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1. Introduction : ‘

The aim of this paper is to analyze the development of the
taxation systems in Japan and Turkey in general. Besides giving
" a general description of the development of the systems in both
countries, it is also aimed to point-out the apparent disparities
in the developmental paths in the two countries.

The idea in analyzing the tax systems of these two countries
is t0 make a comparison beiween these countries which have
similarities in certain aspects. Indeed both Japan and. Turkey -
have been exposed to western owﬂtz&tnon during the stage of
their economic backwardness, though the time and style of
exposure has been quite different. Japan had been forced by
‘westerners, especially Americans, to open the country to western
iraders after almost two hundred years of seclusion, The merits
and demerits of that long-tived seclusion period are beyond the_
scope of this paper, '

Turkey, on the other side, had always been ir close conlact
with Eurpopean nations, though without benefiting from their
techniques and know-how throughout the whole period tilt the
last years of the Ottoman Empire. However, towards the end of
the Empire period, some efforts had been made to adopt wes-
fern techniques, but the never ending wars prevented the Otto-
mans to make real steps in that direction.
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The establishment of the Turkish Republic enabled the
political leaders to focus on the problems of westernization and
industrialization, Some modernization attemps had been made,
such as the changing of the mode of living, the style of customs,
the changing of the Arabic letters into Latin al'bhabeft, etc. Those
reforms were imposed upon the society. However, the infrastruc-
ture of the society. both in economic and social senses was
tacking to a great extent. Almost three-quarters of the population
was illiterate at the time. The accumulated capital consisted
of a few factories inherited from the Ottoman Empire Which
were producing mostly for the needs of the army. As for entre-
preneurs up towestern standards, there were almost none. Hence
Turkey tried fo initiate western reforms upon that structure at
the beginning of the 1920's, with due qualification for some
efforts made during the Ottoman period. .

The picture in the above sense is quite different in the case
of Japan which followed g somewhat different developmental
path in her social and economic history, At the beginning of the
Meiji Era, which can be considered as the backbone of Japanese
economic development efforts, the literacy rate was around
40 %. In the Togugawa Era education was given a great impor-
tance (1).

As to the Japanese economic and entrepreneurial histd?‘y,
the situation during the opening years of the Meiji Era was better
than it was in Tureky in the 1920’s. Some families had been
distinguished in Japan as industrial families, generally coming
from the merchant class in the Tokugawa Era. The capital
accumulation was sufficient to enable the government to hand
over most of the state economic enterprises o the private sector
in 1882 (2). The selling of the state economic enterprises to the
private sector at a price much fower than their genuine values
then had some implications, but in any case this fact shows the
economic power of the private sector at that time,

The Japanese Economy was also monetized to a conside-
rable degree at the beginning of the Meiji Era, The percentage
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of the agni_cultiural product 'r'nar.keted and the adoption of the
taxation show the degree of monetization in the economy (3).

The policies which had been followed in Japan and Turkey
in different periods had, no doubt, different impacts on the
development of the economies in these countries, The social
factors, such as social relations, customs, religious factors, etc.,
had also affected the development of the countries in different
ways,

The object here is not to trace all the relevant factors and
. their impact on the development of the counries Instead, what
is aimed in this paper is just o follow the developmental path
of the taxation systems and find sut certain correlation between
+ the taxation systems and the economic structural channe in
both countries. Therefore, we shall not deal with the factors
affecting the economic conditions, but wa will only emphasize
the development of the taxation systems and their relation to
basic economic changes that had taken place in both countries
over time. '

As to the time period covered in the paper, it is difficult to
take the same time segment for the two countries, because they
had reached different stages of devetopment at different time
periods. It is, therefore, necessary to fix different time periods
for each of the countries. For Japan the time period covers the
late vears of Tolkugawa Period, the Meiji Period, the pre-war
and post-way pericds up to the 1950’s. Up to the Shoup mission
there had been considerable chandes in the taxation systems in
Japan, both in the kinds of taxes employed and in the methods
of assassment. After the 1950’s the system had also undergone
some changes, but those recent changes do not ccunt much in
the matter, C :

For Turkey the case is somewhat different. In the 1920's
- the Ottoman Empire was demolished and the new Turkish
Republic- had emerged out of ruins caused by endless social
. and political unrest in the decaying period of the Empire, The




teaders of modern Turkey, no doubt, triad to adopt new systems
in every way, but scme old systems lived for some time in the
Republican time. It is, therefore, necessary to make a brief
review- of the Ottoman tax system, Then we can turmn 1o the
developments realized in the Republican period. Lilke Japan, in
Turkey, also, considerable changes had taken place almost up
to the 1950’s. The changes since then have less significance in
the matter. Accordingly, we shall emphasize the developments.
up te the 1950’s, while giving a brief explanation for the changes
made after the year 1950,

_ In the folloving sections, the development of the ta}(ati-on-
systems in Japan and Turkey will be surveyed according to the
above explanation. : B

2 Dév_esiopmrent of the Taxation Sysiem in Jepan:

& in this section the development of the taxation system in
Japan will be introduced in three sections. In the first section,
the taxation system of the Tckugawa period will be examined
briefly. In the second section the Meiii Period taxation system,
especially the land tajx system_ will be analyzed, Finally, in the
third section, the post-Meiji period and the post-war neriod will
be examined, :

a. Tokugawa Period:

During the Tokugawa Pericd the economy was not exposed
to market transactions to 2 great extent and rice was the only
important means of measurement for wealth. Almost everything
‘was expressed in terms of quantities of rice. Thus, the Tokugawa
Period had been known as the age of rice economy (2). The
taxes were paid in kind as well. .

‘The society was composed of four classes, the daimyo or
hans who were administrators in general, the warriors who
were called Samurai, the meichants, and, finally, the farmers.
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The economic walth was believed to be produced by the agri-'

cultural sector only. Merchants had been considered as parasites
on the society. Therefore, the taxes had to be levied on the
agriculiural sector bacause that sector was the only one making
real production, : ' :

~ In the Takugawa Era mainly three types of taxes had been
employed. They were densc, komononari, and kayaku (5). Denso
was the most important revenue item in that period. More than
half of the annual yield used to be given to tha daimyo or han
as tax. This was a tax on agriculturat production. Two methods
of assassment had been empioyed. In the first method a fixed
assessment systenywas employed, whereas in the second system
an annual assessment system was -e=rnnpi-oyed.

The secend fax, komenonar, was a tax on forests, waste
land, rivers, etc. In this tax, also, different assassmemt systems
had been employed.

