Progressive Taxation
in Underdeveloped Countries

1. It may be affirmed that the whole of the financial literature
of the ninetcenth century was concerned to stress the negative
economic effects of progressive taxes. And those who took the
opposite view on taxation based their case on grounds of equity
or on certain economic principies such as diminishing returns.
These arguments were countered by reference to the harmful effects
of progressive taxes on the incentives to produce, save and invest.

This position which covers, perhaps unconsciously, certain
interests of the privileged classes, is still fairly widespread in discus-
slons on what is a sound fiscal policy for the underdeveloped
countries. Yet it would seem that, for backward economies, a
progressive income tax is imperative for particular reasons which
are typical of these economies, just as it is essential in advanced
countries (1). :

It must be borned in mind that in the former countries the index
of concentration of income is extremely high. At the apex of the
social pyramid, the more affluent classes, which account for an
insignificant proportion of the population, are in possession of a
very large percentage of the national income or of landed property,
which in those countries is the most obvious indication of income,
whereas, at the bottom, the vast majority of the population has
only a tiny share of income itself. Although complete statistical
data are lacking, the numerous pieces of information available,
particularly those prepared by the United Nations (2), make it

(1) R. N. Travaruy (Fiscal Policy and Fconomic Development in India, World Press,
Caleutta, 1958, p. 12} regards progressive taxation as a prerequisite for the increase of fiscal
pressure in a poor country.

(2) Usirip Narions, National Tncorme and its Distribution in Under-Devcloped Couniries,
New York, 1951.. ECLA, La politica tibutaria y ¢l desarrollo economico en Centroamerica,
United Nations, New York, xgs6. Cf, also: Tur INTERNATIONAL BANK Far RECONSIMUCTION AND
Drverorment, The Economic Development of Nicaragua, John Hopkins Press, Balimore,
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possible to affirm, as has been shown by, among others, Marrama
in his essay on cconomic development in backward countries (3),
that there is undoubtedly a “ more acute maldistribution of income
in backward than in advanced countries ”. The fact that the con-
centration of income is more marked in underdeveloped countries
is a basic consideration in any attempt to deal with the problem
of the role that progressive taxation can play in these countries.

2. Thus, side by side with a handful of privileged persons with
a high standard of living, there are vast sections of the population

‘who are living in what amounts to destitution, often with just

enough to keep body and soul together. The maldistribution of
income constitutes a serious obstacle to the economic development
of the country. For the poverty and apathy of the population
makes it impossible to make efficient use of people in the productive
process. If industry is to expand and agriculture is to achieve a
certain level of intensive cultivation, the workers must be prepared
for this task. They must be trained, specialized and must have pro-
gressed from the technical and social point of view. The absence

~of a working class with these prerequisites leads to a lack of

external economies in the labour field, and thus sets a rigid limit
to economic progress, What is needed in such circumstances is a
policy of income redistribution by the government authorities — a
policy designed to lighten the tax burden on the poorest classes to
the greatest possible extent and to effect an adequate increase in
the basic services from which they will benefit, such as education
and hygiene which are usually sadly neglected in countries with a
backward economy. These measures would increase the productivity
of the cconomic system and create the prerequisites for the expan-
sion of the economy.

In other words, we may regard as having a positive effect any
financial measure which relieves the less well to do classes of taxes,
raises expenditure on services enjoyed by them, and makes the richer
classes shoulder the cost of these two moves. This policy must

1953, p. 75 M. C. Warsien, I H. Avien, Proyecciones economicas de las finanzas publicas.
Un estudio experimental en El Salvador, Fondo de cultura cconbmica, Mexico, 1949; J. H.
ApLmg, B, R, Scuiesinger, B, C. Ousow, Public Finance and Economic Development in Gua-
temale, Stanford University Press, Stanford, 1gs32.

