TAXATION AND INCOME DISTRIBUTION: A THEORETICAL NOTE

by Patom Manirojana*

Highly dzvelopzd countries which have long und:rgone the process of economic develop-
meznt seem to have surpassed the problem of ““how to achieve aneconomic growth™ and are facing
the question of “how to distrib.ate the ichieved waalth equally among people.”” The situations
are different in less d2vzlopzd couatries. Msily limited by the scarcity of resources, the latter
countries have yet to confront the dilem ny of d2aling with the problems of economic growth and
gcononmic équa.]ity simultaneously. As Arthur Lewis puts it:

The less d2vzlopad couniries have awaksasd into a century where everybody
wishes to ride two horses simaltanzously, the horse of economic equality and
the horse of economic dzveloprnsnt. The USSR has found that these two horses
will not go in the sam: dirzction, and has therefore abandoned one of them. Other
less developed countries will have to mike their own compromise, 1

This paper, d:aling with the problem of taxation in undzrdzveloped countries, is con-
fronting the sam: dilemmia. Had uad:rdzvelop:d countries aimed solely at any of these two
goals--2ither economic growth or economic equality -- we should not have much problems to
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consider and discuss.  But, to assums ths total presence or absence of either of these two goals
is to propose an unrealistic ground on which the study will bz based. Conseguently, we assume
here the presence of both goals for ut_ldard:v:lopxl countries. Thus, the aims of taxation in this
study are both to enhinse ezondm ¢ geowth a1d to improve income distribution.

Based on the above assump:ion, this study is d:signed to dzal with the following
questions:

1. How do governm:nt tax policies affzol income distribution?

2. What are aopropriate policies for undardzvelopsd countries that wish to improve
income distribution? ’

3. Do taxation policies that imparovs incyn: distribation conflict with tax policics that
encourage capital formation?

The writer is indshted 10 Mr. Somnukes Tangcharozn of the School of Development Econemics, NIDA,
for his valuable comment. i
* Patom Manirojana, R.A. Hons. (Pol. 8z, Chula), M.P.A. Hons. (NIDA), M.P.A, (Syracuse), Ph. I3,
candidate in. Public Administration al Syracuse University; Lecturar, School of Public Adiniaistrajion, NIDA.
1w, Arthur lLewis, The Theary of Feonamic Growth (Homewood, LIL.: Richard D, Iiwin, [nc., 1955),
pp. 379-80.
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This paper will have five parts. After an introduction, the second pari deals with
the general idea of taxation in underdeveloped countries. The third part is an exgmination of the
concept of income distribution and the conflicts of competitives geals of taxation--distribution
v, growth. The fourth part is a consideration of any possibility in which an appropriate policy
compromising these conflicting goals can be forntulated. And, finally, the fifth part is a summary
and conclusions of the study.

TAXATION IN UNDERDEVELOPED ECONOMIES

The definitions of an ‘anderdeveloped country’ given by many economists so far are
numerous and varicd, However, they tend to cover a few major common characteristics. In hig
examination of the current literature, Jacob Viner notes the following most cemmon criteria of
‘anderdevelopment’: (1) a low ratio of population to area; (2) scarcity of capital as shown by the
prevalence of high interest rates: (3} the ratio of industrial output to 1otal output or of industrial
population to total population; (4) the age of a countiy should not be considered as a satisfactory
criterion; and (5) good potential prospects for using more capital o1 more Jabor or more available
natural resources to support its present population ona higher level of living.2

As mentioned earlier that underdevcloped conntries are assumed in this study to aim at

- economic devclopment, following Ursula Hicks’ terms, they arc then supposed to aim at “growth in
real income per head whilenot losing sight of thefact that anincreaseinthe gross nahonalproduct
is unacceptable unless it also implies scme betterment of the lot of the mass of the people.”3
This is to say that economic development has a social and redlstnbullona] as well as an economic
aspect. In this respect, Hla Myint cven more explicitly clarifies the point. According to Myint,
it is not sufficient in development policy merely to say that the level of per capita income should
be raised, without facing some painful dilemmas as follows: (1) There is the problem of choice
between higher income and econcmic security ; (2) There is the problem of choice between a higher
level of consumption at present and a higher rate of grcwih in inccme in the future; (3) There is
the problem of choice between economic equality end ¢conomic growih; and (4) there is the
problem of choice for the mass of people in the underdevelcped countries between having higher
material incomes and a faster rate of growth and preserving their traditional social, cultural and
religious values and ways of life.4 '

