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ABSTRACT
——

The present study is basically a study of the main
aspects of fiscal.structure and policy in Iraq during
1953-1963, and with reference to their effects on
economic growth in Iraq. The study is divided into

five chapters and three appendices,

Chapter one deals mainly with the exposition of the
national aceounts of the Iraql economy, with some
emphasis on the role of the government's sector. This
chapter forms the factualvbackground against which
ptob!éme of !iscél structure and poiicy_in Iraq are
examined. Since the e#positionin chapter one has been
based mainly on one single scurce of astatistical
material on the national accounts of Iraq, other
-alternative estimates are shown in Appendix 1.
Appendix 2 includes a brief survey of the major
conceptual problems involved in the'measutement of

national income.

Chapter two includes a detailed analysis of the
. role of fiscal policy in accelerating the growth rate

of an underdeveloped economy. While it has been
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attempted to analyse a wide range df problems involved
in fiscal policy the problem ol.the effect of fiscal
policy on the rate of capitai formation was gtressed
‘in particular, since the rate of capital formation is
viewed as the primary parameter of growth. Hence,

- chapter two forms the analytical background against
which problems of fiscal structure and policy in Iraq

are examined,

Chapter three examines the revenue system and tax
'~p01icy in Iraq. The (i:ég thrée'eectionb examine the
revenue system in general, while the fourth section
~includes a detailed analysis of tax policy in Iraq.
‘This ie done mainly against the factual and analytical
backgrounds already developed in the previous twe

chapters.

Chapter four includes a detailed examination of the
pattern of government expenditure in Iraq, mainly with
reference to its possible effects on the rate of capital

formation in the eccnomy.
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" Chapter five includes the summary and conclusions
of the study. Finally, all tables are included in
the statistical appendix.

v.
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Chagler I.
IRAQ - NATIONAL ACCOUNTS and FCONOMIC STRUCTURE,

The present study is basically 2 case study o! publtc
finance, and the problema attached to it in an underdeveloped
‘sctting « JRAQ, Thus the above title muy seem at first to
be irrelevant, Yet it ‘seems necesaary to present an
account of the baalc icatures of lraq'a econaomy, and the main
structural chamges that occurred in it du:ing the laat decade.'
Such an'accouui may be of material lmpoffaqce in providing
a useful factual background, against whtch_pioblems of
flacal poliey in Iraq can be viewed. The importan§e of the
abava-hecomebweéidont.feapeeia!ly;whenJmeasn:as of fiscal
policf :elqte to the economy as a whole, rather than to a

syecific problem,

) Although it is intended to'ﬁresent'a dotailed
exposition of Iraq's national accounts for the period
1953-1963, no attempt will be made to discuss the whole

range of theoretical problews ‘hvbIVBd in the measurement
of national income. For clearly such a discussion falls
beyond the limits of the present study, Nevertheless a
brief exposition of few relevant problems oiqmcasureﬁene will
iollow.(l)inclnding an attempt to give a simple definition

of national income.

{1) See .ppendix 2. (Ch.1.)..
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1, National Income - Lefinitions Methods of ﬂeaguregggg;

N aticnal income can be defiaad(z)

as the aggrepgate
nef value of all the final goods and services produced
duilng a year (at laetof cost), expressed in terms of money.
_Thué' | ‘

National Incpmela (Aggregate 61 final goods and

services x Market Prices) - Net Indirect Taxea.‘s)

Now to arrive at the net value of final goods and |
setvicqa in eny production unit of cur economic gystem, it
is vital to exclude intermediate products, thus insuring
that no dtule Counting has 6¢curredAih cealpinng.our~
_accounts, By subtracting the total value of imputs from the
- setul ya%ue;oi prodvetion of any productive unit we arrive at
the uet“’ ptcduct,ol that particular unit, Thus national
income ﬁay;be viewed as the aggregate sum of the net
products of all ehé productive usits of the economy.

So far_we‘have only conéidered the messurement of
national income from the production side, An alternmative
method to mehéure and defiue national income is to view it as

the aggrogate net income accruing to all factors of

{2) For further elaborations on the problem of definition see
Kuzeats,5, "National Income: A Summary of Findings" (New York
1946)p.p.1-2, Stone,R and G "National lacome and Expenditure"
(Bowea and Powes,London,1962)p.p.9-22, and Hicks, J.R."The
Social Framework"(Oxford.1952)p.p. 111129,

(3)Net Indirect Taxes = Indirect Taxes - Sudbsidies,

~{4) The term net is used sbove only to denote a quentity as
being free of dcouble counting of intermediate products., Further
elaboration on the above conwept with zefsrenca to the problem
‘of depreciztion, is continued in Appendix 2 {(Ch.1:)



prqduction in a country during one year. Such an aﬁproach may
be teidcd as the income appraguch, and its success ih
maasuringlnational incone wiil.be defermined primarily by the
availability of a rblatiéaly w£de renge of income |
statistics, Finally, nationﬁl-lncomo can be considered from
the expenditure side, as the‘aggrégate of all final _
expenditures on consumption and net investment by all those

L who perform final pﬁ:chasea in the economy, Consequently,

it can be seen that nattonal incoﬁe may be estimated by

using any of tﬁé above ouﬁlingd approachea.: Theoretﬁcally,

any methed éhoula yieid exaétly the séme total, if our above
concepts érévdsfined clearly. uY%tlin;practice we find that

_ this gay‘natwbc;tha casé,cma%n}y bé#auae:cf aome conceptual
(5)

difficulties, ') and partly due to statistical difficulties.

The choice of method in éat!matlng the national income
for any country will depend on two significant factors, |
Firatly,‘it will depend on the pﬁrpose to which the estimates
are préyared for. 'Sa:ondly,'if will depend on the nature and
availability of the relevant statistical data. Thus if{ the
'main aim oiiestimating nationai income is to study capital
formation, then the expendxture appreaeh would appear to be the
required one. If on the other hand national income estimates
are mainly regqiired to study the relative shares of !actors\

in the national income, and the changes in euch distribution

over time. then the 1ncome appraach wo:ld aprear to e the

-

" {5) See Ibid,
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most suitable. Finally, if the main purpose of estimating
national in&ome is to obtain a detailed account of the
structure of the economy, add to study the changes in the
relative valups of various sectors over time, then the
production 6pproach wohlg appear to be the most satia(actéry.

. Thus the.preéentatien of the natiénal aceéunts of Iraq in_fhe
present chapter will malily utilize the eatimgtéa of

Dr.uaeeeb,(6,

since he used toainly thg production approach in
arriving at his estimates. Other estlmatea.‘7)ware ,
previousfy made of the national income of Iraq, but the followin,
aécount will be based mainly on ﬁaaeeb‘a est!ﬁatei. ainqe the
main purpose §£ ptesenting Iraq's national accounts tnrihe

,»pgg.?ﬂ! Btudy,,ia,ta,view ihe atfncturé of the Ivaqgi acohami'

‘as a factuel background against which proﬁ!ems‘ot fiscal

structure and policy can be critically examined,

fnreh§rﬁora. statistical difficulties play a role in
de&érmlning the choice of method té estimate national income,
The availability of a telqtive)y'wide range of lncomn.r |
expendlfure, and ptéduction data, enﬁblea most developed

countries to eatimate their national incemes, through any of

(6}Haseeb K. "The National Income of 1raq 1953-1961" (Oxford
.- University Press 1964). Later the above author, in a lecture
delivered to a seminar arranged by the Economic Research
Institute (American University of Beirut),on the29th May 1964,
released his estimated of the national income of Iraq for the
- two subsequent years 1962 and 1963 in"National Income of Irag
1962 and 1963"{mimeo,1964), This contained in addition the
.. reviged estimates for the period 1953-1961,
(7)Fenelon,K,.G,"IrageNational Income and Expenditure 1950-1956."
" - (Al-Rabita press -Baghdad,1958), .nd Maniakin,V."Introduction
to National Accounting in Iraq for 1956-1960(prepared at the
official request of the Ministry of Planningemimeo.1961).For a

g:t:iled sccount of the above two estimates see Appendix.l,
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the above outlined approaches. Ia contrast most underdeveloped |
countries are handicapped by the lack, and relatively narrow
coverage of statistical data, Thus if for imstance we

wanted to estimate Iraq's national incowme throughgthe income
approvach, we would soon find such a task to be extremely
difficult since we must rely mainly on information provided

by lneaaa Tax Returns, Where the minimum exemption level from
income tax in Iraq at present is 450 (I‘D.)‘a’ for the single
person, it seems very improbablo that the tex returns would
veveal the incomss of the majority of the population, when one
considers that the average per capita income in Iraq during
1953-1963 (at coattunt 1956 priccc) was ibout 58 (1. D.)(g)

The situation on expendlture otatlntlc- is hardl# eny better

in Iraq, thus the production approach may seem to de the best.(‘a

ome' 13) 1083

Here an estimate of the national income of Iraqg, (at both
current and 1956 constant prlcée) will be presented,

Table 1, shows clearlj that nationsl income has increased
in abselute terms dﬁrtng the peried 1953-1963, At current
prices, naticnal income has incressed from 244 (1.D.m,) in 1953
to 515,4(1.D.m.) £n 1963, At constant 1956 prices, it has
increased from 262,8 (1.D.m,) in 1953 to 489.8 (1.D m,) in
1963. Here it would seem wore useful to measure rates of

o

(B)See. Republic of Iraq « Income Tax Law Ne.95(1959) as amnnded.
) 83@' ‘on 12.
(9) SBee Table,2,
(10)This is so from a purely statistical angle and not necesaarily
from a thecretical poiant of view,
(11) Mational incane is neb national product at _factor cost by




whe
giowch rather than cons;dpi only shsolute figures.

Atlcutrent prices, the annual rétss of groith have
'fluctuéted Sétwaen a ninlmmm of 2.1% in 1963, 'add a
maximum of 16,.4% in 1954, giving an avarage annual rate of
growth of 7.9% for the above perlod - At constant 1956 prices,
the range of fluctuation la‘the'annual raiea of growth was
‘relativc!y‘moré eeve*e,'ranging'trnm a minfmum of =7.3% in 1955
to & maximum of 22.8% in 1954, giving an average ahnual rate

of growth of &.8% for tho same pertod.

Although natioaal {ncome at conctant 1956 prices has
}'aimost daubled(lZ)during the period 19531963, it may be
- intereeting and useful to attempt an explanation of the
-~ gifferentials in the amnual rates of growth.'!®) The negative
rate of growth of =7.3% for l955'(at}¢onstant 1956 prices)
may be éxplained ma inly due to the fall in the net value added
in the agricu!eurii‘aactor during thag‘yeac. The net value
added in the agricuiturél séctor foll from 113,8(1.D.m.) in
11954 to 68.4 (1.D.m.) in 1955 (at constent 1956 prices).‘!d
With the agrtceltural sector accounting for approximately
ovey 30% of national !acomo in 1954 (at constant 1956 prtcea),‘lﬁ
it is evident that such a major variation in the net value
aéded in that sector, would clair!y affect the magnitude of
change in the national income considerably. The relatively
(12) See Table.l.
(13) A fuller discussion of the sbove point follows later in the
' chapter. Only a general explanation is offered above, since a
more detailed one ia not posaibto wtthout re!erenee to specific
sectoral accounts,

{14) See Table 3.
(15) Ybid.
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low rates of groyth of 4.1% and 4.2% for the years 1957 and i958
vere mainly due to the Suez crisis and its affects on the
flow of ctude‘oll exports. The nee value added of crude oil
extractian‘lb) decllned from 152(1 D,m.) to 98(1.D.,m,) during
71955»195?(17} Considering that %ha net valus added of crude
oil qx;ractiqn ranks seeond in relative importance among
tbe sectors of the lraqi economy since it accounté iqi w@ll
"over 20% of national ineéme«(gt constant 1956 priccs)slé)yit
is evident that the above major decline would reflect $tself
thréugh changes ih the national income, The extremely low |
rate of growth of 1.5% for 1959, was mainly due to the £all'
in the net value added of the agricultural sector, which fell
] from approximatelzﬁ&?(l D.m,.) in 19§a,~;9 66(1.D.m.) 13:1959519,
The negative rate of 1963 was‘matuly due to the fell in the
net value udded of the agricultural ceqtor,‘and'due to the
general slight decline in the net values added of most of the

other sectors except crude oll extraction.

