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cause and effect of high tax ratio. o
Buoyancy and Elasticity of Taxation. Buoyancy of faxation |s'rc.|atcd 10 the expansion
hich tax 1s imposed. Thus, for a5

of tax-base. Tax-base refers 10 that legally defined object on W _ ble is cal
imcome lax, income 1S the base of the tax. hecause the amount of tax payabic is ca culated with

reference to the tax payer's income onw hich the rate of tax is ilPP‘lcq- Similarly, the amount of gift,
legally defined is the basc of a gift tax and the amount of expenditure O defined is the base of

expenditure tax.
The yield from a tax may grow in a numbe
the tax rate. I the increase in the 1ax vield resu

increase in the tax coverage or from the increase of tax 1
Thus. if the yield from excis¢ duties. levied on production of a specific number of goods, increases

over lime when no new ilems are in the tax net and the rates of tax are nol changed, then the excise
duties are buoyant. Here buoyancy is the result of increasc in pruducliun of excisable goods. Similarly,
if the amount of yield from gift tax overa period of 11s bound to have stagnated even though tax

rates have remained unchanged and the income has increased. il is not a buoyant because it is found
yield increases alongw th increase in the tax base. Thus, we can

stem is buoyant just in the way we can ask if our expenditure

r of ways. [tmay Lrow with an upward revision of
Its from grm\'th of the tax base rather than from
ates, the particular tax is said to be buoyant.

almost in every country that the tax
pul a question whether Indian 1ax s)
tax is buoyant.

Buoyancy of taxtion is given by the ratio

_ Relative increase in (X revenaus
Relative increase in tax base
If for instance, the yield from income (ax increases from Rs. S0 crore 1o Rs. 100 crore during

a particular year in which income increases from Rs. 200 crore 10 Rs. 220 crore, then the value of

buoyancy of income tax will be

Rs. 100 crore — Rs. 50 crore | B
{ Rs. 50 crore « = 1

Rs. 220 crore — Rs. 200 crore _
{ Rs. 220 crore } & =R

Thus. the income tax in this case is highly buoyant with buoyancy value al 1.0. It shOWSI"“ll

the yield may increase when coverage of the tax is enlarged or when the rate of tax use raiséd
Therefore, elasticity of taxation is the ratio of percentage change in the yield to percentage ¢
coverage or rates of taxation. Thus, if the coverage and rates of a particular 1 dur!
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poiiosd are lownd fo have acreased doubly while the tax yickd icreased by 70 percent the o
ctiwient of tax elasticity in this case will be 0 70 percenmt. Symbolically, the co-efTi ier;; of IRcime
clastio iy O taxahion can be expressed as below | T s SR
Al
ET = L
AY
‘.,
Where E 1 = elasticity of taxation, AT = change intax, | = tax yield, AY = change in national
smcome and X - national income '

Determination of Tax Ratio in Developing Countries

Several attampts have been made 10 explain the differences in tax ratios between different
countries  These attempts tn fo discover if there exist any systematic relationship between measurable
economic charactensnics including the level of development and tax ratios.

One of the earlier systematical statistical study was made by Williamson He considered only
one vanable, (per capita income.) as a determinant of tax ratio. He found that there was a significant
pasitive relanonship between the revenue (tax and non-tax) ratio and per capita income. Moreover
he ook a sample of 33 developed and developing coutnes. In another study, Plasschaert used per'
capita income and import GNP ratio to explain the differences in revenue ratio of 20 developing
countries. Import ratio tumed out to be significant

Hariey H Hinriche has sketched a pattern of tax structure change from traditional to
ndustrialised societies Accordingly. non-tax sources and/or traditional direct taxes, namely, land
revenue. provide most of the revenue in traditional socicties As the society begins 10 breal; away
from old wars, taxes on international trade assume imponance as the suppher of revenue, as this
occurs, tradiional direct taves decline in imponance The growth of internal indirect 1axes like
excises and sales taves is related 1o the development of demestic production, internal trade and
monetization of the economy Modern direct taves Like personal income lax and corporate profit tax
are levied when the economy reaches matunty