(3) V. Marrava, Saggio sullo sviluppo economico deéi paesi arretrati, Einaudi, Turin,

1958, p. 37.
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naturally be qualified by the observation that any progressive tax
is bound to copstitute a disincentive to produce for those who pay it.
For that matter, any fiscal imposition, even if proportionate, can
have this result. But, if we consider the economy as a whole, from
a macroscopic point of view and not only from that of the taxpayers
affected, it will not be so easy to assert that progressive taxation is
definitely a disincentive for the national economy as a whole. To
make such a case, it is essential to prove that the discouragement
created by progressive taxation in the case of the largest income
holders (who pay a higher amount of taxes than they would under
a proportional system) outweighs the relief, and hence the encourage-
ment to produce which the smaller income holders receive by paying
less in the way of taxes than they would under the proportional
system. A priori, it is impossible to prove which is greater — the
disincentive or the incentive — if we take as our starting point the
assumption that fiscal receipts will be equal.

Not only so. Let us drop the hypothesis that the amounts raised
by the two kinds of tax are equal, and let us suppose that the State
allots the greater part of the proceeds of what is now progressive
taxation to the creation of fundamental public services calculated to
raise the standard of living, both econotmic and social, of the poorer
classes, We then have to prove that not even the greater productivity
(of these classes) which can be attributed to the improvement in
their circumstances is sufficient to offset the production disincentive
to the wealthier classes, who now have to pay a greater amount in
taxes. This proposition is, it must be admitted, extremely debatable.

All the more so as the concentration of income is due to a large
extent to inheritance as is shown by the fact that the frequency curve
of incomes is not symmetrical. Either, as Tripathy (4) has proved,
a substantial part of the largest incomes does not belong to the
entreprencurial class. Hence, this income or wealth is in the hands
of people who have no tradition of saving., Or else, it is not used
for productive investments but is squandered in non-functional con-
sumption or in unproductive investments. The asymmetry of the
curve of income concentration cannot be linked with an asymmetry
in the productive capacity of the present generation (5). But, as has
been amply demonstrated by, among others, Benini, Gini and Pigou,

(4) R. N. Triearny, Fiscal Policy, op. cit., p. 13. )
(5) On this problem, cf. T. Mavir, “ The Distribution of Ability and Earnings ™, in
The Review of Beonomics and Statistics, May 1960, pp. 189-405.
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this capacity depends on the influence of the inheritance factor
accentuated by the opportunitics of earning higher incomes resulting
from the possession of such wealth, quite apart from the productive
capacity of the actual income holders. This means in effect that
the asymmetry in income distribution depends on the productive
capacity or attitudes of past generations. If this contention is
accepted, it will be scen that, if the higher incomes are taxed more
than proportionately, there is a greater probability of striking harder
at undeserved incomes, that is, incomes to some extent independent
of an actual productive capacity or relation. It follows that progres-
stve taxes, both on successions and incomes, within the limits at
present under consideration, will act as a disincentive to present
production only to a very restricted degree.

The fact is that, in general, the influence of progressive taxation
on production incentives does not depend as much on the progressive
nature of taxes per se as-on the marginal rate of taxation, that is,
on the increase in tax in relation to the increase in total income.
For, if we assume that the rate of a progressive tax increases, for
example, from 10 to 12 per cent, the loss in the increased income
resulting from the rise in the rate of taxation will be only 14 per
cent if the two rates in question are applied respectively to income
above 100,000 and 200,000 lire, but becomes 52 per cent if the two
rates are applied respectively to incomes above 105,000 and 105,000
lire, that is, if the taxes are steeply progressive. It is obvious that,
in the second case, the obstacles in the way of increasing production,
and hence of obtaining a larger taxable income, will be much more
formidable than in the first example. Aad it is equally obvious that
a proportional tax, for example one of 30 per cent, will constitute
a greater obstacle to an increase in the taxpayer’s activity and incotme
whenever the marginal rate of progressiveness is kept below 30
per cent. :

In other words, the problem is not so much to choose between
proportionate and progressive taxation as between different types of
progressive taxation, If it is desired to reduce to the minimum the
negative effects on incentives to produce, it is essential to avoid
types of progressive taxation with a high marginal rate of taxation.