With the main theme stated above, it is quite clear that this study deals with Myint’s
third dilemma as far as taxation and income distsibution are concerned. Since taxation is a major

) 2 Sce Jacob Viner, “The Evonomics of Development,” in AN, Agarwala and S.P. Sirgh (cds.), The Eco-
nomics of Underdevelopment (London : Oxford University Press, 1968), pp. 9-13.
3 Ursula K. Hicks, Development Finance: Plonning and Control (Oxford: Oxford Utiversity Press, 1965),
n. 1. :
4 See Hla Myint, The Economics of the Developing Conntries (New York: Praeger Publishers 1966),
pp. 167-6Y.
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element of public finance, it seems useful to look into some concepts in this arca as a broader con-
text to which taxation bzlongs. Tripathy, in his study, notes four important dimensions of public
finance as follows:

(a) to promote and accelerate the growth of productive investment in the economy
both in the public and the private sectors, (b) to mobilize the maximum volume of
real and financial resources for the investment plan of the public sectors, keeping
in view the éxpanding demand for real and financial resources of the private sector,
and in this way, to promofethe growth of marginal and average rate of saviags
in the economy, {¢) to promote thc maintenance of a reasonable measure of
economic stability in keepi_ng with the maximum rate of growth of the operations
economy, and (d) to redistribute the growing national output. Thus the fiscal
of the government for promoting economic dcvelopment of the underdeve-
loped countries are as an investor, as a saver, as a stabilizer and as an income
redistributor.3

Taxation: Definitions and Concepts

In a very broad sense, taxation is “a general concept for devices used by governments
to extract money or other valuable things from people and organization by the use of law.”’6
What should be taken into consideration about taxation, first of all, is its major elements. A tax
formmla contains al least three elements: the definition of the base, the rate structure, and the
identification of the legal taxpayer.” As a result of a tax formula, taxpayers find themselves with
less money to spend and governments, on the other hand, find Themselves with more moﬁ;y.
Broadly speaking, taxation has three major functions: revenue function (the transfer of money
from people to government); resource allocation and income distribution.8

Taxes may be classified in various ways. Usually, a common characteristic of any of the
three elements of a tax formula is employed in the classification scheme. However, the single most
widely uscd distinction is between ‘direct’ and ‘indirect’ taxation. A direct tax is the one in which
the legal taxpayer cannot shift any of the tax liability 1o other people. Indirect taxes refer to those
that are thought to be shifted fromlegaltaxpayers to others.?

3 Ram N, Tripathy, Public Finance in Underdeveloped Countries (Calcutin: The World Press Private
Ltd., 1964), pado.

6 Barl R, Rolph, “Taxation,” International Encyclopaedia of Social Sciences, XV, .

7 Seeibid,, pp. 521-22.

8 Ibid., pp. 522-23. _

% A clear illustration of & direct tax is a lump-sum charge leviedvna person--sometimes cajled a head rax
or poll tax. Income, death, net worth, expendituze, and sometimes property taxes are Mimonly classified as
direct. Taxes on sales of gommeodities, import duties, and license fees are grouped together as indirect. See ibid.,

p. 522.
-
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With particular respect to the context of economic development, Richard Thorn presents
a notable system of classification of taxution. Total revenue, in his study, is broadly divided into
direct taxes, indirect taxes and non-tax revenues. Direct taxes include income taxcs, capital taxes
ond expenditure taxes, Tadirect taxes are broken dowu into taxes on the foreign sector, sales and
turnover igxes and excise {axcs. And finally, non-tax revenues include inconie from government
enlerprises, marketing boards and various types of royaltics.10

Existing Tax Systems

Tn general, model tax structure has five major characteristics: equity, efficiency, consis-
tency with economic ohjectives, coordination and flexibility, and elasticity.1t Certainly, these
criteria are not necessarily compatible, and indeed may be from time to time conflicting among
each other. Since they are stated at a very high level of abstraction, they do not seem to serve us
a meaning(ul guideline in operational terms. With particular regard to underdeveloped countries,
more concrete objectives of taxation are given by Hicks as follows: (1) a government should have
the confidence of the citizens; (2) the tax officers must be intelligent, well trained in their jobs and
incorruptible; (3) the purpoese is to narrow the gap between the very rich and the very poor; (4)
taxes can contribute in several ways to encourage cconomic instincts; and (5) using tax as an in-

strument for controlling the pressure on consumers’ goods engendered by the development
process,12

