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H11IE literature on taxation Of aglicUlture cannot be discussed as a sepa
rate brainch of taxation in developing' countrics because of tbe pre
,lominance of the agricultural sector both in labor force anclin. national
 
income. Whct.cr one thinks of the problem in ternis of transferring
 

nC1ough resources from agriculture to insurecthat agriculturc pay its share
 
in offsetting government expenditures, or whether one feels that agricul- 
tr"e ough1t to be squcezed more than industry, 'or whether on eis con- :.
 
cerned about appropriating a part of additional Output froi ricuu6CUILLUC
 
ill the form of taxation, questions relating to taxation of agriculture are
 
oigreat importance. While therc are certainly cases in i'hich agriculture,
 
0 at leas,, a part'of agriculture, has been taxed too heavily from both a1n
 
'ilonomic and an equity 'vicwpoit, much of the literature argues that 
, kiculturc is not being taxed heavily eiolugh in most developing coun
.ries. In this survey, therefore, the primry emphasis is ohn 1 taxtion of
 
"he agricultural sector relati'e to the nonagricultural sectors .
 

Tihc low-income countries differ, from the highincome: countries in 
tax revenue 'structure as inimost other economic Cliaracteristics. Somc 
.licnt facts, of the tax structure' in dcvel6ped and underdcvcloped 
c,untrics are pointed out by Ivlartin and L; wis (956), Williimson
 
(l961)i S- R Lewis (1963a), and 63), based prinilyon United
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Nations' summary data for a large number of countries. The bi
 
features of revenue structure are: (,)the share of tax revenue in nati(31I.!!
 
income increases from io or 15 percent or less to acound 25 percent ,,
 
per capita income rises from low levels to moderately high levels; (2)
 
a much larger share of revenue comes from indirect taxes (75 to 5
 
percent) than from direct taxes (1o to 25 percent) in lw-income cotl,
 
tries, and direct taxes increase in importance as per capita income risc' ;
 
(3)among low-income countries, the share of foreign trade taxes v,,,i.
 
with the importance of imports and exports relative to national illco;ec;
 
but (4)taxes on foreign trade, both imports and exports, constit'., a
 
very heavy share (30 to 6o percent) of the tax revenue of low-inconc
 
countries, and the share falls as per capita income rises. D)cvelopihi;
 
countries generally tax those sectors easiest to tax, using the taxes nio:
 
easy to administer.
 

Within the scope of tax analysis as defined by traditional public
,finance, the subject of agricultural taxation, much less of taxation in 
developing countries, would not appear. The idea of dividing an economy
into sectors and discussing the taxes on those sectors separately is im
plicitly rejected by the bulk of the literature on taxation. Preference for
 
neutrality and avoidance of excess burden has meant the avoidance 
 of
 
taxes that have strong substitution eflects: taxes on specific persons,
 
products, services, or sectors. General taxes are preferred, since there is 
less chance that they will interfere with market allocations.2 The decision 
not to interfere with the market allocation of resources is based on the 
assumption that the results of market allocation a-e desirable, which 
is in turn based on assumptions about the sanctity of markct-expresscd 
demand and the technical efficiency achieved by a freely operating 
market. The prevailing attitude on neutrality, generality, and dircctness 
in taxation has been challenged in the developing countries, but largely 
on administrative grounds. 

Central to the present discussion is the treatment of taxa.tion, pir
ticularly of agriculture, by the principal contributors to the analysis of 

lHistorically, areas at tie very lowest level; of monetization have dcpriscd I:rgcly on 
direct taxes such as simple poll taxes or land taxes. As modernization bc.ins, the first 
sources of additional revenue are indirect taxc-;, giving low-income courntries in the 1950" 
hilh't sharei of indirect taxes. 

'Th,'e is an elaboratc literature, sunimarizu in Mus;rave (1959, I,ln-54) and WAlktr 
(955, showing that even general taxes havc substitution effccts and c'Innot be stv..n .,
be uncompromisingly better for economic wetlfarc than specifictax( s. The appro.cuz i,, 
practice has bccn to prefer generality. 
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economic developnent. Hence the major themes of the postwar literature 

on taxation in the developing countries are first discussed. Some char

acteristics of developing economics and the contributions of principal 

theories relevant to tax problems are outlined. Second, therc is a brief 

discussion of the contribution of agriculture to the finance of other 
sectors and of investment within agriculture. The third section examines 

the major revenue-raising devices used in .developing countries. In the 
fourth section a variety of the most important nontax instruments of 
government policy and their implications for the problem of taxation 
of agriculture arc explored. Finally, some of the major areas of blindness 
are mentioned, and some profitable lines of further inves:igation are 
outlined. 

Considerations of equitable income distribution are not treated as 
comprehensively as they must be in any discussion of particular measures 
in particular countries at particular times. The tax and fiscal system is 
thought of here both as a revenue-raising device and as a means of 
correcting certain distortions implicit in the dual economic structure 
and in the variety of tax policies already in use in the developing 
cotntries. 

1. Recent Lieratmr on Taxation and Development 

Most of the postwar literature on taxation in dCeveloping countries 
opcrates in an implicit or explicit framework of an economy relatively 
frce from con!rols or other disequilibria, in which growth is determined 
primarily by the size of the saving ratio, in simple Harrod-Domar 
fashion. An additional note of realism has sometimes been added by 
s:parat.ing out the agricultural sector for special treatment of some sort, 
since it presents certain administrative problems. 

A. MAJRlu vIws ON T.XATION !x DEVF.OPING COU."ilTItlS 

ThL two most frequently quoted articles on th subject of taxation in 
c~veiopi.rg ~cou.tries arc by Goode (1952) and Heller (I95.). Both take 
a position that d(rcct and general taxes are to be preferred in developing 
crutItries as in industrial countries. Due to administrative limitations, 

(ickof general literacy, presence of a large nonnionctizcd sector (mainly 
in agricuituIc), lack of traditions of accounting systems and systematic 
rcc(,rd.kcepirg, and a not always-incorruptible administrari,,,,, however, 
it is necessary to rely on taxes inferior by economic standards that are at 

http:c~veiopi.rg


456 AGRICULTURAL DEVELOPIENT AND ECONOMIC GRO\VTH 

least possible to administer.' They also recognize that "direct and gcner.!i"taxes may be in practice neither direct nor general and, therefoic,,.Anot have the advantagcs usually ascribed to them. The second p;it " the widely quoted United Nations document on the subject add., tlwarning that is common to the early literature: "The Lltimate goal j"good tax administration should, however, be to improve the incoic t.,system to such an extent that an export duty [or other specific levy] i,
unnecessary" (UNTAA, i95j, .1o).

The second major theme, beginning with Heller (095), is that ta:,.sshould be thought of as additions to saving, and since raising the savhlproportion in the developing countrics is a goal of all economic W\ritcr,and policy makers, the goal of tax policy should he to aid in raising thwsaving ratio. The most crude approach is simply raising public savJng 
through taxation.
 

Kaldor, in a 
 series of widely read papers (1955, 1956, and i96o), proposed a set o. taxes, particul:irly direct taxes, that would fall on privateconsumption and encourage private saving. The limitations of such asystem are discusscd at some length by Goode (19o and 1961) andChelliah (i96o). Chelliah proposed revisions designed improveto boththe incentives and the administration of the package. Both Chelliah allGoode (1961) pay more attention to the possible role of indirect taxeson consumption goods. The basic idea in both direct-tax incentives tosaving and indirect-tax disincentives to consumption is that the substitttion effect of relatively higher costs of present consumption would result
in lower present consumption 
 and more saving for future colsuipticon.
The argument neglects the madepoint by Nurkse (1953) that if thesame taxes on consumpdoll are expected to prevail in tile future, theonly additional gain to be made by consuming in tile future is the incomefrom the investment of deferred taxes. Whether this will have any substantial effect ik not at all clear. In addition, neverit is clear a rilorliwhether the income effect or t!e stibstitution effect of a change in 

'The original authority or) this point is GOmide (1952), whoHelkLr (1954), reprinted is quoted favora7y in(in parl) in Meicer (196.1) andija Bird and Oldman (nri,.;), andw dlly wsdand rcf.red to in the developm e it litcraturc. Hiclcr's(1954) faj,'r c , uil, ti,,!alo appeartd aispart mne of UNTAA (t954), was rq'imricd in Oi:un and Richd.,m(196o), Meier, and Bird and Olman, and is amn used onewidcly in form or anthmr.Heller's article was the most authoritative statement of the rob: of fiscal policy and t.avatio..in the context of the dcveloping countriesThe literature rcvicecd 
to appear in th early 1950's.in this section is principally theoretical, and neglects such governmcnt reports as that of India's Taxation Enquiry Commission. 
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reltiVe prices is going to be more important.' A high tax on consumption
could reduce saviiig if the income effect is sufficiently strong. Finally, 
the entire literature neglects the suggestion by R0lph (1954) that indirect 
clxcsare not shifted forward and, therefore, would not even raise the 

,rtces of consumption goods. 
The third major theme of the postwar literature on taxation in develop.

ing countries deals with agricultural taxation as a special problem. The 
iprincipal literature is divisible into two parts; First, on a more orthodox 
plaie, are the contributions of the International Program in Taxation 
,at tarvard Law School. The Proceedings of the 1954 Conference on
\gricultural Taxation and Economic Development (Wald and Froom

kin, 1954) presents a wealth of information and ideas for further re
scarch. Wald (1959) summarizes and expands a bit on the basic themes 
of the conference, and is a more handy reference than the Proceedings. 
Levin (1960) discusses some of the more unorthodox of the postwar
systems of agricultural taxation in developing countries and, compares
them with the historical pattern of export economies. On the whole,
however, the literature is descriptive rather than analytical. 