111, Per Capita National Inc =1

It i8 cleadr from the above exposition that Iraq's naticnal
income has increased in real terms {at conetant\l955;prican).
But it must be evident at once that the resl improvement in the
standard of living has not riaen.corresponding}y, since a part
the real incregse in national income was absorbed by increases
in population. Thus $f we link the #bovo national income

series (at constant 1956 prices), with the corresponding

(16) This accounts for almost 100% of the total value added of the
" whole of the mining and quarrying sector in the lraqi economy,
“{17) Haseed,K.op.cit. Table ¢6.p.82,

18} See Table 4.
19) See Table 3.



populatibn series for the same period 1953-1963, we obtain a
 series showing per capits income in iraq and ite growth rate
(it'bonstant 1956‘yricea) ‘ZO’ITable 2 shows the real growth

- of per capita income §n lraq for the period 1953-1963. The
| avarago annnal rate of grovth of per capita income ln Iraq
v'..jior the above pericd is apptoximately 4. 7%, although the
| annual rates of grewth fluctuated between & minimum oi -9, 2%

- in 1955, to a maximum of 20.4% in 1954,

!f, The S;rgcturt of the Eeb&ggx;‘zx’

;~ The :tfpctdré otAthe.;;aqi-icondmy‘%a best shown by
-p?eaenéing_the'ﬁetailed‘ngt!aﬁal acﬁounte:olltraq, This will
,:~ffnaablé-ds‘€pué§nes§.Jha_teiﬁftwe impoa&ahee<anﬂ present 3

contribut fon (absolute and relative) of each seetor to the
. aggregate level of econamic activity in Iraq. Furthermore,
'by compaming the relative sectorai figures over the whole

,period 1953~1963 we will be able to examine the various

| structnra!‘az) changes that occurred in the Iraqi economy

, dnrlng the above periecd, and adaeaQ their signi!iéanee.. The

sectoral classification in tadble 3 follows elaaely'the

- {20)The same could be done with the current price serjes, but since

we are mainly interested in examining the real changes of per
- capita income, our eaiculations have been confined to conatant
1956 pricee series. '

(Zl)Only conatant 1956 prices data will be used in the above secti ol

"~ .since we are mainly interested in real changes of values
added{absolute and relative) of the various sectors,

(22) The term'structural changes"” may have various interpretations,
¢ach varying according to how one defines the term "atructure”,
The above, is used to denote ths relative changes in the values
added o( the various sectors of the Iraql ecornomy,



-9

.recommsédatiens of the statistical office of the United Nations
in its various publicattonssagl The only variations are to
be found in sectors 8,9 and 11, The‘eighthAaector (Banking,
Insurance and Real Eatate) reprcsente the net value added of
banks, foreign exchange operatera, poat office savings
deposita depsrtment, insurance eompanies and agents, real
estate companiea and house brokora.‘a4*he ninth sector
(ownarship of Dwellings), repreaenta the value added of the neg
vental valne of dwellings, whether rented or ownerooccupied(zs’
The elcventh sector (services) covers a relatively wide range
of services such aé ciﬁemns. clubs, halrdressers etc......(26)
Table 3 shows the net value added of each sector in Iraq
~ for the peried 1953-;§53 {et_constant 1956 prices). Now to
.assesa the basig featuraﬁkand trendé in the structure of
Iraq's economy, it would be more useful to consider the data
in table 3 in a relative form, Since we arefﬁfelcally interestec
in comparison over time, a comparison of the gelative shares
of the various sectors in 1953, with those for 1963, should
give us a clear idea of the basic structural trends that
occurred in théj!raqi-econamf during tﬁe above period,
| Table 4 whows clearly that bygfar the largest sectors in
thQ Iraqi economy are the agricultural and crude oil

(27)

exttaétias sectors. In 1953, the combined relative shares

{23) See Haseeb,K. (mineo) op.cit.p.36.
(24) Haseed,K, (mimqo) op.cit, p.36

(25) Ibid.

(26) 1vid,.p, 38, ‘

- {27) Adjusted for “payments to abroad"
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of the above two sectors accounted for 53,6% of Iraq's national
fncome (at constant 1956 prices), while the corresponding
figure for 1963 was 45.6%. Thue the above two sectors still

" account for about half of Ireq's pational incame (at constant

Vl956 prices), Although agrtculture was the largest slngle
sector in 1953‘ ite relative share of Iraq's national’
income hae declined during 1953-1956. Eor while its relative
sharo accounted for 16 4% in 1963 Meanwhile the relative
:share of the oil sector (miaing and quarrying) has increased
' from 21% in 1953, to 29 , 4% - in 1963 Althongh the manufacturing
aectot'a share Accounted for only 11,39 }f Iraq's national incame
in 4963, it s important to note that its relative share has
,exhibited—a relatively fast-rate of grnw%h»dnring ‘the—above
pericd, !0?'tha»a?erag¢ annu;l_rgtg of growth of the
manﬁfaefuring eecfor wéa.aboui IS% during the above period ( at
:constant 1956 prices). ~

_‘ ‘Table 5 shows the relative grovth in,eaeh ‘sector (at
_ constant 1956 pricea); oTheﬂhigheqt componnénratcjﬁf‘growth
!or‘ény sing!d‘sector was achieved. by the Eieétricity'and
' ‘Water aeetor; 16.7%, The manutacturing sector exhibited
the’ sacond higheat rate Il 5%, while the ynblic Administration
and Lgfenco sector's rate of growth was. 10 8% !or the above
gotioﬁ It is extremely 1nterent£ng to note the negativa
compgund rata ot growth of - 6% achievud by the agricultural
,sectqr dnr§ng tho“above perioé. Thig low rate of growth in

‘,the agricultural sector does not neeeasaiily 1mp1j a lesser
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degree of reliance or agriculture, rather it may indicate
the fajilures of‘heavy agrieﬁltural investments in Iraq during
the earlie; part of the above perlod.(za)
Finally, l§t us atteﬁpt & broader regrouping of the
various sectors into a threefold grdqping, the agrieulturil
(prlmnty'prodgctian) sectoy, the industrisl {secondary
production) sector, and the services { tertiary production)
sector. The pr?ﬁary production sector in the above
'clasaiiieation is defined to include the agricultural sector

(29) The secondary production sector

and erude oil extraction:
includes, manufacturing, oil reiiniig.lconsttucticn,

" eiectrieity and water, and the iransgort sectﬁf. ’The_ ,
remxinder of the sedtors are included in tﬁé”tert?ary §rbd6ciioh
sectot; It can be seen from table 6, that the relative ;hare
of the primary sector has declined from 53.1% in 1953 to
45,8% in 1963. The ahareé 0o the secondary and teztiary
production sectors have both incresased, with the relative share
of the tertiary production sector showing a faster rate of

increase than that of the secundary production sector.

(ZB)Haueb K. (mimao) op.cit.p.p.4+5, The abom«Mnt is
digcussed in more detail in Ch.4.

(29) Haseeb includes this under the broad sector oi industrial
(secondary)production, Such a classification i questionable
in nature since the main aim of the above broad regrouping
of sectors, is to obtain e general indicator of the degree of
induostrialisation in Iraq. Admittedly there may bLe other
indicaters, but the main point here is that gince the above
regrouping is mainly done with reference to that specific
context, it may seem more reasonable to include crude oil
extraction in the primary production sector, since it is
basically Yextractive” rather than manufacturing in nature,
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¥.__The Public Sector,

Sin&é the preaeﬁf-study is basically a atudy of
fiscal atéuqturc and policy in Iiaq, it seems very
aecédséry‘eﬁ preéenz‘an sccount of the public sector,
showing its étrnqtnre, and the changes it ha§ undergone

. during the period oi:£h9>§r¢sebt study. Only a coneise
and general §x§osition wiilybe présented in this scctioq.

. since thé detailed discussion of the problems of tax
poliey a?d goverrment expenditure, will form the bulk
of ihe'foll@wing parzts of the preﬁaht stﬁdy.

Table 7, shews tha.rqopecitve contributions of the
n public and private sectors to national inaome‘3°) by sectors
-~ {at curvent prices) for the years 1953 and 1960'3!) Here
we are mainly interested in exgmining the changes in the
'coﬁtvibpﬁions of both public and private gectors, to the
' varioﬁs.tarme'oi pconomic,activlty in the Iraqi eéonom&.
Thus it would be more useful if we examine the d&ta in
taﬁle ? iﬁ its re!#tive £¢fm | Table B, éhowa thelrelative.
eontribntions of the public and private aectota to the
various scctors of lraq'a econacmy, '
!tlcan be secn from table 8, that the rglétiQﬁ
share of ths private aeceér still acc&uﬂtanﬁar 1007, of
the agrléuléute, éongtructlon. and ownership oiAdﬁelltnga

sectors, HFhrthermore the reiative share of ihe private

{30) 1In tetma ‘of value added,
(31) The 1960 ixgnraa are the latest available f!gures.
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sector still accounte for well over 98% of the oil and
whoiesale and retail trédq §cctoru. On the othcr hand the
‘relative share of theipublic seétor accounted coupletely
for the administration and defence sectors betweeh 1953-1960.
while the relétlve shafe of the public sector acconnted
for only 58% of the power {electricity and water). aector
in 1953, i¢ accounted £or tha whole of this aector in 1960
The relative share of the public sector ipcreased {rom
 30% (1953) to 41% (1960) of the tranmsport sector, while
the relative share of the public sector in the services
sector increased from 42% im 1953 to 714 in 1960. The
 relative share of the pnblic sector in the banking and
. insurance aector fell irom 86“Aﬁn 1953 to 70% in 1960 (32)
; while its relative share of the manufacturing aector showed
an inér?aac from 12i:to 16% during the same abave pericd.(33)
Conseqﬁenﬂy, it would be useiul to exanine the
aggregate changes in the relative shares of both sectors
(pnblié andprivate) in the whole economy. It is clear
from table 9 thit the aggregate relative contributi&n ,
of the public sector to the whole of economic activities

in Iraq has increased from 14.7% in 1953 to 23.3% in 1960,

(32)The 1965 figure would be expected to be 100% since the
whole of the banking and insurance sector has been nationalized:
See Republic of Iraq - Nationalisation Law No.99(1964) -
Section 1, end Banking Nationalisation 'aw No.100 (1964).

(33) Here again, the 1965 figure would undoubtedly be higher
than that of 1960, since many industries have been nationalised
recently and subject to total State Contrel; see Republic
of Iragq - Law,No,98(1964), For a liet of companies
national:sed, see the attached schedulo in Law(99)1964 op.cit.
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Although the above figures could hardly ptoélde a sufficient
basis for geacraliaation. yet one can not fail to sec the
iacreaaing relazive lnportanca of the public sector's role
in the I:aqi economy. n
So far we have qniy“discuaaﬁé the contribution
. of the‘publtc sector té acoanmi£ activity in terms of values
added. . Hare it is important to note that the. govetnmant )
‘influance on the total zevel of economic activity doea
not depend only on how far doec the public sector contribute
to the national product For while this may still be of

t34)

conaiderabla importance. tt is the siza of the

} govermnt's eeetor doﬂnad by endeuse of rosources that
;s @ogg_impprtant for fiscal policy. _zhue~$trwcnld‘be
éattremeli ﬁae’tu‘l to gxﬁmim the size of the governnment‘®s

‘aector in !raq (delined by endeuse of reaources)*tssi :

Table 30 shows goverament'a total revemie and
expenditure in abeotnto and relative (as a % of G.N.P.)
“-terms in lraq for the period 1953-1963. tt‘caulbe seen
from table 10 that the relativa sige a! govarnmcnt
‘revenue in.lraq_has fluctuated betwoen;a minimun ot'zsﬁf
 in i957 to*#_qaximum_oi 36% in l955.;§iving an average
of 32% fot~tﬁc wholo abéve ﬁeriod.i The r@!ativa‘sine o!

© $34) The cumpositlon of the gcv#tnment'a sector may be of extreme
importance for fiescal policy, sce Ch.4.

(35) The above concept refers to the diatinction between
resources diverted to the use of the public sector to satisfy
public wants and thuse diverted to the private sector to
‘satisfy private wants, irrespective whether those resources
wege produced.by the pub!lc or ptivate sectors.
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governmeétﬁéxpenditure'lluctuatcd bbtween'a minimum of 23%

in 1953 to a maximum of 37% in 1963 giviug an average of
32% for the whole period.

A The above presentatton of Iraq's national accounts
has relied mostly on produeeion accounts., Nevertheless .
it may be useful to exsmine the distribution of national
:income according to !actér incomes, examining at the same
timz:ihe”cﬁaﬁgeo in. the relﬁtivo shares of factors,
“Table 11 shows the abaotute and relative shares of
';factor fncomes in the national income of Iraq (at current

pricee)‘ab’ 1t ia doubt!ul whether it cau be concluded

from table 11 that the relative ahare of wages and salaries
is. increasing and that the relattve_aharca.ot profits
'.ia decreasing. aincé the daea in tab)é 11 ia meaaured,ét
 current and not constant 1956 prieces. This a part of the
above relative change may be dus to price ehanges, rather
.”'than real changes in the relative shares of factors. ¥6e |
v.:it is expected that :he-relatxve.ahare of wages and Qﬁlaries
would keep increasing mainly at the expense of the relative

share ot.yﬁatita.(37’

136) The abovelqata is not available at constant 1956 prices,

(37) Twenty~five per cent of prutité of companiés in the private
‘ sector are to be distributed to labour, see Republic
-of Iraq - Ccmpany Profita, Distribution Lew NO, 101 61964).



»16-

| Statistical Nbﬁe, -

.° | Finally, it is impartant to aay somethtng on the
'statistical rcliability and accuracy of the above presented
thountﬂ. National aceounes are almoat impoaeible to
vobtain tieéifiom erfor,fhawevai advahcad the statistical
tuehniqnes and sources we are uaing, But thére ie‘no
“J“daubt that the prab!em of measuremnae is farther. ccmplicated
Tin undezdeveloped countriea, hy*the total lack of SOmB date.
'81nce tbe above preeented accounts of !taq s national income
;were céllecged and estinated on tha basis of a.Variety of

(38)

atatiatica] data and sourcea. it was falt that it is

quite d!!(itnlt to eatimate statistical margins of error,
;t’ﬂdiwiie calculazion’at those involves the usa of aclentif!c
aampling taehniqucs lnatead some rough estimates of '

crror ware gtven average srror for the

'-aggregatc of Traq's national Sncome ranges between - ?% and
9'(‘°)wh£ch ia not a ccnaider&bly large error Atthougb
»'the calculation of error.estimates on & non-mathmematical
“ basis may be qnestiannb!e in nature, yet it geems bettet
" to have some !den of the poaszble magnitudea of errors,
rather than be faced wlth a set of tigures as such. The
npoaslble errors in any - set of national accounts figures,

'Ashould not iuvalidate their use in generat. -Statistical

.