The third tak was a kind of poli-tax. The tax-payers had to
work in certain unpaid jobs as coolies, If the tax-payer refused
to give his service as a coolie, then He had to pay certain amount
of money in lieu of his service, Thus that was a tax paid in cash.

Besides these three main taxes some other small taxes had
been used, too. The most important of that class of taxes was
goyokin' which was actually a tax on merchants. But, sometimes
farmers also had been asked to pay goyokin. )

The system described above has the characteristics of the
system of an agricultural economy. The burden of the taxes
was ‘heavily on the agricultural sector. According to Honjo, the
relative tax burden distribution among different classes was as

foltows; agricultural class 84 %, samurai class 12 %, and merc- -

hant class 4 % {6).

The relatively heavy burden on the agticultural sector and
the samurai class made them react against the. merchant class,
The enhancement of the econpmical position of the merchant
class aggravated the temperament of the other classes againsi




the merchant class. Thus, towards the end of the Tokugawa
Period there had been some proposals to tax the merchent class
more heavily,. Some propesals even envisaged a 50 % iax on
them. However, the tax proposails and the modernization propo-
sals of the Tokugawa administration could not be implemehted
and at the end of the Todcug;a!wa Period there was almost no
important change in the relative tax-burdens on the different
classes,

b, Meiji Period: .

The period between the years 1868 and 1912 is called the
Meiji Era in the Japanesa history. This period has the utmost
significance from the viewpoint of social and economic deve-
lopment. :

The main tax that the Meiji Era inherited from the Toku-
- gawa Period was the famous land teix, which had hitherto been
implemented as a tax paid-in-kind. There were also some unim-
portant taxes yielding high revenue.

Among many other social and economic reforms that had
been impiemented during the Meijt Period we consider the ad-
vanced steps that had been taken in the way of improving the
taxation system to suit it best to the economic needs of the time,
The compelling forces for the Meiil leaders to make reforms in
taxes were not only economic needs, but also the increase of
the government outlays 1o settle the political unrest in the
country, Indeed, the Mei]i Restoration did not take place in a
quiet atmosphers, Rather there were many political problems
as well as rebels sometimes, Besides, the Meiji Administration
had shouldered the samurai stipends as well as most of the
debits of the Tokugawa haris. Therefore, the financial problems
. were, perhaps, the most outstanding issues facing the Meiji
‘Leaders. Thus, they tumed the atention fo the taxation issues,
especially the land tax picblem,

In 1873 a bold reform was launched in the field of land
iaxation. That reform had three significant principles: 1) The
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new tax had to be assessed on the value of land, whereas the
tax-base was the harvest in the Tokugawa period; 2} The rate
was fixed at 3 % in the beginning and later reduced to 2,5 %!
3) The tax was to be collected in cash, wihereas it was collected
in kind in the Tokugawa Era (7). The initial difficully was the
assessmerit of land values. According 1o the first version of the
law, the «legal value» of the land had to be determined by the
average vield of each piece of land during five years at the
average price of rice. Then that sum had 1o be capitilized to
reach the legal value of the land. And the reassessments had
to be made at every six years, But the plan was not putin effect
(8). Instead of this rather complicated plan, a simple one was
adopted. According to that plan the assessment of a fand value
should be made by multipying the crop yield in money terms
by 85 (9). The fixing to the iax-base as described above and
the tax rate at 2,5'% yielded a siable revanue to the government,
though only in monetary terms. The increase in the price of rice
 had a two-sided effect both on public revenue and after-tax
income of tax-payers. As the price increases affected the pur-
chasing power of money, the public revenue became progress-
~ sively smaller in real terms. On the other hand, the same mec-
wanism enabled the land owners to pile large economic surp-
luses.

The government did. nct stay silent in the face of increasing
prices, but severe anti-infiationary measures were put in effect
by famous Matsukata. Duning his term cf office the volume of
money was reduced and the general price level in 1884 was
lowered to almost 75 % of the price level of 1881 (103,

The evaluation of the .mpact of the land tax reform of 1873
together with the Matsukaia deflation is somawhat interesting.
The first influence of the iax, which was changed into cash
payment system, was the diffusion of market ecohomy and the
increase of the degres of monetization of the economy (i1). The
second interesting influence of the new form of tax ‘was the
concentration of land ownership in certain hands. The mec-
hanism was as follows: The fact that the tax-payers were land-
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owners officialy forced the smail farmers to borrow money from
big and wealthy farmers in order to pay taxes, especially in the
first years of the reform, before the deflationery policy was put
into .effect. As the result ot such borrowing many small farmers
lost their lands through foreclosure (12). To give a numerical
example, the following situation can be cited. The tand-tenancy
increased to 40 % in 1892 from its 30 % level in 1870 {13}

Still another aspect of the policy which further decreased
the real income of small farmers was the adoption of common
lands as subject to private ownership. Through this Ppolicy the
real estate of the Emperor and the high rank governors increased
tremendouely, while small farmers were prevented from benefit-
ing from those lands in getling wood, etc any more {{14).

As to the effect of land tax reform on the urban-rural dist-
-ribution of the population, it is quite safe to say that the ten-
cdency had been towards urbanization. The high burden of the
land tax had forced some of the agrarians to ssll their lands
and move to newly developing industrial centers, The indices
_given betow show us the degree of urbanizaticn and changes in
the egricultural labor force {15}.

Tablo ~— 1
Indices of Urbanization and Agricuitural.
Labour Force

Agricuitural

Years - Urbanization Labour Force
1887 100.0 100.0
1891 i11.3 89.2
1885 1221 284
1899 132.7 ' 975
1803 142.8 ’ 26,8
1907 152.8 96.1
1911 162.6 ' 95.4
1915 171.9 4.7
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Before going on with other taxes employed in the Meijt Era,
the following table will help us to evaluate the relative impor-
iarice of the land tax in the general revenue system in that

period (16).
 Table — 2

. The Share of the Land Tax
in. Total Revenue

Years Share
Pl mame——
1870 39.2 %
1871 51.1 %
1872 396 %
1873 - 708 %
1874 80.9 %
1877 825 %
1897 42.4 %

Undoubiediy, the land tax was not the sole source of revenue
of the Meiji Era. Other than the land tax, there were the income
tax, enacted in 1887, a general tax on business turnover and
capital, enacted in 1896, and a modest inheritence tax which
was enacted in 1905. Leaving the other two taxes aside, we
will now focus on the income taxation problem, because as the
economy grows and proceeds in industrial and commercial
branches, income taxation gains impo=rtfan-ce. Therefore, the role
" of the land taxation, which was also a type of income tax,
shifts gradually to income taxation in the modern sense, This
fact can also be observed in Table-2 in the decreasing percen-
tage of the land tax, implying the increasing ihportance of other
taxes, mainly the income tax. Therefore, from now on we shall
concentrate on the develcpment of income taxation in Japan.