An important side issue that developed in relation to agricultural tax 
policy in the 1950's was that of stabilization policy, combined with 
policies of marketing boards for agricultural produce, discriminatory
c~change rates, export taxes, and similar devices. The two basic references 
(on this subject are (Symposium, 1958) and (Symposium II, 1959), which 
contain a large number of papers giving all shades of opinion on the 
desirability of such measures both as regulators of fluctuations and as 
tatxing devices. 

Throughout the development of other tax literature, land taxes have 
Cu,,tinued to be important focal points for discussion. They have been 
favored for reasons of equity and efficiency since Ricardo and Henry
George. Two aspects of land taxation have been heavily emphasized.

irti, basing land taxes on potential rather than actual output would 
irovidc incentives for more productive use of land. Second, progression
,f	rates by' size of holdings would add an element of equity, and would 

complementary to land reform efforts. Potential-value taxation at:: 	 cted attention in Latin America, particularly, where majora cause 
stagnant agricultural production was thought to be the inecffcient use 

,Fra general discussion of this point see Musgrave, 1959, 136-59. Goi.ic, 9I6, has
*cn the best suivcy of the consumption. or saving-orientcd taxes. 
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of land by latifundia.A World Bank mis.,an to Colombia (IBRD, 15, )proposed a graduated tax based on potential output, which has reccivlconsiderable attention a caseas study. lirschman (1963) has given, a,
interesting and useful history of z.he proposal and attempts at iinplcrnc1!.
tion. Goode (1952) and Wald (1959) have givcn similar propo, ,!,general if brief treatment. Kaldor (1962b) and Little (196.) have giv a
somewhat more elaborate treatment to suggcstcd applications in Afric.1and India. 

The 1954 conference at Harvard pointed out that there existed virtoally
no detailed empirical studies on tax incidCnce in dcvclopilg countli ,even of a relatively sinple sort (\Vald and Froomlin, 195 1,esp. 51-56).
In the decade since tie confercece, little has been done to remedy thi:situation except for several studies on India,. FortultCly, a lmjor piec.of work was recently completed (Gandiii, ji6 )) Still marizilig and improving on the estimates of tax incidence in/ Iidia, and using M intcrO.
ing empirical definition of taxable capacity to judge the rclative incid.ncc
of taxation on various groups within the Indian economy. Tic lack ofempirical studies, however, remains a major problem. 

B. CHARACTERISTICS OF DEVELOPING COUNTRIES RELEVANT TO TAX PROBL.MS 

The need to tax saving more lightly than constlfjtion and take account of the administrative dificulties in raising taxes are not tie oilvdeviations from neutrality that are justified in dcvelopill'. counties.
A ntmber of the major themes of the literature oIl econoiiflic devclop
mrent that are relevant to discussions of tax policy must he mentiocd
 
briefly.
 

That cotuntrics change their 
 economic strICtltre during economic
growth was noted early in the literature by Colin Clark (1939). Flow
ever, it has more 
 recently been sulggCstCd that clainges it) tle economic
structure, particullarly 
 between the agricult,110al and industri:l sectmr,
and within the foreign trade sector, arencccssmry colditions for further,economic growth, and that if these changes do not take place, (conolicgrowth of the country as a whole will be retarded. The principal contributors have been W. A. Lewis (1954 and 1958), Kuzimcts (95)).Chencry (196o and i961), Johnston and Metlior (i961), Ranis and Fei(196I), Johnston (1962), Pci and Ranis (196.1), and Johnston and Niclsen 
(1966).

The role of increased agricultural productivity and ilcreascd 'ilarkctcd
surpluses of agricultural products, particularly food, thein structural 

http:PROBL.MS
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§:'rinsforniatioii of an economy has been emhszdconsistently of late, 

j~ax analysis still ignores the problem to a lnrgecextent.,Tbc importance~ 
-iof ncreaxcd agricultural surpluses can be' seen by focusi'ng attention on 

clic tcrins of trade between agriculture and industry. If the terms' of trade 
lm,)ve, too severely against the. industrial sector due to inadequate growth 
of marketed surpluses of agricultural products, industrial growth will be 

,lowcd down, while if the terms of trade of the agricultural sector de
terioratc too badly, agricultural growth maly be hampered. The' issues are 
discussed folly by W. A. Lewis (1954 and 1958), Ranis and Fel (1961), 
Krucger (j962), and Nicholls (1963). 

A significant literature has emerged suggesting that in developing 
o-mintries the market-determined set of relative prices of factors of pro
dluction and final goods arc not optimal 'from' the point of view of 
rcsotirce allocation. The literature on the dual econom'y has also explored 
,,.me of the methods that can be used to correct these disequilibria,.and 
flhese methods arc directly, relevant for discussion of tax policy. The 

prnipal references are W. A. Lewis (j954 and 1958), Eckaus (1955), 
fIh~wn (3958),'Gcorgescu-Rocgcn, (i960), Fishlow and, David (i961), 

4 l;lm~gwati and Ramaswami! ! . : -:% (1963),,! ( and S. R. Lewis (1963c).; . / . ;! - ':/ ' ,:: ? : 7 .W : : : , :i:;, : i: 

Anlother source of disequilibrium prices in developig countrics is the 
pr~csnce of direct controls and licensing systems on imports, investment, 
p'rices, land utilization, and key inputs such as steel acid cement. The: : " ' ,, .'y J i % ,, " ! ":' , , '"" -;y. -''; ! V i : ; L ¢ • -" " ) '.. / ' " ? • . - : 

! 1,.i~ic reference on, W :f direct -and' indircct controls'is W', . : , ;  - . . • : , . , , : • A. Lewis•... . . : (1948).. . . . . • ... 
S-1ne of tile effects and implications of dircct controls for fiscal policy 
.1--c clscuised in JBhagwati (1962a), Haq (1963), S. R. Lewvis (1964), Pal 
(l /6), and Radhu: (1965). 

Ihecquestion of supply elasticities in agriculture was a matter of pure 
;CCuLa~tion at the time of the Harvard Conference (Wald and Froomkin, 

1.,5;) mid the two kyklos symposia on primary prod ucts, (Symposium, 
"JSa(ISymposium IT,1559). Recently, important work has been done 
"wlgpositive .production response by farmers .to changes in the 

.di cVe price's among' agricultural 
RClark (95), Falcon (1962 

goods. The most relevant 
and 1964), Krishna (z963), 

literature 
Ghula. , 

N!..hamnid (1963), and '-lussain (1964). 
I hec set of policies considered by other writers on taxation in develop

;;.4 cou~ntries is reexaiminecd here in light of~recent developmcrnts in 
.crc!and empirical research, and the detailed analysis of Sections 

ill anid IV dra~vs heavily on the conclusions reached in the lit ,!rature 
.I,.-.,,. 
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H. FnnigGrowthin Agriculture and Other Sccors rictiCU 
Marginal allocations of investment resources between the agricu,,:..; 

and nonagricultural sectors and, Within public sector expenditure ,. The
 
tween provision of services to each of these major sector, is a princ'i l; " tIr.r
 

planning controversy in many countries. The agricultural sector pNi',.
 
two important roles in the development process. First, as agricuhur !
 
the largest sector of the economy, its production and income per .udb ,
 
must rise in order for sustained economic development to occur. Secwi!. trcaMtn
 
growth of the agricultural sector is an instrumental goal, since it i , I
 
generally necessary for agricultural production and productivity to rke " 'i)L-


in order for other sectors of the economy to expand.' The importance " " cuht
 
agricultural growth for development of the rest of the economy is s'cn Di%
 
in Lewis' two-sector model (W. A. Lewis, 1954; 1955, Ch. V;' and i95 ) ,  and d
 
where food is necessary to keep the terms of trade from turning againi: ion,"
 
the industrial (high-wage, high-profit) sector, a situation. that would crnni.
 
raise .wagcs and reduce the share of profits in income, thus reclucinig wat-r
 
capital formation and the rate of growth of output.' aid i t,
 

Since agriculture is the predominant sector and since the nonagricul. Icscai 
tural sectors will grow relative to agriculture, there is at least an a priori onand 
case that investmcnt resources for the nonagricultural sectors must comc
 
in the first instance from agriculture. In other words, the agricultural
 
sector must make some net contribution to the rest of the economy (see
 
Chapters 2 and 14). Precisely how much agriculture should contribute
 
in this way can be settled only with reference to particular situations. farni,
 

The agricultural sector can provide investment resources for the non. hc 1 
agricultural sectorsbythree methods: (x) private individuals in agricul- tures 
ture can invest in the nonagricultural sectors; (2) the government can the I 
tax the agricultural sector to provide infrastructure for the ndnagriculural rove: 
sectors; (3) the level'of real income can be raised to provide more profits., 
in the high-saving sector of the economy by terms of trade more favor- .oe 
able to industry. Government policy generally influences the level of non- for 
agricultural investment through methods (2) and (3). There is also the relat 
important possibility of a mixture of these methods, mentioned by N. A. iiter 

'Agricultural development is necessary so that other sectors iwill be provided with th: " ithc 
food, foreign exchange, labor, apital, and expanding market for their goads necssIry for 
rapid growth.. Rostow (1960), Kuznets (1959), and Nicholls (i96o), among others, haVCe 
talked of the need for agricultural development a%preconditions to economic growth. Illpt'

'The industrial sector could, of course,'trade with the rest of the world to get its -co I ,bkI
and thus develop without agricultural improvements in the same country. 