Theoretically speaking, attempts have been made to conduct systematicaily the study of
tax structure, Harley Hinrichs, among others, et up a conceptual scheme to study the develop-
mentof tax systems from primitive to advanced society, This pattern isas (ollows:

First Stage: Traditional societies rely primarily on nontax source. ..
and / or “(raditional direct” taxes--taxcs on land, livestock, heads, agricultural
output, water rights, and so forth.

Second Stage: When the society begins to break away from old ways,
indireci iaxation becomes more important, especially taxes on foreign Lrade,....

Third Stage: Meanwhile, traditional direct taxes are likely to decline
relative to national income and government revenue. '

i

10 gee Richard R. Thern, “The Evolutica of Public Finances During Fcoromic Development.” 7he
Manchester School of Fronomic and Social Studies, XXXV, 1 (Januvary 1967), 27-33,

i1 CharTgs Mansfield, “Tax Structure in Developing Countries: An Tntraduction,” Finance and
evelopment, VTII, L (March, 1971), 41.

12 Hicks, op.cit., pp. 65-68.
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Fourth Stage; As domestic production... continuesto develop interral
taxes (e.g. excises and sales taxes) grow rapidly end i{end to. replace impors.
duties. This stoge is illustrated by the precess of ‘mperi sebst’ivlicn ard ihe -
introduction of sales taxes in many de\relopmg countries in uh\. Inzi ter yeats.

Fifth Stage: When the economy reaches matur: ty, rrﬁdu n dm cr faxes
(e.g. personalincome and corporate profit taxes) become predeininant.. 13

More or less, this model provides a broad idea of the direciicn of tax struct urc‘chgnge
over time. However, since it scems to assume the development of scefal systoms or ceonomics
through a set of definable stages or phases-- an approach of stidy which has been widely criticized
for a number of weaknesses. 14 As g comequence tlns medel tends to SUbjEC“ To the same cr:—'
ticisms,

A point of some concensus is the existence of a close relatic nship between the tax baces
in an cconomy and the tax structure, 15 Tn a sense, the tax bases availuble set Hiuits o posaible
tax structure. In this regard, tax bases may be an economic flow (such as perscndl inccme or im-
port), property (such as agricultural land or urban bulldings) or simply aunit of populaion
or other unit of account. Other than tax bases, tax structure zlso deperdds on the level of
development reached and all the range of political, social and culiural faciors.

U Tum Wai, in his empirical study, presents some interesiing firdirgs in this area. Itis
found that the Lax system in underdeveloped countrics does nol provide governments with msch
revenue. Two reasons are given. Firstly, most governments are of the cpinicn thal when per cagi-
ta income is low, and especially when it is near starvation Ievel it is not desivable to tax the massos.
Secondly, the size of the money (or market) sector is very sinallin comparison with tHat in deve-
loped countries, The difference between high income and low income countries is even mére
abvious in terms of the proportion of revenue from dircet Laxes to total tax revenve. In the hizh
income countries, the proportion of revenue from divect taxation ranges from 809 (the U.8) o
20% (Germany) and the median percentage is 43. In low incoms, countries, ihe propoition ranges
from 33 % to 7% and the median is only 20, Among the reasons given is thefact that underdeve-
loped countries have found thatitis easicr Lo collectindiree! taxcs (e.g. customs duties) than divect
taxes. Also, the rate of total taxation has been lower in urderdeveloped than in the d___C\ elaped

13 Harley H. Himichs, 4 Generaf Theory of Tax Structure Cheiige Duving L'ccnon e Devc.lrs pment (Caca-
tridge Mass.: farvard Law Schoal, ]966),35 cited in Mansfeld, op. cit., p. 8.