The first income tax law enacted in Japan in March, 1887.
Up to that time Japan had employed her traditional taxes,
namely the tax on land and the tax on liquer, etc. Similar to
almost all other taxes, the income tax had been the consequence
of pressing ever-increasing government expenditures, mainly




war-related expenditures, such as the expenditures needed for
the expansion of naval forces (17).

The first income tax was a modern version of taxation for
that time with some interesting articles such as the averaging
of income for three years, which was a somewhat complicated
method compared with bookkeeping methods and capacities of
lax authorities of the time. However, in 1926 the calculation of
Income was changed into the actual income of the preceeding
year, :

~ After the 1894-95 Sino-Japanese war the government triet w
revise the prevailing taxes, income tax as well, in order to
incregse the revenue to cover the war-related expenditures, The
first step that the government tried to take was to split the
corporate incomes, mainly dividends, from the eamings of
corporations and reach two of them seperately by two different
taxes, Hitherto, the corporate incomes were taxed, but dividends
were exempted from the income tax. In order to achieve that
goal a dnastic change in the income taxation system was neces-
sary: a corporation income tax should have been introduced
along with the income tax. However, facing rather strong oppo-
sition from different circles. mainly from business and industrial
centers, the government - was not able to proceed so boldiy.
There was also a fear of hampering capital accumulation on the
side of government officials. For this reason, the 1899 tax reform
came out without fully realizing the initial aims of the govern-
ment. In that law the incomes were classified under three sec-
tiocns. In the first section corporate incomes were covered. In -
the second section interest on bonds and debentures were -
covered. Finally, in the third section other miscellaneous inco-
mes were covered (18), Thus, dividend incomes remained
untaxed. '

In the very first year of the twentieth century, the Boxer
Rebellion and after four years, in 1904-1905 the Russo-Japanese ‘
war compelled the governiment to expand her outlays so exten-
sively as to establish an extraordinary military special account
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to cover those cutlays (19). Thus, in 1903 came the emergency
special fax increases. In the reform movement, corporations
were split into two main classes accotding to their type of part-
nership and size and the tax rates were made progressive.
. However, individual incomes gained from bonds and debenturss,
class il income, were kept untcuched, It was a rather wise policy
to lighten the tax-burden on public debts during a period in
which government was greatly in need of money and could
resort 1o bond financing any time. In February, 1905 ali interests
earned on government bonds were exempted from taxation (20}.

'e. Post-Meifi Developments:
The First World War was the first important event in the
post-Meiji Era, The war affected the governmental fiscal policy
as the other wars had before. As a result, in 1913 and 1918, two
main revisions took place mainly in the field of income taxation.
Income brackets were readjusied, tax rates were somewhat
.increased, exira brackets for individuals and corporations were
assumed. The 1913 and 1918 revisions were not only in the way
of increasing tax rates, but also there were some efforts to modify
" the tax burden in the face of growing inflation on especiaily
low-income groups by assuming higher exemption limits.

Income tax had been subject to various changes between
1020 and 1940, sometimes to the changing economic conditions
and sometimes to finance the expanding government outlays.
For instance, an eixtra-ordinary profit tax was passed in 1935.
This tax was imposed on incomes exceeding the average income
of business units.

While coming to the major tax reform of 1940, we consider
several attempts o raise the tax revenue. Among them are the
Temporary Tax increment Law and some other tax increases to
cover the Special Account Tor Expenses, However, none of those
'aﬁempts could = succeed in providing the government with &
reliable source of revenue. Thus, in 1940, a broader-viewed
reform was set off. The aims of that reform were the following:
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1) Achieving an equitable distribution of the tax burden; 2)
Adjustment of the tax systeim according to economic ends;3’ An
elastic and a high yielding tax system; 4} A simple tax system
(21). The heavy relative share of the indirect taxes (about 60 %)
in the 1940°s compelled the authorities to give a more emphasis
to direct taxes. Thus, a revolutionary revision in the fisld of
income taxation took place in Japan in 1940.

- First of all, individual and corporate income taxes were
separated from each other, whereas cornporate income had been
treated within a single income tax law til then, According to
. the 1940 reform, the individuals would be subjected to the indi-
vidua! income tax law, while the corporations would be the
tax-payers of the comporate income tax law. The individual
income tax was a double-torm tax, in the first stage individual
incomes were taxed separalely at fiat rates, though the rates
were different for various classes of income. Income was clas-
sified as foliows: reql estate income, dividends and interest
income, income from enterprises, labor income, income from
- forestry enterprises, and retirement allowance income (22). The
proportional rates changed between 5 % and 40 %. On this
schedular bagis there was a global incoms tax which was applied
prog réssively, the rates changing from 10 % to 65 % on indivi-
duals who had a total income of 5000 or more.

Necessary allowances in the taxation system. gave a some-
what disguised progressivity to the schedular income tax law,
too.

The adoption of the global income tax on the schedular
incorne tax prevented the local authorities from levying a local
surtax on the national income tax which they were experiencing
till then. This had been considered as a step towards fiscal
centralization. The changing of the land tax, the house tax, and
the business tax into national taxes had the same effect, too (23),

The corporation incomé tax was a flai-rate tax, the rate
being 18 %, and imposed on the eamings of corporations. The
1940 reform alsp- altered the treatment of the corporation tax
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within the cost element of the firm: Hitherto, the tax on cot-
porate earnings had been deducted from the gross revenue of
the firm. Correctly, that method of deduction was abandoned
in' the 1940 reform, However, the new system, undoubtedly,
increasad the tax burden of the tax-payers and the relative
share of the direct taxes in the total tax revenue. After 1940, the
relative share of direct taxes in the total revenue increased to
€41 % from is previous share of 34.3 % (24).