-37-"ji'..... 
... 
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Khan (1963), whereby the government turns the terms of trade against 
1...,cUlre (which is administratively fairly easy to manage) and thenl 

t,,.xcs the higher (ex post) incomes in the nonagricultural sectors. 
1here is at least 'a body of *theory and a model that identifies the 

v ,urccs of saving and investment in the nonagricultural sector. But as 
\fellor points out in Chapter 2, painfully little of a specific nature is
known about the process of capital formation and the need for 'repro-.
ducible and working capital in agricultural development., Only cursory 
. to the problems of agriculiural inve6 Emnt here and,ctent is given 

4.e;tcr emphasis is given to the effects of tax policy on nonagricultural 
i.,icstient and growth, but such treatment does not mean that agri

cultral investm'ent or agricultural growth is not important.,
lDividing the capital needs of agriculture into fixed and working capital, 

, .md the fixed capital needs into social overhead and farm-level nechaniza
ti*n, it can be seeh that the government's role is twofold. First, the gov
crnnimcnt must generally provide such infrastructure as electric power and 
water for mechanization and irrigation, transport and communication to 
.i.(idin markceting and distribution of nonfarm inputs and farm output, 
research on new and improved products,.varieties, breeds, and techniques,
.ind extension service and education in rural'arcas to advance the adop
. nn of new and improved techniques of production (see Chapter 4).
&-cond, in order to permit the adoption of new techniques of production
'h government must either leave enough resources in agriculture to 
ii~ulitate the financing of new methods or provide' sources of credit to 
.mrmiers for short and intermediate terms. In Schultz's recent book (1964)
1Le.has emphasized that adopting improved methods involves expendSi

strenoit generally made in traditional agriculture. The actual needs and 
:the problems of financing are still to be discovered in most cases, and 

riestigation must be done on the basis of specific situations. The points 
reevant to the discussion of fiscal policy and agriculture are that (i) 
,)v'ernment expenditures must include a wide variety of basic services 

I, agricultural development, and (2) government tax policy (and tax-
ratted measures) can both starve agriculture of resources for its own 
:iacrnal development and construct price incentives under which invest
.. lln new agricultural practices is unprofitable. The latter could occur 
C;dier because product prices were too low or too unfavorable to produc
ion for nonfarm use, or because the' government prevented agricultural 
Y:1i'ts or capital equipieht from being produced or imported in reason

.'..e (luantities or at reasonable prices. . 

... ..... .. .
 . .. . . . . . . . ., 
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For development, definCd as long-run rises in per capita income, 1. 
take place there must be sustaincd increase in total production and i:: 
productivity per head in agriculture. The important variable for th. 
development of nonagricultural sectors, however, is not total agricltr.' 
production, but the marketed surplus of agricultural goods. If tL. 
marketed surplus of agricultural products can be increased wit hoot il. 
creases in agricultural product 1i,then industrial growth at favora!,!,. 
terms of trade for the industriAl sector carl occur cvcn thOtgh a1g;ri'tltutl
,

produclion is not keeping p;ice. Ohkawa (i96i) and K ruc'ge (l9i2).
 
among others, have p:'inted out in formal models, and W. A. Lewis (i ;
 
and 195,) in his basic model, the adverse effects 
 of inadlquate gr,,n'
of food supplies on industrial growth. Ilowever, there has hot hc( a.
adequate recognition of the short-run role of marketcd ag ricHtIttra I st 
pluses in overcoming the agricultural productivity bottl, icck to non. 
agricultural growth.7 

The best recent discussion of marketed surpluses is Nicholls (1963),
though iedoes not give much attention to the historical experience of 
divergencies and parallels bctween production and marketed surplus. 
The experience of Japan and RtIssia was emphasized more than a decade 
ago by Johnston (1951). Japan experienced sustained and rapid increases 
in agricultur'al productivity in the early stages of her industrialization.
 
Large proportions of those increases were appropriated in various fashions
 
to finance industry a- favorable terms of trade. In Russia, on the other
 
hand, agricuhtural lproduction and productivity failed to grow to meet
 
the needs of its rapidly growing industrial sector at favorable terms of 
trade. The share of agricultUral product retained in the 'agriculhur,I 
sector fell, however, and the government appropriatec the surplus of 
the agricuhlural sector and made it available to the expanding urbani 
sector. Itis qtuite clear that such a policy can be effective only for a 
limited period. Eventually agriculture must produce additional output
from which to have a sUrplus. Perkins (196.1) has pointed out the con
trasts between the experience in Russia a1d China. The htogtl of time" 
that one has, of course, depends intcr a/ia on the level of agricultu'-l 
production and consumption per head and the composition of agricul
tural output. Irowcver, it is not strictly legitimate to base argturients for 
TMcntirn should he mide here uf tic importn:t point raised by NV.A. lfevis ( 1965) Itllt 

vcry relativein many ciirtrics iniutri v'ag!cclshave ri.-rn high t affircItlr.it ill*conics, and thatconscio:Is efforts ;',coiic to m111y illV,,!ansfci the hiih sa vig s,(t,,r re-ult 
large windfalt, to thoie laborers wIt,,can find eniploymnit at high urbanl wage ler!k 
rather than in greatly increasd sa%,i,.!. 

q
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increased agricultairal production on the necessity for providing food for 
nonagriculture and on the implicit assumption that increased marketings 
can come only from increased production per head. In the analysis of 
tax devices and their effects on allocation and on further growth of out
put, one must include the effects on marlcet! surplus as well as the 
possible effects on output and other variables. 

The quantitative importance of taxes on marketable surplus, or the 
volune of real income that can be transferred from one sector to the 
other thrugh movements in the intersectoral tcrms of trade, will vary 
from country to country. The principal dcterminitnts seem to be the 
degree of export (or cash crop) orientation of the economy, the share of 
the agricultural sector in total income and in total employment, the 
distribution of inIcome in the agricu ltural sector, and] the size of the 
nonmonetized sector within agricult ure. In most cases, however, it would 
be possible to affcct significantly the distribution of real income through 
movements in the terms of trade.8 

Two points should be made before proceeding. First, in the analysis 
that follows, tax questions are asked as if agricultural production were 
relatively constant. Little attention is given to the question of how to 
appropriate a portion of increases in agricultural production, whether to 
finance larger expenditures to benefit agriculture, or for general revenue, 
or to benefit nonagricultural sectors. Second, the emnphasis is only on 
sources of public revenue and on the side effects of tax and tax-related 
devices on the agricultural and nonagricultural sectors. (Several other 
chapters discuss specific problems of public expenditure policy for agri
cultural growth.) 

Ill. Ordinary Taxes on Agriculture in Developing Countries 
The major revenue-producing taxes on agriculture in developing 

countries are land taxes, income and personal taxes, export and import 

'This conclusion ii in conflict with Mellor's in Chapter 2, in part bCcause of hiscnncern 
%.ith trends of trade. Results of my osv, invcsti.-tious in Pakistan andsecular inthe terms 
z:,',ccited below for Argentina indicate that it is possible to affect the distributisn of in
c-Ioe quite significarntly by adjusting the terms of trade betwvccn sectors. On the ba.isof 
c ,i'Utins: rates" groups, it appears that during"implicit exchange for differcnt commodity 

554/55, when particularly tight qstantitatise controls on iipwrts were irmrposed follh,',,ing
trade crisis, farmers in Pakistan rcceived only about Rs. 3.25 per dollar's worth of agric'-'tural pr(Klucts that they sold, but paid around Rs. 9.50 per dollar's worth of manufac

.red products that they bnusr. More recently, agriculturc's terms of trade hac improvecd 
*'sscr atbl , although ill the nid-sixtics farmers rccci cd only absit R,. 50.o foragri

c :ir~tul products worth one dollar, but paid over Rs. 8.oo for manufactured goods worth 
a !ullar(Lewis, 1966). 

10
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duties, and sales and excise taxes. Characteristics of these taxes (i) in the 
traditional public finance view, (2) in terms of revenue, and (3)in the 
light of their side effects on the development process are discussed. 
Land-based taxes and income and personal taxes are kept scparate from 
the taxes and tax-related policies affecting prices of commodities bought 
and sold by the agricultural sector; the latter can be thought of as taxes 
on marketed surpluses. 

A. LAND AND LANXtASEr) TAXES 

Surveys of a wide variety of land-related taxes are made by Wald 
(1959) and in the H-arvard conference proceedings (Wald and Froomkin,
1954). Land taxes yield relatively little revenue in most developing 
countries today (and proportionately less than thcy did two decades ago). 
They can be assessed in any number of ways on a variety of economic 
magnitudes relating to land. Wakl classifies land taxes into those on 
area, on rental value, or oilincome, and "special purposes taxes." 

When area is used, a separation between (a) uniform rate and (b) classified 
rate (or graded taxes) is meaningful. When rental value concept is the basc, 
a distinction can be made betwccn (a) annual value and (b) capital value. 
Finally, when income is used at lcastan concept four subdivisios are pos
sible: (a) tithe, (b) gross yield or gross income, (c) nct income, and (d) 
marketed produce (Wald, 1959, io). 

Generally, the meaning of "land taxes" is given to tax bases other tha n 
net income or marketed produce. Each of these land taxes could be 
further subdivided for analytical purposes in assessing their effccts. The 
predominant land-tcnttre system, the degree of progressivity in the tax 
rates, the variability of the rate of tax by type of crop grown, whether 
or not taxes are assessed on idle lands, and whether taxes are payable in 
cash or in kind all exert considerable influence on the ultimate effects 
of each basic kind of tax. The analysis of tie land tax in all its vat ations 
is too broad to be reviewed in detail. The principal characteristics dis
cussed here are (i) nonshiftability, (2) strong income effects, (3)i:n
centive effect of potential output as a base, and (4)effects of a progressive 
rate structure. 