14 Scee, for example, “Paul Streeten, “*The Fronflers of Devclc-"\mvrt Stpdies: Some T:vum: oi Dcvr’lopm';n!
Palicy” The Journal of Developmant Stadies, IV, 1 (Oclober, 1967),2-5. . :

15 Richard A. Muserave, Fiscal Spstem (New Haven, Conn,: Yale University Peass, 1960 < cited in
Mansficld, op.cit., p. 38; see, also, Joergen R. Lotz and Llliot R, Morss, . **A Theory of Tax Level Deternlnents
- for Developing Countries,” Evomomic Development and Cyltural Change, XVIIT, 3 (Apsil, 1570), 328,
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countries. Another interesting finding is that the tax structure in most undexdeveloped countries
relied heavily on taxes on foreign trade (import duties, export duties, and exchange taxes.). In
many countries this catergory accounts for a quarter to a half of the total revenues.16

Taxation for Development

In underdeveloped countries, as Hicks notes, *‘the main emphasis of general econontic
policy will be on growth, with sufficient stability to prevent recurrent crises which would cauvse de-
velopment to slow up or even retrogress, and hence give rise to losses on investment already
made,”17 As mentioned earlier, according te Viner, one of the commen criteria of underdevelop
ment is the scarcity of oapital. This point has been frequently stated in rclation to the idea of
econamic growth. Ben-Shahar, for example, observes that among many factors contributing
to rapid economic growth, capital formation is one of the most crucial elements.18
Although there have been some recent trends running apgainst this view that some other
elements -- human capital, entrepreneurship, widening market, technological progress,to men-
tion some—should be considered and treated as being of comparable importance, many prevailing
views 5till continue to recognize the predominant singificance of capital formation. Sayre Schatz,
for instance, confidently states in his paper that “‘a high rate of capital accumulaiion is necessary
and (nearly) sufficient for rapid ecommic development,....”19 Schatz’s position is somewhat
shared by the ECAFE secretariat whose findings maintainthat ... in countries where popula-
tion is increasing by 1 1/2 per cent per annum or more, an annual net investment of 5 percent or
less of national income is not enough to raise the standard of living and may not even be enough
to prevent the standard of living from falling....”"20

Whatever degree of significance the capital is, iL will be treated as our central concern
in this paper. Our major questions, then, are that *“What are the strategies necessary to achieve

16 See U Tum Wai, “Taxalion Problems and Policics of Underdeveloped Countrics,” Imternational
Menetary Fund Staff Papers, IX,3 (Movember, 1962), 129-34,

17 Hicks, op.cit., p. 62.

18 Haim Ben- Shahar, *Capital Formation and Governmental Policy in Developing Econonum " The
Journal of Developmenmt Studies, IV, 1 {Octaber, 1967), 86,

3

19 Sayre P. Schatz, ““The Role of Capital Accumulationin Economic Development,” The Journal of
Development Studies, V,1 (October, 1968}, 39. In terms of degree, Schaiz puts far more emphasis on the
signiflcance of capital than Nurkse's earlier similar view that “Capital is & nccessary but not a sufficient condition

for progress,” Ragnar Nurkse, Problems of Capltal Formation in Underdeveloped Countries (New York: Oxford
University Press, 1966), p. 1.

- 20 Quoted in Bugene Stalev, The Future of Underdeveloped Countries: Politicol Imphcmmm af Economic
Deve!opmem (New York: Praeger Publishers, 1961), p. 260.
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high rate of capital formation " aud “In what way and to what exient does taxation take part in
thosestrageties?’

Consideripg the economy as a whole, capital may come from either external or domestic
sources. Staley prefers to distinguish capital formution from the supply of capital. To him, capis
tal formation is a social process. In his own words, “It must take place infernally in much larger
volume than before if a static, underdeveloped economy is to change into a progressive,
developing economy. Capital from abroad can ... be a powerful catalytic agent to stimulate
the process of domestic capital formation.”2! With particular regard to the domestic capital

formation, it can be simply conceptualized and explained by the old popular national income
framework:

Y=C+8
S§=1
Y:C-{-I*

However more sophisticated this formula has been developed up to this time, this basic
idea seems to be adequate to clarify our point. According to Nurkse, the meaning of ‘capital for-
mation’ is that:

... society does not apply the whole of its current productive activity to the

needs and desires of imediate consumption, but directs a part ofitto the making

of capital goods: tools and instrument, machines and transport facilities, plants

and equipment--allthe various forms of real capital that can so greatly increase
. the efficacy of productive effort.22