{38) Haseeb K. op.cit.p.180,
1{39) Ibid. Table 108, p.162.
-(40) Ibid. p.lsl
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- eyrors, and methods of estimating them, do not seem to be

of primary importance here, since the main aim of presenting
the ndtiénal accounts of lraq, &ae to examine the basic
structure of the Iraqi economy, snd the main significant
_ehanges it has nndergohe during the last decade,
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six 1
Our»accOunt of Iraq 8 national income was based
mostly on one specific source of statietical data, that of

' Dr. Hageeb's estimgtes. The above cholce may ‘be Justified
for various reasons, .Firat. Haseeb's eétlmatea‘are by far

- ¢he late#i!aﬁudy on.the above"téyieg thus it provides ﬁs
with the'latea*nﬁticnal income flgutha for traq Secondly,
Haseeb's figures are more reliable statietleally than those
of previous estimates, This is so since there is 8 detailed
disegsqien 61 the various steps taken to arrive at the
'vhriéds magnitudae;' Such a detailed diecuseion makes lt
_possidble to evolve a ressonable igea on the magpigudes
of errors involved., Finally, agd'gost important of all
the choice of Héaeeb's work apvfhé_basic source of statistical
ﬁ#tgrial.'ia‘magply-determiﬁed by the nature of the method
.ho used to arrive at his eét!mate# (ptbdugfion Method). Ab
the main aim\oi presenting ltaq'a national accounts was to
obtain a clear idea of the structure of Iraq'a economy,

. Haeeeb's estimates aeemed the most suitable. However it
may be usetul and interesting to examine the other previoua
eatigagea of Iraq's national. income and see how they compare
'with the above ostimstea.
| o In 1958 Dr.K G.Fenelon publiahed his eatlmates("
of the national income of !raq. using the eapenditurﬁ
.approaeh. He chose the expenditure approach because

\ (l) FQnGlOﬂ,K.G- Op.ctt-
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"as one of the ﬁgin objects of thie e?udy is to provide
‘,a.serle- of iigurea whihh'woﬁld éovef thegyear- 1950-1956,
it seemed beat ‘to apptoach,the problem from the sxde

of national expenditure, etart}ng with ase detatled
computations for the year 1956 as posaible. because

in that year more data were available than for previous
years. ' The n;tional expenditure~apprqach‘hyg'been ‘
‘selected because fever eétiﬁatea afé'nééded for their
_earlier yeara then would be involved in dtrect income

;alcnlations“(z’

Table 12 shows Fenelon'a estimatea tor the period
1950-1956 (at current pffcas). To arriVe at his constant ‘4'
.'!950 end 1956 iigurea Fenelon uaed a compesite prico -
‘lndex\numher. which was a camblnat{on of the cost of
living index pumber for unskilled labour, and a wholesale
price indéx.(%? By ndjustlng his current price serles to
| the. above index he arrivcd at hla 1950 and 1956 congtant
prices aeriea which are nhown in table 13.

’ uangakin 8 fetimatgs‘

. In 1961, the uinistry of Planning in lraq. published
the estsmatea ‘of Iraqg's pational income prepared by the
.,aoviet statiltician V Maniakin.‘é)ior the years 1956-1960,
| | Using the prodnctlon approach. uaniakzn @#eems. to
hawe been intluencad by the Marxint concept of national

'".income since he divided tuto tWo major spheres, the

(2) - Ibid.p.13,
(3) Ibid p. 16,
-(4) Maniakin,V,op. cit.
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productivn sphere and the nonoproductive aphere. in

the preductive Spﬁere he included industry (excluding oil),
oil !ndnstry, conctruction. agriculturefand livestock,
carriage of goods (load transport), trade and adblic

food establiahments, and other branches o! the productive

sphera.( ) In the nen-producttve sphere ‘he ingluded,

'“.servicea supplied by public authority andlprivate‘porsons.

pa@nenger‘fratiic, administrqt@pn'aﬁd national defence,

'nc!engggnéducation,~health end finance, Buf_aithough

the abbvé'dasunction vais pointed out by Maniakin, he

‘nevertheless included both productiva aud non-product!vo
‘outputs ln hia estimntes.v'” |

Table 14, showe Maniakin's eetinatesn of Itaq 8 nationa! |

incame Iar the petiod 1956-1960(at current prices)._

' Table 16 showe his estimatea at canetant 1956 prices.

Here it ia im@ottant to no;e the—baaic conceptual

diﬁficultles involved in Haniakia 8 eatimateaQ Firetly,
he defines aattona! income as the aggregate value of pét

: ptqduction which he defines ad

Value o! Gross Product - Value of Materiale ;xpeudicure
‘ B (Inputs)‘b’

TThus it. appears that ho did not exelude the value oi

nonnmaterial inputs (inputs of services) from hio esttmatea.

'a(S) Ibid.p.1. He furthermore deflped each of the above

sectors,see P. p.1-3.

. {6) !bid p.I,
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This is hardly in conformetion to the standard practice

‘oi deductlng the value of all inputs (goods and services)
to arrive st the net value added Sccdndly, Maniakin's
:;estimntea ‘seem to lgnore totally tha ownerehlp of dwel!lags
. sector. “Thirdly, it is not all elehr whether his

estimates are at market pricee or ut Iactor cost, for he
seems not to have aubtracted indirect taxes fcr the net
proéuction.figurea of some sectdrs. i;a. (oil relining) (7)
1Finally, 4t is not verpy clear ahether Maniakin's catimates
 represent N, h P, or G.h P,, since it is extreme!y difficult
‘to asees . £rom.has report whether proviaions £or consumgtion
lailfixgd‘capitglvwere.dg&ﬁggedufzomAallxtbe sectors or naty
.?hnxhctmorcghis‘r&pott‘cehtaiaeé vary ;ietlé éi#éussiea'*

on tho ﬁa;hoﬁa'andvstatisticéi sources he Qaéd to arrive

" ‘at his estimates. | | R

Tablpfié shows a comparisoﬁ of the varicus estimates

- of Ix;aq'sa'x’ﬁ}:tibnul‘inccﬁb.:i

{7)  Ibia,’ teble 26, -p.20.



The !ollewing diaeuucion of scme ol the basic

-preb:ems involved in the moaauremeat of N.Y. ts not meant
to be an cahauatlve one. but ‘only a briel review of few
- ‘welected eoncqpta. »

L In trying to aggregate the nat eetal value of
“rpraductlon in the economy, it is vety tmportant to decide -
»on what to incluﬁe or exclude from cur concept ot N. Y,
This is an extronely important and baslc question, aince
| bbviously we may get diiiercut Magattudes if we use

_ alternate delinitions.! Since N,Y. 18 to denote the

}'aggragafe net value of production ariaing from economie
.A activity, it seems 1oglca§~to gttumpt a dgginition of
lﬁcoﬁomic acfiv!t§ ind'iis boﬁﬁdarieo; .nény non#econumic
activies may zenﬂer the consumct some quant!ty of |
estisfaction. 1t would seem dcgirable at first, that all
guch acﬁivities;shoul&‘ho lnelﬁdéd-ip'eﬁr cbﬁeépi of N.Y.
- But guch a:iask mSy'péém next to‘impoéqible. mainly due
’to the lack of statistical data en:sﬁcﬁ activitiee., The
' dlstinctloa Sotﬁoen economic én&'noaieéonomté aétivitiee
. may be based on the closeness of such activ!tiee bear to
4the market.“) Thuo it would ceém 1eg£ca! to include
the aggregate aet,valun of all,ptcdugtlon that enters

~ the market. But to itdp here would aet!ouely“nhderﬁine
’ s el S

(1) See Kuzaats, 5.op.cit. p.124.



o2 3e N

the usétulnese of natiénal inéémc estimates for most
underdeveloﬁed cquﬁtries, since & relati#ély large part
of their national product daes»hot enter the market, (2)
The above point may be clearly dnmonstrated if we examine
the re!ative sharve of subeistencc output in the national |
income of Iraq. The relative share of subsiatence_output
1n'!faq eccounted en avérage for about 29,39 of the
agricuitural seecor and 10. 2% of N.Y, (at constant 1956
prices) for the pertod 1953- 955.(3’ Iin spite of the
enormous -gatlstical difficultﬁcq involved in evaluating
‘tubuibteﬁée_output;it‘;s desirable and necessary to
- iaclude. its aggregate nat”valﬁe in aur N.Y. eétimaﬁea.
Fux-th.a:t one may, attempt to define the ximita of econemtc-
activity with reference to the criterion of legality, But
thisumay not be a eufficient concept by itself, since
many illegal setivities enter the market and thus fctm a
(¢) ‘

part of economie activity,

b, Gross and Net aneegtg. ﬂ
The di!tctﬁntiation between the above two cancepta

rests mainly on the treatment of allowan¢ca made to
maintain and roplace !txed capital. Such chahges nuét

be deducted from the groes value added in each aector.

(2) Subaiatence ousput, , '

(3) Haseeb, K.op.cit. Table 13, 9.27 ‘ .

(4) For a full discussion of the concept of “production
area' and an attempt to have a standard definition see
U.N, YA System of Natlonnl Accounts and Supporting Tablesg"
‘Nev York 1953). P.Pe
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gince they represent an element of current cost. Thus
if ve deduct depreciation from the gross value added in

each sector, we srrive at the net value added in each sector.

‘ ~Althongh the N,N.P, is perhaps the most widely

Yaccoyted measure of economic performance of an economy,
° it is stil]l interecting and necessary sometimes to have an

= edtimnté of th§‘G N.P, The calculation of separate gross
aectoral totals, may be una!ui in atuﬂying the relationship
between the growth rate o! auy aingle sector and that

ol the who;e economy

Se tar, we ﬁave ignored foreign trade in our above
discnsalon. The concept of N Y. denctes the total value
sdded of praducts, which aré attributab!a to factors of
production nuppl!ed by ehe narmal reejdents oi the country
during one year, regardlesa of the place of production of
the praducta. 1f we add’ the values added of all sectors
we get the Bomeatic Prodnct (gross or net), Part of the
N.D.P.vmay accrue to non-residents who supplied'tactbra'(

- of produétlan.;'Simtiqr}y,‘éﬁgtn;of the products of other
countries may ﬁécru« to residents of the home country.

The cutward flow ie asgigned & negative sign sincé it
repieéehtarﬁ deduction from the domeat{crérodunt, while

the inward flow is assigned a posttivd aibn eince it
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represents an addition to thq domestic product.‘S) Thus
' if we adjust our ddmesticvproducz to the net sum of the

above flows, we obtain the National Product.

~d. _National Income At Faetor Cost‘and Market I'rices,
So Iar taxes . have been ignored in the above discussion,
If ebe N P, was estimnted at market prices (¢urrent or
'constapt) then we obtain the N.Y. at market prices. 1If
we exclude from tﬁe above net value of all indirect

ltaxee,(6)

we arrive at N.?.‘gt{f&ctor cost,  N.Y, at
~'market prices éépreﬁontb th§ aggregafe a&uunt,pald by

'1ﬂ(1nalvpur¢haaeis fqrcthe,whoiezaf N.P. vhile N.Y. at

°t,-‘§°t°r ¢oat,dend§es ghe qct;toteifofsincqmc accruing to
'Ju facters of préductiéxi“ Thus N.Y, azfmnka:-prieea

n will exceed N,-.aat fector cost by theé net amount of
indirect taxes._‘ |

Consequcntly, to sum pu the above discussion, let

us defzne N’Y by using the !ollowing simpla identity,

N.Y e Aggregate Value o! all 3ooda and services for
final consumption.

+ Net aggrcgate value of Invcstmeat.
+ Net external flows (lnwarﬁ Flaows « outward Flows)
~ Net findirect taxes (indirect taxec - subsidies)

'(5) The above should not be confused with the dietinction
between exports and importe.

-‘~(6) Indirtct taxes - subsidies,
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- Fiscal policy is aseumipg today a much more importent
role fhan it did in the past, in underdeveloped countries,
Tﬁe riaing importance of ISeeal‘policy can generally be
associated with the increasing role of governmenf in the
process o(‘economic gﬁowtb. Governments in underdeveloped
conhtfies todej; are called upon'to.perform not only the
traditional,etate's functions, but to per!lcipate directly
.;54 indirectly in accelerating the géeWih rate of the
economy, Evidently, the importance of fiscal policy
becomes clear here, especially where fiscal parameters are
of direct relevance ‘and applicability.. |

vﬂuetnwhi!e~it is immcrtant to na&e that while auy
development policy may imply specific fiscal measures, the
e!iecfiveneee of those fiscal meeeuiee maf be limited

*ﬁbnsiderably by<the5preva!l$§g strﬁetéral pattern of the
“”economy.(ll ﬁhile the role of fiaealvpolicy is ecceleratiug
"the growth rate of the econcmy in an underdeveloped country
forms the bnlk of the present chapter. the applicability of
'ether non«fiscal techniques should not be ignored altogether.
vThe rele of monetary policy may be extremely important,
especially where banking and monetary institutions are
iaiiiy.weil developed. In fact, the application of.a'
combination oflappropriate menetary ane fiscal policies..

{1) The above'point is discussed in more detail in Chapter 3,
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may be much more effective in accelorating the growth réte
of aé.underdeveloéed economy .