Taxes on the unimproved value of land it,the agriculturol (and urban) 
sector have been favorites since Ricardo, as it was thotght that the tax 
would fall on the unearned income o"tie owner of the asset anl crld 
not he shifted to other persons, including even the tenants of a landlord. 
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Whcther this part of the Ricardian model fits the type of feudal relations 

that exist between landlord and tenant in many of the developing coun

tries is not clear, however, and this characteristic is not the strongest 

artiment for lnd taxation. 
From an economic point of view, the basic advantage of most land 

taes in developing countries is that they strike the nonmonetized sectors 

Or those consumning their own production, which is not true of taxes 
flling directly or indirectly on marketed produce. It is also the major 

administrative disaidvantage of such taxes, since assessments would often 

have to be made without the guidance of market criteria for valuation of 

output or assets. It is swictirnes argued, often while favorably citing tie 

of Japan, that the 1-1I tax pet- se has an output-increasing effect on 

the agiicultuial.Sector alid that one principal advantage of such taxes is 

that they result* in greatr cfforts to incrcase Outlpt.ILThe argument as

sumes that the agricultural sector is not already naximizing its proCuiction 
with given resources, which would not be true unless the marginal 
product of labor (or some other factor of production directly comple

mientary to labor) was zero. In the Japanese case, howcver, there was a 
sustained rise in agricultural productivity, which was no doubt because 
the heavy agricultural land tax was accompanied by the infusion of 
fctilizer:;, education, and other improved inputs at rclati'cly low cost 
into the agricultural sector. 

In addition to the effects a land tax would probably have on output 
of an individual farm operator, due to a predominance of the income 
i'ect increaii~g effort over the substitution effect which would tend to 
-'crca:c it,' th re arc further output-increasilg effects of land taxes in 

particular situations. Suppose tenure arrangements are such that large 
<mldings of Vmd are inefficiently utilized, while there is surplus labor on 
snall holdings. A land tax based on or related to potential (111.1-1t would 
f,,rce owners of l!rgc holdings to use their land more prodlucti' ely (i.e. 
cmpiloy more cormiplementary resources and increase output) in order to 
n:cct taxes. SUCli resuhs are often thought likely to be quantiiatively 
uapl ,iat in moist Laiin American countries. The recommendations of 
Wc World 1,ajil; to (IBRD, and 

c.,,c 


mission Colombia 195o) 1-Hirschman's 
discussion of the attempted implementation (Iirschman, ,963) deal 
with such a tax proposal. 

if the land tax is progressive (the rate per acre increasin:z with the 

'For an em ip Ittd. of cffLct u inig inturn.,timnal cm%; sccti. for "thelicSe ;,ita 
in! a good (I:'ri ,ufacturing sic!,r, f,,r thcc.irctir.l dicu,siorn, see W iniun " and 1966). 
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size of holdings and/or the value' of land per acre) there may be pressure
on large landowners to sell part of their land as well as improve theefficiency of its utilization. A progressive land tax could ako be assessed 
on potential output. Proponents of a progressive tax on poteitial output
of agricultural land, such as IBIRD (195o), Kaldor (I96qa), and Little(1964), argue that itwould discourage absentee-laidlordism and specula.tive holding of idle land and promote sale of such land to small-scalefarmers who use the land intcnsivcly. An additional possile wrinkilc in
land taxation would bc self-assCssment of land value by the owner.Hor.esty would be enforced by rehluiring that the land be puichasablc bygovernment or private buyers at the assessed valuc. If landlords arc fewand powerful and hotld;ngs are I rge, howcver, opportunitics for collusion are obvious.' Thus deqpitC the results to be achive( in proilci)le by aprogressive tax on the self-asscssed value af land, there are rather obVious
administrative and political difficultiCs. It is unlikely that such land taxescould be used as a substitute for land tenure reform, which, as Ralp has
emphasized, is likely to be a precondition for successful land tax and 
other reforms.
 

A stronger effect of land 
 taxes emerges when one looks at marketedsurpluses. Most land taxes are assessed on a base related either to grossoutput or to potential output of some sort and have the strong income
effect already noted. Whether or not output is particularly sensitive toincreased effort, the strong income effect of the land tax in a subsistence 
or largely self-suflicicnt rural economy will in general incrcasc themarketed surplus of agriicultural products because of the incieased cashneeds of the farmes. An important effect of the land tax illthe twosector model is that it inc cases the supplics of agricultural productsflowing to the urban area, and ceitis parih,s, results in lower prices offood. In most cases the substitution of land tax for a tax of any othervariety giving the same revenue yield will result in greater marketing of
surpluses and better terms of trade for the nonagricultural sector, a result
that, as pointed out above, would lead to larger saving and investment

and allow a more rapid growth of the nonagricultural sector." Thislatter aspect of land tax was probably a wore important part ofsalutary effects on Japanese dcv .lopment tbal 
its 

its ot'tput-increasing effects. 
"0A setf aswssmcnt schicee i%b.ing nied in Chi c. The schei c and its dr.,wtuck% w crc 

brought to my iftention by K B.11 uiGant,T. Crrill." These prop.,sition; arc dcn,,ntr it, d with p.rcatr
ri,,..r
inS. It. Lr i, 0 96311).A.\.,the results depend on thc value, of incom'e and price clasticitics
of demand as well aisthefulfillment of the asiumptio ts of 'I" two-sector model. 
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Despite adnistative difficulties, the important advantages of most 
land taxes suggest that developin~g countries would~in most cases be wvell 
advised to include a'n. introduction or extension of land taxation in the 

. agricultural secto1r in their tax plans. No other major tax available1 2 has 
comparable; potcntial for forcing the agricultural sector toward the rest 
of the market economy, inducing increased supplies of agricultural prod
tIcstOs enonagricultural sectors, and, perhaps, increasing the efficiency 
of ,1Indu6ilization as well. 

fl, INCOME AND :PERtONAL TAXES 

Income and related direct taxes have been discussed, primarily with 
reference to nonagricultural incomes, by Kalior (1955, 1956, and 196o), 
Chelliah (196o), Goode (1961), and Prest (1962). Personal taxes, which 
iare common to most of the formcr British dependencies in Africa, seem 
to be more suited to most types of traditional agriculture; they are dis
cussed by Hicks (196i) and Due (1963). Western-type income taxes (and 
such first cousins as expenditure taxes) are not at all suited to the agri
cultural sectors in most developing countries. The reasons are both ad
ministrative and conceptual, as pointed out by Goode (1952) and Prest 
(1962). Levels of literacy and record-keeping are generally lower in rural 
areas, and problems of evasion and lack of administrative personnel and 
procedure make it nearly impossible to apply any system directly trans
planted from Washington or London. The problem of defining taxable 
income, difficult enough when all receipts are from marketed transactions, 
i s even more intractable when income is:largely or wholly in kind. It is 
problbly not feasible in most places to rely onincome taxes of the usual 
sort for any significant amount of revenue from agriculture unless agri
cultural incomcs are heavily skewed in favor of large landowners. 

IPersornal taxes, most publicized recently by Hicks (196i) and Due 
k 963), seem to be,,more attractive than income taxes. These taxes are 
.also better suited to less well-settled areas than land taxes. In a frequently 

* used form, they involve a famnily-by-family. assessment of inco~me and 
income-earning assets, made by local officials, to determine approximately 
a fair tax for each family. Such taxes will be most effective when tied• 
to local expenditures where benefits are obvious to local taxpayers. Since 
per cnal ta.xes reach the nonmonetized sectors, they have salutory effects 

,j, 
.. 

.i 

; 

"While poll or.hut taxcs have similar income efTect;, they are generally not importantc.Cnierakers, and their importance is declining. See Abdel-Rahman (1965) for esti "ates 
'f Ilicir importance in French-speaking Africa and Due (1963) for discussion of poll and

1u taws in former British Africa. 
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on marketings and anare inducement for pcrsons in the nonmonctizcd 
sector to move toward the market economy. By keeping the assessment 
procedure simple it is possible to make the personal -tax an improved
substitute for the poll tax, as it can be related to crude measures of
ability to pay, thus increasing its revenuc potential. Introduction of a
comprehensive system of personal taxes, though insufficic'nt for high.
income taxpayers, would lay the groundwork for the introduction of a 
more sophisticated tax system in the futurC.
 

Income and personal tax s can have incentive 
 effects similar to those 
discussed for land taxes, though generally not as powerful, provided that
all income froml agricultural pursuits is included in the tax base. If in. come is limited primarily to income from monetar/ transactions, the 
tax would resemble more closely a tax on marketed surplus. An cffcctive 
and comprehensive income ontax agriculture would be most similar to
simple land taxes based on the value of crops produced. Progression
could be introduced. Effects on output or on marketed surplus wouldbe similar to those already discussed. The additional incentive effects of 
taxes on potentia' output could not be introduced, but income taxes 
would be more flexible in revenue yields than taxes on gross output or on 
land value. 

In summary, direct taxes on agriculture are probably best me't fr: :nlevies related to land tha't are relatively simple to assess. As long as the 
averag,, rates are not extremely high, complete accuracy in rlatint, the
rate on a piece of land to the production from that land shonld not be
 
necessary. By taxing land whether used or not, the annual collection from

each individual would be administratively much simpler a1han where the
 
tax payable is related to the crop grown or 
its yield in each particular 
season. In cases of extreme flood, drought, or blight, rates could be re
duced on the entire affected area. Changes in the rates could be madc

according to a moving average 
 of harvest prices in the area. It would
 
be much simpler to build refinemcents such as progression 
 into sue. 
system than to introduce a system like the income or.expenditure tax of 
Western type into rural areas. 