Of course, certain other direct taxes, such as extraordinary
profit tax and real estate tax that were intially employed in that
period- contributed also in the increment of the share of direct
taxes. f N . ‘ o

Until 1850 some reform movements had been seen. The
most important of them cen bs cited as follows: in 1846 a .
property tax, to be imposed cnce only, was enacted to check
inflation. However, the tax did not succeed in checking infla-
tion. In 1947 the schedular income tax was replaced by a prog-
ressive comprehensive inceme tax. in 1947, the current year's
income was accepted as the tax base in the income tax law.
Finally, in 1948 a turnover tax, imposed on every stage of tran-
szctions at the rate of 1 % was enacted. But it was dabolished
in 1850,

During the war period mostly indirect taxes adjusted to
raise revenue o cover war related expenditures. Thus, the'
relative share of those taxes started to increase after a tempo-
rary low level during the 1940’s. ~ The share of indirect taxes
increased to 45.9 % in 1949 from its level of 35.2 % {25).

In 1950 Japan undertook a second big reform in her taxation
system according to the recommendations of the Shoup Mis-
sion, Previously, some rather administrative measures were
implemented in line with the Dodge Plan. But the Shoup Mis~
sion had a more comprehensive impact on the Japanese taxation
systemn. The general philosophy ¢f the Shoup Mission recom-
mendations can be summarized in the foliowing headings: 1)




Simplitication; 2) Individualism: 3’ More emphasis on the local
taxation system.. Those characteristics were contradictory to
Japanese customs which have always given much emphasis to
nationalism and centratism, However, the tax authorities made
enormous changses in the general tax system.

in the field of income taxation, all mcomues, including capital
gains, were covered at rates changlng from 20 % to 55 %. Thus,
the highest rate of income tax had been reduced from 85 % to
55 % to encourage business investmenis and to Increase the
labor force (26). However, the inclusion of capital gains 'was
detrimental to the development of the securities market because
of the lock-in-effect of the tax, For that reason, in 1953, the
capital gains were excluded from the general income tax and
& new levy for that special income item, called the securities
transaction iax, was enacted. That new tax, no doubt, could have
the same lock-in-effect, bu:, depending on the rate of the tax,
that effect could be much smaller.

ln addition to the income tax, a net worth taxwas introduced -
at rates 0.5 % -3 %.

The corporation income tax rate had been fixed at 35 %
and undistibuted profits were taxed at 2. %.

. There had also been some changes in the indirect taxes,
mostly in the direction of decreasing their .numtb-ers

Thus, the reform of 1950 emphasised mostly dlrect taxes,
making some small changes in indirect taxes.

To give an idea about the changes in the national tax system

made after the Shoup Mission ,the fol!dw;ng table has been
introduced (27).



Tableg = 3

National Tax Systems Before and After
the Shoup Recommendations

1948,

1951

Revenue Taxes

Income Tax -
Corporation Income Tax

income Tax
Corporation Income Tax

Special Corporation Income Tax Accession Tax

Real Estate Tax
Capital Levy
War Indemnity

Net W‘Ofth Tax -
Revaluation Levy

Circulation Taxes

Securities Transfer Tax
Transactions Tax
Bourse Tax.
Commodity Tax
Tonnage Duties

Trave! Duty

Horse Racing Levy
Registration Levy
Stamp Levy

Bourse Tax
Commodity Tax
“Tonnage Duties
Travel Duty
Registration Levy
Stamy Levy

Consumption Taxes

Liquor Tax

Soft Drinks Tax
Monopoly Profits
Sugar Excise
Textile Excisa
Playing Sets Tax
Customs Duties

Liquor Tax

Soft Drinks Tax .
Monopoly Profits
Sugar Excise
Playing Sets Tax
Gasoline Tax ’
Customs Duties
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One important element of the 1950 reform was the introduc-
~ tion of the revaluation system for assets. This was very impor-
tant, especially .in periods of high price increases. Ctherwise,
‘the depreciation allowances would not be abls to cover the
total replacement costs. The revaluation was optional for busi-
ness firms. It was compulsory for individuals during the transfer
of assets. The surplus gained as the result of revaluation was
taxed at 6 % rate (28).

The other very striking feature about the Shoup Recom-
mendations was the adoption of a value added tax at the prefec- B
tural level, but the tax was never put in effect (29).

The effect of the Shoup Recommendations on the'relatinve
weights of the national .and local taxes can be seen in the
following table (30).

Table — 4

Relative Shares of National
and Local Taxes

Years - National ‘Local
1928 459 % 541 %
1949 450 % 55.0 %
1950 429 % 57.1 %
1951 42.0 % 57.6 %
1952 424 % 57.6 %

After the adoption of a new system in accordance with the
. SBhoup Mission Recommendations, many debates took place on
the national level to change the system to adapt it more to the
Japanese customs. Thus, in 1953, another wave of reforms was
-enacted. That year the net worth tax was repealed because of its
unfavourable effects on tax equity. Income tax rates were inc-
reased, the highest rate being 65 %. Capital gains were exciud-
"ed from the income taxation and a special tax. Segurities
Transactions Tax, was enacted to cover such incomes. Inheri-
tence tax was split into two as inheritence tax and gift tax.
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Though s many changes in the tax laws were made, the mam
system was kept intact,

The changes madse in the taxation system following the 1953
reform produced complications. To give an example it can be
said that there are many income taxes today;, income tax,
corparation income tax, preferectural inhabitant tax, enterprise
tax, and municipal inhabitant tax (31).

Before we finish the section on the development of the
Japanese taxation system, we shall make a general evaluation
of the functioning of the main taxes, The following iables have
been introduced for that purpose (32).

i Table — 5 /
F{alartwe Weights of Direct and lnd:rect :
_ Taxes .
Years Direct T.axes Indirect Taxes -
1835 34.3 % 65.7 %
1941 ) 84.1 % 359 %
1950 54.9 % 451 %
1955 : 514 % 48.6 %
1960 54.3 % 45.7 %
1965 . 59.2 % 40.8 %
1069 627 % 373 %
’ Table — 6 .

Naticnal Income Elasticities
of Various Taxes

Total Tax Income  Corp. Inc.  ~ Indirect

Years Yield Tax Tax Taxes’

1957 1.70 2.38 2.43 065 -
1960 _ 1.70 . 2./2'2 ' 2.35 0.97
1962 1.74 - 342 137 : 0.96

1964 116 2.08 .89 0.74

1966 1.38 2.19 1.24 090 -

-




in Table-5 it is observed that the relative weight of direct
taxes has always been over 50 %, which is a significant means
of tax-equity.