Direct total control of ecomamic resources as o
method of accelorating the rate of giéwth has been excluded
Irﬁm the diécusoion beloﬁ;'slnce the economies of most
underdefcloped countries'téday. are basically mixed economies,
whﬁte economic decisions are teken at both pﬁblic and
private sector levels, Hence, the main 2im of the present
chapeéi is to outlt#e ﬁhc genorél analytical ﬁackground.
against which the government's revenue and expenditure
systems in lraq, can be evaluated critically, |

But before assessing the role of fiscal policy in
' underdéveldped economies, let us attempt to define the term
"“fiscal policy" in a simple and ﬁéaning!ul way. Flscel
policy ﬁay be defined as any decision tnvblvlng‘the uae.
of the revénue-expenditure process of government to achieve

(2) the desired income

the optimum allocation of resources,
distr!bution. and the stability of the econamy It is

important to note that in formulsting the conditions for

the most appropriafe !iscal-poliéy for undérdeveloped
'ébﬁntriea. one has to note the vagtoﬁs‘ditferencds.in'the‘
general economic conditions between developed and underdevelopec
economies. This is an important question, since the

applicability of any specific fiscal policy successfully

to any country, will depend mainly on the general economic

"

(2) For further elaboration on the above with respect to
- underdeveloped economlos. see section I,
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cogditioap prévaiiing in that country. Thus the
usefulness of any spéciiic model of fiscal policy to an
‘underdeveloped econom?. will depend mainly on the relevaney'
of its varioua paramcters to the problemn poged by
economic growth, |

" It has often been advocated that since economic
conditions are baaically different in underdeveloped
' econaéées, one needs a special theory of fiacai poliey
for underdeVeIoped eeonemiea by which to evaluate their

fiscal ayateme.(s’

Fot it has been ettessed that the
theory of fiscal policy which is in common use in
developed cquntriea.:;a not suitable for underdeveloped -
conntriee, since its main aaeumptiona are based on |

(4)

conditlons relevant to developed oconomies. Furthermore,
‘although the basic aims of fiscel policy may appear at
first to be similér in both developed and underdeveloped
economies. varying econonic conditione in both types oi
‘econamies. may lead to & totally different arrangement
of priagities in the functions of.iipcal policy, Thus
whllevtﬁo problem of ﬁhort-term~si§bility may present
..itself as probably tha most urgent problem of Iisca! policy
in developed econnmiea today, the problems of accelerattng

- the rate of total capita! formation may be stressed as the

primdryiaim of (iécal policy.in underdeveloped countries

fodey, — <
{3)Sce Higgins,B."Economic bevelopment“(Constable London,1959)
p. p.4?4-479 and Chelliak,R.J."Fiscal Poliey :
Underdevelcped Counerioa"(Allen and Unwin, l960)p.p.18-19
(4) This is specifically true with te!erence to compensatory
!tscal policy,see section III,
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However, while recognising the above basic difference

iﬁ emphasis, it would bé more useful if we start our
analysis by using a model of !iacal?po}igy relevant mainly
to developed economies.'and adapt its varloué components to
suit the requirements for growth in underdeveloped cogntriga.
Such an approach may be more useful than trying to evolve

a separate set of conditions for fiscal pelicy in
underdeveloped countries.. The main advantage of the above
approach is that‘while it eneblees us to dévelop our basic
outline of iiacil_policy accordingAto the zelevant economic
conditione in underdeveloped countries, it does gtress at
the same tih@kthe basic aiés of fiscal policy which may be

equally applicable to b°?hrt?p0640f economies, ¢3!

Here the term "aliocation" will be used first to
discuss the problesis of allocation of resources between the
private ahd public sectors to prpvide for public wants. |
Later in the §iscuneion, the above term will be adapted

ta‘iaclude the problem of théhallocatioﬂ of resources

{53} The above point may be best illustrated with reference to
some writings on the above eubject, which seem to view the
allocative role of fiscal policy = that of the allocation of
total resources between consumption and investment -~ as slmost
the whole and only role of fiscal policy in an underdeveloped
economsy, see Nurkse,R,'Problems of Capital Formation in
Underdeveloped Countries” (Blackwell ,Oxford,1953) p.147, and
Chelliah,R.J,op.cit.p.44, While the above problem is extremely
important in the context of growth, it by no means constitutes
the whole role of fiscal pelicy in an underdeveloped econonmy,
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between consumption and investment, which will be seen
to b§ of relevance end importance to underdévelop&d
economiesa, | |
In the field of atlocation we may iind an array of

' aituations, where fiscal measures are necesaary to bring
about in optimal allocation of resources, Under a set of
esgumed cénditlonsl the forces of the market maf produce
the required optimal allocation of resources. Such is the
case probably for a relitively @ide area of'economic
f'actlvity. But whén'thé market forces. !ail‘to bring about

the required optimal allecation of resourcee, ixacal
action hecomes neceoeary - Here we are assuming that fiscal
g parameters are relevant and e!fective.' The case of sgbaidlea
to industries operating under condﬁt;;nn of déér;absn;i
costs,fi;e: agriculture, and in general to industries
‘operating under conditions of monopoly, are exgﬁplea of
éltuationslwhéte iipcai policy may havé a ﬁarginal role in
ach!e;lng'an optimum allacﬁtion. since the market's failure
" in arriving at that ié only partial and not total,
!n’contrast the case of public wants preaente as
"with a situation where the market's- failurc in utt!sty!ng
the above wants is total and not partial. Thus fiscal
policy assumes a prlmmry.aliocativé fé}e}here, rather than
a8 marginal one. Public wants may be defined in very
general terms as those apecific private wantg which are not
- capsble of being satisfied except through the medium of the

~public econcmy. Publie éants are mainly of two types,
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social iants and mnritAv§nts;,‘Secial &antl are basically
private waats, which can hot1ba aattaliéd except through
ihe rublic sector. This is so because thoyliav01ve'joint
equal eonsumption'by all individuals. Furthermore one

can note here that the exciusion principle which may be
viewed 26 a bagic cuaﬁition of e:uhangc. can not be

" applied in the cage of soeial wants, since individual
.pre£erencea will not be reveéled;‘6’ Clearly,
'ffnﬁiviatbtlityvié 8 béale problem here sihce an equal
amount has to be consumed by all, while the correct assessment
of the individual consumers® &emnnd for social wants is

the other bagic problem, The‘solntion-ét the above problem
is & necessary step to the sllocation of the tex burden
ariaing'tram the aatia!;ctton_él soq!al wahts throﬁgh the
puﬁlic sector. The'above‘ditticulty'is not 211, since the
possibility of obtalntug vartoua optlﬂalraolutiona is
present even if our above problem of pra!erence rovea!ia;
is colvad."’ Cemlng te werit wants, §t may be cbacrvod
that they are dif ferent !rem aoeial wants in as (at»as they
. ave subject to the exclusion principle, thus they may be
aatlulled through the merket mechanism up to s certaiu level,
uerit wants are- cama!dered publlc wante propor. only if
their‘aattnigctlou is considered socially desirable, that
th¢y~ara’pruvtded'!or ehrcﬁgh the pudblic sedtor &t & level

(6) Musgrave,R,A, "The Thcotv of Public F!aanee” (ncGraw
Hill, 1959) p.p. 9-10.

(7) Ibid. p.8.
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exceeding that provided for throngh the private aector.(a),
Whila the main problems involved in satisfying social wgnts
through the public sector,were thoee of indiviaibility and
unrevealed consumers' preference, the main problem involved
in the satisfaction of merit wants by the public sectoi.
is how to assess the level up to which,thgy’should be
sa;iafied. While social wants may be considered as an
~ extension of private wants, it lavdlillcult to view merit
wants as such, except if one admits the existence of a
__lérgg gieménf of social want in the@.(9’
| So far the term “alloeaiion-of»resoutces" has been used .
only to denote the !unction of fiscal policy in allocating
lreaonrces’betweeﬁ‘fhe Privaté and public sectors,vto'
satisfy public wents through the ravcnuesexpendlgure'
prééess_oi>gOVer§qe§t. But the above elaboration on the
..allocative vateo of fisca! po!icy is too p&rrow to take |
}.accaunt of one of the most important factors of growth,
that of capital formation. Thus {t would be more useful
4f the}cbneepf ?allocétlon of resources" is used to cdnvqy
a much wider field of allocation than that elaborated above.
The term ﬂallﬁcation.ef regources” qﬁould be used in its
-fiscal and developmental context, to convey'both. the

allocation of resources between the private and public sectora,

(8) Ibid p.lS The case could be to the contrary where
merit wants may be negative. Thus taxation may be used to
minimise their consumption i,e. liquor, It is important

to note that the purpose of taxation im the above context is
not to raise revenue, but only to secure & gpecific pattern
of resource allocation,

{9) 1Ibid.
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and the tetal allocation of resources betwesen immediate
consumpticn and capital !6rmmtlon. Thus by atétlng that
.thé role of fiacal bolicy in an underdeveloped country

ie to achieve an optimum allocation of reaources, this
should not be taken to denote the optimum allocation of
resources between the public and private anctoré to
satisfy public wante through the public sector, and the
optimum allocation of total economic resources between
fmmediate coneumption and capital formation, While the
former still forme an internal pdit of the allocative role
of fiscal policy in b;th deveioped and underdeveloped
eccnomies, the latter aspect has an extremely vital
importance for underdeveloped countries. But before examining
the possibility of influencing the allocetion of rescurces
between consumption and capital formation through the |
IApplleation of relevant fiscal parameters, let us consider
briefly the significance of the rate of capital formation

itself as & parameter of growth,

a, Cag!tag Egrmation,

Capital formation may be defined aa the partial commitment
of economic resources to the making of intermediate goods
and'aervlcea, that will help in the future ptoducclon of

consumpt ion goods, The qusetion of the rate of capital
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formation has often beensireuued as one of the key problems
to gr¢wth;“°’ Viewed In its historical context, it
§rovldes us with iuither evidence that‘the fétt of
eaﬁttalVfotmntien vag hiskotically the key factor .in the
growth of what is today the advanced inﬂuatrial'eeonomtca
of the western'wowld.“l) It is important to note that the
 term "eapttalftormaﬁlon“ is used in a rnlativolf wider |
gense to i{nclude investment not only in fixed capital, but
in social overhead capital as well., For it will be shown

later in the atudy.‘lz)

that both of the above types of
.capital formation are important to the growth of an
underdeveloped economy. | -

- Hovever it must be emphasised that the rate of capital
formation is not the only parameter affecting the growth '
of undordavelapéd econchies. élnarty a dia;usstcn of the
~ varicus factors iniluanclng the rate of sconomic growth,
does not fall within thc'acope of the present study,
Nevertheless it should be stressed here that the process 9‘,
- economie growth is an extremely complex process and is
a luaet!anaef many other factors 1.8, availability of
(10) Meir,G.M. and Baldwin,R.E,"Economic Development" (wiley
& Bon., New York, 1957) p.p.303+306 and 337+343; Lewis,W.A,
"Theory of Fconomic Growth" (Uawin University Books,1958) -
pP.p.201-212; and Bauer,P.T. and Yamey,B.5."The Economics of
Under-developed Countries”" (Nishet and Cambridge,1957)
¥i¥.127-137. '

) See Rostow,W,¥W."The Stagee of Economie Growth" (Cambridge
Univeraity Preas, 1963) p.p.7+9 and 36-46,

(12) See chapter 4, ‘
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natural resources, Furthermove noneeconomic factors may
be of vital importance here. Nevertheless, capital formatien
'haa been singled out here as theibanic factor influencing
economic gkowgh. mainly because it ls“fhn kiy {actor to
the increase of total ptoduétive cspacity'in the shorterun,
‘At best one can say that the rate ol capital iarmation"t
(ite incrsase) is 8 necessary cond!tian for groweh. but )
not & -utticinnt one by itself, However it is etressed
abeve that it {s only through sn incroase in the rate of net
cepital formation that the total productive capacity of an
nnderdevefoped economy can be raised signiiieantly.
Furthermore, capital formation has: been.eingled out above .
as a factor aileetiug growth- m&ialyphﬁnanae its rate can
 ,be iniluanced more eaaily than that of other faetera. by
the use of fiscal paramngara.: However onc should not
overlook the poseibility of fiscal paremeters influencing
the aupﬁ!y'ot other factors of preductipn.“al
: Clearly, the role of fiacal policy assumes a greater
. lapoftance here, eapecitliy when one_consldora‘tha
comparatively low rates of capital formation in
underdevélaped countrics today, ['iecal policy may induce an
opt imum réta of capital formation, dy its own direct control
over the publiec sector, and by inf!udncing decigion making

ia the private sector.

L -~ AR R e

(13) Ses Chapter.3,




c;pital‘faﬁmitSon is not-oﬁlylg function of the -
tnducement to invusg.'e;ﬁce itg'éateit- limited ia_a'iafge'f
oxgoit by tht‘ﬂupp§7 of snviiea at!aay one nnmontvdl tizme.
The discussion below will examine the possibdility of
iniluenclug déclaiona a!iocziné éﬁvlngs-ia the piivaéé
‘ eaetor. %hraugh the relevant iitca! parsautars. The
supply of savings at any mamant of time is detarmincd '
primarily by the level of incomn The ability to save in
mwost undcrdeveloped countriea is limited by the cemparaeivtly
low standard of living, hence low pet captta incaaos. Hcre, 
~ our msin problem is to esamlne the po:ciblo extsteacc ot !

~A<‘-*‘h4_-,k - el 4 R it = bt e e

7 :tax‘dléincenttéih 10 p poraonal savtngt.  8Bince pcrsoaal .

domestic savings are a part of the tots) savings in the
economy, the remeval of any existiug tax dia&acentiva to.
them, may cnntrlbnta towarda ‘maximiging the Slaw of Bavinga:
in the economy. The taxation of ¢utrent auvinga (which are
included in mnent ncome) and the tmtsm of future’ .
incozie y&elde lrem cutreat aavingn are pcrhaps 2 prlmari
obstacle to the growth of private peraonal savinga. Tpna 7‘
ohile eurront !ncomc (iaclndtng current savings) {s cubjact*:
to personal income taxation, future yields from curreut -
aavings are taxed as well when eonsiéered as income in a
future period of timn._ The abeve problem of the~t§x
treatment of unyings is of vifal'impdrt¢n¢o and iélcvan&i

ia-framsng.the'tax policy ih any underdeveloped country,
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mainly bscause of ite lnfluanee en the fctkl volume of
savings in the ‘economy, . which in itself is the chief °
l1imiting £acter on the rate ot capltal fotaation.