C. EXPORT TAXES 

Taxes on exports in developing countries are often more overtly agri
cultural t,.xes than most other indirect taxes. They are sometimes regarded 
as a suhstitute for income taxes in the administrativcly difficuilt agricul
tural sector despite the fact that onthey -fall marketed surpluses only. 
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They have been most frequently discussed in the context of stabilization
 
schemes designed to isolate the domcisic economy from external fluctua
lions .The discussion of export duties has been tied to the discussion of
 

ulidtiple exchang e rates and of export monopolies or marketing boards, ,... 

aind to "the related discussions of buffcr stock and buffer, fund policies. 
Most major issues are discussed in the two Kybios symposia, (Symposium, 
1958, Symposium Ii, 1959). The major arguments of the proponents of 
cxpo rxort arc (T) absorb windfall gains that accrue totaxation that it can 

the exporters during periods of rising prices, dampening fluctuations and
 
reducing the primary and secondary cfTects of increased export earnings.
 
on thc economy, (2) be administered with ease, (3) be made flexible
 

. pro di g sliding-scale rates to vary, with international prices, (4)i7generate. revenhue" from .a low-saving sector: that can :.be transferred by. 

go:,'ernment cxpenditurc to the high-saving sector and be used to diversify
 
economy fthe fluctuatons, and (5) for a country a
and avoid f sture 


mq:opoly position, serve to restrict Supply and increase short-run ex
change earnings.' The opponents of such policies, led by Bauer and his
 

'associates (Bauer, 1954; Bauer and Paish, 1952; Bauer and Yamcy, .957) 
arIgue that these oevices arc not likly to be satisfactory bcause: (i) 
-'':theyare likely to move domestic prices'well out of line with world prices,
 
thus reducing the country's real income by preventing it from producing
 
at its greatest omparative advantage; (2) they discriminate against one
 
sector of the econom,y, and, therefore, should be opposed on equity.
 
grounds; (3) they disc-iminate against crops produced for and sold in
 
foreign markets and in favor of those sold domestically;' (4) they may
 
Sreduce private saving more than they increase public saving (and public
 

,investment is not as desirable as private 'investment anyway); and (5)
 
even if exchange earnings are increased in the short run, new entrants
 

9 on the supply side and the accelerated development of substitutes will 
redicc exchange earnings in the long run. , 

Export duties are one means 'of influencing the terms of trade' between 
ui"riculture and domestic industry. They do 'this directly by reducing 
the domestic prices of export products and indirectly because export 

utttesare a protective device. Holding foreign assistance constant, the
 
only way to payfor more imports is to increase exports. If export duties
 
have restrictik'e effects on export production and foreign exchange earn
ingS (as will'be the case for small producers), the quantity of imports
 

'Thsc arguments 'can be found in a variety of the papers in the symlposia. SL.' aIso
 
and Froomkin, 1954; Levin, 196o; and 11ret, 96: for summary discuqsinns.
 

-: , , : . 2 . ; .. : -• , '. . . . . .. 
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available is reduced, thus raising the scarcity value of imnports in thecountry and creating a more profitable situation for import-conipLetip,0industries. Where export commodities can also serve as raw materials fora domestic manufactutring industry, such as cotton textiles or vegetableoil products, an export duty that reduces the domestic price below whatit would be in the absence of. the tax provides a subsidy to domesticmanufacturers. In the intermediate or long run, such a policy can providehigher export earnings, since the products can be exported at a laterstage of fabrcation and, therefore, earn more foreign exchange per unitof raw materi,1 consumed." Such a policy seems to have been an iportant factor in the development of the cotton and jute textile industries 
on the Indo-Pakistan subcontinent.
 

Related to 
 export taxation is the extent of overvaluation of the domestic currency at official exchange rates. As with most taxes, disincentiveeffects that arc mild at low rates of taxation can become severe at highrates. If exports are valucd at only one-half or one-third their "shadow"or scarcity value at official exchange rates, the addition of an export taxis more serious than if the exchange rate were closer to an "equilibrium"rate. Extreme disL.:uilibrium has not been uncommon in Latin Americaand other developing countries in the postwar period. Another pointrelates to the monopoly position of major producing countries. In thepostwar period, a number of primary-producing countries that had, orthought they had, monopoly positions in their major export commoditiespursued restrictive price and production poli.'ies to improve their gainsfrom trade, as the German Government did during the 1930's. As aresult of export taxes and related supply-limiting and price-increasingdevices, a number of countries that emerged from World War II with
strong positions in iiiernational markets have seen 
 their market positiondwindle. Examples of such a process are Uganda (cotton) and Pakistan(jute). Thus, though some use of export taxes and related devices seemsto be warranted both on economic and on administrative grounds, one
could argue that.the limits of taxation without 
severe adverse effects onthe entire economy have been reached in this sector more often than
with other kinds of taxes in recent years. 

"An imporrant probleni not discussed ,erc but raised in Johnson (1964a 1965) isardthat the tariff structure of high-inimre c,.titrici maycountrics throu,-h tariffs 
discourage processing in developinglow on unprocc. .'and tariffshigh on processed raw materials

lhport1. 

1~7
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1).IMPORT TAXES 

The role of import taxes in the revenue structure of a country and 

in the taxation of its agricultural sector cannot be discussed separately 

from (i) tie official value of the currency relative to its equilibrium 
value, (2) the system of quantitative import restrictions used to ration 
imports (a prevalent practice in many countries), (3)the policy of 
industrial development and import substitution bcing followed by the 

government, and (4)the real cost structure of the country and its relation 
to 'money costs as reflected in market prices for factors of production and 

for final products. The effect of import taxes in taxing agriculture de
pends also upon the composition of exports and other marketed agricul
tural production. The first two considerations, though of utmost im
portance to .poli:y in specific cases, are discussed later; we turn first to 
the role of these taxes apart from the structural rigidities with which one 
must deal in practice." 

It is, in general, not possible to separate the revenue function of import 
(uties from their protective function. In most discussions of t-.iffs, par
ticularly those centering around GATT and negotiations among indus
trialized countries, it is the protective function, not the revenue function, 
that receives most attention and comment. But in tile developing coun
tries, taxes on imports have an important place in the revenue structure, 

largely for historical and administrative reasons. 
The tisual attitude has been to try to eliminate the revenue importance 

of import taxes at an early date and to rely more on direct taxcs. If, how

ever, one aicceits the b.asic assumptions underlying the widely used model 
of the rIual economy, the international terms of trade bctwccn agriculure 
and industry facing a small country generally are too favorable to agri

culture, given the real cost structure of the developing country. Protection 
ik justified for the manufacturing sector not only on infant industry 

potindrs but niso on the grounds that tie money cost of factors of pro
duction to the industrial sector is overstated relative to the real social 

upporttuiity cost of the factors to the country as a whole. 
• iwmifa ttirers slhould therefore he protected to raise their domestic 

Pices relative to a.,iicultural goods above the internation;il price relation
ship. Thi; argume t v.'ac given prominence by Manoiles:, (1932) in the 

lF.uran c\Ccitcnt discuison tarill fgcneral of thcor' inthe context devclopment sce 
-..r,,nn, 9 .h 
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1930's, was revived in the formal language of economic theory by Haber

1cr (1950), and is debated and elaborated furthcr by Hagen (1958), 

Bhagwati (19 62b), Bhagvati and Ramaswami (1963) and S. R. I.ewis 

(1963c). However, the formal discussion assumes that the alternatives 

free trade and autarky, and the possibility of protective but revenueare 
raising tariffs is ioot considered.' Actually, import taxes as sources of 

revenue compare favorably to direct taxes on economic grounds. Import 

taxes, in turning the terms of trade domestically against agriculture, 
manutax agriculture both directly and indirectly. By providing 	domestic 

duties raise thefacturing with more favorable terms of trade, import 

share of profits in income, thus raising the saving rate and the rate of 

growth of nonagricultural output (under assumptions of the two-sector 

growth model). 

These results can be achieved by imposing general import duties. Im

port duties are also important in influencing the direction of investment 
taxes or salesactivity, particularly when lseld in combination with excise 

specific usestaxes ol domestic output. The extent to which these more 

of import duties would serve to t.x agriculture would presumably depend 

were consumed by the agriculturalon the extent to which the items taxed 
as general instrumentssector. I Iowever, the importance of import taxes 

lies partly in their power to influence the termsof agricultural tax policy 

of trade of the agriculiural sector as a whole, particularly where exports 

are largely agricultural and imports are largely manufactured goods, and 

partly in their ability to absorb purchasing power from tile nonagricultural 

sector if the lattcr benefits from the nontax policies discussed below. 
input.; or onIf the agricultural sector depends on imported current 

imports of certain commodities for its capital formation and if import 

import duties limit the import of stch commodities, thererestrictions or 

will be more severe repercussions on agricultural production and growth. 

economy literature, there is noIn the simple model of the formal dual 
in practice it can beexplicit recognition of this problem, even though 

important. Some of the stagnation of agricultural growth in Argentina 

after World War II, for example, has been attributcd to the complete 

in tat .scctor by import controls. Thestarvation of capital formation 

more modernized the agricultural sector becomes, the more it can be 

rmourice allication" Tariffs and autarky are a sccond-bost s lution. Optinumi solitions to 
in the fboor markct, whlrt; th undcrlying

are achievaht: only tirouqh subsidies and t.xes 
' and Da~ii (i96t) and hagwati ant Rana

distortions exit, as br-w.ht out by Fi.h'.-.
swami (z96,). Revenuc t:irif!' as sccon .st sulutihns are also discussed in Made, t955. 
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______ harmcd by P'icies that restrict .availability of current inputs or. capital 

goo(. ,s. , 
1 7
 

F, SA~LES AND EXCISE TAXES


Taxes on domestic production of manufactures fall less overtly on 

agriculture than do other measures discussed here, but are considered 

briefly because they are an integral part of the package of fiscal and 

administrative measures used to transfer income from the agricultural 

sector to the government and nonagricultural sectors. 