As to the income elasticity of taxes, Table-6 shows that the
total tax yield has always shown an. elasticity coefficient greater
than one. The income tax ranks in the first row in having the
- highest elasticity coefficient. It is natural for the income tax to
have such a high elasticity coefficient because of its progres-
sive and built-in-flexible structure. Corporation tax has also
performed quite well. But, indirect taxes have a coefficient less
than one.

3. Developmeni of the Taxgtién :Syétem in Turkey:

Since Turkish Republic is an extention of the Ottoman
Empire and some of the Ottoman tax laws had been used during
the beginning years of the Turkish Republic, it is important and
useful to have some idea about the general taxation sysiem
employed in the Ottoman Empire in general: The following
section. is, therefore, divided into two - subections. In the first

part a general evaluation of the taxation system employed in the
- Ottoman Empire will be made, Later on we shall continue, in
the second part, with the explanation of the developments in the
tax system in Republican Turkey.

& Otioman Empire Period:

“In the Ottoman Empire, the taxation system, as well as the
administration systemn was of a religious character. in that
system the citizens were divided into two broad classes accor-
ding to their religious denomination; Moslems and Non-Moslems.

The second characteristic of the taxation system was that it
rested mainly on the agricultural sector which then provided
almost the three-quarters of the GNP,




The methods of tax assessment and collection were somew-
tat obsolete. Thus, they created discrimination and certain
administrative problams koth for the tax-payers and the tax-
- authorities, The state had used the tax-farming method through
adjudication. Tax-farmers were generally obliged to pay a fixed
amount to the state. The difference between the actual amount
collected from the tax-payers and the amount agreed-upon
according to the adjudicaton agreement between the central
government and the tax-farmers was the net gain or loss to the
tax-farmer, Thus, that method had always led the tax-farmers to
exent pressure, even someatimes illegally, upon the tax-payers
in order to collect the marimum amount possible.

The tax had to be paid in kind according to the value of
the agricultural product. The tax-farmers used to levy the tax
during the harvest period so that there was no way of tax evasion
for the tax-payers except illegal bargaining procedures which
generally ended in favour of the tax-farmers.

_ This system had the adventage of providing the state with
a stable revenue source, though it had several disadvantages on
the side of both the state and the tax-payers. However, lack of
modern means of transportation and communication had obliged |
the state to resort to such an cbsolete system. ‘

The tax rates were ditferent, depending upon the tax-pa-
yers’ religious denomination; non-Moslems were being applied
higher rates. This differertial rate structure had two important
political implications. The first one was the encouragement felt
on the state skde fo #mplement a somewhat old-syle imperialistic
policy. Since the conquest of new areas which was inhabited by
rion-Moslems enabled the siate to collect a higher tax revenue,
the state did not hesitate to enlarge her frontiers whenever she
folt herself militarily strong, The second political impact of the
tax levied con non-Moslems was that the state tolerated the
religious belief of the people in the newly conquered areas. In
other words, no pressure was apolied to them 1o become Mos~
lems. No doubt, the sole factor of these policies was not the




dlﬁerantlaf rate structure. But the rate structure encouraged the
policies then implemented.

These two political consequences had constituted the rea-
sons, besides others as well, for the destruction of the Empire
herself. The first impact made the Empire to enlarge so far as
to trespass the optimal administration limits available then,
while the second impact brought about a nation of somewhat
heterogeneous character.

The followmg table summarizes the general taxation system
of the Ottoman Empire in the closmg years. It also provides us
with the percentage distribution of various taxes that had been
used then (33).

Table — 7
Ottoman 1mpire Receipts
Fiscal Year, 1911-12

Revehues Percentages’
Land Taxes | : 9.2
Military Exemption o 538
Payments in Kind ' 20 .
Livestock Taxes . 6.7
Tithes - . 252
All others ' : 16

Stamps, fees, elc. - 4.8

indirect Taxes 7.7
Customs . ‘ 147

Monopolies _ 11.8
Salt | o ' 4.2
Tobacco 33 -
Post, telegraphs, telephones 3.0
All others 1.3

(Continued oh page 57) -
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Table — 7 {Gontinued)

State Enterprises 0.8
State Domains 26
Tribute : 2.8
Repayment of Advances by the State 0.2
Reserves for Pensions 35
Miscellaneous ' 55
100.0

The most striking feature about the Ottoman Treasury

system was its heavy dependence on tithe which was a kind of

agricultural income iax levied on the crop yielded each vyear.

. The second important income fax was land tax, which was .

another direct tax assessed on the value of the fand. Customs
taxes also constituied a high percentage in the total revenue
system, Tribute, which had hitherto been important, had lostits
importance in revenue system as the Empire had lost most of
her domains inhabited by Non-Moslems. :

b Republican Turkey Period:

The destruction of the Ottomen Empire and the emergence
of modern Turkey in the 1920's compelied the new government
to cope with many difficult problems, both economic and politi-
cal. No doubt, the reviston of the taxation system inherited from
the Otioman Empire was not the most important of alk After
all, there was a taxation system which had been used up to
that time and the new government was not strong enough o
make radical changes in the system. Therefore, in the very first
years of the Republic no major change in the taxation system
had taken place. Almost all the fegisiative  activities of that
period were confined o te legalization of the old taxes in the
Republican parliament. For this purpose some tax laws had been
enacted stating that the tithe jthe agricultural tax, and a some-
what obsolete tax onincomes g ained besides agriculture m ainly
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trading incomes, fwefe fo be implemented without significant
changes,

other mainly on trading incomes. The taxes were of religious
ovigin. The Hefpu_lbli-c;an Government adhered 1o the Ottoman
taxation system in the very first years without making any
changes, '

_In the first years of the -Republ‘ié, an extraordinary tax on

" windfalls was implemented. This was to channel some part of

windfalls that individuals nad acquired during war periods to
the public sector. it was a short-lived exiraordinary tax.

Another tax of the same period, which is worth mmentioning
in order to reflect the taxation philosophy of that period is the
poll-tax that could be paid elther in cash or in kind; the tax-
payer had the option of either working for the state for four
days a year or baying the equivalent of four workers’ salaries
to the government, '

. The first important change came In 1925, The main agricul-
tural tax which had been implemented during the Empirg period
had been rebated in that year without establishing any other
tax to substitute for it (34). In 1924, the last year of the imple-
© mentation of the tithe, the tax revenue was about 12 million
Turkish Liras, which was about the 20 % of the budget of that
year (35). The rest of the budget revenus was coming mainly
from customs and monopolies, If we consider the percentage
of the agricultural sector in the GNP, which 'was around 70 % in
the impertance of the tax appears more vividly {(36°, ‘ ‘

The'years 1925 and 1926 constituted also the beginning
period of the first sales and excises in Turkey. The first saleg
tax Wwas imposed-in trading and services sectors, The tax rate
was around 2.5 %, The tax-payment had to be made by affixing
stamp or \bs;ndro!l, which was. an old system. In completfion of
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this first sales tax, in 1927, an excise on some amusement
sarvices and some other services was enacted at rates chan-
ging from 10 % to 30 %.