‘Thg above dialﬁceativn to private uavingl can 5. |
rempved either by excludia; savings from the income tax
liability of an tad!viéqnl, or by the total ¢nemptian.qr
}prgtgregtihl\t§x‘treitmsht of future income yields from

- ecurrent -avthgi. The ¢upcnd£ture tax system suggested

by Ne.Kaldor l"l. probabty the nnat Qlabprate !iaeal
1propoa¢l of organtting a tax sy»tom to exclude cavingn

| £rom income tasation4 ﬁhilo euth tchemos may bu
theoretically sound, and indeed very useful, one can not. .
,laiifxo»eeé #keAéifticnléﬁgs invelved n their - -
aﬁplteation en a practical ieéﬁi. The adbove poiat ehuuiﬁf
particularly ba stressed with re!erunco to nnderdovelﬁped
econonmies, pinet the lavel et !iacal admlnistrativo o
oitecienay in meet nndcrdevclopoﬁ countries today is far
,7tram nattsfaetory. Thue it say be doa!tablc to Oxclude
“‘apecliic catogericn of savings from the income tlx o
14ability of an ladivtdual The. decisioh :: on the
inclusion or exclualan of any npeeitlc type of savings
will be dotetm!ned prlmarily accatdtng to thcrgqnoral |
investment petlci'in’th; dovélobmént piagrimnt. By

allawtng the deductiam of apaciiic eatngorieo of savinga

(14) The tmpli¢atlosa of Kaldor's expenditure tax are
discussed in more detall with reference to the ptablou
of diroct taxation in Iraq, aee~Chapter 3.
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from !chme tax liability, it is hoﬁed'that4auch a
‘ficeal imcentive msasure will induce a relatively
largef‘volump of savings. ;EV!deatly; S#lto di££;é§lt

to asgess cer;eciiy-:hé éugnttt;tive‘contrgbutiﬁn of |
such preferential tax treatment (in tethm-gt inéra;scd -
- savings), For the cnpirlcal.vegilicatiea'ol'the gﬁova
may not be éa.basy as we taeﬁi&a._sihcoincr;ased in

pérsona! savings mny be due to changes in nonoiilca!

 parameters (i,e, neaautes of monetary policy and gencral

i&g:oVemcail in t!nnnciul ialtitutiono).}'

ﬂawtver ie ean,bc seen ‘clearly that the above !taca!
‘Vparnnntor may in!luance the volume of parsannl saviagc
ccnaiderably ‘The poat-war exporinnco of w--e Geruaay |
demonstrated the _validity of the above !iscal teehniqua.
agince the volume of total porsonal asvlnga increased

~ eharply after the introduetion of preferentisl tex
{rehtmeht'for savingo in the structure oi personal inccia"
eaxntien. noroover the. decline in total peruonal nav&ags'
vas observed lnmcdtately after the abolltion of the_ 
above moasures‘ts’ | ‘ '

(15) Tllang.s.c.'“Thx Crodtt, end Trade Policios to

B Promote the Production end Export of Manufactures
of Developing Countries” (Journai of Development
Studies » Vo l, Ne. 2. 1965) 9.183. :



«39e

. riaally, it must be emphasised that the introduction

of preferential tax eteatment for ca?ing:, may inlluonce

}thnwpattcrn o!»existing savings rathnr than theiy
lfalﬁmb It is shown delow that thin by itsel! may be at-

| conaiderablc aignificance in uaderdeveloped economies,
j_Thls is o because the primary aim of tiacal-policy here
is not to uahtove the optimun alloeation of resources
hetwean aavinge and consumpt ion as auch. but between
savings which equldwbo phannélleﬁ for development uses
éghvsmngdinta éanahmptibu‘ &oreovar, !ﬁ ss‘impo?tnut

o hé‘c here’that’tﬁhﬂappllcation of the above'(oi any

" othes fiscal incoﬁttvg mﬁaauﬁéi wi!!’uot'be ducdecntul.

f it ¥s mot implemented By a relatively highly trained
ttaéa! administration. The main point of sny stacal
ilnceativo measure is to' securc e relatively more
‘favourabie pattora of deelnion makiné in the prtvatc

- sector, Thus if the sbove ineonuvo weasure ie not
applled wlth the. ntmont care to snsure its applleatlon
to: eneouraga -avings. it may evantunlly turn into 8 tax
lethola. hence fat!ing to bring about any tavourablo

eliect on the rate ot totni oavlngs.

1t has already been stressed above that the total

rate of savings in the economy in‘tﬁé(brlmﬁri factor
B »iitlﬁbnclhg the level of capital formation, Bdwev@:, it
,'is'important to consider the problem of capital formation

 frem the demand side as well, Thus the iadueeniedt to
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inveat may be viewed a8 aaother important factor that may
inf luence the ratb of capital !otmatien in the econonmy,

It must be noted howovar that the {nducement to invent
E:ln not determlnod totclly by iiscal parametera. None
:liceal tactota u:y play nn.impa:t;nt role in determlniug

Neho inﬁucenent to invcst i e. relative market sizes,

' 'eonditious o! eemmnnicataona, and the avallability of

specific labour skills, {16)
Here, it is by ‘attempting to affect tho,levol of

'+ prospective yield, that lisealxpoliay aay in!lﬁencc the

ia&ueounnt {e‘invvai iq*the private ssctor, by-vatylng>
&hu f¢lovant‘tqz ratis {or subsidies). While ‘recognising
- that nnnvtjocal lsszexa may affect y:lvste>£avestmest

ea a certatn extent, the leval ¢f perspective vaald from
-1an7 !nvostm&nt. is prabahly still the most Important
factor that aifects the decision whothar to undcrtnka

the investment er not.(‘?), Here one may use both direct
‘and {ndirect taxatton to ;ncotporate;an,q!emoht of

incentive taxation in the tax structure of an underdeveloped

scongay,

(16) For a detailed account of the various non=fiscal
‘congiderstions affecting imvestment in underdeveloped
sconomies see Aunbery, H.G."Investment Decisions in Under-
developed Countries” (paper in ''Capital Formation and
Economic Growth" Princeten Univeraity Press 1957)p.p.419-435,

(17) This is even mere promounced in underdeveloped ecgnomies,
A relatively large amcunt of investment in developed
countries is carried through every yoar without regard to
immediate yield, but mainly with regard to expansiocn and
longerun pro!itabilttv. In consrast immediate yiclds sre
more stressed in underdeveloped countries. This may

explain partly the relatively atrong preference for investment
:n ce:g;:;aﬂrather than industry in Middle Eastern countries,

e, :



The main aim of incentive taxation‘ia,thc sphere of
private investment, is to reduce the cost of investment
and to make its pra-péetlve yield higher, thus encourage
a relatively higher rate of capital formation,
Accelerated deproqiatiah rates may be a very effective
. fiscal paramotet here, since they may shorten the risk
 period for invested capital. 1n fact high depreciatien
allowances have come tojfotm an integral part of the
present tax structure of some of the ma jor underdeveloped. .

(18) Furthermore, the main advantage

countries l.,e. India.
of using relatively high depreciation allowances as
compared with using lower rates of taxation or business
income (as distinct from personal income), is that of
establishing a strong link between the fiscal incentive
meagure and the aet of investment itaself. Moreover it
should be stressed that the use of the above fiscal
incentive measure may encourage specifically, production
iherc capitalistic methods are the norm, raber than

| production that involves the'une-ot relatively negligible
quantities of capltal.‘l?’ Thus the use of high

© depreciation allowsances may have an extremely fabourable
iafluence on the rate of capigal formation in the econemy,

R — i i
(18) Krishnasswamy,K.5,"The Evolution of Tax Structure in a
Development Poliey"(paper in "Government Finance amd
Economic Development (eds) Peacock,A.T. and Hauser,G, =~
OQEOCQD. P“18.1965) p.es. .

(19) See Preat,A.R, “iublic Finance in Underdeveloped
Countries” (Weidenfeld and Nicolson,1962).p.95.
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Fnéthermcre; the:nso of the above ﬁincal technique is
extfémoly tmpottanf. eapecsallyAfor industries operating
under conditions of‘lastytechnologiqal change, Here the
<inbartanco of h&gh.dcprceiation‘ailowanceu stems from the
fcoutention that thoy may enceurage busincarmsn to scrap
their machincry belore tho end of 1ta full phyaicai li(e.
This in iteelf may ancourage<;he tranntation of techniceal
- advances ingé fadustriql :Qatiiies, The cumpiutg’
‘exemption of new firms for a limited period of time has’
of ten been reco#m#adod to underdeveloped cahntriea #aaq
measure to éncéuraéé'd'rclativeiy higher rate of capital

formation, Sucb'h.ﬁaisnreiebuld bn'vétyvupeful under
 specific circunstancés i.¢. whére Investment s
» excoptiaanlly riaky. Prefcrentiai tax tteatment for
' rctnined and reinvested prolitc may enconrage firms to.
commit a ralatively hi;ker share of their gross profits
to investment, rather than d!atribute 1t in the form of
)htghcr dtvidenﬂs. Bo&evar lt must be ntreseed here that
the above measure may, in!lucnce,both the rate of -avings
'in the eeoncny, and the inducement to invest.

Here, it must be ctrea-od that tho application of

the above imcentive meagures to the sphere of private
- tnvestm?nt should not be tndi&étininato.‘but should apply

iu a vcy 8o as only to enccurage . lnvactmonts which are

o bauical!y !avoﬂrablc to growth, BSo far we have only

examined the poséibility of using direct taxes as incentive

measures., This by no means sheuld.imPl§ the limitation



.43-

of incﬁntive taxation to thc use of direct taxea only,
far various indlrcct taxbn may be used as wall, The
!evolao!,tarriftn on imported-capital equipment g§§ be
,mnﬁipnlate& accerdtngly; to encoursge or discourage

speci!lc categoriea of inveaemmnt. Subsidies from the

. . public sector ney be uoed to encouraga the increase in

"the rate of capital faruatian in opcci!ic sectors which
may have & stratégic 1mportance tot growth, But the
main diificu!tygin the use of gubsidies as an incentivﬁ

me agure, is the r@!ative dllliculty'ofaremoving'them‘ae

& later pcriod.

| Pinally, it is iMphrtaat to note that the var;ous
,femutka&lihtentivs taxatton do not appear in the huaget,
enly inwthg sense that they are not in the iorm of
'revauue yiexding taxes, They mmy be deacribed more
’ carrnctly as negative taxes or as an iavisible form of

- gevernment espcadlture, Thus it is evident that any

| ’ §£3§&1vibcéntlve'mﬁaaure iavolvea'arcortuin gcc:l‘iéo in

revenue torms Here the baaic principle involvcd in
deciding upon aay apoci{!c fiscal tneentivt meagure, is
to weigb,the uosslbio !e%s of revenue it my involve,
agntnnt the ~ossible gains in term: of !acontlvcu.

- bearing in mind that the latter should alwags exceed

-~ . the torwar sl thero ts to be any justification for

incentive taxation, While it is possible to estimate
roughly the revenue cost of incontive Sazation; it is

not nguite easy to asseas the net gain in incentives
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quantitatively. Thus while it is difficult to quantify
the sbove criteria, it may still be useful in as far as
it provides a rough guide, At beﬁt; one caﬁ formul ate,
that fiscal inecentive measﬁrea should be linked as
directly as possible vith the act of preductlve 1nvestment.
- Seo tar the discusaiou on incentive taxation above,
has been only in terma ol its use to achieve the optimum
rate of savings and prcductlva investments in the private
sectora. But it is evident that the regulation of the
patterns of saving and lnvestment a( a given amount of
resources, may ati!l in itself induce a higher rate of

productive cap!tnl Iormation. The term ”productiVe“ as

- ‘detided here to denote !uveatmeuta thet may contribute

"directly or iadirccely to the enlargement of the total
productive ¢Apaeity of !he eeohnmy. In eontraat.
“unptedactSVo investmogt‘qach as speculative investments
in land, real estate, ond investments in currency, may

be profitable from the individugl'l point of viﬁw,'but

ene can hardly deseribe them acrsogialiy productive in

a devhlepmintai context, Théﬁmmrkad preio;ehee in moat
underdeveloped countries for ihe,abové type of investment
stems trom the fact thai'thoee inQentmeata uhu#liy éoaseas
a relatively highsr proepecttv& ‘yield, and a relatively
higher degree of security anc liquldity.‘zo, !n as far

as the problem of liquldity ls involved, it may be possible

(20) Aubery,H.G. op.cit. p.p. 403415,
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- to exempt specific cdtégoﬁloa of equities from taxation -
altogether. Hovever it is the gensruiyimprqvamhnt in

the structure of éapitni markets that 1p'§e§uired heve,
Nevertheless the impruvemcnta in llaanclat instttnttans

do not necessarily exclude the appll¢abll!ty of fiscal
paramotere to achieve a requitad pattcrn el !nveatment.

