 65 per cent,
since to keep constant the degree of discrimination between incomes
from labour and from capital, the tax on net wealth should not be
deductible from income tax.

(¢) A tax, complementary to income tax, should be introduced
on increases in net wealth value, with a rate varying according to

the time over which the increment has taken place and to the per-

centage increase in value,

(d) The company tax (yield 155 milliard lirc) should be levied
on income produced by companies, with a rate of 36 per cent. The
income distributed would contribute to forming the overall income
of the sharcholders for the purpose of the single progressive personal
income tax they would have to pay. Of this 36 percent (the rate,
let us repeat, is given purely as an illustration), 21 per cent should
be considered as a payment on account of the personal tax of the
single-stage tax and thercfore be compulsorily withheld when profits
are distributed, in any form whatsoever, to the shareholders, who
would reckon it as a deduction from the personal tax on total
income for which they were liable. In this way, contrary to what
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happens with the present dividend withholding tax, the compan
would advance to the Treasury the 21 per cent withheld at sourcz
for ch§ whole of the time that the profits remain set aside.

It the total burden is considered, the companies would pa |
altogether, in addition to the 36 per cent above mentioned (15 v::)li
cent of which is chargeable to them, while the difference of sz
per cent is an advance on behalf of the shareholders), also the
prdlnary tax on net wealth of 0.75 per cent (a prcsuméd average
incidence of the 15 per cent on income); this therefore amounts fo
a total of 51 per cent, of which 30 per cent would be chargeable
to them. This 30 per cent payable by the companies corresponds to
the greater burden that their income bears today in comparison with
the other incomes, and it consists of the I5 per cent company tax

and the 15 per cent char N SRPAY
. ged by way of qualitative di
of income, y way of q discrimination

Src%] There remains the indirect taxes’ sector.

he present personal sales tax (a multiple stage t .E.
should be abolished and replaced by(a valucl-)addcdgtax atxl:?at(l;gilﬁg
be paid by all except the retailer, and by a single«stagé tax on con-
sumption to be paid by the last trader preceding the retailer,

The value—z}d-ded tax should have, roughly, a rate of 7-8 per
cent, and the single-stage tax an average rate of 4 per cent. The
total of these two taxes should ensure that the present yield from
the LG.E., would be covered. The average rate of the two taxes
should be gradually raised to compensate for the lower yield result-

ing from reform of the excise taxes and the tax on business to which
reference has been made. '

7. - A structural reform of this magnitude necessitates above
all a strictly unitary outlook, which should take an all-embracing
view of the problem, considering it from the standpoint of the tax-
payer, It is essential, that is, to base the taxation system on the
idea that the tax-levying body is one and one alone; only after its
lines ha*fe been laid down will the problem be tackled of how
revenue is to be distributed among the various tax-raising bodies and
W‘thh‘. source of revenue is best suited to each of them. This dis-
tribution must be purely a technical problem: it must not — in the
case of a country like Italy with its unitary structure — give rise
to questions of fiscal autonomies and supremacies among the minor
authorities. First and foremost the Italian taxpayer needs to be given
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a minimum of certainity in the taxation sphere; a certainty that is
undermined when whatever is assessable is subjected to autonomous
and separate taxes by different bodies which employ differing tech-
niques and policies.

Moreover a reform of the magnitude here envisaged requires
a careful, cautious study of the stages by which it is to be applied,
for it is impossible to carry out a rearrangement of all taxes in one
operation,

Certainly absolute priority must be given to reorganization of
the structures and jurisdictions of the offices, to the strengthening
of the facilities at their disposal, to the mechanization and modern-
ization. of working methods, and to stafl technical training. Simul-
tancously the assessment procedure must be rendered more efficient,
from the taxpayer’s return to the powers of the offices, the tax-
payer’s formal obligations (primarily with the object of making
known and rendering stricter the book-keeping system), the tax
appeals court, and fiscal penalties.

The second stage could begin with direct taxes, which, after
all, involve the least risk of losses in the fiscal vield for the public
Budget.

The third stage should cover indirect taxes. First would come
the replacement of the 1.G.E. by two taxes — the value-added tax
and the single-stage tax in the phase preceding retail sales. Subse-
quently there should be a gradual incorporation in those taxes of
the other taxes of today that are levied on business transactions or
certain production or certain consumption. .

The plan thus outlined implies one notable consequence: that
until the reform has been fully completed, it will not be possible
to rely on a substantial increase in the taxation burden; the increase
in the taxation yield can come, that is, only after a rise in the
national income or after its different assessment, while the yield
resulting from reduction of exemptions and evasions will have to
be ear-marked for rate reduction. If a different policy were to be
followed by ‘attempting to obtain through the fiscal reform an
immediate increase in yield, its results would be irremediably com-
promised. It must not be forgotten that taxation reform too, if it
is to be of a structural character, has to be paid for; and this cost
consists of a fall in yield when the reform is first in¢roduced. The
ruling class will show its wisdom by accepting this decline calmly,
without taking ill-advised measures but by endeavouring to remedy
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f‘.he situation through a tenacious, slow and silent effort aimed at
mncreasing the efficiency of the public administration.

IWﬂl our ‘_pohtlcal leaders choose a similar course, one that is
truly constructive and on which a favourable judgment can be passed

conly after a long period? Or will they prefer the present course

Whlc}_l is marked by a confused and disjointed treatment of taxation
questions? These are the only terms, in my opinion, in which the
problem of taxation reform in Ttaly can be posited; ’a problem, in
the final analysis, of the maturity of a ruling class." ,

Rome
Cesare Cosciani



