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inducenents to migratory shifes. Thirdly, challenges to the theory
have been ’“mzmﬁﬁﬁ hecause -1t payvs insufficient attentlon. to the
w%iiic&mimsﬁitutiwnai properties of Tedersl syvsteuns, When taken
into consideration, these may reverse traditional values on good tax
systems, f@éy @x&myi& with respect to sub-nationsl tax competitiom.

(Brennan and Buchanan, 1980, 1983).

fither aspects of the fundamentals of the theory sesem open o
aﬁa&iie%@ﬁg Ancloding some of the sdvantages of tex centrelisation.
In the first place, the case for sub-national tax harmonisation very
much ﬁgg@%ﬁg pn  the distortions in localisstion decisions with

regpect to rescources and hoyseholds of 8 non-hamwonised tex system,

harmonisstion therefore partiy

i
e
4

" The strength of the ¢ass §
depends on the empirical issue of how much migration of people and
respurces is sctuslly dndouced from differentisl tax structures,
Secondly, there iz relatively little hard svidence on the actual
importance of econowmiess of scale in tax zdministration or, for that
matter, to the szxtent to which complisnce costs increase from tax

duplication or overlapping. I these factors eare relatively

&

unimportant, then agaln much of the case for tam centralisation
dissppears. o Un the other hand, the real possibility of considerable
tax esporting, the well documented practice of tax competition,
differences in the visibility of particular tax instruments and the
spread of -tex incidence may drive substentdsl wedges between the
benefits of public  expenditure - for opesident-tax payers do a
Jurisdiction and the costs in the form of taxes they are ask&&i ée:}

bear, hence making the efficiency gains from matching expenditure

benefits with costs at the margin lasg easy to  achieve.

This paper = reconsiders thess issues o Lax
centralisstion/decentralication from & oritical perspective. It

therefore examines both the brosder coriticues of the conventional
fiscal federalism theory on tar assignment, as well as more specific
arguments fovouring tew centrelisstion besed on  the benefits for

neutrality from tex harmonisa

as economiss of seals dn tay sssessrment ond collecticn. By way of

introduction, the concept of tax cenip briefly clavified

and some facts are presented on wverticsl fiscal imbaslance and the

degree of tax centvalisstion in the sizx 00D federstions. The paper



iz  essentially oritical and shows that issues raised by tax

centralisstion sre far from sisple and therefore not essily resclved.

are in order. The discussion of the

federal systems even though wany of its
"awgaﬁﬁmigﬁ to & large exitent, apply to unitary systems of government
local %ﬂéf@f reglonal goverament.
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2t is  debatable whether decentralisation i an

context of Ffederstions {sse Frenkel, 1986,

povernment is established in a federation,

LR

‘decentralizs

even devolution of particular powers, including

possibiiity, as is the inverss of

In such civcumstences it

degreas  of centralisation in

wors, and athempits to measure such
Gecoms  plousible {see section 3}, In

vary from perfect centralisation o
centralisation of tax powvers
control over taxation by the
sation of tazation iz oo @aahiy~
Jurisdictions have egual access to all forms of
concurzent constitutional taw §ww$r$w§ As
her sitvations of perfect tax

ﬁ%ﬁﬁﬁti?isﬁﬁﬁ on ars ever encountered

nvariably the case when ﬁlﬁﬁﬁﬁ%ing
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degrees  of  differvence  from.  the perspective of  imegined polar
opposites, the dntermediste arss of sctual situstions is complex. In
_the context of tax centralisation, this can be 1llustrated from a
handy classifieatory matrix developed by Break (1980=, p. 38}, This
iinks a variety of instrusents for tex coordination to. the degres of
State/local involvessnt and/or control over tax sdwinistration, tex
base, tax rate snd rate structure chodce, and deternination of ifotal
tax revenues. Full revenue indespendence for State/local government or
a high degree of tén decentralisstion reguires full control over all
five aspects of the tax gystew liszted horizontally in this matriz, a

itustion only schieved under coordinated fox administration. ALl
~other dostrusents of fax coopdination fmply graduzlly dncressing
degrees of tax centralisation by removing one or more of Bitate/local
inflvences and/or controls over the tax syvstem. " Bresk's matriz of

“tax coordinetion is péproduced s Table 1.

Coovpdinated tex administration, the least centralised form of

in individusl dncome

Jtax coordination, has been used with vespect &
tax in the United Biates from the esrly 1930s and in Aostralis from
the 1920s %o 1942, din the - lstter country with State wrather than
central sdmindstration predoninating. Coopdinated  tax  bases ave
Likewise used dn the United Sistes -~ generally confined to Siste and
local income tax beses end close coordinetion with the federal income
tax base in the case of some States. Tax supplements, implying a
higher degree of tax centralisation, are move widely used. From 1050
they have besn uvsed din the United States hy some States o integrate
State and local sales taxes; they have also been used with respect
to State and locel iocoms texes. Tex supplements are also used a2 an
important instrument in local government Finance in Scandinavian and
some west Buropsan countries.  In the Form of ﬁﬁﬁﬁmé tax vebates or

e

surcharges, tax supplesentatinn by States iz permitied by Australian
central government leglslation but has not besen tzed @y“&ﬁy State
government. Supplements ave also widely used in Canadian income tax.

o much discussed in the United

ﬁﬁ!é

Centralised ftex sdudnistration has bhe
States, but has pevertheless nob been umed in dncome, death and

5

igarette taxes, wheve its application would appear to be most
appropriate.  Finally, Tax sharing hos been used 40 many federations.
In Canada it was applied to death taxes for a conzider &%Eﬁ pericd,

in Germany it applies with constitutionally guaranteed gﬁggwftﬁ@mﬁ o



£,

-

2il major tawes. In Austesliis, 1t applied to custioms ﬁwd wolse in a
constitutionally zusvantesd proportion for &ﬁ@ £ips ‘

federation and then, from 1976 to 1084, in centrally determined
proportions, first to personal income tax collections aﬁdiﬁhaﬁ o
total central tam collections. Australia’s tax sharing @xgariﬁﬁeﬁ
indicates the high degree of tax centralisation this tax coordination

instrument seems to dnvolve. The Hest German procedures, providing a

constitutionally susrantesd %ax share fo  the Sistes {ilonder)
. , R 1ieati 2
collectlvely, seem o lwmply 2 lower degree of Tax centralisation,

The sabove acts as a2 reminder that the notion of  tax
centralisation/decentralisation iz & comples phenomenon  Involving

aspectg of control over all paris of & tax system: admindstration,
&

base, rate sitructure and ratesg. It is wnot only associsted with
access o tax revenue and should therefore not bhe confuged with the

concept of revenue dependence. Revenue dependence, avising from
vartical fiscal dimbalance betwesn levels of government, can be
resolved, and dn practice appears to b generzlly resolved, by
systems of tax revenue sharing, often involving & high degree of tax
centralisstion, which may sven approach perfect tax ceniralisation as
here defined. As  shown in  sectlon 3, tax  centralisation/
decentralisation ds therefore’ not sasily wmeasured by 8 singls

indicator, and seems in fack not easy to guantify at sll.

3. TAX CENTRALISATION: A QUANTITATIVE OVERVIEW

To iiimﬁﬁra?& the complexity of messurement and interpnationsal
comparisons, some relevant statistical data are presented on the six
(ﬁ&v&l@?@ﬁ §a§@$§@iﬁﬁ$ of Austria, Jermany, Switserland, Cansda, the
United States and Austreiia. All shave the fact that they are high
ingome countries and steble democracies. Three are predominantly

German-speaking, *three predominantly English speaking.  Threse ave

cdensely populated, neighbouring, central Europesn countries; the

other thres are large, continentesized countryies of which the United
States Is velatively fav wove densely populated than the other two,
Germany and Austriz ave velatively new federstions: Switzerland,
Canada and Austrelis ave long esteblished fedevations:;  while the

%

United States is the original model for modern federal systems from



which Capada, Australias, Gersany and Austeis in particolar have

iﬁammta Qéﬁ&ﬁ% and Aus r&if@ have pariissentary systems with little

central goverdident

“"}

other four ensure @gﬁ@;&% representation at the
devel dn verving degrees.  Cansds- and Swiltzeriand have significant,
regionally  based. wminority ﬂ%%@f% Bre  EmOPe

homogenecus dn this respect.