Import duties (and the related measures discussed below) arc often 

used to protect domestic manufacturing. When such is the case, import 

prices plus duties, or the scarcity value of imports, will set an upper limit 
for prices of domestic products. Increased indirect taxes on domestic 

production may then decrease prices received by producers rather than 

increase prices paid by consumers. (When imports are restricted by 

licensing, the problem becomes somewhat more complicated; this. is 

treated i'n greater detail below.) 
The general point is, however, that indirect taxes on domestic produc

tion may be paid by the nonagricultural sectors out of income transferred 

from agriculture by other tax and nontax policies.. 
Indirect taxes on domestic manufacturing have other purposes in 

development policy. Taxes exempting exports can be used to promote 

exports of goods.that would be competitive in international markets but 

for which protected domestic markets are more profitable." Likewise, 

taxes on domestic output can be used to discourage consumption of par

ticular goods (whether of domestic or imported origin), or to promote 
or discourage domestic production of particular goods. The use of taxes 

to discourage consumption of particular goods or to discourage establish

ment of particular consumption goods industries is discussed by Nurkse 

(x53), Chelliah 0960), Goode (1961) and Power (1963), and a some

what more precise empirical meaning to consumption restrictions is 

developed by A. R. Khan (1963). Finally, since a growing share of 
domestic utilizatiori of manufactured goods is met from domestic pro

duction during economic development (Chenery, 196o), there will gen

. Thcrc may be differences betveen sales and excisc taxes on administrative grounds, 
including the stage of production at which they are imhposed. Such problems are discussed 
in Prest 0962), andiother problems of administration are covered in Goode (1952 ,',d 
1.6t). The two types of taxes are similar enough to be treated tcgcthcr here. 

"Sce Power (t963), Bruton and Bose (1963), S. R. Lewis (1964 and 1965) for discus
SL$'.nof this point and its application to Pakistan. 

; Y........
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crally have to be fairly heavy reliance on sales and excise taxes. In fact,
such taxes seem to be one of the most promising sources of incoren. 
elastic tax revenue for developing countries. 

IV. Nontax Policies Afgecting Agricultural Incomes 
A wide variety of government financial policies affect real incomes inthe agricultural sector and the intersectoral terms of trade. It is in

practice impossible to ignore these policies and their effects when assessing
the relative desirability of ordinary tax devices. One of the major short
comings of the literature on taxation in the developing countries is the
failure to come to grips with these policies and to see their implications
for tax policy. To a certain extent the neglect is due to the economist's
natural bias of assuming that other policies are more or less optimal,
or shoudM be more or less optimal, and then examining proper tax policy
in that situation. However, many policies that it would he rational (in
the economic sense) to change are not changeable. For example, thesuggestion that a country revalue its currency to bring the official rate 
more in line with real market conditions is likely to be met with
attitude that the suggester has no regard 

the 
for the country's international

prestige. Exchange rates, however absurd, may in befact untouchable. 
In this section, some of the principal nontax government policies

examined both 
are 

for their direct effects on agricultural incomes and theirimplications for government tax policy in general. The policies con
sidered are: (i) marketing boards and export monopolies for agricultural 
crops, (2) procurement policies and price controls for major agricultural
commodities, (3) inflationary financing of government expenditures,
(4)exchange rate policy, (5)licensing systems for imports, investment,
and principal inputs, and (6) imports of agricultural surplus commodities
 
as a form of aid to 
 finance government development expenditures. 

A. MARKETING OARDUSAND EXI'('RT IONOPOLIES 

The principal economic aspccts of marketing boards and of state export
monopolies have already been discussed in the section on export taxes.
In postwar years these bodies have operated as taxing agents for many
commodities in many countries. Their operations are discussed by Bauler
and Paish (1952), Walker (1962), and Levin (i96o) for specific countries 
in Africa and Asia. 

When boards consistently buy at a price under the world-market price
and build up reserves (whether or not these arc transferred as govern
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meat rcvcnuc) they act as a taxing body and reduce the real income of 
the agricultural exporter below what it would have been in their absence. 
iIowever, since many of the boards operate at a surplus in some years 
and at a deficit in others, the efTects of their actions cannot simply be 
il,:ril;c dircty with c.,port taxes. In addition, as Prest points out 
(i56a), there will bu important real economic differences wheni the export 
monopoly or markcting board has its own markcting system in the inland 
agricultural areas than when it simply acts as the ofricial cxporter, buying 
from the private trade at the paint of export. In the latter case the board's 
opcration would be very similar to the export tax, but in the former it 
would influence prices to original producers not only through its wedge 
i,ctwcen buying and selling prices but also in the margins it accepts as 
,,rdc to those practictd by the private trade. 

ia ROCUREMENT. I'OLICIt'S ANf) I'IlCE CONTROLS 

Government policies to procure agricultural products at fixed prices 
.Ire similar in operation to export monopolies, but are broader in scope. 
The basic purpose is to assure deliveries of agricultural goods at less than 
dieir opportunity cost to the economy. (Government policies to support 
agricultural prices are discussed in Chapter 13.) The government may 
or may not take a profit (that is maintain a margin between buying and 
: I p Dp':Iding on the design of the procuremeilt policy, the 

7rice responsiveness of the producers, the degree cf coercion in making 
prociuction decisions, .ini similar factors, there can be a variety of results 
•tom such a policy. 

in the Soviet Union there were not only fixed prices but enforced de
i,ic (Johnton, i935), resulting in food supplies adequate for the 

aitcOls of the urban areas and increases in marketed surpluses that were 
hr..icr than increases in production. While no revenue was received, the 
ir is of trade were turned against the agricultural sector in the most 
dirc,.t sense: it was foceed to supply specified quantities of food. (The 
cOlCLtivization of agricuhure under central control wvas, of course, very 
t;['partant in enforcing deliveries.) 
'Vi-cre coercion is not used, the results will be less spectacular, but 

.. yiehkl deli,'crics lovcr than would:ui st:ll suhstantial at prices 
terwise prevail. There are, or can be, dangerous elements in the pro

L'-kkju:c if irop,:r limits are njt observed, since at,ricultural k.velopmnt 
cc,iYd i) stifled by adverse incentives and inadequate resources for in
t.[ Al its output over the Iong run. 
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General price controls and procurement policies go together in apackage in many countries, with the aim of assuring food deliveries tothe urban areas at relative prices favorable to the ndustrial sector. How
ever, when such measures are attempted without either any increase ofproduction or any attempt (such as forced deliveries) to raise the share
of production being marketed, official prices may be kept low in citiesbut supplies m.ay fall, resuling in not-very-suppressed inflation, since thescarcity value of food would rise in the cities. One may get the adve:se
effects of low agricultural prices on the agricultural sector without any of
the benCcficial effects of more wage goods ill the industrial sector. The caseof India in 1964 comes readily to mind as an example of such results.
Another alternative is found in postwar Argentina, where prices werekept low in both rural and urban areas and the quantities of food neces
sary to maintain low prices came from reduced exports.


In any of the above cases, however, 
 the net result is equivalent to tax
ing the agricultural sector. The beneficiary of directly increased real income to match the directly decreased real income in agriculture may bethe public sector, in the form of a spread between buying and sellingprices, or the nonagricultural sector, in tile form of lower prices andlarger supplies of food than it otherwise would have received. 

C. INFLATION AND DYNAMIC t'ROPLENIS 

The pros and cons of inflationary finance have been discussed at lengthsince the postwar resurgence of interest in economic development. Fewareas of economic policy are as clouded by dispute as the qttestion of the
"icorrect" amount of inflation or the inevitability of inflation during eco
nomnic growth. For tile present discussion the important characteristics of
inflation arc incomeits redistribution 
prices and on 

efTccts and its impact on relativeother fiscal and control policies, but even these cannot he 
surveyed adequately lwro. 

Inflation not only will result in direct transfers of resourcessome from
 
those whose money incomes cannot keep pace 
 .vith the rise of prices, butalso vill lead to the imposition or iniplementation of other policies discussed in detail in other parts of this surve, . ,ice controls and rigid
change rates with 

ex
import controls arc tL jihost important concomi

tants'9 of inflation and p)odtuce some of the worst side effects. They alsohave combined with sustained infl.ation to produce dynamic patterns in 
"I call sitch controls lftn s,.;.:c t>: Y are utcd extensively by gocrInmcnttenpting to at.avoid the ct r, .i;t~ttl :s byovit venting certain frumprices rising. 
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some Latin American countries that-almost amount to cyclical behavior. 
Periodic devaluations are combined with relatively rigid controls on some 
prices between devaluations, resulting in sharp changes in relative prices 
(and in the distribution of income) at the time of dcevaluation.2 1The 
dynamic problems, also, cannot be treated adequately here. The rest of 
the discussion is limited to some of the allocation and income redi~tribt,
tion aspccts of principal policy measures. 

D. EXCHANGE RATE POLICY 

The policy followed by a government regarding the price it maintains 
for foreign exchange and the vigor with which it attempts to maintain 
it can have a very significant impact on the allocation of resources, the 
pattern of relative prices, and the distribution of income in the country. 
The use of single or multiple exchange rates as taxing and subsidizing 
devices has been reviewed and summarized admirably by Bernstein 
(1950), Schlesinger (1952), and Gradin (1958). The maintenance of ex
change rates for exports that overvalue domestic currencies is in effect a 
tax on exports, since the ex 1porter receives less local currency than the 
scarcity value of his foreign exchange to the economy. 