3. The redistribution of income to be effected through a highly
progressive type of income tax and of death duties does not have
the negative effects ascribed to it even as regards the incentives to
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save and to invest. On the contrary, in an underdeveloped economy
such taxation can play a positive part in regard to these two funda-
mental development factors as well,

Everyone who has concerned himself with the economic pro-
blems of the depressed areas, however superficially, will remember
the vicious circle that afflicts such countries — low national per
capita income, hence a modest volume of saving, and thus of the
level of investment which is often inadequate even to enable national
income to keep up with the increase in the population, and therefore
impossibility of raising the per capita income. It must be borne in
mind that, while the developed countries devote 15-20 per cent of
their annual income to investments — in the public or private
sectors — many underdeveloped countries cannot allocate more than
2-3 per cent.

If any one of the links in this vicious circle can be broken, the
development process will go forward as a result, Now it can casily
be shown that progressive taxation can have a positive effect on
national saving. In fact, the high propensity to consume noted in
underdeveloped countries, contrary to what might be supposed or
desired, is not caused so much by low per capita income as by the
demonstration effect amply illustrated by Duesenberry (6) and ex-
tended to international economic relations by Nurkse (7).

It is now generally agreed that, if we disregard short term
factors (for example, rapid quantitative variations in national income),
the propensity to consume is strongly influenced by the concentration
of income (that is, the internal maldistribution of income) and the
ceexistence of poor countrics with rich ones (that is, the international
maldistribution of income).

In the underdeveloped countries, the very well-to-do classes have
close relations with the highly developed nations and make frequent
and lengthy journeys and pleasure visits to the latter countries, even
if the expenditure involved is considerable, since they are attracted by
the standard of living there. In the same way, young people are sent
abroad, often for several years, to study, because, among other things,
of the lack of good schools in their own country, When they come
back home, all these persons are inclined to import the way of life

(6) 1. S. DussuneeRry, Income, Saving and the Theory of Consumer Behavior, Harvard
University Press, Cambridge, USA, 1952, pp. 25-28. .

) R. Nunsn, Prodlems of Capital Formation in Under-Developed Countries, Basil
Blackwell, Oxford, 1953, pp. 61 ef seq.
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that they have seen abroad and to copy, both quantitatively and
qualitatively, that standard of living. ‘This imitation spreads to all
those of the same social class through constant contacts between
those who have been abroad and those who have not. These close
relations between advanced and less advanced countries lead to an
extensive consumption of new and better goods in the latter coun-
tries. . These goods, by a chain reaction caused by the spirit of imita-
tion, give rise to new stimuli and new needs, thus increasing the
propensity to consume in general, and the propensity to import
consumer goods in particular, _

This change in tastes is not confined to the upper classes but
trickles down to the lower classes which are attracted by the very
high standard-of living of the rich and, in their turn, show an
increased propensity to consume. The poor are dissatisfied with
their standard of living not so much in absolute as in relative terms.
That is, they are acutely aware of what others have which they do
not possess.

As a result of these chain reactions, the standard of living of
the better off classes, measured in terms of consumption, is much
higher than is justified by the economy as a whole, The formation
of savings is sacrificed to the consumption of goods of the greatest
luxury (highly expensive cars and swimming pools, private clubs run
on a lavish scale, and often most exclusive) (8). This type of con-
sumption sometime stems from a mentality that could be called
feudal, from a desire to be one up on the others.

"These considerations can, it is true, be supported by only partial
and perhaps inadequate statistics, but whoever has had any expe-
rience of underdeveloped countries has a clear recollection of this
state of affairs, which is particularly obvious if neighbouring coun-
trics with a similar economy are visited, and a comparison made
between for example Costa Rica, with its relatively even distribution
of income, and the other Central American countries where there
is a higher degree of concentration.