the fiscel dnstdtutions bebween thess sl de sed federations needs

shio ﬁﬁm§mriwﬁﬂ of

1o feke into asccount the encrmous varls éﬁﬁﬁgﬁ&@%img

oolitical not o wention sconomic
Table 2 izmtics of the
public sectors tate and local

srpenditure vesy and  own-tax

revenue and . it also
indicates the nunber of state and local government units in thess
coumtvies, as one crude index of their degree of decentrslisstiont of
govermeent, These dats revesl considerable wardiation behieen the

practices of the six countries compared .,

At the state/provincisl level, Canadian provinces are clearly

the wost important fiscally spesking, though Australisn states Follow
closely with respect o expenditure respongibilities. They however,
rarik last with respect o tex respensibilities, while Austrisn lander

have the lesst’ fiscal importance on both expenditure and revenue
measures. In relative terms, the importance of the second level .of

government in Switzerland, Germany and the United States is roughly

comparable. With Jocal government the situstion is gulte different.
Loral povermment functions aﬁﬁ. hence their filgcel jlmportance . are
highly restricte =d in §mﬁif&i?a%g they are particularly important in
Switzerland and the United 'States where political decenteralisation is

carried Fourthest. Combind

Austris arve the most centre regpect o revenue vaising and

‘&&ﬁ&ﬁ& and Switze ri@mé least centralised: in terms of expenditure
Austria iz  the zost centraiised with Censda, Switeeriand and

prder. Finally, and doplicit

o
e

éagtza&za the &%@gt centralised in th
in the above, Austrdisn and Avstralians state governments have the
highest degree of  dependence on dn i@rwWﬁfgﬁﬁméﬁzs transfers whil

the degree of local government dependence on such transfers is least



o

.

in Austria and Switzeriend, substantial in Australis and CGermany,
very substantial though declindng in the United States and close to a

half of total revenue and grants in Canads.

Vertical fiscal imbalance exists in all these federation in the
sense that none of thelr state and local governwent systems vaise

sufficient revenue to match thelr expenditure responsibilities.

Canadian provinces, United States’ states, Swiss snd Austrian local

government units come ol st o schleving fiscal balance. The gep

betwsen expenditure and the grestest for Australian ztates

and  Canadian local Australisn  and Ausirian states

{lander} arve
Table 3}, as

dependent on transfers (sees also
nited States municipsiities. In the
United States, state governments now transfer considerably more

revenue to local gove

ts than they receive in federal grents, as
shown %@f their negative net fransfers. Table % shows the limited
variation over time iIn the state/local sector dependence on central
government transfers, especially for Australia, Switzerland and
C&naﬂ&§ and the high and growing degves of dependence of local
government on central funds in the countries with unitary povernment

systems which make up the remsinder of the (ECD.

As Bird (1986, p. 10} has pointed out, it is not easy to
capture the characteristics of the Fiscal systems of diverse
federations by a single index. This applies not only to the degree
of revenue dependence of particular govermment levels, it applies

gven more to  the

of  taxn centralisation 4n particular
federations. Tables & and 5 asttempt to present a clearver picture of

factors relevent to ths tax centralization in the revenus

systems of the siz developsd federations in the DECD. Table 4 doss

g0 by showing the relative ilmportance of state/local tazation on

aggregate with respect o fotel tex revenus and 0P, Table B
presents the relative importance in terms of GDP of specific groups

of tax instruments frow the OECD tax classification which are used by
sub-national governments , together with the relative access to these

taxes by central =o

In terms of access to aggregate tax revenue, Canada is clearly
the country with the least centralised tax system, Followed by

Switzerland, the United Ststes and Germany while Australis and



-G

Sustria ave the most centralised with respect fo taxstion. However,
if Jocal goverpment &ﬁéﬁgg to tax revenue is weighted move highly in
the decentralisation index, then Austris’s position a8 a
decente &zig@é tan country changes - particularly ino terps of tax
revenue relative to GUP where Jocal govermment access is second only
to Bwitzerland.  dusiralis remaips highly centralised on this score
an well well above the degres of %&x centralizsation in CGermany and

the United Btates in thig vsspect.

fAustralia’'s highly centralised Loz sysiten is also evident frowm
datae in Teble 5.. Unly Austrelis’s central govermmwent has exclusive
access to income tazes, snd to generazl and specific ssles taxes {(with

3

one, rather insignificant excepition in the form of state business
T

M"
M

cing fedeyaticons tend to share

Franchise taxes}. The
thelr tax bases most widely. Canads snd the United Stetes do zo o 2z
less significent extent. Unly property tesstion in its variocus forms
iz a tax bsse generally svailable fo 8ll levels of goveroment in all
faderations, The local gpovernmeni propesriy fax in the FEnglish
speaking federations iz the move important fors of this highiy
decentralised tan lon ascigrment consistent wiith the popmative tax
assignwent rules of fiscal federslisw  theorv).  However, ithout
detalled enalyvsis of the dndividusl taxes included in this table for
the six federvations, their relative welghting in & hypothetical
é@g@&& of &@@iya%é tion scale, wnd sowme attempt at sgrregation of
these indices, 1t is impossible to come to any simple conclusions
ghout the degree of ftax centralisaticon for the six federations on the

basis of the dats in these fables.

What the guantitative comparison in  this  section  has

demonstrated is the Ilmmense variety in the practices of the federal

3332

systems of the developed OFCD world. No easy conclusions can be

government %@ ﬁ%%xV&

g;%
N
g
Bes
§
o
fd
]
0
By

drawn about the inability of cerbs

revenue from particular tax forme. Practice is hetervogeneous, partly

because of the tax %@%?ﬁ&ﬁ@ tion possibllities which allow sharing of

3,

tax instruments and whic v dmply verious degrees of tax centralisation

{see Table 1}.
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&, TEE IMPLICATIONS FOR TAX ﬁﬁﬁ?ﬁ%xigﬁTiﬁw QF
?@ﬁ@?i@?ﬁh ASSICGNMER T ?ﬂ FI S@%M ?&ﬁ RALTAM THEORY

Tax assigoment vules in traditional fiscal federalism theory
are based on widely accepted perspective oun the economic operations
of federal states. First, they tend to use the layer cseke model of
federations with its three tievs of central {national or fedsral),
state {londer or provinciall and local jurisdictions as smeparate and
gseparable units. Second, and drawing on the thres-fold budget
Ffunction clesssification developed by Musgrave (19559}, the rules
require the @ﬁgiJmmﬁm@ of y@ﬁ@ﬁmﬁi%iiiziﬁﬁ for eedistributional
policies and stabilisstion to the central government. Finally, felr
entditliement rules based either on the principle of tervitordality or
that of allegionce {residence) combinad with ‘%ffiﬁi&nﬂy
congiderations in trade and fector utilisation, particolarly that of
neutrality, wield sixz general ?fiﬁéi?lﬁ% aof tax asssigmwent in s
fedevation. Following Musgrave {(198%, p. 11}, these pfﬁﬁﬂi@i&ﬂ.ﬁan

be ilisted as follows:

{13 taxes sultable for sconomic ztabilization should be centrsal;
lower-level tazes should be cyelically stable;

{2} progressive redistributional taxes should be central;

{33 personal texes with ??ﬁgﬁ@ aiwﬁ rates should be levied by the
jurisdictions most capsble of implementing a tax onm a global
bage:

{2} lower-level gpovernments should &ax bases w&th, ilow mobility

between Jurisdictions:

{5} tax beses distributed highly unegually betwsen Jurisdictions
should be centralised: and

{6} benefit tpwes and user charges might be appropriately used at
£

all

In fturn, these sin principles din combloetion produce ths

¥

fﬁl%@@i%@ specifilc sssigoment of categories of ftax ingtruments:

Central level: integrated incoms tax, expenditure taz, natural

State level: income tax, destination based product tax,




natural resource tax and user charges:
Local level: property tex, payvrell texes end user chavges,
{Musgrave, 1983,p.13)

it need havdly be mentioned vua% 1% terme of actusl tax &g@ S

in federations where iﬁ@ﬁm& %&x&& and h?ﬁ&ﬁ baged expenditure tanes

are by far the @@ﬁﬁ ﬁﬁv&@wa slastic, ,Mi set of rules produces a
gh degree of raw@ e ﬁ@ﬁﬁﬁk@ noS On %ﬁm ﬁﬁﬁ&?ﬁi government, and

1 ﬁ@%é&ﬁ ae well.

i&ﬁ%

generally speaking, a ﬁ £ @ﬁgW@@ of tax centr

gy

iieh dual smsigoment of some tax bases {income, natural

resources, comuodities}, Musgrave {1983, p. 14 suggests multiple use

with tax ?&?%ﬁiﬁ&;iﬁ rather than separste tax sszigoment and hence
k:

{ae implicitly demomstrated in Bresk's tax coopdination matriz of

Table 1) a high degree of tax centralisation will be reinforced.