Nurkse continues to point out that the marginal propensity to save is the crucial
determinant of growth. As he puts it, “it is not something that takes care of itself:it does not
minimize itself automatically.... A serious guestion that arises here concernsthe degree to

which reliance can be placed on voluntary saving; especially in view of the demonstration effect
of advance consumption standard,’*23

Before going any further into more detailed considerations of savings problems, it is
useful Lo examine its sources. The main sources of domestic savings are government, corporation
and unincorporated businesses, and private households and individuals. The roles24 of these

21 1pid., p. 261,

* 'Y = Income;C = Consumptions; 5= Savings; and 1 = Investments.

22 Nurksc, op.cit., p.2.
23 Ibid., p. 142,

24 United Nations, United Nations Conference on Trade and Development, Trade Prospects and Cupital
Needs of Developing Countrie; (New York: United Natiions Publications, 1968), p. 34.
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sources of domsstic savings are very well elaborated in the TU.N. document which deserves
queting a scmalength:

Giovernment savings are motivated for the most pagt by the
conszions deslve to premote economic development, and the important role
which zhe gov-:r[mmr-_t sector can play in generéfing savings is now generally
recogazed. Thzse savings consists of the surplus of current revenue over
carrent exnciditure of government and may be used either for * capital expen-
diture by the publicsecior or be passed on in the form of loans for capital
formation by the private sector. To increase government savings therefore
piacas tha’ ways inast be found to caise revenue while keeping current expen-
diturs incheck. I

Ualike individuals and goveinments, the saviligs of business enter-
prises are ceniral to their main purpose, and the cvidence suggests that
reinvested profits not only provide 4 major means of expanding the productive
canasity of individualfirms bul a major source of domestic savings as well.
The size of the the corporate or modern business sector is therefore an
imporiani determinant of savingsindeveloping countries.

P:rsonal savings are of a residual nature, arising from what is left
alicr the individual's consumption needs are satisfied. The main stumbling
block to an increase insuch savings is 1he low level of income in developing
countriss, Empirical evidence suggests that while at the lowest levels of
incom: dissaving is common, as income rises both the amount and the
propartion saved tend to increase.?5

Acthur Lewis, in his Development Planning, points out some deficiencies of private saving
and many reasons why ““...s0 much emphasis - is now placed on the importance of raising the
rite of public saving ... In countries secking to accelerate their growth,”26 This is the
poing where tuzation tends to have a significant role,

Common to most underdeveloped countries, as we considered earlier, is the small pro-
portion of government revenue Lo Lhe gross domestic product. According to Lewis, for the revenue
less than 2007 of gross domastic product, government cannot provide activities to meet neither
thegaantity or quality now demanded. To be more precise, it should not fall below 17 per
cext {exctuding defense and debi charges). In U Tum Wai’s findings, revenue from taxation

25 thid,.

26 W, Arthur Lewis, Development Planning: The Essentials of Economiz Policy (New York: Harper
and Row Publishers, 1966), pp. 117-21,
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constitutes merely a small portion of the total government revenues (so do direct taxes to (otal
revenues). For this reason, Lewis regards taxation as the most important way to ensure an
automatic increase in the ratio of government revenues to gross domestic product.27

As noted by Bauer and Yamey, the use of the proceeds of taxation to finance accelerated
capital or investment expenditure is usually termed ‘compulsory saving,” or ‘taxation for deve-
lopment.’28 These two authors make it clear that laxation for compulsory saving involves
the transfer of funds from the private to the public sector; itis not a simple addition to total
saving. Substantial compulsory saving generally involves heavy investment in public enterprises
and some parts are lent to private entrepreneurs. Their idea is more or less clarified by that of
Tripathy’s:

Among the various fiscal techniques of resources mobilization, taxation
and inflationary financing constitute the compulsory mechanisms of forced public
savings, whereas public borrowing is a voluntary technique for the mobilization
of resources, In the context of the disproporticnately low saving ratio anda
iarge proportion of the savings being directed into unproductive channels in the
underdeveloped countries, taxation as a compulsory technique of resowice mobili-
zation tends to acquire a predominant importance. For the financing of a large in-
vestment planof the public sector from domestic resources, main reliance has
to be placed on taxation, becausc public borrowing of a non-inflationary
character may failto mobilize an adequate volume of resources.2®

However, this measure is not totally free from criticisms. For example, Bauver and

Yainey remark “It is not even certain that total savings will be increased by the process.