Thus (iaca! parametarn may be mantpulated here so ag to
increase thc relatlve yield of assets rapreoenting
deairablo forms ot iavoatawat. and decreane the rclattva
\yta!d of undeslrable forms a! invcntment. Heace

property taaea may be desitable ln underdavclopcd econcmies,
" not because of the rcvauue they may yleld, nor on a
eguity groﬁndﬂ prinerily, 5ut"§cean&¢ of thelr ol?cct in
making investment in resl eotatc relatively less attrgctivc.
Hbro it must be stressed chat_tha‘abave messure nay te

more aneéeastul i baéﬁéd by the nupplon&ntiry non-ti?égi o
measures i. e.lieencine. F!u&llv. lt must be stressed ;
that thu nbavc measured ol lnecnt&v& tuxation maY be morse
effective in regulating tho pattetn of a glven amount of

anvinga and iaveatneat. rathcr than thalr iacreanc.‘al)
e e i Sy o -
‘3" U.N, “Methods of rinlncing ‘Econemie Devclopmout in-
Underdeve loped Countries” (Sales Neo.I1I.B.4, New York,1949)
P.P.92+93; and Hansén,B. "Tax Policy and Mobilisation of

Savings" (paper in "Govermment Finance and Economic
B"ﬁ‘opmnt" thc‘to PP 153“5‘0 .
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4, The Effectu o! Eiacul Po!igz in the Flow of Fore{g&w
tavestnnnte

Forcign tﬁvcdtQQnt is heécabaﬁy in nnderdovuloped
" econemies, lﬁ ac £at~aa the lo§el 0? domostic capital
; 1omumi 1a mot sufficient to meet the relatively heavy
_cnpttal roquiraunnta o¢=moat ‘development ptogrammeﬂ. .
 The Snccntivu-maaaurca dlscusaed above are relevant to
)Ictetan invuatnmnt. sinea tbl- is affected like any othet
- form of inveotment bv’tha-preapactive lav¢l-ol yield. But
}hare. it is lmportant to po&ut out some of the specific
.”»prdb!ema raised by foreign investment, end examine the
- possibility of daollug with then &br0ugh the use of the
: ﬁ:m;rezevant tisea! perasa%eref e e
N garwtgn iavoatment may be divided {nto two main
caaegoriac. pabltc :oreﬁga inveotment. and private foreign
inaoatmant, Our basice prahlen herée im the possibility of
-dnfluencing the rate ‘of flow of foreign investment
ehvougb‘!tncglwmeaharéa.vand thclgﬁabltm-et making the
best prbdnct!va‘pso'olvalgivgn qéunttty of foreign
tnvestment. | |
Tﬁe,aiiu ch&raeteti#tié‘o! !or§ign private lgvéstment
(se distinct fraﬁﬁpdblié lotaign investment) iaAfﬁnt is
' #s majnly used in dirvectly prodnctivc sctivities whtch
eenltibutc directly to the growth ln gross natioual product. (2

.

(22) See Nurkso.n.op.clt.p.eeg and Huehne,L. “The Role of
- Private, Public, end International Capital Exports to
Uaderdoveleped Cenatrios" (Publie Finance, Vol.XV1I, No,4.
: n . 1962) p.321.



ol Te

The baaile point hero §s that this specific form of foreign
inveo;nﬁnt, contributes directly to the increase in the
rate of cupital formation. Thus the main preblem here
is to incorporate sn!fieiont lncéattvo meagures in the
tax structure ﬁorﬁaxlﬁizo.iho fiow of prjvété foreign
lu;ru tment, . Hére -the preblem of intqmation&ldéuhlg
taxation ié;yrnbabty-th&‘mast serious source of -
'disincehttféa‘zsi‘ﬁoﬁiver it quaixﬁé“streaned here that
‘fiaeal incenti&és fer‘ditinhentivas) are not the aoié
determinanta of :&a fiow of private tarexgn tnvuntnent‘y-
Ncn-tiaca! taeto:c such as thn size of total mnrkctu aud
“the degzee.oi pelit&cal atabtlity may be a! vitnl
4'impertancevhurt. ‘Earnnv&r, the ¢antrtbution of prtestg~*::'4
foreign investment ahauid not be viewed only in torms of
its lnevennntal addit!eu-te thc total rato of capitat
formattaa. but ales in terms of ztc p¢ec$h!e ccatrlbueica
-to. tha growth of labout andla;nagcrlnl aktlla, whith nny .fA
themselves ba vital te growth tn itc earliest atagou, _
Public capital auports do net prezent us with the
same fisgcal problewa aa privato capital ouperta. The -
main problem here lo to ensure thoir best use ia
 productive economic activities. Public foreign chitaI

mﬂy be more useiu& than private foreign capital under

(33) The above preblem is of special importence and sntereat
in the case of private foreign investment) glthough private
foreign investment may be equally influenced by the same

set of incentive measures that intlnanee prtvalo domestic
iuvostment. see section ¢.
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some circumstances, since it could be used to supplement
the rate of capittl formation in some speci!ic economie
eector, aecording to an cvorall economic p!anat In
contrast, private foraign ‘capital tends to concentrate“
in spucittc sectors of tha unﬂqrdevwloped economies i.e.
exports, this»may ‘hinder the preceea of econamic ‘
d!veraitieatian.‘z‘,
It has already been stressed above, that fiscel
incentive messures Ay apply eqnally to private foreign
and pri?ata domestic investmont.‘ However the problem of
intetaationnl double Caxatleh hag been ningled out as a
 special problem relating to private foretgn investmnat.
Intermtiml ‘double taxation is a situation vhere the
same economic t:anqactton, or flow of iacome, is subjected
to the same tax i.s. company tlﬂafion. by more than one
national tax iuiherity. The total or partial elimination “
of thie apeeitie din!ncentivo WAy - be achievud by a
variety of fiscal measures, Bilntera! tax agreeusnté 2Ry
allocate various types of thcnma snd properiy to ihs"
tax authorities of both countries according to some
apecific criteria.  Tax eradi: is anothar mnthod by whieh
one tax authotity allowuvthe dedgetion o! taxes paid abroad

by,its'aation;ls and corpcr:tioﬁs, from their taxablo '

(284) See U.N. "Methods of Financing Economic Development
in Underdeveloped Countries” op,cit, p.96; Nurkse,R,
op.cit, p.p. 83-84; and Huehne,L,op.cit.p,320. :
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income at home. Complete tax exemption may be a useful
instrument in dbolishing intetnational double taxation,
but its use ia rather limited, since it assumes that the
exempt activity is operative in both countries, However
the above reason is not the only one for its limited
naé; éince the above measure may involve a considerable

loss of revenue.‘zs)

e, Tge Publ ic Sector,
So far we have examined the possibility of using
various fiscal parameters to achieve a relatively more

'lavourable allocation of resources.(26,

The discussion
above, has been limited to the possibility of using |
fiscal parambters'to‘induce a relatively more favourpble

u pattérp'ot * decigion making in the private sector,

However, if'may be douhtfhl whether the private
sector can achieve byritselfl(supplemented by fiscal
incentiye measures)'the rate of capital formation

requiréd by the extensive development programmes of

most underdeveloped countries today. Here it is important

(25) For a detaliled discussion of the various measures

to deal with the problem of international double tasgation,
‘see U.N, "The fffects of Taxation on Foreign Trade and
Investment” (Sales No.1950.XVI. I « New York,1950)
' P.p.43=52, A list of the various international agreements
reached on the problem of internatonal double taxation is
- shown in Ibid Appendix,

(26) The term "allocation" is used in its wider sense
ab defined in section I,
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' to note that the possibility of achieving a relatively
more favourable allocation of rescurces through the
‘public sector, does not necessarily imply the diéeet.
participatien p! the rublic sector in capital formation.
For it ie éossiblc that a government may use part of
" ite resources to cover itslﬁgrrant~and aoéia!‘ﬁverhead
expendituré. and make the remainder of its resources
dvailéble to the private sector to inwest.(ZT) Thus
the ﬁain point here ie not whether investment ehculd be
public or'private.(ze) rather it is the poesibility of
maximising the contribution of the ?ubllc sector to
capital {formation by devoting an incressing shere of
goverama&tik resources to capita) formation (as distinet
from cnrreat‘expeadituée).

1t ig well aéknaﬁtedged that the present functions
o!‘the'publie sector in an underdevéiqped economy, is to
provide for the basic governmental functions i.e;.law,
defence, to provide for social overhead capital expenditure,
737) Tg; experience of Japan in its earlier stages of
development {3 an extremely interesting example, For the
government there, channelled & relatively large amount of
rescurceg through the tex system, making the largest part
of it available to finance industrial projects in the
priveate sector. See Johnston,B,F, "Agricultural

Productivity and Economic Devslapment in Japan" (J.P.E,
Vol,LIX, 1951) P.p.501=503,

(28) The above question may have censiderable importanee in
the context of distribution policy. But the questioh of
distribution may best be dealt with through the tax
transfer mechanism, since §f inveatment decisions are to be
subjected to distributional consierations, the
misallocation of rescurces may become unavoidable,
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and to suypi&meut the efforts of the private sector .
in raiaing the level o!'capital,formation, by devoting
a ptoportinn of ites total rcsecréeé for that. Here if
we define developmental expenditure to include doth
socialroVerhgad capital exﬁendlture and expendlturelbi
fixed capital formation, the pixb!ic savings may be
defined as the excess of govarhmaat's total receipts
over current non-devglopﬁental=expenditure. Social
overhead capital can only be provided for through ihe
public sector due td‘its relatlveiy huge coats, and
due to the divergence between social and individual

{29)

profit here. ¥hile recognising that social overhoad

 ecapital may not be dirécély productive, !; the sénaav ‘

that it does not add directly te totsl productive

capacity, its imporience tc economic growth stems mainly
from ite favourable effects on the economy in general,

end in particular on increasing the preductivity of the
private sector. The existence of & relativély high

standard of public services such as transport, communications
and power, may raite the marginal preductivity of

investment in the”private sector, this possibility induces

a8 relatively highor level of capital formation in the

private seetor.‘ao) Furthermofe.-the'tavourable effects of

1257 cee.cCh, 4. : '

(30) See Hirachaen,A.O."The Strategy of Economic
Development" (Yale Unfversity press,1958) p.84; and
Slesinger R .E,"Ficcal Consideretions for Underdeveloped
. Countries"” (Kyclos «Vol.XV,.1962) p.p.625«626,
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social overhcad c&p&tq! aipendituré§ on the quality end
efficiency of other factors,i.e. labour, shculd not be
ignored. Consequently, it is only through centrolling
the growth of current expenditure and devoting an
increasingly lsrger cshare of government'a resources to
_capital formation, that the public sector may contribute
posftively in increasing the total rate of capital |
formation in the econony, |

bu of comeg e

Although the allocative role of fiscal policy seems
- to assume primary importhace in discuasions relevant

to underdevelcped economies, it is by no means the'anly
‘aim of fiscal policy here. For clearly the problem of
- incame and wealth distribution is of utmost importance
in undérdeveloped cuuntriee today. While an increase (n
pcrAcnpital income is usually acsociated with the concept
of development, it must be pointed out'that.such an
'increase does not necessarily imply an improvement in

~ the standard of living of the bulk of pecple. This
development (or per capita increase in income) must be
iinked‘cluscly with such an increase in the standard of
iving. Clearly, one cannot fail to see the importdnce
of the distributional role of fiscal policy'in the above

~econtext,
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'Thé éénifal proble; of ény fiﬁcal distributional
poliey, is to determina the requited state ‘of diatribution,
and to foaunlate the apprcpriate fiscal measures to
achieve that reoquired state. The exlating distributton
"'of income at any one moment o!ftime,ia a function of ;

tho‘mark¢£>earnih59'qi (actora; and the gyngrship"of
factors of productien. Qére it is lmpoftant'to haie”'
~that the dedire>1or 2 relatiuely more equitable
: diatributlon,of incoms and wcalgh is probably mmch
atronger in underdevelapea economies than developed ones,
bea:ing in mind that the income end wea;th distributtoa
in the former, maf be relatively more skewed than in the 

Alaezcr.(al)

while 2ecognis£ng the theoratical. .

. d&f!icu!ty of determining the mosc appropriste state of
distribu;icnsaz) it is relatively easier to formulate -
fiscal measures which may reduce inequality, assuming
that one accepts that a relatively lesser degree of
inequality is desirable., It is interesting to note that
the mejor redistributional adjustments in developed
economiaé‘wdre achieved mostly by the use of a highly
progressive eystem of income tedation, and a variety of
wéalzh taxes. #hile the use of progressive direct
taxatién'aa a fiscal dlstrlbutional instrument is well
(31) Meir,G.M, and Baldwin,R.E,op.cit.p.307; U.N. “Taxes and
Fiscal Poliey in. un&erdevolaped Coutitries' (Sales No.II,

H,1. New York,1954) p.17; and Kumpents,S, "Economic Growth
and Income !nequality" (A.E.R. Vol.XLV. 1955) p.p.20-23,

(32) See Musgrave,n A.op.cit.p.19; and %ieeman 1."The |
Fublie Ecohomy” (Econemica < New Series ~Vol.XXVII,l960)p.263.
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recognised today, one must note fte limited applicabiliei

'in most underdeveloped countries at present.(sa? However.

this should not tmply that the distributional role of
fiseal policy in underdeveloped countriecs is neglible,

The 1nttoductionvot an element of progression in indirect

'iaxntion wnay agivo L a'partial substitute of highly
 progressive direct taxation. Furthermors, the change in

 the pattern of gcvornment expenditure, maey have some

aignittcant distributiounl implications.‘34)

- Meanwhi!e while it may be assumed that a relatively

lesser degree of !naquality may by itself be a desirsble
'vobjeetive, it is import ant to cona;der the posaibla

"afiects of purﬁutngﬁa more ‘equitable’ dtstributional

po!icy on the total volumo of aavlnge in the economy,

It has already been stressed that the major aim

'f et:allaeativg_fiacai policy in underdeveloped econcmies,

. is to achieve an optjnnm allocation of resources which

is favourable tocteveldpment, The implications of the

' above in terms of maximising savinge and investment

rvaher than immediate consupption have already been dealt

‘with, Here, if one acéepts the hypothesia that total

>private sevings are primerily a function of the degree

of iﬁequallty of disposable income, and that the

marginal propensity to save of higher income groups,

(33). The abeve point is discussed in more detail in
chapter 3, mainly witk reference to Iraq.