]

Musgrave {1983, p. 15} @ﬁkﬂwwiﬁdgﬁg that in specific Instences such
coordination iImplies the surrender of freedom of action in cholces

gvel of tazstion on the part of

it

about  the structure and the
CJurisdiction and in fact veduces the diversity gquality of true
‘fmﬁﬁﬁﬁli”m in &h@ in nterest of the efficiency and equity conseguences
vﬂf gr@at%y tam um&f@&&i*y In addition, and drawing here on ﬁgym&ﬁ*
%ﬁ&éx&ﬁ and ﬂ&wifﬁii&ﬁ gfa“*éa@§ the tax centralisation inherent in
the =ix @?i%bx§1@5< &mﬁ4 the sssociated wrevenue sharing foeilitates

5

egualisation of ﬁ&ﬁﬂaz eapaclity or other Jforms of intepr-

Jurisdictionsl eguslisation for the sske of national unity or other
philosophical principles (Husgreve, 1982, o. 159,

This spproach to the determinstion of tsx sssigmment rules has
& number of problems aszociated wi%% 1t arising grﬁm the uvnderlying
Figcal §@ﬁ$ﬁ&§ﬁﬁg‘ﬁﬁﬁﬁ?§@ 4§§@$$ Kd%i ning sooe ﬁiﬁﬁﬁ problews in
the theory, coriticisms which &ta$Wh. the fiscal fé@é%&xirm theor
Foundations of %ﬁ@ tax assigrment ’¢$;ﬁm ples arve discussed im more .
detail. First, in the ﬁr&ﬁiﬁﬁ&é&ﬁ ﬁﬁ@gﬂw‘ the number of Eéw%i@
‘;iﬁﬁf&mé ard ?h@ ﬁa@%er' Qf jgmééﬁﬁiaé;ﬁmg within esach level are
ﬁ%yaﬁza%i§¢ a&%ﬁ‘ ﬁ@ %z@g&mwﬁ iv miven, Clearly, mors than A%%ﬁﬁ@
‘13w@@i$ of gﬁxiqﬁfﬁ cions may &@ appropriate from the ef; . ‘

of jurisdictions to ensure “amMgﬁihiiiﬁv %ﬁ?w-%ﬁ Mzg bounda rieg of

public g@@&gy benafits, tax Eﬁwiﬁﬁﬁﬁﬁ and ;ﬁiwiﬁﬂai %@uﬂﬁaﬁi%$§

W



Secondly, heterogeneity of size and other factors within levels of
government is often ignored in the discussion, apart from its obvious
relevance to fiscal egualization. In gractice, oity govermments of
large urban concentrations may dwar? second tier state Jjurisdictions
and this wmay alter conclusions sabout administrative efficiency
Jinherent dn the tax assigrment principles, Although thess criticisms
are not easily sccommodated in the traditional theory, they are not
destructive of dis major Ffindings, unlike the wmore fundamental

criticisms of the theory which have besn mounted.

The First of these oriticisms guestions the sppropristenssg of
assigning redistribution and stabilization functions exclusively to
the centrsl goversment, the explicit basis for the first and second
tax &Sﬂigﬁﬁ%ﬂ% principles {az clted at the start of this section).
Un redigtribution, there Iz a2 well-defined literature on
redistributional policies as a local public good which wa&m%igﬁmuﬁly
suggests a local role in rvedistribution policy. Tﬁig partly derives
from the grester satisfsction for a ﬁﬁm@? {tax pdy@r} if ths object
of the redistribution is in closer @rﬁximity while this factor of
proximity din addition enhances @%Pﬁ%?ﬁiﬁn of the nature of the
problem. - Bocial cholce mﬁﬁ&iﬁ@r@%i@ﬁg furthermmore, suggest varving
preferences by ciltizen~voters for th@ ﬁ&g%@@ of @ﬁbii* redistribution
thaey would like to ses adopted., This loplies éﬁ%&mﬁ%@ gfficiency if
these preferences are catersd for at the sub-national level {see
Grewal, 1981, pp. 28-30).

In the context of the stabilisation Function, Breteon and Scoit
{1978, p. 141} concluded that though this needs to be amsigned to one
level of government this does not, in their view, necessarily mean
central assignment. Organisstion costs of ﬂ%&biiﬁﬁ&%i@ﬁ policy vise
with size and thereby favour its assignment to  sub-national
Jurisdictions, and they demonstrate that in principle both micro- and
macro-stabllisation policies can be carried out effectivelr at the
sub~national level. Buch revisions of ths gzaﬂda;ﬁ asgigoment rules
have not heen accepted in the textbook literature [(for example,
Husgrave and Musgrave 1984, pp. 513-6). These msintain the need for
central sssipment of redistrvibutional Ffunctions

inter-jurdisdictional wmobility prevents an

redistributional policy. Fiscal and @@@&tﬁ“@ stabilizatior



likewize continuce to be ssen ag essentlally central functions

of the implications of the wide diffusion of §§@§%§@Eiﬁ$
fundamental differences in the lmpsct of ﬁﬁ%ﬁgﬁ%rvﬁﬁAkﬁﬁﬁiﬁﬁﬁl an
"gg&iﬂﬁtZSﬁéwﬁﬁﬁiaﬁ&E public indebtedness, and the iﬁt@i%i&@ Judzeament
of the ineffectiveness of sub-national monetary g@iﬁﬁyié@@%@g@ﬁ wit
a fear of its potential ix sponsil lity _However, changes in

policies themselves,
G

irvespective of sssigvwment, types of crxiticisw
sppear to have weskened th belief in the need for

& rvedistributional vole for sub-national governsent may also be
based ou the fwplicsticns of g concept of locationsl surplus whic
reduces  the dmpact on dnter-furdisdictionsl mizvation from Fiscsl
changes of 2 redisteibotive maturs by placing sdditions]l restraints
on inter-jurisdictional mohility. The traditional fiscal federalism
wview restrains wmobility  din  response  to  fisecsl  stisuli by

Chypothetically increasing the size of sub-national Jurisdictions
until in the limit such mobility is effectively eliminsted by merging
national with sub-national unit and centralising the distributional
function.  On the common sense argument that location within a
particular Jurisdiction gives sise to pet benefizs other than thosse
Erom its fiscal system, Urewal asnd Mathews {1983) heve constructed
the concept of & locational surplus which aggzregates the locational
benefits {adjusted for relative locational disadvantages) accruing to
“regidents in thedr position as consumer snd producer. The larger the
‘locational surplus from consumption and production, the greater the
potential fiscal dissdventages/sdvantages have to be o induce
interjurisdiction ewmigration/immigration. The degres by which
locational surplis reduces the inter-jurisdictional mobility of its
residents determines, ceferis paribus, the degree in whiech sub-
national redistributive policies can be effectively implemented at
that level. This allows 2 grester discretion in tax assignment to
S sub-national  jurdsdictions for redistributive purposes than the
traditional view suggests end in addition the sargument about
Cdocational surplus has deplications for the degree of distortion in
trade and factor use associated with non-uniform sub-national tax

systems {explorsd in section 5 below).



& further Fundswental critioue of the tex sssigoment principles

baged on btraditionasl Fiscsl

comes from the Brennan-
Buchanan public choice pevspsctive on federalisw., As Brennan and
Buchanan {i%ﬁ@; p., 183} conclude, their “ewphasis is on federal
asgignment as & wmeansg of ensuring thet dodividusls have avallable

options as smong

Hetions, and on the
effact that the ;@&%ﬁmtﬁaﬁ'ﬁ. exeroise of these options has oo the total
fismcal exploitation in nee spatial }ﬁi‘ﬁgﬁ@ﬂ’ﬁi%& of

public goods are reduced importance sl what arve sesn

as problems or virtues oubcomes din the traditional

fiscal federslism %ﬁa@f‘wv BYE
this figecal constit
ldmitation. Erxawmples

Filest, in a fiscel

vertical fiscal imbalasace) for zovermmant may well be

efficient because 1t assists dn  lowerving aggregete  gpovernment
intrusion in the economy. Secondly, tax coordination {for example,
central tax administration and gollsction on behalf of sub-national
Jurisdictions) is viewsd as detrimental taz collusion favourable to
the suppliers of public sewvices {(Including buresucrsis! on the
general ground that “tax competition aswong separate units ... is an
ohiective to be sought in itz own pight' {(Brenssn and Buchasnan, 1980,
pp. 185-6, their emphasis). Thivdly, in a subseguent piece, Brennan
and Buchanan {1983, p. 62} argue that the spatisl considerations of
tazes are at least s lwmportsnt as those of public goods iIn
determining  optimel Jurisdictionsl size, hence reinforcing  the
argument that the case for decenteslisation of goversment “"depends
for itz coherence on the simultsneous decentrslisstion of taxing end
spending powers™ {Brennan and Buchanan, 1683, ». £3). Thiz is in
part reguired 'ﬁm engure regional wariety., in part to provide

gffective constraints on

sgenty  to provide m%‘s"{zmsﬁc: in

accordance with thelr constituss

1s enhanced when sub-national
then iInter-jurigsdictionzal mo
political behaviour. The wmors competitive federailsw ilwplicit in
this model dmplies a wuch styongesr degree of subenational tax

independence and hence tax decentralizmstion.