The upshot for the economy as a whole of such a maldistribu-
tion is a high propensity to consume which deprives the under-
developed country of the possiblity of building up the savings needed

for invesiment. From this point of view, there is a certain advantage

(8) Ci. for all these: J. Moscarsiia, * Aspects fiscaux du développement économique de
I'Amérique Centrale *, in Revue de scienee financiére, July-September 1957, pp. 463-465.
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in the isolation of certain depressed countries from those enjoying
a higher standard of living. This has been the case in Russia and
Japan where the demonstration effect did not extend to consump-
tion. This isolation makes it possible to keep down the propensity
to consume and to speed up economic development. The same limi-
tation is met with when the higher standard of living of the upper
classes can not be extended to the others, either because of the type
of consumption or because of the cost, or because it is confined to
aristocratic circles which form a closed group, as was perhaps the
case in Europe in the Middle Ages.

Hence it will be scen that a policy of income redistribution
effected by means of progressive taxation does not have a negative
influence on the national savings of underdeveloped countries, partly
because it does not cut down the income saved, but the income
consumed, and partly because, by forcing the wealthier classes to
moderate their expenditure, it induces the lower classes to adopt a
greater degree of austerity as regards consumption, Thus, progres-
sive taxation has in fact a favorable effect on savings and invest-
ment.- In this connection, the income tax is more effective the greater
the importance it attaches to the expenditure factor, This approach
may be reflected in a personal tax on expenditure, a tax preached
by Einaudi, and more recently by Kaldor, who developed his theory
in his report on Indian public finance. Alternatively, the income
tax should be based more or less on an inductive assessment in the
light of indications of the taxpayer’s expenditure or standard of
living.

Indeed, a vast policy of redistribution can be forced through
in a backward country in a fairly short time, even by very drastic
measures, although these might not be directly justified by the purely
economic considerations discussed above.

As Kindleberger points out (g), experience shows that social sta-
bility is not a function of economic development but of the relation
between social and economic aspirations and the rate at which these
can be satisfied. ‘That economist reminds us that the stagnant feudal
society was characterized by poverty and hunger, but also by order.
Only with the advent of economic development did the question

{9) C. P. KawnLenercEr, Economic Development, McGraw-Hill, New York, 1058, pp. 224
et seq.
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of order arise when the increase in the standard of living was not
matched by the conviction that there was a proper share in it.

In fact, it can be argued that the lower and more numerous
strata of the population do not even react to the demonstration effect
as long as their standard of living is so low that they can hardly
keep body and soul together. Besides, in some ways this standard
cuts them off from the rest of the community. But, when economic
development gets under way, the full impact of the demonstration
effect begins to be felt. For, as a result of development, communica-
tions become possible or better owing to the construction of a net-
work of roads. Knowledge is spread by wireless and in some cases
by public television sets, by the cinema, the press and so on, Public
works afford employment to previously unemployed workers and
thus give them a taste, even if only for a time, of a higher standard
of living than the onc that they are accustomed to. New -desires
and unsatisfied needs come to light. And where formerly these
social classes were reduced to the darkest poverty but were contented
or resigned, now that they have got to know a better level of living,
they are eager to improve it still further and to put several years
progress into one. Their income, though higher, no longer satisfies
them, nor can they increase it as they desire by stepping up their
efforts, since their productivity is still low, and because there is not
yet enough industry in' the area to create a demand for labour.

The result is the emergence of a widespread social instability
which has in mind the overthrow of the social and legal order as
a result of this burning desire not to have a lower level of consump-
tion than the next man. In such circumstances, otder can only be
preserved if the national income increases at a very rapid rate, which
in practice, for various reasons including technical ones, cannot be
achieved, or if there is a radical redistribution of income which will
satisfy their dissatisfaction. Their discontent is relative. That is, it
depends not so much on the amount of income but on the percent-
age of their income in relation to the percentage in the hands of
all the others. Now is the time for land reform and for other struc-
tural reforms of the same kind which can be explained on economic
grounds but also on the other grounds set out above.