In the case of a single exchange rate for all transactions, the tax im
plicitly paid by the exporter is received as a subsidy by the user of foreign 
exchange, who is able to purchase it at a price in local currency lower 
than its scarcity value. Since exports are generally agricultural in de
veloping countries and imports are often made by the commercial/ 
industrial sector, the policy transfers real income from agriculture to the 
nonagricultural sectors by fixing disequilibrium buying and selling rates. 

There will, of course, be problems of rationing the amount of foreign 
exchange available at a price at which demand exceeds supply." Even 
though the foreign exchange may be bought at a low price, the prices of 
the imported goods are likely to reflect the scarcity of the amount of 
forcign exchange available. The burden of a tax on exports (in the form 
of an overvalued currency) resulting in decreased foreign exchange earn
i,"s, will most likely fall on the final consumer of imported goods (not 

"Fcrrr (z96.1) ha, cstiratcd for Argentina that the change in relative prices brought 
or. by dcvahation in 1959 transferred about 5o0 million dollars per year from the inn
a.xeu'ur. I to the agricultural sector. Working backwards, before devaluation the agricul
turjl sccz,.r niut have bccn "losing" 500 million dollars per )ear clue to exchange rate 
di,t,;tin brought on by, or aggravated by, inflation. 

"1Few developing countries now arc able to supplement their exchange earnings with 
car' h foreign caljital (long- or short-term) to allow all imports that are desired at the 
I. jailirg exchange rate. 
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the individual 
 who is able to obtain valuable foreign exchange at lowprices) as wcll as on the agriculturalist who must surrender foreignchange ex-

A 
at less than its scarcity valueC. 2

2
single disequilibrium exchange 
 rate can transfersectors resourcesbut will not be directly between revenue raising. Multiple exchangefor different types ratesof transactions can be a revcnue-raisin,can act as an intersectoral resource device andtransfer device as wel. The agricultural sector can be givcn more unfavorable exchange
than the industrial sector, and 
rates for its exports


foreign exchange Users can benated against discitni.as well.2 * In addition, a spread between the buying andselling rates for foreign exchange can be credited as government revenue,
in lieu of actual export or import taxes.
Currency oveivaluation and multiple exchangedisequilibrium rate systems createilwhich there ais a fertile field for discretionarytariff policy both use ofto absorb resources 
mote from the private sectorOr penalize certain types and to proof resource use.rationing system The role of the importin determining proper tax policy is a subject that complicates the above discussion, however, and it 
must be treated explicitly.
 

E. LICENsING AT FIXErs PRICrs 
The most frequently licensed sector in the developing countries is theimport sector, though licensing is often used in such items as steel, cement,
and petroleum products, 
 and also in major rawgovernments and materials. Since mostgovernment servants are unimpressedthat controls through the price system 

by arguments
 
are likely to be
direct allocation,21 more efficient thandirect controls and licensing likely to remain andare

should be taken account
Scarcitie of in tax policy.in particular sectors are often related to licensing. If suppliesare limited by import licenses and demand considerably exceeds suppliesat duty-paid prices, actual prices will 
 reflect the scarcity value, not simply
the duty-paid value. Increilses in duties on imports then result in reducedreal income to the import licensees, not higher pricesSuch a situation exists for to the firal users.many comnmodities and"Note that when in many countries.exchange rates aretaxes that w Cs 

fixed, the sy'mmctry betwecn exportfirst brought out by Lcrmicr ad import(1936) noand export rzirnings longer exists. Restrictimrslimit impcrt., on cxportsbut rmLsCtirsexports of importsor exp.t 
do not ncccss.irily reduce
'"A good earnings.
discussion of this practice in Prazilmultiple exchange rates used 

is givct, in (Gradin, t958).in Pakistan A variant onis atiilzed in"'See, i;Iter (Rruton andalia, NV.A. Lewis Bose, 1963).(948) for a discussion of the basic logic. 

c/2~ 
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The consurners, in agriculture or in urban areas, arc already being taxed 
by licensing. The reduction of real incomes in the agricultural sector re
appears as increased incomes inthe nonagricultural sector rather than 
as government revenue. Where iinports are tightly restricted by licensing, 
incrcased duties on them will not affect their final prices and can there
fore be increased s:bstantially, even on mass-consumption items, without 
raising the cost of living. This is ai important point, but its application
will vary with. the circumstances of particular countries regarding cur
rency overvaluation and the extent and types of licensing. 

Where there are licensing systems in many major sectors of the oelon
only, absence of indirect taxes will not necessarily imply prices to con
sumers that arc near costs of production or import. More directly relevant 
to agricultural taxation, overvalued currencies with restrictions on the 
!i:orts of manufacturcd products will result in substantial resource 
tr,,asters out of agriculture to industry. These can be then "collected" by
"axing the nonagricultural sector, which is administratively much easier 
Io
tax. 
Tw.o empirical studies in Pakistan provide considerable support for 

.ie point of view expressed here. Pal (1964) found that internal prices of 
imported goods reflected license-created scarcities and that domestic price
differentials were only slightly related to tariff differentials. The result of 
Radhu's study dealing with domestic output taxes was consistent with 
-ie view that in the tightly licensed Pakistan economy following the end 
of the Korean War boom increases in indirect taxes wvere absorbed by 
the producing sectors and did not result in price increases (Radhu, 1965). 
Taxes" on agriculture through adverse terms of trade were "collected" 

from the nonagrIcultural sector by indirect tax increases without further 
,1:1ccting prices. 

IMPORTS OF SURPLUS AGRICULTURAL COMMODITIES 

Discussions of the usefulness and the possible side effects of surplus
a.,riculturaH comnmoditics, particularly PL 480 food grains, in the pro

.s od -cvc-opi..countries are found in increasing abundance, and1,sucs arc becoming more clearly stated. The use of PL 480 impolts
I')Offset dcvclopment expenditure is likely to cause a fall in the relative 
Prices of commodities imported and of competing locally produced goods.
'Ihere is, in effect, a tax on those commodities, in that the prices rcceivcd 
in the rtiral sector will quite likely be lower than they otherwise would 
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be. 5 If farmers are colmpletely unresponsive to price Changesproduction and marketing dccisions, their incomes 

in tlir 
tvould be rcduced andno further complications would arise. If, however, thereproduction is a response rjor marketing, tile policy may havesions of shifts the secondary repcrcp.out of food grains into cash crops, Withdrawalmarket economy, from ihl,and/or reduced 

vents agricultural dCvelopilent 
farm saving and investment that pre.(Schulhz, 196o; 3eringer,1963; and Fisher, 1963). 

1963; Falcon,
Thus if supplies of marketcdproductirn are responsive to price, the "tax" 

surplus or of 
on agriculture has importanltside effects that May harm general economic progress in the longRecent empirical studies, mostly run. 

on the Indo-Pakistanhave shown subcontinent,that farmers are remarkably responsive inchanges the shortin the prices of particular crops 
run to 

relative(Clark, to competitive crops1957; Falcon, 1962; Krishna, 1963; Ghulam Mohammnad,and Hussain, 1964; these are reviewed 1963;
in Chapter 13). In general, majorfood grains of a region appear to be less responsivethe elasticity is significant, and positive. These results 

than cash crops, but 
are extremely im.portant in evaluating the relative desirability of methods of raising revenue as well 'as in examining tile nontax incorne-transferring devices, andmuch more concrete evidence 

If farmers are 
of this sort is needed in other countries.not price responsive, pricesimported reduced, 

of the agricultural itemsare giving the nlonagricultural sectorterms of trade. more favorableTile agricultural sector suffers some reductionincome in realbecause of lower prices. If farmers are :-csponsive to price, however, the output or marketing of the goods in question will fall and, presumably, tile output of some other gool will rise. In suchtion in the income a case the reducof the agricultural sector Will, ce'is par-ibls, be lessthan if farmers took no alternative course of action. Foreign surplus food
grains could be used to encourage production of other products for either
domestic or foreign consumption, which would becomparative advantage consistent with the
of the country, including in
of importing this the opportunityfood grains atsoturces. no (or very small) outlay of domestic ic
sAdifficult but interesting quct on, only alluded to in most ofalternative with which the literitore, is tile
one s,,uld .,) Li),tcethe increasC
CXpenditure. of I'1. 48o irnpurt,Does one to ,)ITsct s.milmade? Or, does 

assu te th.st the cxplcnditutre nt u ndertakenone assume is a:in(inl lltt, ale ni,way? tth.t the cxpciiditure is urltlert ll.,n butIf the expeflditure undecrtaken financed in soincvwas a othcrof klbor-iltcnoivcthe income elasticity of denland public works variety, anti ifof food rnigt be for fotI is sufficicntlyvery snialt. hhilh, the effect on the rtativc price 

/
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Certain policies uised separately, such as export taxes, currency over

valuation for exports of agricultural commodities, marketing monopolies 

for exports, imports of certain PL 480 commodities, procrcment policies 

for food graiiis, and the like, will affect prices among agricultural com

modities. They will havc important allocation efects within the agricul

tural sector. When such policies are used together, or when import licens

ing, import taxes, sales and excise taxes, or other measures are used to 

raise the aggregate price level of nonagricultural commodities, agricul

ture's terms of trade may deteriorate, but with little or no reallocation of 

rcaurces among agricultural commodities. Finally, when relative prices 

among nonagricultural commodities are changed so that capital goods or 

current inputs for agriculture are taxed or subsidized, important realloca

tions within agriculture are likely to occur having implications for the 

level and rate of growth of agricultural production. 

V. Sumimary and Review of Research Priorities 

The first three sections below discuss some central problems of further 

research relating to taxation of the agricultural sector, and the fourth 

gives a short summary view of taxation of agriculture. With the exception 

of land-based taxes, virtually all methods of taxing the agricultural sector 
result in reduced prices of some or all commodities sold, or increased 

p1ices of some or all commodities purchased by that sector. The impact 

of tax and nontax policies on the price structure and the response of 

agriculture and other sectors to such changed prices, therefore, appear to 

bc the central empirical questions. 