The oversll effect of these critical considerations is reduced
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emphasis on the efficiency of centralisation in all federal
functional assignments apart from the allocation of resources where,
depending on the spatial characteristics of the benefits of the
service provided, decentralisation has always been preferred.
Reinterpretations of the benefits of centralisation of stabilisation
and redistributional policies clearly create more tax room at the
sub-national level by reducing the impact of the tax assignment rules
which assign progressive redistributional and automatic stabilising
taxes to the central government. When in addition, there is a
tendency to reduce the scope and validity of such policies, as also
has been happening over recent decades, this part of a case for tax
centralisation is further reduced. However, such conclusions remain
debatable, are often dependent on values rather than fact, which
reduce their impact on restoring the balance towards tax
decentralisation. The political argﬁment on the nature of
federations, which views decentralisation as a good in itself because
it constrains the rapacious nature of the Leviathan of government is
in some respect more potent. If the essentially political wview is
accepted that small government is good government, then federations
with a strong decentralisation bias in taxes and public goods
provision have apparently a useful role to play in constraining a
growth of government (but cf. Oates, 1985, who finds no empirical
support for this conclusion). Despite this lack of empirical
support, the constitutional aspect of federalism as a method of tax
limitation has had practical applications to issues of tax refnrm.s

5. TAX UNIFORMITY, TAX HARMONISATION, TAX OVERLAPPING
AND TAX COMPETITION

Some of the key issues ralsed in the literature on relatively
decentralised tax systems focus on the dangers of tax overlapping and
tax competition, the latter because it offends the criterion of tax
neutrality by seeking deliberately to influence the locational
choices of business and others. In a federation, tax overlapping can
be vertical when there is duplication in the use of a tax base at
more than one level of government, or horizontal when tax bases are
used by different jurisdictions at the same government level, a

matter of potential concern to those doing business in more than one
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state (lander or province). The latter possibility introduces a
dimension of administrative inefficiency in the discussion of tax
overlapping through the higher compliance costs inflicted on
taxpayers from multiple use of a tax base. As Break (1980a, chapter
2) documents in detail, the remedy for the problem of tax overlapping
and the distorting influence of tax competition is through tax
harmonisation and tax coordination, both procedures (as indicated in
Table 1 derived from his work) frequently implying considerably

increased degrees of tax centralisation.

The gquestion at issue for this section 1is not to test the
prevalence of tax overlapping and tax competition but to attexﬁpt to
assess the vrelative importance of the detrimental efficiency
consequences in terms of reduced tax neutrality and increased
administrative and compliance costs thereby facilitating assessment
of the necessity for the tax centralising remedies of tax
harmonisation and tax coordination. If, as King (1984, p. 209), for
example, suggests, the quantitative importance of these distorting
effects from unharmonised tax structures is exaggerated, the
efficiency case for high degrees of tax centralisation :;is further
eroded. This is of course an empirical question, and unfortunately
the empirical results on the subject are not nearly as clearcut as is

required for an unambiguous set of conclusions.

Netzer's (1974, pp. 399-403) survey of the literature on the
locational dimpact of tax differentials concluded that the
literature's general finding for the 1950s and 1960s was that
"relatively high business tax levels do not have the disastrous
effects often claimed for them" (cited from Due, 1961, p. 171)
because State/local taxes are too small an element in business costs
including in business costs differentials at alternative locations.
More important, Netzer argued, were the intra~regional locational
effect of local taxes, since in a specific metropolitan area, for
example, other cost differentials would tend %to be relatively minor
{Campbell, 1958). However, residential locational decisions were
apparently not very sensitive to local tax differentials in so far as
the then available evidence was concerned, a matter explicable in
terms of the Grewal and Mathews locational surplus analysis

(discussed‘ in section 4). Netzer makes two additional important



points din this part of his survey. Fipst, tax differentials
refiecting differsntial costs in local public services to . Business
and residents cleamrly need not be dnefficlent. Secondly., and

irvespective of the empivicel evidence, sub-national tax policy

makers have a real fear of the potential effects of taxn ﬁﬁﬁ@ﬁﬁ&%i@ﬁe

often because tax instruments are I

disposal for dnfluencing locational

Since Heitzer wrnle, these conclusions have been substantially
revised, partly because of different Findings in the smpivical
literature, partly because the extent of siate tax Aifferentiais
appears to bave increased.  {(See Wheaton, 198%,  on the United Btates
gitustion. } In. . addition, 8% . Shanooo {1986) pointe - ooub,
interjurisdictionsl tax competition i1s. now wioning - friends dn
acadenia {see, for example, section & abovel who regard this easpsct
of diversity in a federal system as one of positive importance in. &
Federailion; while incressed interpations) sompetition o makes
locational choices for business frowm the perspective of domestic
costs {including public sector induced costs) move i%ﬁﬁﬁ%@ﬂﬁa A

£

symposium in  the National Tor Journal oo
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contribution mentions both the chengs dn  thes 11
empirical literature on the subject and the changing per ﬁgt@wg or

the desirability or otherwise of tax competition.

strong consgensus thalt ponirary o

The recent litew
Due's earlier finding {(Due, 1961} the empirvical evidence no longer
supports the conclusion that state/local tax differentials do nnt
greatly affect locatio
Papke and Papke, 1986: Cyourko, 1587},

substantial éigﬁﬁﬁii@mg in consumer dec

with Ffurther locational effects {(Hamovich,
competition thevefore seems to be ilmportant
m@ﬁ&'%&t@%&ﬁ@ﬁ&myam&ﬁw@mm:mﬁm@EQQM§ﬁ%@ﬁfimwﬁ
involved and their role im the sub-national jurisdiction’s fiscal
structure. Tax competition in benefit tawxes related to the public
service provision of the sub-national Jurisdictions, cantot be

3,

condesoned a5 Inefficient. g@w&v@r§ such competivion in taxes where

4]

hﬁﬁﬁ@ﬁg can be sasily exported and wheve the bases are more mobile i1



sney  grounds

considered to be less

{(McLure, 1983b, 1986). However, the genevally distorting effects of

tax competition, wore impovtent than praviousls

thought on recent
enpirical evidence, ave lsss freguently criticised than previously

because of detrimental neutrall ty effscts,

Trom the fact that tax competition

something beneficial, Just  as=

regarvded a3 beneficial, Tam
competdtion ENCOUrages graater  government ragoonsivensss Lo

consumers/voters and has positive effect on cost contalnment. It then
Lo

clearly becomes something e iraged  betwesn sub-national

3

Jurisdictions rather than somathing  to be eliminated by tax

hammonisation or other forms of tax coordination. This Zeems o be

the dmpact of some of the new literature on the subject {e.g.

McGuire, 1986, p. 373:; HMcLuce, 1986, pp. 384-5}.  This conclusion

#

reverses the efficiency case for tax centre slisation becsuse @ﬁ the

beneficial effects of unifors sity on

£

There remaineg an sdeinisi

_ competition at
the sub-national level substantial diffeventisls in

base and rate structurs

penmtional jurisdictions.

This case is particularly 2t the sub-

national level where & reguirement for

=

administrative eff delency and reduction in omplisnce appears to be

4]

compon definition of the ¢ax base.
Similarly, in the context of
Australis, for in ferms of

both time and »

wpbell Inguiry

competitive neutrality

unifors systen o stamp duties o

in the financial sector [cf, Groenewegen, 1983, p. 309). There sean

to be no empirical studies where such costs of tax

documented, hence 1t not 2asy t0 assesg guantitative

significence,

In general, it can be concluded that visws on taz competlition

have changed. The incrsased locational {impact atiributable on
empirical grounds, Lo @é&i&jiﬁﬁ&i tax  differventials | the

allocational dist y?zﬁg% of which would have been decried sowe years

H
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local taxes for federal dncome tax purposes, which may transfer part
of the resident's state/locsl tax burden to teaxpavers in other
Jurisdictions. If tax emportation by states and local government is
admitted to be a possibility, then tax importing is likewise
ng&ihiﬁg o be congidered ss z potential wedge bebween Lax costs and

£y

the costs of locally avallsble publicly provided goods and services.

s

3

Direct net importing occurs when residents' tax lisbilities to othe:

B

Jurisdictions exceed the amount of tax their 3@&%@5@@@&3 unit can
export. Hore lmportant, at least on the statistical sewvidence, is the
indirect importing potential of states which either have low average
state/local tax burdens or which do not use one or more of the

important tax Instruments deductible for federal tax purposes. The

substantial revenus costs of state/local tex deductl ﬁiwiiy§ From
i

which residents of such sub-national jurdisdictions besefit relatively
little, may rals federal income taz rvates, from which such
" . . 10
residents’ tax lisbildities are clearly not immune.
Izsues raised by direct and indirect tar importation and

exportation ave oomplex, snd swmpirvical results on the extent of the
phencmenon  are difficult to interpret because of the J4ifferent

assurptions which underly the @ayﬁiamiﬁﬁ snalyzes and the difficuliy

in making ﬁﬁﬁe%wt@m@ﬁ&aﬁ comparisons  becsuse tax sitructures snd

regional economic structures vary over time {see the survey by Huttl
and Morgan, 1988). In the context of tex centrelisation, ths
following conclusions can be drawn from this discussion. First,

spatial considerations and interjurisdictional spillovers of tanes

-

are as important as  those @%K&ﬁiﬁg o public good supply, a
proposition largely dgnoved in iﬂ% Fiscal federalism literature until
attention was wightly drawn to it in more recent theoretical
discussions (see alsc section 4 above]. Secondly, aexpovted siate
benefit texes cause no efficlency @?@bi@m@ because as long as these
taxes are benefit taxes in the gtrictest sense of the term, they will
appropriately allocate related public zoods costs to residents and

mon~regidents alike, Hence benefit tawes 1ike

charges relating to motorists are good state and 1

2

as they ares not excessively used for gener

. revenue purposes
personal income taxes based on residence, payroll texes st site of
occupation and sales taxes on consumption, all relatively good

proxies for benefit texes for state and local provided goods and



3

3

X
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services, can likewlige be defended as suitable sub-national taxes
{McLure, 1967, p. 73).  However, those taxes iargely unrelated to
benefit at the state and ia@a@ Ievel &mﬁ“g@ﬁ@r&iﬁy displaying high

exportability - such as corporation taxes, mineral severance taxes
and tazxes on railway, mineral and menufacturing ‘property - are. not
good state/local taxes, and on this {aﬁﬁ ather) prowds, should be
centralised (Hcluge, 1967, p. 7% Zimmerman, 1983, p. 199},

However, os Morgen and Mutti {1985, p. 207} %@iﬁ& 'Q&ﬁg Feaution
should be exercised in developing general conclusions @ﬁggrﬁiﬁg‘@h@
effects of tax policy in a specific state based on a particnlasr tax
or group of taxes or a particular avenue of tem ex gﬁxt@@@&ﬁ o
imporitation”. They alsc make the important point, which bears
repeating in this context, that empirical results are liable to
change from structural changes ism the regional economy analysed ahd’
variations in tax rates. and tax structures in the relevant

jurisdictions (Mutti and Morgan, 1986, for &&a&yﬁ&s pp. 90,99}

7. ADMINISTRATIVE CONSIDERATIONS IN TAX CENTRALISATION:
ECONCMICS OF SCALE, COMPLIANCE COSTS AND TAK EFFECTIVENESS

i

fn his fiscal federalism literature survey, Netzer (1974, p.

39%4) psid considerable attention to the administrative ﬂ%@&% lities
of mize amﬁ 3%@&3 of government when evaluating the iiterature on tax
assigoment ﬁﬁﬁﬂg l@vﬁlﬁ of government.  Here he argued size rather

than lewvel WS 1m§ﬂ%%aﬁtg a point of considerable dnterest wﬁaﬁ lﬁ

units in wA?@ {k&iﬁh can of course be measured in &&ﬁs@ of ar

gnd/op pﬁﬁmiﬁ@iﬁ%}

It seems to be generally assumed that scale sconomies apply in
tax administration. Netzer (1874, p. 3%%} regarded this as "obvious"
though King {3984, p,. 216} mors c&m%§@uaéy Ehgﬁ&ﬁtﬁ that *
t?ﬁ% @f ‘scale sustaingble

5

ittt s

possible that collection is subject %o ec

in bigger %r%ﬁﬁwt There seems to be §QW§ Eizﬁzﬁ @%@1@& cal evidence
on &&ig{ Q%%&ﬁﬁs Hetzer illustvated his ﬁ@@mﬁ%w on the sublect with
data on @K&@ﬂﬁ&%&f@ Por finanbial edministration relative to revenue
eoilection &y size of government units {(messured in terms of
population) for the mﬁﬁwiﬁ%ﬁﬁa These are rveproduced as Tabls f. ‘iiﬁ

7
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interpretation of this evidence suggests scale economies for states,
aiéiaﬁ and countries with roughly bomogensous tax systems {the
svidence iz more difficult toe interpret for ?;2}& gingle, central tax
collecting agency) while in addition he arg;iz&ﬁ evidence for scale
soonomies beocomes mfém greater when. guality of ﬁﬁimizxiﬁtmﬁtii}m is
taken into account {Netzer, 1974, p. 396}. v -

O this important matter of the adventages of centralised tax
administration, there seems to be even less empirical evidence for
other countriss. For exsmple, Nowolny {1%33; "gzg;& 272-3y, after
mmz%:im&%ag: "yhe lower costs of central tax administration, and the
lower complisnce costs for dndividuals and firws operating on the
interregional level”, provides no empirical evidence from German and
Swiss experience in :}ﬁ@?@r& of this @f@wsi@m’zw For Australias,
Mathews (1080, ».56) simply refers io Yihe administrative economies
of reasonsbly uniform tawation m@r&ﬁg&mmkﬁ“ plearly taking such
sconcmies, including lower Qérﬁ;;li&ﬂﬁ@ coats, for  granted.
Groenewegen {1981, p. 17) who also sccepts the validity of econocmies
of seale in tax administration, lapents the lack of “direct smpirical
evidence to support this contention®. For Australia, in fact, it is
sﬁif’ﬁmﬁ@ to obtain relisble evidence on the subiect, because stats
tax adwministrations f&réiy publish cost data, unlike Australia’s
central taxation office which publishes annual data on the collectiocn

costa of the gpecific taxes it asdministers.

The one Australian attempt at obtaining comparative data on
state and central tax administration costs {but without the specific
purpose of testing the economies of scale srgument) iz in the Report
of the Commitiee af'i’m@u‘izﬁg ‘{nto Reverue Raising in Victoria (1983,
chapter 11}. It compares central and Victorian tax administration
costs with r@&;g&&ééi to shaved tawes {(payroll tax, stamp duties),
warning that interpretation of these data is not easy (ibid, pp. 640
2y, & statistical ag&?ﬁi&ﬁi}é to this chapter {ibid., pp. 640-2)
confirms the 4ifficulty of obtaining réaﬁmma@iﬁ conclusions on ths
subject from the avallable data, as is ﬁn&ié&tﬁd in the veproduced
sanple of information from this 3@1@&*&:& in T&bﬁ;é ”?,’m
’ﬂ&g information m‘i tax sdministration costs in Table 7 is not
... easy to interpretl with respect to the existence of economies, of zcale
{mize of éiﬁiﬁ’iﬁéﬁiﬁtiﬁﬁ?e Feononiles of size are suggested by low

i
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only be fully enforced by collection from the producers, that iz,
af ) &

ence with

tion, a proposition confirsed by experd

ke
o
e
o]
o
e
&
4

central adsm

consumption taxes is often

8 above}, if degrees of avoidance and sv

g

height of tax rates, sub-vational sssigm

constitutes a form of tax 1Limi tation,

How strong then is  the

centralised taxation? On ¢ priocr! grounds, widely bheld views on the
effects on compliance costs of decentralised taxation with horizontal

tax overlapping, the real @ifficultise in snzyring taw sffectivensss
with respect to evasion/svoidance control by small tax ymits, and the
intultively sound argument of sconcmies of scale in tax collsetion
make the case seem 2 strong one.  However, gapeeially in the case of
the economies of scale aspect of the argument, ewpivical evidence is
lacking while it can be suspected with good reascn that what scale
sconomies there were in tax admindistration are iikely to have bsen

substantially reduced by cheaper and more widely sacceptable

computerisation possibilisie

8., CONCLUSIONS

What conclusions can be

the costs and benefits of Yox

o

and measurement of such decentralisation is not steainh

&
o
%

g o 2 q ! . e i By STRPTREE. S o 355
hence 1t is oot essy to assess changes in practic

captured Ve Gase

For tax signment
of stabliization and

@

decentralisation is seen as

fwportant

decentralisation for a stable,

system of government, Views



changed. This iz partly explained by a move favourabls academic

perception of all parts of the competitive process, though from the

R

perspective of tax neutrality, the sheerved increase in locational

responsiveness to growing subd

easily defended aspect of morve taz
tax export snalysis for tax assignment
interpret, partly because
now  available reveal
findings. This, covbined with

assignments, makes the pold

limited. Pinelly, admindistrative aspects inue to bs seen as

iargely favouring tax Follows from the

sconomies of scale ase lower conplisnce cogis

fFrom a more uniform tax system with little tax ov eriznppling, and the

higher effectivensss of large jurisdictions in preventing avoidance

i
amnd evasion. However, 1ittle smpivical evidence is availabls o
support this wview while in addition changed technology may have
altered its impact in supporting a more centralised tax sysienm.