This evolution in the attitude of the less well-to-do classes
towards the social order has become very obvious of late in Italy,
especially in the South in the course of the attempts to develop that
region. And the same attitude is bound to make itself felt sooner

e

e e 52

Progressive Taxation in Underdeveloped Countries 1L

or later in numerous countries of Latin America, especially Central
America, or in Africa, when the demonstration effect takes hold
of large masses of the population, especially the peasants, at present
plunged in the most fearful poverty.

Once this stage has been left behind, and this range of income
is passed that lies between destitution and a higher income (but still
far from the maxirmum), the problem can be formulated in terms
of a gradual improvement in the relative situation within the existing
social framework, Now in this transitional stage, highly progressive
taxes on incomes or death duties are essential, and should even be
drastic, as making for social cohesion. This problem has in recent
times interested economists, who, even if they do not go deeply
cnough into these sociological considerations, regard progressive
taxation as a means of social stability (1o).

4. Since progressive taxation corrects the maldistribution of
national income, it produces additional positive effects in a depressed
economy in the process of development, especially as regards invest-
ments and the balance of payments. _

The savings of private persons arc not always used for sound
productive investments. This is now generally accepted in. the rele-
vant literature. Savings are often hoarded in the form of jewels,
foreign exchange, gold and so on in underdeveloped countries, and
this practice is due only in part to fears related to the economic and
political risks attaching to the manner in which the savings can be
used or to liquidity preference. Savings may be hoarded, or they
may often be invested abroad in huge amounts, usually in current
bank accounts. In general, these ways of employing savings are
attributable to lack of incentives to invest or to the inability to do
so. Moreover, savings are channelled towards the construction of
luxurious residences, cinemas and theatres on a lavish scale, all of
which uses are considered, from the statistical point of view, as
investments. But they are really either durable consumer goods or,
if they can be classed as investments, they are certainly much less
productive than for example factories or workshops.

The distinction between productive and unproductive invest-
ments is not simple because it rests on value judgments. However,

(19) C. P. KINDLEBERGER, op. ¢if., P. 230.

[\
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Marrama (11) has suggested a criterion that, in default of other
principles, can be regarded as satisfactory. In order to - distinguish
between the two categories, it is not enough merely to refer to the
productivity of the investment in terms of national income. It is
necessary to consider its capacity to reduce the ratio of capital to
total income. This is why, in the early stages of development, when
any infrastructure is lacking, investments by the State, even if they
replace or supplement private investment (which has been reduced
by progressive taxation), prove useful, '

Lastly, progressive taxation leads to an increase in the purchasing
power of the poorer classes, who usually consume domestic products,
at the expense of the wealthier classes. This switch is another factor
making for an increase in the demand for home products, since it
reduces the propensity to consume imported goods, and in this way
opens up new possibilities of internal investment,

5. The considerations set out above suggest that, in underde-
veloped countries, progressive taxation must not be regarded only
from the angle of national finance but also and indeed above all
from that of the redistribution of income. A whole series of circum-
stances miilitates against the type of broad based income tax that
affects most of the income taxpayers, and points to the advisabilit
of a tax confined to few persons, i.e. those belonging to the wealthier
classes, Actually, a broad based income tax is very difficult to apply.
For the assessment of taxes is seriously complicated by the lack of
the minimum of education needed to comply with the formalitics
involved in such a taxation system. Many of the taxpayers have
no real estate that could guarantee the collection of the tax in the
event of failure to pay. Then there is the widespread dishonesty in
fiscal matters which gives rise to extensive evasion. And there is
the indigence of a large percentage of people who are not able to
contribute their share as regards the social burdens.

It has been argued that progressive taxation is not advisable in

~poor countries because it can never be an effective instrument of

public finance, This view scems to me to be untenable, partly for
the not strictly fiscal reasons mentioned above and also because pro-

gressive taxation of incomes, if seriously implemented, is likely, -

{11) V: Mannama, Seggio suilo sviluppo, op. cit., pp. 150-151. On the difficulties in the
way of making such a distinction, see for example C. P., KinoLeesroer, op, cit., p. 1g9.