Hinrichs has also analy sed the question of the flexibiity ol lax structure at a given stage in
development. In other words, 10 what cxlent economics at the same level of development would
have different tax structures He found that tax structure flexibility is a luxury which only advanced
countries can afford. Since a wealth of tax bases exists. they are in a position lo select and adopt a
tax structure according 1o their cultural and political styles A less developed country is not so
fortunate. Thus, the tax structure is determined primanly by the av ailable tax bases.

R Musgrave has also provided a theory of Lax structure change. According to him, tax structure
‘_d""‘ﬂOmem is shaped by economic as well as social and political factors. Economic factors influence
in two ways. In the first place, nature of lax base changes with changes |n the structure of the
economy which goes with development. Secondly. ecconomic objectives of tax policy vary with
the stages of economic development.

_Thf above cited studies mentioned a close interaction  between changes in political setung
and in tax structure. Furthermore. the social philosophy of the ime seis standards of the equity
®hich. inumn, bear on the choice of appropriaie tax instruments. “The rise of egalitarian philosophy.

M particular, has been the driving force behind the rise of progressive laxation.”

Jorgen R Lotz and Ellion R Morss made another sltep o measure the tax ratio. In their
an words‘
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capita GNP and the ta ratio. No improy cment in atistical e «ults occurred by wding the index of
openness. “The 1ax ratio of a high-income counn 1s mor
high-income country is more an index of political pre!

government role than an index of taxable capacity. _
(2) “For low income countrics. both per capia GNP and the degree of openness were found 10

be significanty related to the tax ratio. although these two factors did not account for a large part of
the  ariance among ratios.” Stanstical results show that Brazil, for instance, L:l')”L'ClR MOore revenue
then would be c,\;‘-t‘cmd for a country with 11s pet capita GNP and foreign trade ratio “‘hilc
A fghanisian’s lax revenue is much lower than the amount that would be predicted on the basis of
per capila income
The UNCTED has anempied an extension of the Lotz-Norss analysis. Itcovered the 1950-66
period and lime-series daia were pooled for 36 deycloping countrics I'he share of agnculture in
GNP and the rate of inflation were the Two new explanatory variables that were considered. But it
was felt that there was no 3 prion reason 10 include the inflation factor. So only the agricultural
share and openness were considered and it was found that they explaned 32 percent of the s ariance.
There an other studics which have aken into account the influences of intangible tactors, such as,
sociological factors, forms of go ermment and geographic regions
In its two studies, IMF found thal tax performance ol developing countries for the period
1953-55 10 1969-71 Lotz and Morss study considered per capita GNP and the degree of openness
of the economy, but left out the composiion of GNP IMI studies under reterence proceed on the
hy pothesis that all the three. that is, the average level of income, degree ot openness of the economy
and composition of GNP would each have a significant beaning on the taxable capacity of a country.
These factors can be embodied in different measures in a regression cquation Fhe 1971 study
e.\amln.ed as many as five equations. The 1971 study indicated that the tax ratio may be said 1o be
dctefmmed by four broad groups of factors. Two factors Iying on the demand side government
services are :

o1 2e distribution
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(1) the need for services arising out of “objective” conditions, and (2) the preference of the
peoplg and lhe. l.caders as between public and private services. On the supply side of raising of funds
are - (1 the ability of the people o pay taxes ; and (1) the ability of the government to collect 18X

. The Sm(.j" concluded under (/) the ability of the people to pay taxes depends on the 1ypes of
SEI.'\’IC-CS provided by the government. (1) government's ability 10 co'ile~c1 I’f\; ag - 'nﬂu=r;rced by
objectives. structural factors, and (i11) also by volitional factors such as effici " ol ol o raliOh
and the nature of political leadership. iciency in administ
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