: Given these considerations, how strong doss the widaely accepbed
case for tax centralisation remain? In combination it seems that
pecent research has tended to redpce its walidity though 1t sust be
noted that this conclusion greatly depends on two rather Judgemental
factors. Theze are the gpreater emphasis on the benefits of tax
competition, irvespective of the neutrality losses this may impose

with resvect to locational cholce and other making and
e

secondly, shifts in the political perception of eraliss which not

only strengthen the case for tex decentralisation &g & DeCessary

adiunct o de and zervices bub
also allow greater subnatiopal in stabilisation and

rediztributional %&ﬁﬂzﬁ$£§iiw%§@@a Tn addition, the reduced case for
tax rentralisation involves scepticism about sconcmies of scale dn
tax administration din the absence of ewn ivical evidence to the

contrary.

1t im doubtful

practice has adapted to this
different ascademic perspective on bax centralisation. One wview of
the United States evidence suggests that "State governments  are

becoming more fiscally prominent as the federal government cuts back



its nonentitlement programs® {(Gold, 1983, p.1} but his conclusion Is

not shared by all anslyvsts of the state and locsl fiscel scene

'Y

{Mieszkowski and Stein, 1983). In Australis, official '{m"eﬂ%mg&%ﬁ@&
of im,ﬁ?; government Tinance has produced little g}y way of iﬁﬁ:ﬁ@&%‘&{i

&

ﬁi’:u@%t%a} isation f{of. Self, 1887) while at the state

decentzaligation of tazation from constitutionsl excise \3::@@%:@ F@Msmﬁ

proposed for the 1988 bicentennial year seems unlikely to su f%@fi

Nor does casual observation show increased tax decentralisation in
the central EBovopesn Tederations. Finally, the British local
government Fioance debste sugpests that Thatcher's conservative

in  dncreasing  government

]
M
o]
i
=

Whitebhall has lIittle zsgl int
decentralisation in the United Hingdom {of. Bennett, 1983%; RBanham,
1886). This cbserved lack of enthusissm for more decentralisat

practice contrasts with the perceived shift in acedemic opinion on

the sublect.

Although o small messure of agreement bebwesn theory and
practice is not unusual in this area {(cf. HMeLure, 19832, pp. =v-
aviii, 1983b, p. 121 n51}, it draws sitention to the fact that there
ars still tftoo wmany  aress unexplored  before &  comprehensive
calculation of the costs and benefits of tex decentralisstion cen be
attempted. Partly this ewphasizes the need fTor more smpirical
research, particulsrly, but not only, 4in the area of tax
administration. Howaever, the historically relative nature of such
vesearch, associsted with changing teax structure and altered
structural features of the economies to which they pertain, makes
development of precise rules on tax asssigoment morve difficelt than
previcusly may have besn Thought. In sny cese the nature of tax
centralisstion itsell iz changing ss & resull of the snorsous growth
in intevdependence in the world sconomy, Including that of astiopal
ter systems. In & world of increassing labour snd capital @m%ﬂﬁ%y
between countriss, tax exporting and tax competition take on new
meanings. This s indicated by indtial dinternationsl resctloms to
reform of central *mx@aﬁ in the iUndiied States {(sse Tanzi, 1887, »on.
28-9). When central governments in small, and not so small, open
econcmies, start to lose contreol over rates and other features of
thelr dncome tazess as & result of action in their such larger
neighbours, tax centrslization az here conceived becomes a wmuch

smaller ball game for many of the countries concerned. It iz hoped



nevertheless that this reconsideration of the costs and benefits of
tax decentralisation in developed federal countries has assisted less
dogmatic agyﬁeciatﬁaég of tax assignment principles and thelr
ﬁﬁﬂﬁ@%ﬁ%ﬁﬁ@é and that it will stimulate further vesearch ogn this
important  topic 1f only by emphasising the complexities of the

e
; 5 i3
concept and its policy lmplications. =



T FOOTNOTES

1.

2,

ody

P

§ )

Apart fTrom the BE clusive constitutional wright of the central
g@w’zmm&ﬁ% to. levy  customs w‘{% grelse  duties;  this  is
Augtralia’s constitutionsl posi ition with the division of tax
DOWETS., Subsequent wide  interpretation of ‘%;?“g;( sxclusive

custons and excise power by Australias's High' ‘Court  combined
with wery wide rconditionasl grents powerg have allowed
Avstralia’s centval government to vivtusll iy eliminate state tax

revenue indepsndence thereby producing the most centralised taxz
systesn in o federsal oountry. o {Sze Ssp ction 5 below and for a

historical discussion of this matter, Groenewegen, 1983},

This ex ﬁiﬁ%i‘;{:@ may suggest  that o concurvent  Lax powesrs i
themselves mmg: ‘be dnsufficient to ensure tex decentralisation
in a federation. Par better achisved by =a
separation of tax : specific tax powers fto
particular levels ; g way that all levels
of government have access to at lesst some instruments with
high inflation and/o or income elasticity of tax vield., However,
as Break (1980a, pp. 35-6) alss demonstrates, this plausible
solution in theory is difficult in practice becsuse there may
be insufficient instruments with the reguisite depres of vield
elasticity. which are &E@@ capable of effective sub-national
&éminz&%;% tion.

i‘?zi?ﬁl parvagraph is based opn peterisl dn Bresk

{1980a, pp. 30-
52): King (1984, pp. 237-%0): Van Den Driesen and {

This and the next three draw hesvily on Bind (1086,

CpR. 2°5).

tiong are largely confined to
houging . and  commumity culture sud  recrestion and
transport {roade) which for 61.5 per cent of total
expenditure {19856 preliminery sﬁgma} Expenditure on public

Australisn local gj&vﬁww

‘order and safety, hesaltrh, education snd social m«ﬁﬁmw ty by

;
Sustralien local govermment s @zz@mﬁ;@% non-exd, ‘:%%Ims ﬁm&ggn a;ff*@
last two. in particular are gvowing {Self. :

noticed that relstive o popuiation ¥
represented at the local level. dustralia had { »
times the nusbe e of  pers ner . logal @maﬁ*@mm% anit than
Switzerlsnd, and respectively 5.5, 5.2, 4.8 and 2.3 times the
mmmber of pevsons | . govermment uonit in the United
States, Canada, Austria and Lsrmany. '

For a detailed discussion of the tax assignments and revenus

“sharing arrengements in five of these fed erations (Austria is

the exception) see the papers by Bubinfeld, Thip i%;, &mmm’% and
- Oroenewegen in MeLure %&ﬁ%ﬁﬁm; .. It may be noted that prior to
“the "second world war {(1938-38), central government  transfers
relative o state/ fi;.e;}g:&}, hﬂzsﬁ.g,@ﬁ”&{éi%;m*@ wers about 11 oer cent in
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Avgtralia. The drastic incvesse in revenve dependence by these
sectors in Australis iz lained by the effective transfer of
income tax to the ceniral government which followad uwifqms
income tax legislation in 1842, ‘

In Husgrave and Husgrave (1984, ». 518} this specific
ingtrument sssignment :
Central government:

natural respurces tax;

income tax, death duties
rel dlewvel: income tax fm

residents, dncome tax to factors sbrosd but originsting within
Jurigdiction; retall sales tax, origin type product ez as

benefit charge: local vel:  veal property tex, payroll tax
and benefit taxes. The sut tial differences with respect o
central assigoment of the expenditure tax, the specific
addition o & reiall zales tax as & middie level tax and the
change be i,% een ovigln and destd rﬁmﬂm hase of ‘ﬁ;h:%» product tax,
together with ambiguitiss in ass ng the uss of corporation
{business income} taxes batween BHusgrave (1983) and the
textbook discussion ave not easily explained, apart from the
fact that - on the corporste tax assignment issue P,B. differs
From B.A. Husgrave.