(34) Bee chapter 4,



- ie relétiveiy'highqr than that of lower income groups;

then it will be clear that fiscal redistribution poliey

aiming at a relatively more equairéistribution. may effect

the total volume of private savings adveraly., Thus it

becomes ayparant‘that one might be faced with the possible

conflict between the alloéative anﬁ the distributional

roles of iiacal policy. For while the allocative role

of fiscal pplicy in underdevecloped countries, ig

primérilf oriented towards maximising the volume of

resources used for further development rother than

current consumption, the distributicnal role of fiséal

péliey way inhibit the abtove consicderstly, Some empirical

'rese&tcﬁ‘ssAn the sbove hypothesies may have suggestied

that it conteing & congiderable é!ement‘o! truth in i¢,

However it was stressed that caclusions drawn from the

above type of findings muct be used with the utmost care£36 )
while a relatively large degree of income §nequality

mey hove served in the past ip providing moré savings

for use in capital develcpment, it is interesting to note

that the ma jor source of savings in fhe earlier stages

of development of incdustrial economica, were profits,

Thus it may have been that the raié’of total private

savings in the paat,ﬂwas determined not by the degree of

{35) Ruzefits,S,."Economic Growth and Income Inequality”
op.cit, p,7.KuBeats shows that in some of the advanced
cconomies, private savings are mostly performed by the
highest income groups, In the U,S,A, alwost all private
savinge are performed by the higheat decile of income
earners,lbid,

(36) lbid.p.p.25~26
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inequality ae such, but by A'apecial type of inequaiity.'
Arthur Lewis, advances th§ ﬁropoaition that the total
volume of private savings in.the economy, is not determined
by the degrec of inequaliey as euch but by a particular
type of inccme inequality in which the rate of profits

(37) The implications

to national income is relatively high,
of the above hypothgsia are extremely relevant to undere
developed countries, since the type of income inequality

one geta there, can hardly be assumnd to induce a |

| relatively higher rato o! private savtnge. Excessive
.conanmptton of lnxa:iesvby higher income groups is a
commcnfphenomeaoniﬁ moatfuhdérdevdoped countries today.
H;ghe;Aincpmc'giqupe.Jar{?{ug”thg§E §ncemes mostly {rom
agriculiural vemt, use most of it for congumption,

This is hardly surprising since rent income earners
(aa‘diatinct‘irom proiit incoMe earners) simply do not

possess the business mentality that the latter do, thua

their interest in business expanaion is extremely limited. (38)/
In contrast, low income earners in underdeveloped

countries tend to have a relativaly high marginal

‘propensity to consume, mainly because they tend to be

near the subsistence level, In deveIOped econcmies

‘37) LeWiaJW.A. °P¢Ciﬁ. P.P. 226‘227.
(38) Ibid,p.p. 231-232, '
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today, one may expect to find a relatively larger

differential detween the marginal pwopehaltlaa to consume

of higher and lower income groups, than in underdeveloped

econnnteo.‘sq)
Thus while it may bs correct to ascsume that the

marginal propensity to save of the relatively higher

income groups, is higher than that of lower income

groups in developed economies, it is doubtful whether

the above hypothesis possesses the same degree of

validity in underdeveloped countries. Hence it may be

noted thatthe wfavourable effects of fiscal redistributive

meassures on the volume of private savings, may be

relatively milder in an underdevaloped economy. Fﬁtthermorov

it is probable that such measures mdy increase the total

rate of savings in the economy, since publie savings

may substitute mainly private consumption rather then

private savings, HMHowever this will depend mainly whether

the bulk of tax revenue s derived from {ndirect taxation,

For 4f the bulk of tax revenue is derfved from direct

taxation the above inference msy not necessarily hold true.

The unfavourable effects of fiscsl redistributive

mesasures on the rate of savings, may.anuumo a relatively

greater importance at the later stages of development,

(39) Raieﬁts.s."ﬁccnomlc Grovth and Income Inequality™
. op.cit, p.7. .
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Finally, itAié interesting to note that the original
hypothesis » that total private savings are & function
of the degree of inequality of diepossble income < can
hardly be aabatantiafed with réterence to underdeveloped
econamiob. when one looks at the relat!vely‘!ow eailngs
ratio there, bearing in wind that income distribution

is generxally more ekeﬁed in underdeveloped countries,

than in developed ones,

Here the baslec aim of fiscal policy can be stated

a8 that of the mal#@enance of an optimum level of

- resource utiliaation and ptlee stnbillty. The tmportnnco

of !!scal poliey ln th&a context stems ma!nly from the

recognition, that the modern capitalistic economy is

not always self adjusting towards !ull‘empleyment, as

" has elways been aseumed by classical econamists. Keynes

stressed that the abtove is only a special c;ae, ané not‘

~ the general cage as held be!ovo.“a’ .
Under the classiecal aystam, one can only think in

terms of a minimum budget, thus the main Tole of fiscal

 theory and policy was confined to the determination of the

bcet'a)ioeaticn of a given tax burden among varicus

taxpayera; But once the assumpiton of automatlc self

ad justment towards full amp!oymnnt is dropped. the role

SRR S g

(40) Keynes,J.M, ''The General Theory ol Emﬂoymnnt, !ntereat.
and Money"” (na¢mlllan.nondun.l963) p.3
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of fiscal policy as 2 stabiliser becomes more clear,
Thelquantitative asscesament of the role of fiscal policy
hnia, depcnds‘métnly on the correct.atatiatical estimation
of the level 6f‘aggregete demand required to ptoduee the
full employment value of gross national product., By
deducting the existing level of demand from the above,

one can arrive at & quantitative assessment of the role

of fiscal poltc} in economic stabilizetion,

Here a gﬁvernmont may use variocus fiscal parameters to
achieve iteo objectiwes; Tex rates (direct and indirect)
may be alteréd'to influence the aggregate level of demand
in;the geondmy. Moreover, & éovirnmgnt may affect the
level of aggéegété_demand-by altering the volume of its
expenditure, or a cambination of bothAaone measures may
be used, Here, it must be noted that influencing the
‘level of aggregate demand through changing the variocus
tax ratios is a more efficiont ﬁethodd stabilization,
since the sudden ehﬁngea of government expenditure may
‘involve the misallocation efireaanreaa.‘4l’ The above
point is of particular relevance to underdevelcoped countries,
atne§ the subjection of government expenditure (eepecially

‘developmental expenditure) to audden changes may have

{41) The above point is stressed with reference to the
necessity of distinguishing clearly between the allocative
and stabilizing functions of fiscel policy. see Muasgrave,
RQAO °Poe‘to PP 596 and 37‘39.
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extremoly adverse effects oﬁ the course of economic growth,

Fapthermore, {t is fmportant to streecs that the

stabilising role of !lacai'pollcy does not necessarily

imply a n!ationaty level of incomes and piices. rather

it implies mainly the regulation of income growth in
propértlonvwlth'the growth of productivity in the economy.

o Almost all economic modeia are bullt on assumptions

which may be t;leVant to speedfic sconomic donditions,

The above bitil elaboration on the staﬁi!!ziag role of

fiscal pollcy is no exception. It is interesting to

note thatythe major theorstical éevolapmants in the

tield of cGMpen-atory f!sea! pol!cy. evolved mainly with

le-re!erence to the general stagnation.conditions prevailing

in the»}nterfwar. pegiod'in highly developed econamies,
Thus it would be useful to exsmine the applicability of
the baeic e!em&nfa'o! such mﬁdelt to underdeveloped
eaenanial. | | | |

C¢mponaatory 1iacal policy in developed econamies
agsumes & rolativnly clastic supply function for the
economy as a whole (at least up to full employment level).
Such an assumption may be coérect here, since excess
productive capacity may exist in most sectors below the
level of full omplqvmnnt; In §on£rast such an assumption
" may not be . correct one tn an nnderdeveloped'econcmy.
aince the elasticity of supply for most sectore is

 §olat£val7 very low, For here, while recognising that
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there mﬁf_be unemplaoyed labour;‘productIVe capacity
csnnot increase except with an increase in the amounts of
other factors of production, namely fixed capital., Thus
it can.be'éeea‘thqt the problem of unemployed zasoﬁfccs in
unﬂérdévu!eped countries, is basically different from
its cbunterpart in devoléped econdmiea. Hence, an
‘ﬁcrenlﬁ,of»iht‘16VIi of aggregate demand in an underdeveloped
éconémy; maf only produce an inereaéeain the money wvalue
of gross nstlonal products (price inereases only), and
aoe an incraate in ite rcal value,

We have stressad abova that the results of applying
eraditional toole of cqmpansatowy fiseal policy, may
: qnlte in!lationary ln natura, in undardeveloped |
}:econnmies. Yhile it is possible to view the problem of
\inttabiliey as ma&n!y a shorte-run problem in a developed
egonomy, it wonld be more u-eful to view the above problem
as a long=run one ln_uﬁderdeva}qped economies. For while
the unempiéfment of d1e resources mey stem from the lack
6f.adequata mnnetaéy demand in & developed economy, the
solution of the problem in an underdeveloped econemy,
should mhinly stress the enlargement of totai productive
‘capacity 2z & means of absorbing unemployed lebour, Thus
- the problem of thbiiityin an underdeveléped economy
may be viewed ee that of providing the camplimentary

factors of production to labour, namely fixed capital,
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- However, it must bé stressed that the pédblem of
shorterun étability (with'special reference to the
péoblam of inflation) still existe in anvunderdeveloped |
econemy, as dietince from tﬁé problem of long-rum growth
--of production capéeity. This should be born in mind
vhen framing the f{iseal #ol{cy of an underdeveloped
economy, where two different sets of tiscal measures
i may be inecorporated in the budgets to deal wtth the
above problama

Flually. it ie important to examtne the taasibility

, ’oi !inancing developmsnt expenditure throngh controlled .

laflation.‘ Here the basic thcmo ia that lnllation.
??fthrough'pricnh intraaats. may' tnduce 8- retattvely higher
‘volume oi‘}nveatment. While this may be true to some
extent i‘esﬁeéially-tn deveioped econ@mias - it is
lmportgntito:péint out that it is by no means the eﬁly
,aingl§ implication of inflation. For inilatiou4may
,_induce an ad§eree structure of lnveatment from a
developmental view, 1t has a!ready been strensed earlier.L
that it is only investment in directly productsve
activities that affects the growth rate of the ecomomy.
.Unproduétive'typee q( investment may be stimulated
_¢onside¥ablyvundef inflat fonary conditions. Furthermore
severe inflation may 5ave‘ext§emely adverse effects oﬂ

- the level of personal savings, since the existence of a

. relatively sc&bié level of prices may be considered as
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an importaﬁi and basic condition to thé growth of
| pérsonal:savings.‘éz). o | _
.Canseq50n;1y. ic‘ts.only tﬁrongh fiscal non?inflationary
policy that ﬁnderdeﬁélaped countries can hope to achieve
development with stability, At best, a tolerable pate
of'intlation may serve as an instrument of development,
only where expenditura incurred ls,d!réceed primarily

towards self-liquidating projects, which may add to

total! production withoui any considerable time lag,

[

{42) See Peaﬁazogly,J‘ "The Relatjon Between Monetary
and Fiscal Policy" (paper in "Government Finance ahd
Economic Development" } op.eit, p.97.
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Chapter 3
REVENUE_STRUCTURE AND_TAX POLICY
The basic aim of the present chapter, is the critical\
evaluation of the present revenue structure and tax policy
in Iraq. This will be done mainly sgainat the factual and
| ~analytical background already develbped in the previoué
chapters. Thus, in the following malysis, our main concern
is the assessment of the relative success of Iraq's preseni
. revenue system and tax policy in:e
{a) Achieving an eétimnm allocation‘l’oi
resources which is favoursble to econcmic
growth,
(b) Reducing the degree of inequality in the
distribution of incomes and wealth.
and (c) Providing the necessary fiscal tools for
\ the achievement of short-term stability
' in the economy,
¥hile the above outlined objectives are allrimportant
in the fiscal policy of uﬁderdevalopment, it has been
stressed earliér that the alloeatién of resources should

‘be emphasized in particular with respect to underdevélppéd~

(1) The term "allocation of resources" is defined in
ite widest sense to include the problem of allocating
total economic resources between investment and
immediate consumption., See Ch, 2, sec. 1.



65

countries, mainly because of its profound iniluéncc on the
total rate of capital formation in the economy.' However,
the other two objéctives of distribution and short-term
stability,wiil—not be ignored totally, since they do Iorm-
an integrate part of fiscal policy,in‘traq, as in any other
country at prééént; o

The importance of the revenue etfucture in an uﬁder-
developed country like Iraq, and its ability to mobilize
a relatively larger amount of resources for development,
stems from the fact that the bulk of the function of economic
: developﬁant in underdeveloped countries, reste mainly on
their goverament aeetota in the initial stages of
development, :B§a§iug in mind that a cen;rélvgovernmeﬁf
hae to finance its ordinary current expenditure, one can
not fail to see the necessity of having-avrelatively
gfficient revenue system, that can mobilize a sizeable
proportion of total economic resources, not only to covef
ordinary currvent government expénditure, but to perticipate
directly in the process of capital formation. |

‘Here it is important to emphagize that the sucéess of
fiscal policy in accelerating the growth rate of the economy
doea nog depend entirely con the relative size ofvthe
government sector, since various structural features of
the tax system may have a profound effect on the pattern

“of total resources allocation in the econony, However,
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it must be stressed here, that if the relative size of the
government ig negligible, then no considerable amount of
rosource allocation, income distribution, or economic
etabilization can be achieved. (2!
1. Size and Strueture ofrcowernmahswiavenua

Our !!éet step here is to égamiae the sizé and
structure of total government fevenna in Iraq Ioi the
period 1953-1963, A | |
' 1t can be seen clearly from table 17 that the
:elﬁtive size of government revenue {as a % of G.N.P.)
varied from a maximum of 36% in 1955,.to a minimum of 25%
.-bfinhi§5?;:éiving an avéraééio! 32%~£;;L€ié wﬁbié period.
Here it may appear at !irat; that Iraqg's revenu§ structure
is quite developed, in terms of its capability of
mobiliglng resourées to the govermment sector, since the
above average rate 6! 32% is.almoat as high as that of
‘the U.K., 37%‘3, Yet if we examine the structure of
government revenue in Iraq in more detail, we find that

it is,nog as developed as it appears to be at first.