A. EIPIRICAL STUDIES OF TAXATION 

The larvard Conference pointed out in particular that tax incidence 

studies evell of a simple sort were not available in the developing cotlin
tries. TFhcy recommended that one priority of research was to prepare 
sUch studies to indicate, tinder simple assumptions, the relative taxes 

f.lling o various groups within the economy. Such studies have not 

rcoie forth. Due (1963) has prcsented computations for some of the 

African countries, but only India has had comprehensive treatment. 

A recent study by Gandhi (1966) is an integration of and improvement 
Dn all theLpevious Indian incidence studies. The principal conclusons of 

(;andhi's "first approximation" to relative tax burdens of agriculture and 

http:ECONO.MY
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nonagriculture is the ratio of "assigned" tax burden of ordinary directand indirect taxes to income originating in each sector. Such a criterionis not a fair measure, he says, since per capita incomes in agriculture aresubstantially below those in the nonagricultural sectors. Gandhi present;several methods of correction, first by deducting a "subsistence" allow.ance in each sector, second by adjusting "taxable capacity" by parametersreflecting the distribution of income and wealth, third by using wealthper capita as* another weight, and finally by introducing progression.Under all reasonable assumptions fot the differential weights, he suggeststhat the agricultural sector in India has been underaxeCd relativenolagrictltnial to thesector.2 6 One of the impoltant pointsone that emerges asreads Gandhi's work, however, is the

documents large number of supportin,and studies needed to do a detailed
This more study of tax incidence.than any other factor probably explains the dearth of en.pirical studics on taxation by sector within other countries.
A major criticism of Gandhi's conclusions 
can be made on the basis ofthe analysis of this survey. He does not take into account any of the nontax policies affecting real income in agriculture, which in India are ofmajor quantitative importance. One should try to take accountnontax policies of theand estimate their quantitative effects. Such a courseaction would mean ofa detailed investigation of the relative prices of goodswithin the country compared with the relative

national markets (taken 
prices existing in interas a standard of correct relative prices, since theyrepresent the free-trade alternative). The allocation of indirecttween taxes besectors would change quite significantly. If the limiting factorsupplies onof imported goods is licenses, not costs, the agricultural sectoris already being taxed by the licensing and exchange ,ate system. Inporttaxes would fall on the licensees in the nonagricultural sector. Manydomestic industries whose product prices ar determined largely by thescarcity value of imported inputs or the protection afforded the industiy
by tariffs and import licensing would absorb indirect
output. Thus, taxes on domesticthe assessment of tax burden on agriculture cannot beaccomplished without taking into account the effects of nontax policieson agricultural incomes. In many countries, incidence studics that didnot take these policies into account would give a very distorted pictureof relative tax burdens on agriculture. 

mThe entire exercisc prcsunics, of course, that progrcsmivity is a corrcct stan(ard foriud.ing a tax system. 
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v. PRICE RESPONSIVENESS OF FARMERS 

The literature on farmer response to price that has emerged in recent 
)ears is a major breakthrough in empirical knowledge relevant to tax 
policy. Available studies, however, cover only a relatively small 
graphic area and, moreover, deal only with 

geo
one part of the price respon

sivencss problem: the responsiveness of output to the relative prices among
agricultural goods. Even here one should be cautious of overgeneralizing
from the observed results in a few crops for a few countries. In a recent 
study of long-term trends in agricultural output and exports ]3eckford
(1962) 'suggested that in an area in which a crop is newly introduced, a 
disequilibrium situation is created between desired and actual output mix. 
For a considerable time thereafter, short-run changes in relative prices of 
te new crop and its substitutes may not affect the allocation of agricul
tral resources much, if at all. The efforts of the system to work off the 
disequilibrium will overwhelm the short-run changes of the minority 
already in equilibrium. 

There is no empirical evidence on the rcsponiveness of production to 
changes in the terms of trade between agriculture and industry. The 
possible sources of response are (I) preferences for agricultural versus 
iduistrial goods on the part of the agricultural sector, (2) increased em
loyment of abundant factors of production (unused land 'and under(mfploycd labor) as output prices become relatively more attractive, and
( ) effects of changed prices of agricultural inputs purchased from the
nIon.'ricultural sector on the use onof purchased inputs and, therefore, 
the output of the agricultural sector. 

.iniafly, the question of the response of marketed surplus to changes
in both relative agricultural prices and the terns of trade of the agricul
tura? sector is very much in doubt. The response of marketings must 
Sralhel "the response of production for nonedible cash crops. But ther-s1onse of food crops, particularly major food grains, may not be the 

same for both marketed surplus and production. Food crops have alter
native uses after harvest: they may be tused as further inputs (e.g. live

. fced), be held as stocks, be consumed, or be traded for nonagricul
:: products. Marketing, therefore, be responsivemay more or less 

l.sponsive to prices than is production.2 On the question of response of 

Facon (1963, 326) found farmers in the Punjab reported selling less food grains and1h,food prains if food• " to animals grain prices are low, and selling larger Juantitics of 
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total marketings to the terms of trade between agriculture and industt, 
however, there is no empirical evidence. 

C. RELATIVE PRICE STRUCTUIRE AND ECONOMIC GROVTJI 

A basic problem continues to reappear in various forms: what relati<:,l
has the relative price structure to economic development? Iow njuJ:
tampering will the price structure bear without destroying incentivcs' 
How cp.t it be chantged to improve incentives? These questions are jil.
portant both within the agricultural and nonagricultural sectors alld
between major of thesectors economy. Determination of comparativ.
advantage in international trade and its changes through time are relatid
to questions of the price structure. The literature on the subject is grow.
ing, s but it will require not only theoretical but also detailed empiric!!
work on price structure in a wider variety of countries before any clc.r 
guidelines can be laid down. It has been argued here that certain com:
scious interference with the market-determined set of prices is indccd
justified. Almost every government policy does in fact influence relativec 
prices, and it is imperative that some information be made available onl 
the sorts of changes or corrections that are more desirable and those tl:;: 
are less desirable. It is this basic issue that lies behind discussions ahot:! 
allocation of investment by central planning authorities. 

D. SUMMARY 

The basic line of argument of this paper can be sunmarized as follows.
i. In order for sustained economic growth to occur, the agriculttrl 

sector must grow, first, to provide rising incomes in the largest sector c.
the economy, and second, to facilitate growth of the nonagricultural sec
tor. One corollary of this proposition is that there must be adequate pu1-.
lic and private capital formation in agriculture. 

2. The literature on growth and structure of the low income coun'ri,,.

especially the litcrature on 
 the dual economy, suggcsts that terms of trad'
relatively favorable to industry would aid substantially in the growth ,f
the nonagricultural sector. In addition, if the latter sectoi's terms of 
trade deteriorate, its growth will be stifled. 

3. One principal mcans of chaning the terms of trade is to restrict 
quality food grains (wheat) when their pri, wa% bigh and buying cheap food grain4 f"hote consumption. Markcting would in thi, ,'ise be rlmorc price responsive than producti,:..
and with a different lag. Sec also discusion in Chaptcr 13."One excellent survey is given by Clci-:-v (1961). Many relevant issucs are als'j dii. 
cussed in Mcier (1963). 

31
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intcrnational trade (on the import or on the export side). This is being
done consciously or unconsciously by many countries. It is also a method 
that economic theory suggests may improve the efficiency with which 
resources are used in a country. 

A4.Combined with the restrictions of exports by currency overvaluation 
and other export-taxing devices are licensing systems for imports. Licenses 
are usually given to the nonagricultural sector, and the agricultural sector 
as consumer of imports and import-competing goods is forced payto 

higher prices.
 

5. A supplementary measure in use in many countries is the import of 
food grains (*particularly P_. 480 surplus food grains) maintainto low 
food prices. If cash crop prices are depressed througil the overvaluation 
of domestic currency or similar schemes and the food grains prices are 
depressed by the import of food grains, most agricultural prices are re
duced relative to the prices of industrial products.

6. In this situation, the principal beneficiary of increased real income 
(corresponding to the decreased real income in agriculture) is the urban
industrial sector. If food prices are kept low, the principal beneficiaries 
can be further isolated to (i) importers and (2) manufacturers of import
competing industrial goods. 

7. Thus, if indirect taxes are increased, they are not likely to result in
decreased real income in the agricultural sector, since that sector is already
being taxed through the terms of trade by the other policies of the gov
ernrent, which are very important quantitatively in many countries. 

8. The increase in indirect taxes on impoits when licensing systems
for imports are prevalent is likely not only to raise revenue, but also to 
improve the allocation of imports among users (where licensees are also
 
users of imported raw materials and capital goods). Casual empirical

observation suggests 
 that this is an extremely fertile field for increased 
revenue in a number of countries. 

9. Assuming policies that turn the terms of trade against agriculture,
increases in indirect taxes on manufactured goods are in part simply the 
Collcction of taxes alr'eady paid by the agricultural sector to the nonagri
cultural sector. 

The conclusion reached over a decade ago by the I larvard Conference 
renains true today: the major lack is in empirical studies of the impact
of taxes and nontax devices in the developing countries. The areas of 
im,n,rance that are most important for assessing the relative merits ofalternative schemes are, broadly, (i) the incidence of current tax and 
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nontax measures in the country of concern, (2) the price responsivenessof production and marketings in the agricultural sector and its subscCtors,with refcrcnce both to relative prices among agricultural gqods and tothe terms of trade between agriculture and industry, arid (3)the relationships between relative price st,'ucture and economic growth in each sector 

of the economy. 
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