;MA

tabilisation policy have long
%eﬁ@ﬂ uged @5 a gmww TRARON m.&y %M@ central government should
not  reduce  the high degres of =stat government revenus
dependence which has existed since the second world war. Until
the 1970s this line of reascning was spplied with particular
vigour to cowbat avguments about the return of income tax
powers to the states {see Nevile, 1974}. ¥ore recently scae
have used it to defend the ssclusive constitutional axciss
power  for central government {Adviscry Committes to  the
Congtitutional Commission, 1987, esp. »np., 161-8). Treasury
tax central

4

argument dn  favour of ation fs;:sr seonomic

is
management ressons now also relies op lis gmﬁg ity o induce

reductions in public sector size ssen a8 sss . for shifting
regourTeces to the tradabls i : order to
lower Ausiralis’s extern associated

improvesment in the ocurrsnt
example, Moore, 1986, po.
over atate ezpenditures in
continuing central control £ state revenue via g’m’mﬁm %«fé’xw:h
would be weakened by 3 svenue  Indepsodence for the
states,

{Bee, for
ment Qazzim@i

An Australian e exaeple may 1ilustrate this. In the debate gver
introducing comprehensive consu ion taxetion, the matter of
choice of 1%&5?&%@&& m& twean & wvalue sdded % gl 8 retail
sales tax was at congiderations of

the tax 1imits A retail
sales tan, a@;fgmmﬁm.a ! > L powernment on
generally accepted iax wgﬁ.-axg;; nent rules, mz&%fh 17 assigned to
the sgtates, greatly reduce *fe:ﬁ“f vartical fiscal ishalance of

Australia’s federation and would be politicslly responsible
choice because lis rvevenue moves wi the citiz woter, A
retall sales tax iz likewise an @fﬁ@ﬁ@ivw tax limiting device
relative to a wvalue added m bscauses of Tower effertive
maximum rate {(cf. Cnossen, 108%a, . 236}, retall =sales tax
iz therefore the superior insty *ﬂw&m; sesking to limit

ws e




iG.

11,

}u&

government directly via its lower revenue potentiasl velative to
a value added tex: indirectly, when i%: ig used to boost the
degree  of  sub-nationgl £ H@E ind @g@%ﬁﬂ nee dn a0 highly
centralised tax system as exist .

See also Mclure, f}%ﬁ pp. 342~3 esp. snd Holure 1983b, which
eontirms this copelusion on the  central  nature of the

s

ﬁ&%ﬁﬁ?&?‘iﬁﬁ taw o @:}f“ Ficiency snd other grounds.  Bolure's tax

exporting aﬂﬂigﬁm has Deen criticised by BMutil and Horgen

(1983, 19867 and Morgan and Mutiti {1985% because of its
simplifving sssuptions with  respeot m tax dncidence, time
period of the soalysis, portial equilibrive neture of the
analysis and its unilateral rather than multilsteral Framework
{see especislly Butti and Morgsn, 1986, pp. 95-100). For a
saizf:*{;@gg s perspective on looal business faxes, sse Zicmermann

§2§ &4
%
3“”"5

For smpivical evide : odn this
comvbext, see Mutitl and Howvgan (1906, pp. 100-100% Aw s resulb
of the i%%i‘ . ' ﬁ@ﬁi state
gaies tax o owhich dndd %ﬁt‘sﬁ“?m@}&i?ﬁ&

abolition of & '@‘:@%f*ﬁmmg tax  deductibility, sconomic
snalysis of conseguences of such a gwsﬁiﬁy for

gtate/local finances %g &”&t%f increased. See, for example, Hoto
ard Zimmerman {198 } and Fesnberg and Rosen
{1986} . The issu i3 itself has bean =
combtroversisl one in  the Unite Ztates  public  Pinance
literature alwost from the begimning of federal income tax.
This was partly because of lis escalating revenue costs but
aiso from the eguity conseguences of the policy wia its
distributional dmpact on state/lccal taxes and the federal
income tax ltself. For a @mawm&i%, see Bridges (196%, 1966}
ard  Breask  {1080bLY, By  contrast, perasonal income tax

deductibility of Au %%I?féiiféﬁ%ﬁf state and local taxes was ﬁﬁmﬁ‘iﬁ&{%

(2

,v

o land tax and pyop 3 i rates! fm%i& i »5%2 o 2973,
In 1973 thelir &Eﬁﬁaﬁf“‘*’ °; Y WAS Conve ‘%:%:, ad @ f?;,i ited tam

rf‘;'fi
W‘?

eredlt, in turn mwmg%”i& ore 1642,

when states levied ﬁ;w

©oowWn %?mw :%E‘mmﬁe
tax liability was deductible agalnst federal income tax Feom
ite dntroduction dn 1915 As it can do with sppropriate

Tedernl tewes, business can of course deduct ztate and local
taxes paid for incoms
producing sssessabl
duties W«:@Wé:mﬁ‘%?,
pemeltied ded (:%éiif;siiﬁé
the wvalue of the
shared batwesen
Australis, nesver ga::mz_
p. 307}

It dg interssting to no tax deparitments 418
not amzamwzé: ; rave ha t hand. Sometimes
it bad to be &e@@a@@sﬁ,i‘w éﬁl’mmi%ﬁ;&@ From dats
supplied by the relevant department. Although dimportant for
the comparison shown in Table 7, no aggregaste information on
stemp doty adeindstrative costs was supplied., for enawple,
because Vicetorien {end other Sustralisn! stsep duties are in
fact sn smelgsm of over twenty dubties on transactions renging

;




ke

T e
48]

el

from specific real and personal properiy sreansfers to gambling,
granting of power of attorney and in Victoria, swine and cattle
compensation. {See Report ... on Bevenue Raising in Vietoria,
1983, pp. 606, 613-4, 642).

Value added tax, which uses all stages of production in 1ts
assessment procedures for anti-evasion reasS0nS seems therefore
o be a tax only rveally suitable oy central governments.
However, &8 _Cnossen (1983b, pp. 162,168 indicates,

developments in tax harmonisation arrangements with respect o

value added tax in the EEC may allow the tax to be used by
states to a greater extent (by piggyv-backing, for sxamplel,
than is often thought possible.

Besearch assistance from Jack Towe dn the compilation of the
data in Tables 2 and % and literaturs aparch iz gratefully
scknowledged.
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TABLE 1:

x

Degree of State ox Local Control of Taxation

" in Various Coordinated Taxing Schemes

Degree of involvement in

Tax Admin- Choice of Choice of Choice of Determin-
istration tax base tax rate tax rate ation of
, ) gstructure levels tax
Instrument TEVenuaes
Coordinated tayx
administration Full Full Full Full Fall
Coordinated tax
bases Full Partial Full Full Yull
oY none

Tax Supplements

Owm rates on

higher lavel

hase Full Partial Full Full Pavtial

oY none

Surcharge on

higher level tax Full Hone Rone Full Parrizl
Centralised tax
administration

Flexible Hone Hone Full orv Full Partial

’ none

Tax sharing Hone None None None Hone

Spurce:

Break (1%80s,.p.343.



Goverament  Units ‘ Aystraita - _Austria Canada - Bermany Switzeriand . U.5.A,
State N i - MR 50
Local ‘ . 800 2,301 ©og,000 8,000 3,000 0 73,913

State as % of tofal 1581 1084 1981 1984 1981 1984 1981 1984 1981 1984 1981 1584

Dun revenues® 9.9 21.3 g7 10.0 3.5 413 218 sz7.2 25,86 25,2 21.1 23.7
Taxes® n 15.3 168 8.6 8.7 /.9 414 21.2 1.8 23.5 23,6 184 207
Current &Rp@ﬁéiﬁargaﬁ 44,0 41.8 Tes.7 4.5 68,7 8.1 25,8 26,7 32,8 32,72 @64 2é.6
Total ex@eﬁééi§¢asé §6.5 44,7 14.8 18,5 48.1 &6.7  27.3 27.0 6.7 3.4 6.7 25.0

tocal as & of totel

16,4 1i.7 1.1 133 138 22,0 21.4 145 183

Own revenues® 4.7 5.4  16.7
Yaxegf 3.8 L9 13,1 12.6 2.6 9.4 1.8 7.7 1.2 16.0 11.4 1.7
Currant éx§eﬁﬁit§re§g £.4 4.7 16,3 15.4 187 175 15,7 15.% 239 23.2 718 21.5
Total exaenéizaresh £.¢ 1.0 19,5 18,1 BlL.1 1B.4 19.4  18.4 258  26.§ 231 22.5
state-local a5 % total
{wn raveﬂuesi 5.6 26,7 6.4 26.4 507 5.4 35,1 356 47.6 46,6 w6 0.0
Fotal eas&né%tareaj 53,4 51,7 3.3 32 5.2 5 a5.7  45.4 52.5 60.4 4%.8 7.5
Setate 25 ¢ of state-local
Gwnt ?&vaﬂaesk g0.6  79.6  36.7 379 77,8 78.8 62.1 62.4 538 . 5%.3  §8.3
Total @%?%ﬁﬁiiﬁ?&ﬁi £7.1  BE.E 43,2 &L.5 £6.5 7i.7 58.5 59.5 511 57.0° 53.8 52.%
Own vevenue a8 %
of total expsadifures
State Teva?® 41,7 42.1 831 644 yg.2  78.2 Tr.e B0 127 13,4 F1.B BB.Y
Local Tevel® g5.¢  G6B.9 817 B4.E 81.7 51.8 &Z. £9.1 84.1 BIL.5 61.8 661
State-local’ 44.4 45,7 737 787 .7 &B.5 88.4 TE4 771 7.5 4 17.0
Transfers ruceived
state? 6.4 86 42,7  4&1.7 4.3 71.0 18.0 16.3 25,9 25.6 25.1 20.9
Locat® 2.6 22 1.0 14.6 468 47.] sn.6  21.8 6.4 167 42.%  37.8