The introduction of the first income tax by the Republican
Government tock place in 1926 by the enactment of earnings

“tax law (Kazang Vergisi), This tax wias imposed on the earnings

of both individuals and corporations. It therefore, played the
role of both personel income and corporation income taxes. The
main feature of the tax, which made it seem somewhat modern
was the declaration system that was adopted. Thus, the tax
would be levied upon the self-declaration of the tax-payers. In
the tax-refurn, the tax-payers were required not only o declare
their net incomes, but, at the same fime, they were responsible
for giving Information about some cost factors such as salaries
and other cost elements. Hence it seems that the tax was desig-
ned to modernize the taxation system as a whole. However,
some modern techniques in taxation were lacking in that tax;
for example no allowance ‘was made for minimum subsistance.
The rate structure had a very mild progressivity, ranging bet-

~ ween 6 and 14 %.

. During that period some other taxes, such 'ézs gifts and
inheritence taxes, efc. were employed, but their share in the
budget was rather smaill.

Besides the earnings tax, the greatest portion of the
budget revenue was provided by two impertant sources; one of
them was the revenue gaired by the state monopolies and the
othe was customs, In 1825, customs revenue constituted 42 %
and the gains from the state monopolies 11 % of the budget
(37). ' — :

As to the distribution of the taxes between direct and indirect

‘taxes during that period, we have the foliowing picture: The

direct taxes were 32 % of the total tax revenue while the
indirect taxes were about 68 % in 1925 (38).

in order to e«valt-u-ate the effectiveness of the tax system as
a whole, it is necessarry to find the income elasticity of the
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System.in that period. In the year 1925, the tax elasticity was

0.7 (39). As the elasticity coefficient is less than one, the tax

-8ystem can not bs accepted as an efficient one, By efficiency it s

meant that the tax system can play the role of a stabilizer against -
market fluctuations and it Drovides a stable revenue to the state,

We have to notice that during periods of depression a tax with are
elasticity coefficient less than one provides the state relatively

mofe revenue than a tax with an elasticity coefficiet of more

than one, However, this fadtor should not be counted favourably -
since the first one lacks the important quality of being a stabi-

lizer, '

There was a special character of the customs duties emp-
loyed in the 1930’s. At that time, exports as well as imports
'were taxed under the same tax law, The reason for that becomes
clear enough if we consider the economic and social structure
of the time, The trading sector could not be reached sufficiently
because of the lack of large-scale enterprises. For this reason
the goevrnment tried every possibie access to reach the real
earnings of the citzens. Exports, along with i:mports, were not
aple to evade tax duthorities. Thus, they were taxed. That the
world-prices could not be affacted by exvort taxation system
made it possible for the system to be used as a8 means of
reaching incomes of exporters, In 1927, the imports were about
14 % and the exports were about 10 % of the GNP (40). Thus,
the foreign trade sector seemed attractive to the tax authorities
at the time, ' ' -

After having given a berisf description of the main taxes
employed during the very first years of tha Republic, we can
now go on with a general review of the period between 1930
and 1850. During that period only one tax appears to be of great
importance in the field of income taxation. That tax was called
the economic crisis tax (iktisad? Buhran Vergisl) and its main
contribution to the revenues tax which had been enacted in 1926
was the inclusion of wages within the scope of income faxation
for the first time. Almost ro other importang changes had taken
place in that taxation area.
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On the other hand, there are two other taxation areas in
which we can contemplate important improvements. The first
one was the enactment of a relatively modern land tax to codify
the system which had hitherto been administered by various
decrees. it was enacted In 1931, Another tax on buildings was
tater enacted and in 1935 these two iaxes were brought together
and the taxation authotity was delegated 1o local authorities,
Thus, in Turkey, a first step had been made t-olwgards‘ fiscal
decentralization for the first time, One imporiant defect of those
‘taxes was that the tax base eroded in time while the price
increases took place, because the tax-amount was a percentage
of the assessed value of the land or building during the first
assessment. Through the nflationary periods the real value of
such real estales mcreaSed tremendously without affecting the
previously assessed values, This mechanism constituled one of
the reascns of financial crisis of lecal authcrities,

The most active field in taxation during that period was the
area of indirect taxes: sales and excises. In 1930, a tax law was
passed through the Parliament to tax sugar, both domestically
produced and imported, and petroleums. .

In the indirect taxation field the most important tax appered
in 1934 which was the first turnover tax in Turkey. The tax would
be levied upon the decleration made by the tax-payers. The
rate changed from 2,5 % to 10 %. Banking services were also
included, .

The introduction of such important indirect taxes during that
period is natural because the domestic industry and imports
were gaining importance, thus enabling the government to
extend taxation possibilities to new areas. However, the exclu-
“sion of some smali sized firms in the taxation led to disinteg-
ration of firms. Thus, the tax fad an unexpected consequences
on the integration and optimum sizes of i!he firms,

Still another excise tax law was enacted in 1935 to cover
some other new commodities which had not been covered
hitherto. :
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The impact of the Second World War on the Turkish taxation
system was-the employment of an extra-ordinary wealth tax
enacted in 1942, which was called Wealth Tax (Varlik Vergisi).
That tax should be levieg according to the value of the wealth
of the tax-payers. The value of the wealth had to be determined
by local authorities. The tax-payers had no right to object to
the assessed values. That tax had been employed for about one
year and it was. repealed in March, 1944, '

To get a general view about the technical properties of the
taxation system employed during that period, the below table
has been introduced (41).

Table — 8 .