Progressive Taxation in Underdeveloped Countries 312

even if limited to a few persons, to yield a higher return than would
seem to be the case, and anyhow, one higher than in advanced
countries, other things being equal. In the underdeveloped coun-
tries, half of the national income is often drawn by 57 per cent of
the population, while the share of the poorest third of the population
ts hardly as much as 6 per cent. This high concentration of
income makes it possible to obtain a good yield, even when taxation
starts at a very high level. We may therefore say that, all other
things being equal, including the average income, the reccipts from
a progressive tax will be greater in countries with a high concetitra-
tion of income than in others. In any case, the level at which
taxation starts for personal taxes in underdeveloped countries is
usually very high, and, against all cconomic logic, they are often,
as an absolute sum, higher than the corresponding figure for the
most advanced countries (12).

6. In underdeveloped countries, income tax raises two parti-
cularly difficult problems. There is the taxation of certain basic
commodities and that of capital gains.

As regards the former problem, it should be remembered that
export levies on certain agricultural products and other raw materials
are characteristic of some of the underdeveloped countries, and are
an attempt to institute a rudimentary form of income tax. This is
the case in respect of the levies on coffec exports from numerous
Latin American and African countries.

There are several dozen countries using this device, especially
in Latin America, Asia and Africa. And for many of them such
taxes represent a major source of income for the State. In Pakistan,
for example, they provide 40 per cent of all government receipts (13).

If the country that taxes its own exports is responsible for only
a small percentage of world exports of the product in question, and
if other countries do not follow suit, the tax is not likely to affect
world prices of that product. It follows that the export levy is borne

{12) CI. Uxrrep Navioss, ECLA, La politica tribuseriz y el desarrollo econémico de
Centroameric, p. 48; INTERNATIONAL BAWK ror RECONSTRUGCTION AND DEVELOPMENT, Base de
un programme de fomento en Columbia. Informe de una mision, Bogotd, 1951, p. 642,

{13) F. H. Jackson, © Political Aspects of Export Taxation ®, in Public Finance, No. 4
of 1957, pp. 295-206. The question of levies on exports has been discussed at length by
U. Hicks, “El problema de las impresas en los paises poce desarrollados ¥, in Essays sobre
el desarrollo econdmico, Instituto de estudios politicos, Madrid, 1954, pp. 193-211,
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in the main by the local producers who, on the other hand, are
exempted from income tax, since the levy is regarded as an equi-
valent thereof,

This type of tax is defended by the financial authorities of the
various countries in the main because it is easy to assess and collect,
for there is no possibility of evading it. From the economic point
of view, there is another advantage. Superprofits obtained by pro-
ducers of the commodity as the result of unforescen increases in
world prices can be skimmed off, and do not therefore increase the
domestic demand for goods. Such export levies, then, have an anti-
inflationary effect. Lastly, there is a political advantage, since the
method of raising the money is not specially obvious to the consumer.

These factors weigh heavily with the officials of the country
raising the taxes, even if the and-inflationary function can be dis-
charged only if the proceeds are not used in such a way as to give
rise to another burst of inflation from a different direction.

But these merits, which are basically administrative, are offset
by quite a few economic disadvantages which definitely operate
against development. Taxation, whether specific or ad valorem on
the quantity produced or exported, does not make it possible for
the production of that commodity which is usually of fundamental
importance to the country’s economy to be extended to marginal
land. There are therefore pieces of territory that are not brought
into cultivation for this commodity because the cost of production
is already high and will not bear the further burden of the tax
which more than swallows up the potential profits. A tax on net
income, on the contrary, would enable the fiscal load to be shifted
from that land to more productive farms, and thus give rise to an
increase in production, There seems no point in dwelling further
on the harmful effects of taxes on exports, since this practice has
been widely criticized in most studies of public finance in under-
developed countries (14).