Even when savings arc increased in the short run, the repercussions of the taxation may reduce

the flow of savingsin the long run by retarding the spread of the exchaunge economy and the

growth of specialization...””30 However, taxation as an instrument of resource mobilization for

the public sector does not have the same danger of adversely affecting the rate of savingin the
under déveloped countries as in the developed countries. As Tripathy observes:

...in the underdeveloped countries voluntary savings are very low, and a
considerable proporticn of it goes into hoards, holding of precious metals and
investments in real estate which do not increase the productive capacity of the

27 pid., p. 116,

28 peter T. Baverand Basil 8. Yamey, The Economics of Underdeveloped Countries (Chicago: The
University of Chicago Press,, 1957), p. 190.

29 Tripathy, ep.cit, p. 57.
30 pauerand Yamey, op.cit., p. 199.




ecoriomy. Besides, taxation as 4 compuisory form of saving especially commends
itself to the underdeveloped couatries for use onan extended scale because it is
used to finance socially desirable and productive projects of development inthe
public sector,31

Other than an expansion of the rate of total investment, another major goal of fiscal
policy in underdeveloped countries is the direction of the flow of investment into “socially desir-
able charinels.”’32 In addition to the prevailing efforts in the private sector, the government has
to takc a number of measures in order to create a favorable climale in which foreign investois
would be attracted to invest in the area of activitics compatible with the developmental goals.
The general inducement offercd to foreign investors usually include:

(a) Tariff protected or import control;

(b) Duty-free entry for machinery and raw material inputs;

(c) Arrangement for the employment of expatriate personnel;

(d) Freedom to repatriate profits and capital in convertible currency.33

Additionally, also listed by other authors are tax holidays,income tax deferral or exemp-
tion, investment allowances, development rebates and subsidies.3 In fact, these measures can
be considered effective when they do influence the decisions of investors, who otherwise would not
invest in other countries, to invest in the counlry. Tn his recent study, George Leant questions the
valucs of fiscal concessions policy in attracting new investments. His argument is that theie are
so many factors, other than fiscal concessions, influencing decisions to initiate new investments
in-any country including the size of the market, cost and skills of the labor supply, cost and
availability of materials, transportation and power, and the general level of toxation. A basic
conclusion of the findings is that special incentives alone are not adeguate. The country
should also have a sound and equitable set of taxes to which businesses will be subject after
the temporary tax benelits have expired and which apply to firms that are not eligible for the
special benefits. Thus, he poses another guestion “whether the econmic benefits of the
additional investment attracted outweigh the revenue loss from those who would have invested

without the special treatment P35

31 Tripathy, op.cir., pp. 88-89.
32 1bid., p. 52.

33 United Nations, United Nations Confercnce on Trade and Development, The Role of Private
Enterprise in Investment and Promotion of Export in Developing Countries (Nocw York: UNCTAD, 1968), p. 47

34 Tripathy, op.cit., p. 51.

35 See Georze F. Lent, “Tax- Incentives for Tnvestment in Developing Countries,” Imternational
Monetary Fund Stoff Papers, X1V, 2 (July, 1967), 249-320, '




IMPACT ON INC'QME DISTRIBUTION

- Under]ying the idea of income distribution is the philosophy of equality. In economic
terms, the most basic and obvious characteristic of inequality in a societyis the fact that a greater
portion of wealth belongs to a very small group of people. Inequality can be measured with res-
spect to either the receipt of income or the ownership of property. At the macro level,
inequality in terms of income distribution can be measured by the well-known method of
Lorenz Curves.36,

The gap between the income levels of the rich and the poor exists in all countries, devel-
loped or underdeveloped. Such a gap tends to be wider in underdeveloped countrics. To combat
inequality, let aloue the socialisi system, the classical weapons within the framework of a capitz-
list system are progressive taxation of income and wealih and the provision of social services, such
as medical care and education, of particular benefit to the lower income group.37