Some Technical Properties of the Taxation,
System Employed Between

1930 - 1949

Selected Horizontal Distribution Tax/GNP = Tax
Years Diract ~ Indirect Elasticity Burden
1930 26 % 72 % 0.3 10.4
1935 44 % 56 % 10 11.8 .
1940 47 % 53 % 1.1 26
1945 32 % 51 % 27 - 95
1949 38 % 62 % 4.5 14.6

From the above table one can' get an overall impression
abous the general characteristics of the tax system employed
during the period between 1930 and 1949, The tax burden was
shightly above 10 % in general, which was g very low level when
the state was badly in need of financial resources to undertake
some investments for economic development. But this is not a
very surprising situation for Turkey during that time, because
- the wealthy and politically powerful pressure group, the agricul-
tural sector, had been successful in keeping themselves outside
of the scope of taxation. There were some persuasive reasons,



such as high rate of illiteracy and high compliance costs, etc.
‘for not including that sector within the faxation field. However,
a sector which was providing almost the three quarter of the
GNP at the time should have been covered by taxation to boost
capital accumulation in the economy.

~ The second property of the system employed during that
period was that the relative share of indirect taxes was greater
than that of direct taxes, which was a property of the taxation
system that contradicted tax equity. However, the government
was, in away, obliged to resort to indirect taxes heavily, because
it was the easiest way of collecting re:Ve-nu'e.n_.. The direct taxes
that had been employed then did not have sufficient progressive
rate structure as to-yleld ample revenue.

‘Anocther aspect of the taxation system of that pericd was
it's being somewhat a system with a relatively high income
elasticity coefficient, Hbfweuv-elr, one has to be cautious in inter-
preting this high elasticity. That high elasticity coefficient can
not be attributed to the built-in-elasticity character of the taxes
of that period, but it should be attributed to frequent enactment
of new tax laws (*). Thus, the tax revenue, in general increased
at a relatively high rate, though the revenue of & single tax might
not show such a high raie of increase.

The beginning of the year 1950 was an epoch in the estab-
" lishment of modern income iax system in Turkey by the advent
of the Income Tax Law and the Gorporation Income Tax Law:

A commission headed by Fritzt Neumark prepared the draft of
those laws. Though there had been many changes in both laws
since then, the main bodies of the laws were kept up to the
pré-se-nrt time. One radical change in the income taxation, which
was made in 1960, had been the inclusion of the agricultural

{F) In technical terms. slasticity coefficient is relevant where there
is no change in tax laws,
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incomes in the tax which had not been included in the first
version.

In the Turkish income taxation system individuals and cor-
porations are treated as sepawate bodies subject to taxation.

In the recent version of the income taxation system seven
categories of income are cited. These are business income,’
agricultural income wages and salaries, professional incomes,
income from immobile and mobile assets, and miscel-
laneous incomes. Thus, almost all kinds of incomes have besen
covered, only leaving capltalt gains and windfalls aside. It had
always been a leakage in the income taxation system to leave
capital gains aside, though there may be some real reasons for
their-exclusion it is not fair to tax capital gains at the same rates
at which ordinary incomes are taxed, because capital gains
may be fictitious gains and such a progressive tax may be unfaijr,
However, in an economy of high price increases and urbani-
zation, some part of such windfalls should have been channel-
led to the public sector. Up to the 1970's this vacuum had not
been filled. Recently, a special tax had been enacted to fill this
gap by taxing windfall gains on immobile asset.

The rate structure of the income tax is progressive, the
highest marginal rate being 66 %. The progression stops at
the level of 1.000.000 Turkish Liras, That amount and the
amount of incomes above that figure are taxed at 60 % flat-
rate.

The philosophy of progressive taxation deperxis on the
diminishing marginal utility of increasing income, on the one
hand, and the achievement of equal marginal sacrifice among
tax-payers on the other hand, In order to secure those aims,
the progressive structure should be effective. In the Turkish
income tax system the progression is somewhat nominal,
because the inflation has shifted the mass of the burden on the
low-income tax-payers. Most of the high-income tax-payers
can earn incomes apove the 1.600,000 liras limit and pay taxes
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at the flat rate of 60 %. Thus the progression can not be
achieved in the real sense. In order to have an effective prog-
~ ression in the taxation system, either the income brackects or
the tax rates should be adjusted according to the inflation.
Since we are not concerned here with this subject directly,
we shall not go into further details.

“In the present income taxation system almost ali the
modern taxation: technigques such as minimum aliowance,
allowance for dependents, witholding system, efc are being
used.

The corporation income tax aims at hoth public and private
corporations in otder not to disturb the cost structures in the
two soctors. However, the rates applicable to corporations in
different sectors differ, 25 % being applied to the corporations
in the private sector and 35 % being applied to the corpora-
tions in the pubiic sector.

Both petsonal income and corporation income taxes are
the main national taxes, '

In 1957, a new sales tax was enacted to substitute the old
sales and excise taxes. In the new sales tax indigenous pro-
ducts and imports are taxed. , ‘

In the indirect taxation field, another important event 'was
the acceptance of tax-redemption system in exports, Theoreti-
cally, this system is the consequence of the destination prin-
ciple in indirect taxes. Accordingly, a commodity has to bear
the tax of the country in which it is consumed. To avoid double
taxation, therefore, the exporting country should not levy any
indirect tax on the exported commodity. However, in Turkey
the fax redemption system has not been employed towards this
purely theoretical end. instead, the amount which is redeemed
as indirect tax in the cost element has been calculated so high
as to exceed the real amount of the indirect taxes in the com-
modity and cover some of the real costs. Thus, the tax redemp-
tion system has adopted ihe function of an export encourage-
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ment measure :by disquising some of the real cost of the ex-
ported commodity,

Another related subject of impo-rtancé,
field of local f-i‘na}nc-e, has
Zation in the taxation syste

especiaily in the
been the tendency toward centrali-
m by changing the land and property
faxes from being local taxes into national taxes, though some
provisions have been accepted to give shares to local autho-
rities. In that specific field of taxation, tax-base had also been
altered as to be assessed every five year, thus, enabling the
value increments to be reflected in that payments.

. Let’s now introduce some technical properties of the
taxation system, employed in Turkey after 1950 (42),.

Table — 9 ,
Some Technical Properties of the ‘Taxation System

Selected Horizontal Distrubition Tax/GhNP Tax
Years - Direct . Indirect Elasticity Burden
- 1950 39 % 61 % —21 119 %

1955 36 % - 64 % : 0.8 11.7 %

1960 : 42 9% 58 % 0.3 11.0 %
.- 1965 3B 65 % ' 1.9 127 %
. 1970 38 % 62 % 13 156 %
1973 22 % 58 % I I 16.8 %

The distribution of taxes betwesn direct and indirect taxes
i5 quite poor, giving always relatively mere room to indirect
taxes which are regressive in character. Among many other
technical reasons, the poor implementation of direct taxes and
‘ rréri.ati\ﬁenly administrative ease of indirect taxes have led to that
situation. It would be more proper to spare more room for direct
taxes in the system if equity in' taxation is to be attained,

| ‘The burden can be considered relatively low in the eco-
nomy, in general, it should be higher in order to provide enough
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funds to the state to enable her to undertake some infra-struc-
tural investments along with regular -a'd-mi-naij$¢ra=tive tasks, Howe-.
ver, it should be taken intc consideration that there is a close
relation between the stage of economic develecpment and the
general tax burden it an economy.