Considerations of equity are also relevant, since the tax falls
very unevenly on those paying it; it is markedly regressive, since
the poorest soils are actually split up into the smallest holdings and
are in the hands of the poorest owners, whereas the large income
bolders avoid the impact of the progressive taxes levied on other

(z4) Cf. my cbservations in Tecknical Assistance Operations, Informe sobre et sistema
sributario en El Salvador, September 25, 1050, chapter 4 (Unrrep Narons), Also Unrren
Narwows, Missions to Haitf, New York, 1949, pp. 3To-311.
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citizens. The data collected for the purpose of showing how a levy
on. coffec exports acts as a regressive tax on income are more than
conclusive (15). In order to do away with these regressive implica-
tions in respect of marginal producers, some experts have put for-
ward partial remedies which were termed © sophisticated ” at the
1954 United Nations Conference in Geneva (16). The way out is
clear. It is to transform these levies into taxes on income (1%).
While this is undoubtedly the correct solution, we must first
of all solve the basic technical problem of finding a system whereby
income can be assessed by a simple, cheap and foolproof fiscal device
which will rule out extensive evasion. And here we cannot help
thinking of the detailed register of land. This ascertains the average
income --- the normal income in the light of the physical coefficients
of the yields and costs, but valued in monetary terms sufficiently
mobile and flexible to follow the variations in prices. The register
thus modified to meet modern needs retains all its advantages as a
stimulus to production and a premium to the best farmers (18).

7. There remains the problem of capital gains. This takes a
different form in underdeveloped countries. There, such taxation
aims not so much at matching potential expenditure, as Kaldor main-
tains, as at cutting down profits and thus combating excessive
speculation by removing or reducing incentives thereto, especially
in periods when the price of land is rising and there is inflationary
pressure (1g). The exclusion of capital gains from taxation was
criticized by Kaldor (20) both in his book on the tax on expenditure

(15) Unmrep Narions, ECLA, La politica iributaria, op. ¢if., p. 43. A. Molsks Brairiz,
“La imposizione al caff en El Salvador ”, in Ecomomia Salvadorefia, January-March 1955.

(16) Unrren Narions, Taxes and Fiseal Policy in Under-Developed Countries, New York,
1954: P- 34-

(1) Uniten Namions, ECLA, La politica tributaria, op. cit., p. 30.

{(18) Cf. H.P. Warp, Taxation of Agricultural Land in Underdeveloped Feonomies,
Harvard University; Cambridge, USA, 1954, especially chapter 2. C, Cosciawi, Le riforma
tributaria, Florence, La Nuova Italia, 1950, pp. 139-225. Papers and Froceedings of the Con-
ference on Agricultural Taxation and Economic Development, Harvard University, Cam-
bridge, USA, 1934.

{19} Unrrep Nartows, Taxes and Fiscal Policy, op. cit., p. 36, The problem is discussed
more fully in Usitep Nariows, BECLA, La politica tributaria, op. dit., pp. 4o-42.

(z0) N. Kavpor, Indian Tax Reform. Report of a Survey for the Government of India,
New Delhi, 1956, chapter 3. D.'T. Lakpawava, shares Kaldor’s views, cf, his Tavation end
the Plan, Popular Book Depot, Bombay, 1956, pp. g9-Ioo. As against this, R. Baraxwisgna,
is opposed to this type of taxation, also with refercnce to India. Cf. his Recent Trends in
Indian Finance, University of Madras, Madras, 1955, p. 99.
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and in his report on fiscal reform in India where he came out against
the Commission of Inquiry nominated by the Indian Government.
Kaldor feels that such exclusion cannot be defended either on
grounds of equity or of economic efhiciency. Nor does he agree that
the taxation of capital gains can have a negative psychological effect
on investment and on dealings in shares. What is achieved is a
reduction in the incentives to acquire land or other capital items
which are held on to solely with a view to waiting until the price
goes up — for reasons which have no connection with the intentions
of the owner. It is obvious that, during the time when the land
is in the hands of the speculator, it is diverted from the mormal
productive process, since the carrent income from it is of no interest
to the owner, who thercfore is not interested in investing in it
However, the taxation. of capital gains solely attributable to market
movements and not to the merits of the owner does not in any way
act as a disincentive to production or investment.

Rome Crsare CoscIang