As far as taxation for economic equality is concerned, its original idea can be traced
back io the time of John Stuart Mill, Up to this time, Mill’s idea can be said to have been less
popular. Vicwing the situation in the United States, for eXample, riot 50 many American econgo-
mists are stilltaking Mill’s position. Milton Friedman, among other economist in this group.,
emphasizes in his paper the limited effectiveness of the tax in redistributing income in the country
and also points out the need for reform of the tax structure to reduce its uneven incidence.38 Mcan-
while, most of other economists are concerned with the effect of the income tax on incentives to
work, take risks and save.39

TAXATION POLICY FOR DISTRIBUTION AND GROWTH

Both growth and equality have been earlier assumed Lo be the goals of an economy in
this study. However, it is very difficult, if not impossible, to regard and treat these goals as being
completely equal. For practical as well as theoretical purpose, we think that it is useful to consider
the significance of onc goal over another. In this paper, thus, we intend to follow Nurkse’s idea
which maintains that, “not a change in the interpersonal incorne distribution but an increase in
the proportion of national income devoted to capital formation is_theprimary aim n of public f-
nance in the cuntext_o_fechom&ﬁfoﬁaﬁ;ﬁw Simply speaking, while wc aim at the profmotion
of both equality anm we assign a Eriority to growth over income distribution, In other
words, our attempt is to cncourage every possible way to promote equal income distribution
to the extent that it does not scriously affect the rate of growth.

36 See Edward C. Budd (ed.}, Equality and Poverty: An Imtroduction to a CurrentsIssuc of Public Policy
(New York: W. W.Nortonand Company Tnc.,1967), p. xii.

37 1bid., p. xxix.

38 Milton Friedman, “*Government Measures to Alter the Distfibﬁtion of Income,” in ibid,, pp. 123-27.
3% Forexample, Henry C. Wallich, “Tnequality and Growth,” in #hid, pp. 14-26.

40 Nurkse, op. cit., p. 147,
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For the sake of simplicity, our broad idea of taxation policy for development
and distribution can be outlined as follows:

heip atiract new investment le.g. tax concession}

PUBLIC PRIVATE
SECTOR SECTOR
|
CONSUMPTION
Q.’%ﬂ?&,.,___ _ luxury subsistence
INVESTMENT
q taxition unproductive productive
<
realiocation

In this figure, an economy is considered in terms of public/private sectors. [ The
intervention of goveraments is assumed to be desirable in order to expand investment,
direct capital into the socially desirable activities, and distribute income more equally to
the extent that it will not effect growth. In this regard, a private sector is conceptualized
in terms of two major functions: consumption and investment. Along this line, in terms of a
consistency with the developmental goals, consumptions can be broadly conceived of as
subsistence and luxury; so does investment--as productive and unproductive. Numerous
guestions can be raised regarding the use of this conceptual model--difficulties to give
operational definitions, failute to deal with detailed matters, risks of oversimplification, to
mention some. In full awareness of these limitations, we propose 1o employ this model just for
only a limited purpose to express our idea about the taxation policy for distribution and devel-
opment at a very general level, Our proposed general policy is that the goal of taxation for
income distribution is likely to be seriously approached in the areas of luxury consumption and
unproductive investment. Butin the areas of subsistence consumption and productive investment
this goal will be limitedly achieved and sometimes temporarily give up in order to achieve
the overriding concern of economic growth. )
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CONCLUSIONS

Both economie growth and economic equality are the goals of underdsveloped econo-
mics in this study. However, economic growth is assigned a priority over equality for both theo-
retical and practical reasons. After the considerations of the concept of taxation, historical deve-
lopment, and general ideas about taxation for development in underdeveloped countries, an effort
ismade to examinc the taxation system which aimes at improving income distribution so far as it
does not have an adversc effects on the process of growth. The gencral idea developed as a basis of
the policy considerations is that the goal of taxation for income distribution is likely to be se-
riously approached in the areas of luxury consumption and unproductive investment. Nothing
much can be done in Lwo other areas, subsistence consumption and economically productive
investment. The reasous are simply that in the former area we cannot lax and in the latter we
should not, at least for the time heing. The dilemma between these two competing goals will be
much less serious than it may appear if the immediate priority is assigned to economic growth
and economic equalityis then conceived of as a long-range objective of the same economy. In
the most part, it is still advisable not to cut the pie until it is big enough for all.