Transfers paid

central® {consoiidated) 33.0 3.3 103 9.5 18.3 20.1 6.6 5.8 13.1 122 12.0 9.5
state® 3.8 5.3 6.4 17.6  16.3 20,9 1.6 17.8 18.4 343 32.3

Het transfers
37.9 1.7 1.6 2.0 1.2 1.0 104 -8.0 -B.§

state’ 54,5 54,2 387
Locei® 21.¢ 215 B.E a5 47.2 47.5 7.3 .0 8.4 94 41.8  36.1

toures:  Internsiionsl ‘onetery Fund, Govprnment Tingncisf Statietins Yeanbook, Yolume X, 1986, Hashinglon, p.C.
¥ntes: 8. IHF tabler L. [aY 1137¥ {A) 111, own-source current revemue {s the sum of tax and momiax
FEYSNUE @xsﬁﬁéiﬁg capital and granis. - '
Erom table St. (A} 1w/¥ (A} IV, taxes on goods and services. individuals and properiy.
Teble 5t. ’ﬂ; giif% {cy 111, cervent expenditure includes goods and services, intevest and treasfers.
Table St . 0F 117V (€} 11, total fneludes the sum of current end other gxpenditure.
table L (AT DILSYV LA) IIL.
Tebie L 47 19V (&) 1V,
vanle L £ TII/¥ L) TIL.L
LTIl 1.

®

g

@

a 4 ® @ e

*

.

w0 i h D e YR e PTG o SPUD e T LM O3 87
# - » z e & " - »

.3/5¢. (A} 1, transfers received less currgnt transfers &5 2
w§ﬁ§ §§§$§%§ amd grants.
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=

&
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TABLE Ei ‘Central Government Transfer Payments as a2 Percentage

~of Hon-Central Government Expenditures 19501984

1980 1984

Fadervared Countries 1830 L1960 1974 1984 a8 a

: % of 1974
ﬁustxgii& T 51.4% hGE,6%% ARG 46.8 0o
“Austria 4.1 i1.3 23.5 23.¢6 23.7 ' 160
“Canada 15.6 20.7 16.2 14.4 6.3 100
“Germany 7.8 18.6 %.9 5.0 &.1 a2
" Switzerland B8, n.a. 13.4 12.2 11.3 84
U.B.4. 3.1 0.6 i5.4 17.4 13.5 - 8B
Average g.2 2Z.5 20.8 20.9 Eﬁaé 96
OECD average 2.2 26.7 28.0 32.2 31.9 1310

Notes:

Sources:

n.2., = not available: ® 1963, %% 19735,

Columns 19530 and 1960 ss derived from W.G, Watson,
"Theoriss of the Growth of Public Expenditures in
the Industriaiized Countries”, Chapter 2, Queen’s
University, 1983, a8 cited by Bizxd (1986} Table 3.

Batas for 1974, 1%B0, 1984 are from tables B¢,
L oand T i Internationsl Monetary Fund,
Goveroment Finsnclsl Statistice Yearbook, 1984-1986,

Yole., YILI~X, Washington, D.C,

Bata for 1974, 1980, 1984 ave nmot strictly cowmparable
with the 1950 =2nd 1640 data.



TABLE 4 Tax Revenue by Levels of Government 1984

B

TAX BREVENUE

As a Percentage of GDP A% & Percentage of Total
State  Loeal  Stete/Local State  Local  Stars/Local
= ¥ @ w5 £ 4 @
= 1 e P=3 o
Australia &, G $.1 i5.8 3.8 19.4
Austria 4.4 .5 8.9 10,3 .8 21.1
Canada 11,7 3.2 14.9 35,7 8.8 45,5
Germany B.4 3.1 il.3 22.2 8.3 30.5
Switzerland 7.3 5.5 12,8 22,4 is.8 3g.1

[United States 5.5 3.8 9.0 1.1 12.0 31.1
Source: OECD Revse  mempey countries 1985 to

1985,



TAX REVENUE BY TYPE OF TAX AND LEVEL OF COVERNMENT SFLATIVE TO COP . §1X FPEBERAL COUNTRIES 1975 AND 1984

TABLE §:
suepme and Profiy Taxes Payrell Taxes Propeety Taxes General Consusption Tadey
Central  Staks Locel Central State Local Teniral state  Local  Lentral  Brate tocst
% % % % % % % & % % % %
AISTRALIA 1973 14,34 - B 3,05 1,43 - 4.317 1.3% 5.7 1.85 - -
58 16,84 - - G.03 1.7 - [N ¥4 1.8 I 5 Y S - -
SUSTRIA 157% .99 1,82 1,80 3.4 - .54 §.5% .08 & 46 5.54 1030 &,
1988 7,12 1.94 i.68 157 - .50 G586 .l () &, 58 1,67 3.0s
LAWK 1973 16,17 4,312 - - - &0 0.2%2 .84 .74 2.28 -
1984 #.32 5,51 - - - - - §.48 .81 1,78 2.3 -
GERMANY 1973 5,42 .22 2.35% - - (a4 G.27 0,54 .47 3.5% 1,88 -
158 £.99 5.0% 2.47 - - $3.68 .58 G.44 4,15 IoiE .
SWTLERLAND 1873 1.83 H3 4,24 - - - O34 .03 9,73 2.%1 - -
. isE4 %.i8 .52 4,68 « - - $.68 108 0,68 3.0 - -
URITED STATES 1973 “11.17 1.6% .19 - - - .40 G.26 3.52 - (.59 &, 26
ig8e 10800 2.0% @20 - B - &.37 @, 23 .68 - £.76 o, i
Specifie Sales Taues Toxnes on Use Drher Taxes
Lentral  Slate oozl State Local Geerral  Stete  Lousl
AUSTRALIA 1973 4.24 652 - G.85 0.3 [ 3% 3 - -
1984 .78 PR - 123 .05 8.08 - -
AUSTRIA 1873 4,80 .57 5.56 0,22 0.85 0. 14 5.08 .13
1884 3.50 O, 2% 3,50 ¢. 27 Q.07 0.56 .18 )
CANADA 1473 z.12 2,13 B 1.4% ¢.08 B - 3%
1984 5.01 1.8% - .07 [l 0,61 - . 4%
GERBMARY 1873 i.58 9.22 &, 04 .54 &0 - - -
1584 .84 $.37 .01 8,42 0,41 - - (LIRS
SWITZERLAND 1973 332 .42 4.12 .48 B - - -
i8¢ 21.5¢ 8.01 4.3 .47 - - - -
LHITED BTATES 1873 .53 1.43 954 .52 8.3 G.02 - -
1982 1.5 &, 96 .16 0,84 0.3% &0 - -

Source GECH, Revenve Statistics of JECH 'Mesbey Cowmiries 1965-95, Paris, OBCH, 1386, Tebls Be. 132,
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mmmwm&wwﬁmﬁ for Financial Administration as
mx »mﬁwmw ﬁmmwymﬁ wm@saw@;

Percentage of Revenue Collected by Central
ww Size of mmazwwﬁwﬁmww Unit, Mid-1960s. 2

Population’ Number of Level of Goversment

size gro up governmential !

{in millions}  units P Federal State Lity LOountry All state-local®
& or more 4 0.7 2.0 1.4 6,0 2.0

-5 22 . 1.8 2.5 2.7 2.0

1-3 17 3.0 3.3 5.1 | 5.3

0,51 64 coe 2.4 2.8 G.d . 3.3
0.3.0.8 63 . 3.5 2.5 5.5 3.8
0.1-0.3 277 cee 4.1 2.8 6,2 4.9
lass-than 0.1 20,636 N " aa ) 7.4 4,%

Source:

D e e——

Hotes:

et

Netzer (19743, p. 395,

&)

b)
)

The denominator includes tax revenue plus other forms of revenue usually collected by

tax collection agencies The other forms include payroll taxes for 014 Age md Survivoers
insurancs, railroad wmﬁwwwﬁqmm (fedderal only), and unemployment insurance (federal and state
maﬁmwﬂﬁagﬁ¢w and water utility revenue (city governments).

Number of Cities and cOunties in the category in 1960, and states in 1966,

Combines 1965-66 data for states and cities with 1262 data for countries.
local govermment (schoel and special districts) are not included,

Other forms of
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