4 A Comrparnson-

After having explained nbneﬂy the development of the
taxation systems in Japan and Turkey respectively, it is now
proper t0 make a comparison between the two systems in order
" to find out the favourable and detrimental effects of the
systems on the functioning of the economies of two countries,

To begin with, we have to settle our modsl in g theoretical
system. Both for Japan and Turkey the modei Is the
capitalistic mode of production, though to call it a mixed eco-
nomic system is more proper for the second. However, If we
iry to envisage the future, it can be safely stated that the gap
between the two countries in that way may be closing. The

. problem of what would be the alternative of the system that those

countries have hitherto employed, lies cutside of the scope of
this paper. In other words, the system problem has been taken
as given here, *

The basic similarity between the two countries is the
employment of a kind of agricultural tax in both countries
during the take-off period when the agriculture constituted the
hackbone of the economies. However, the similarity is confined
only to the initial stage of the land tax in Japan and the tithe
in the Ottoman Empire and the first vears of the Republican
Government. In the Tokugawa Era the land tax was employed,
thus the agricultural sector carried most of the tax burden.
The Meiji leaders revised the tax, infroducing a cash paymetnt
system instead -of an in-kind payment system. Thus the tax was
given two functions at one time: first to shift the rural economic
surplus ‘produced in the agriculiural sector to the public sector
1o be invested mostly in industrial areas, and, secondly, to
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monetize the econonty to the extent that the tax could be effec-
tive, Besides these direct impacts there was some very impor-
tant consequences of the tax. The tax enforced the sale of
small lands, thus giving way to the concentration in land
ownership. Leaving the important problem of the distribution
of wealth in society aside, it can be argued that the concent-
ration mechanism made higher rates of savings available to the
economy than it would otherwise be possible, The other side-
effect was ths provision of an ample and cheap labor force for
industry, This second effect had, no doubt, a detrimental impact
on income distribution. However, both the effects and side-
offects were perhaps, required for purposes of capiial accu-
mulation, though they had undesirable eifects on income and
wealth distributicn. .

As to the situaiion of the taxation of agriculture in Turkey,
the development had been somewhat discouraging. The main
agricultural tax, the tithe, had been very peorly administered
in the Empire period. The Republican Government had abolish-
ed jt totally in 1925 without introducing any substitute. The
second fax on agriculture, the land tax, had also been poorly
- administered by decrees. The assessment method of that tax
prevented it from providing a high yield to the state. However,
the situation during the 1925 crisis should be.excluded from
the analysis. It was necessary to wait until the 1960’s for the
inclusion of the agricultural sector systematically in the taxa-
tion system though it is still not taxed effectively. Thus, the
main field of economic activity had been out of the scope of
effective taxation. :

Among the reasons for the abolishment of the tithe, the
poor administration was the most important one, But it does
not seem very plausible to repeal a tax on the most important
sector of the economy totally for a reason which can be cor- _
rected just by altering the assessment and administration -
methods. Therefore, we have to search for another more sound
reason for such an important political decision, Such a reason
can be found in the economic and. political power and influence



of the agricultural sector upon the governiment which ought to
depend on a social class in strenghtening her position against
both foreign and domestic opvosition powers. For this reason,
along with the detrimental effects for the 1929 crisis and the
Second World War, the exclusion of the agricultural sector from
" the scope iof taxation had been an important handicap in the
way of capital accumulation. '

In the field of income taxation in the modern sense, it was
necessary to wait until 1950 for Turkey though it had been
effective in Japan as early as 1887, Therefore, Japan had -
advantages in developing administrative skills in tax administ-
ration. The administrative ease had also been achieved by the
establishment of large-scale industries and the .adoption of
western techniques earlier than they have taken place in

Turkey,

In Turkey various direct taxes had been effective before
the enactment of the Income Tax Law in 1950, but they had been
ineffective in the provision o fa high yield tc the public sactor.

The overall success of the systems can be evaluated also
from another viewpoint. That is the percentage of tax revenue
in the GNP. This ratio is of great importance, because it shows
the relative degree of oppurtunities available to the public sec-
tor without resorting to the deficit financing method. In Turkey,
throughout the Republican period, the tax burden on the
econemy has never been more than 20 %, the rate which Japan
had attained during the early periods of the Meiji Era, in the
initial stage of the econonmic development Dprocess, the high
percentage of taxes in the GNP provides high rates of savings
far infra-structural undertakings. In Turkey that rate had hardly
reached 10 % in the period between 1923 and 1960, This is a
very low rate for capital accumulation in the public sector,

Finally, we have to make a comparison from the viewpoint
of tax-equity between the systems which have been employed
In the two countries. To serve this purpose we have o birng
the relative shares of direct and indirect taxes into focus.
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in Turkey the picture is as fcllorws From the very begin-
ning year of the Republic to the present the relative share of
direct taxes which are considered to be more equitable in
comparison with indirect taxes has always been less than 50
%, sometimes going down as far as 30 '%_ If the poor imple-
mentetion of the direct taxes are taken into consideration, the
general outcome of the equity aspect of the taxation system»
in Turkey becomes more discouraging.

- As for Jap.'an, it is seen that the i‘ela-’ri’ve weight of direct

“taxes has been more than 50 % for most of the time. This rate

had reached 60 % after the 1950 revision had been made in
accordance with Shoup Mission recommendations.

. In g taxation system, no doubt, there are certain functions
for indirect taxes as well as for direct taxes. However, with
certain reservations,-when the equity aspect is taken mto con-
sideration, direct taxes gain the utmost importance, It is the
direct taxation system which can be tallored best to the tax-
able capacity of the tax payer. Certain 'measures can be
taken in the field of indirect taxation io fit those taxes to the
taxable capacity of the individuals, but a complete success in
that way s unattainable. Therefore, it is proper to confine the
scope of the indirect taxation field only to their economic func-
tions, such as curtailing of demand for certain goods, covering
of external costs, etc., and resort to direct taxes for pura[y re-
venue purposes.
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