- €(2) In fact a percentage of 20% has been suggested as
the winimum relative sige of the government sector,
which may be necessary for the management of a fairly
effective fiscal policy, see Hicks, U.K, "Development
B finance” (Oxford University Press, 1965) p.69.

(3) The above rate has been calculated on the basis of
the 1963 data from U,N, “Statistical Yearbook, 1963"
(N:\;ayork, 1964), Tadble 183, 'p, 640, and Table 170,

P. . '
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For the bulk of total government revenue in Iraq is mainly
derived from oil royaltles.(4) Thus if revenue from oil is
excluded we get & totglly different picturé._

Table 18 shows the relative importance of major
catégo?ies of revenue in terms of_their abllity to mobilize
resources to the povernment's sector in Iraq. Excluding
oil revenue, it can be seen clearly from table 18 that
ordinary taxes (direct and indirect) could only’ﬁobilize
on average about 12% of total economic resources for the
gdvernment'gector in Iraq. furthermore, looking at gables
18 and 19, it beéomes evident thag;oil revenue sfillidomipatea‘
the whole revenue structure in Iraq. For oil revenue accounts
on average for about 62% of total government revenue, while
ordinary tax'revenues accounted on averagevior about 28%‘of
of total gbverﬂment revenue, the remaining 10% being accounted

for by other sori-tax revenues, i.e, registration fees.

(4) Bee table 19, While oil royalties may in the last
analysis be considered as a tax on company profits, we
have found it useful to distinguish between 0il revenue
(royaltics) and ordinary company taxation in lraq, for

. two main reasons. First, oil royalties cannot be
considered exactly as an ordinary tex on company profits,
since their rates are not only subject to the jurisdiction
of the national tax authority, but are fixed by bilateral
agreements between Iraq and the foreign oil companies,

Such agreements usually extend over a relatively long
period of time, thus it is inconceivable that the tax

rate (royalty) can be cbanged as other tax rates. Secondly,
the above distinction will enable us toc assess the charace
teristics of the basic tax structure and policy in Iraq,
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The predominance of oil revenues in therlraqi
revenue structure reflects partly the relative importance
of the oil sector in the Iraqi economy, for the relative
contribution of the oil sector to total economic activity
(M.Y.) in Iraq, was ebout 23%‘5) on average for the period
1953-1963. However the above can only partially éxplain
the predominance of oil revenue, since this is due as
well to the inadequacy of tax poiicy in Iraq. Thus the
raising of tax yields in Iraq (as a % of total government
revenue and N,Y.) remains the central problem of tax policy
in Iraq at present. For it is extreme}y difficult to see
howlfigcaQ policf can'piay an important'role in achieving
its objectives o!*allocétion,idi&tribution and stability,
 while tax revenué in Ireq remains at itse present low

(6)

relative and absolute level, Furthermore, the present

predominance of oil revenue is bound to subject éovernment
Eevenues and expenditures to variations which are partially
beyond its own fiscal controi. This is necessarily so since
the government receives a fixed rate of the profits of oil
companies, but cannot control ihe gencral price and production

. movements of oil, Thus any severe price and production

iR

(6) Haseeb, K. {mimco) op.,ecit., Table 7, p.19,

(6) While the above problem is of extreme importance in
the context of tax policy and reform in Iraq, it should
be stressed that the achievement of the above fiscal
objectives is not totally dependent on tax policy, but
on expenditure policy as well See chapter 4,
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movements here will reflect themselves strongly in the

(7)

movements of N.Y. and total povernment revenue. Given

the relatively important role of the government's sector
invthe economic development of.Iraan) one can clearly see
the disadvantages involved in sudbjecting government.
expenditure (especlaliy development expenditure) to such
severe and sudden changes,

Furthermore, the increase in the relative contribution
of the various taxes tottotal government revenue, may be
import:nt from a distributional point of view., While
tecognieidg the potentialitiee of the use of government

“expenditure policy in achieving a relatively more equitable
distribution of incomes in lraq,ltgxétjoh remains a better
and more cffective fiscal tool in this specific context.‘qi
.Thus, it is uniikely tb achieve a relatively wide degree

~of income and weelth redistribution, while the relative

contribution oi,taxatioh to total government revenue,

- -

(7) The decline in oil production during the Suez crisis
was the basic reason for the fall in the N.Y. of Iraq
during that year, see table 1. GSuch a decline was
reflected strongly by the decline of the absolute and
relative contribution of oil revenue to total government
revenue, see tables 17 and 18. '

(8) see chapter 4.

‘9)'Hicks, U.K, *"Development Finance" op.cit., p.6l.
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remains at iﬁs rresent low level in Iraq. ‘Moreover the
relative increase in the yield of taxation may be of
further‘importancé if the problem of short-term stability
is considered. While oil royalties still dominate the
revenue siructure}in Iraq, it becomes evident that the
variation of the level of government expenditure is
probably the only effective fiscal measure, that can be
used to achieve short-ferm stability in-the economy.‘
But'in recognising the possibie effectiveness of the above
measure oﬁe cannot fail to see that a combined tax #nd
expenditure measure may be far more effective than
expenditure measures esiy-inraehievingishort-term stability.
Moreover, it i3 guite impattaﬁt not to overlook the
unfavourable effects of varying government expenditure
ofi development programmea,‘lc)
The increase in the relative contribution of tax revenue

to total government revenue and N,¥, remains one of the

urgent problems of fiscal policy in Iraq tddéy, if one

S

(10) The above point may have extremely important
fmplications for Iraq, since the bulk of develop=
mental expenditure may be spread over a period of
time according to a given development programme, The
subjection of such developmental expenditure to sudden
changes, which may be conceived as short-term gtability
meagures, may have extremely harmful effects. An
increase in the lével of taxation may be more preferable
here, since the problem of shorteterm stability can be
dealt with, without necessarily changing the already
determined pattern of resource allocation, see
Musgrave, R.A. op.cit. pp. 38-39,
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conéidere the revenue structure in general., While the
existence of a relatively large yield {rom oil royalties,
has contributed to the enlargement of the governmentr&edtpr']:
in Iraq, it has contributed at the same time to the almost [7
complete neglect of othér forms of ta;agion. However, the.
above may have been partly due to the lack of the proaer'
understanding of the role of fiscal policy in general (and .
tax poliey in particular) in accelerating economice growth(ll)
" For it was not until recently that the role ofvtaxatxon‘in ’
the allocation of reaources, distribution of incomes én&
 wealth, and short- term stability, has been recognised
properly in lraq ) fiscal poliey. - | o

' Consequently, in the long-run tbe‘increasevin the
relative contribution of tax revenue (other than oil royalties)
will depend primarily on the deliberate governmental poiicy "
(12)

of encouraging the growth of non-ofl sectors in the economy.

—

(11) In fact the term '"fiscal policy" was not used in any
official fiscal documents until very recently, see
Ernest, J,, "Fiscal Policy in Iraq”, {Al Gummhuriah
Press - Baghdad 1962) (In Arabic) pp. 6=7. Furthermore
‘it is surprising to see no mention at all of the aims and
objectives of fiscal policy, in official fiscal documents
before 1959, see Govt/Rep, of Iraq -~ Ministry of Finance
Directorate General of Budget « “"Explanatory Note
Regarding the Annual Budget", years 1951-1958; and
Central Bank of Iraq "Annuel Report", 1953, pp. 37-38,
and 1954, p.é62.

-(12) See chapter 4.
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In the short-run however, the increase in the relative
contribution of other tax yields in Iraq may be achieved
by improving the flexibility of the present tax structure.

It is to this aspect we turmn our attention now,

11, Elexibility of The Tax Siructure in lrag

Here,.the basic préblem ic to increase‘the degree of
flexibility of Iraq's t#xlsttucture, 8o as to maké it absorb
the bulk of incremental income in the various sectors of
the economy, ‘

The question of the flexibility o?'the tax atrggtdfg,
is of extreme importance and relevance in-underdevelopéd
economies today. For without a relatively flexible tax
structure no underdeveloped country can hope to achieve
an optimum ailocatlon of resources, While the question of
tax structure flexibility is discussed mainly in terms of
ébmpensatorf fiscal poliéy in developed nconomieﬁ. ite
relevance to an underdeveloped country like Iraq, stems
mainly from its effects on diverting the bulk ©of incremental
income into productive investment.

It is evident then that the increase in tax revenue ae
a propoertion of total government ievenﬁe and N.Y, in Iraq,
will depend largely on the degrece of flexibility of Iraq's

tax structure. Here‘it may be useful ‘to attempt a
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statistical measurement of the above. But before

doing so it is important to clarify the meaning of the

concept "flexibility" in its fiscal context. The
flexibility of 2 tax structure may simply refer to the
effects of tax rates as such. Thus, if the tax rates are
arranged in a specific way, i.e. progressive rates on
income, then a given income increase will be matched by

a relatively more proportional increase in the tax yields.
The above may be denoted as the "builtein flexibility"
which is directly related to the tax rates., 1In contrast,
an increase in the tax yields is possible-without
necegsarily increasing tax rates, but simply by~w§de§ing
the present tax baesis, imposing new taxes, or impro§ing
the administration of present taxes., This may be denoted
a8 "administrative flexibility" and should be distinguished
from the above concept of "built-in flexibility",

Table 20 representa:an attempt to measure to

-the flexiﬁility of the tax structure in Ilraqg, for the
period 1953«1963, Here it is important to note that
table 20 measures the overall (both built-in and
administrative) flexibility of the tax structure in Iragq,

since it is recasonable to assume that the tax structure



74

was subject to change during the above period.(lz)

At

any rate it will be shown later in the analyeis that it
is the "overall flexibility” that is more important to

fiscal policy in Iraq.

It can be seen from table 20, that the average index
of overall flexibility of the tax structure in Irag was
about .8 for the pericd 1953-1963, However the single
rates varied widely between a maximum of 3.66 in 1955,
to a minimum of «}l in 1959, While it may be difficult to
speéify a numerical value required for the index of |

flexibility in Iraq, it is evident that the relative
" contribution of tax revénué'(as a % of N.f;) will not rise
gignificantly, unless the overall index of flexibility can
be maintained at a relatively high level, i.e. (.6=.8) so
as to absord the bulk of incremental income in taxation,
While the average index for Iraq was relatively high, it
is !nteresting to note the rélatiVely wide variability in
the single figures,

Here the maintenance of a relatively high degree of
flexibility in the Iraqi tax structure may be accomplished

either by arranging the rates of the various existing taxes

—

{13) For a review of the major tax chenges during the above

period see, Central Bank of lraq 'Annual Reports", 1953,

PP. 37-38; 1954, p.62; 1935, pp. 37-38; 1956, p.30, and

Ministry of Finance - Directorate General of Budget =

:ggglanzgory Note Regarding the Annual Budget", years
-1963.
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8o as to incorporate a relatively high degree of built-in
flexibility, or to streéa thé highly income elastic taxes
ag the major featuré.ot the tax attucture.(l4) Moreover,
the improvements in the quality of fiscal administration
may contridbute to the raising of the degree of overall
flexibility of Iraq's tax structure,
While recognising that the present structure of tax

rates in Iraq may account pértially for the relatively

low level of tax yieldes, the administrative ability and
willingness of the gbvernment to impose and levy new taxes
remain today the basic factor limiting the increase in
" the relative share of taxation(Ls,'of'gdverﬂment'revehue.

Moreover, it is important to stress that if the

administrative ability of the governmeﬁt is limited, then

(13) The above has been stressed in pérticular with reference

to tax reform in Iraq, see Balogh, T, "“"Economic Develop-
ment Policy in Iraq" (Introduced to Arabic by Hassan,
8.M, « Al-Aani Press « Baghdad 1958) pp. 147-148,
Although the above may increcase the relative tax yields,
‘'its possible unfavourable effects on the supply of work
effort should not be overlocked, For a theoretical
analysis of the effects of progressive income taxation
on the supply of work effort see Musgrave, R.A, op.cit.,

(15) Excluding oil royalties.
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‘an increase in the progressiveness of present tax rates
{or simply an incrcase in the general rates) can hardly

(16) for it is only

be expected to increaese tax yields,
under a relatively efficient fiscal administration that
the above may lead to increased tax yields. |

8o far it has been shown above that the attainment
ofja relatively high degree of overall flexibility, is
of extreme importance to present fiscal policy in Ithq.
Given the potential uncertainty in the flow of oil revenued}?’
the necessity for the increased dependencevpn a eound fiscal
system, whi?h relies mainli on tax revenue {other than oil
royalties) becomes clearer, Furthermore, the &Seve beecomes
more evident if one contrasts éha basgic features of the
fiscal sys:eﬁ of developed and underdeveloped economies.
Given a relatively high degree of flexibility in the tax

structures of most developed éountriea,‘le)

it can be seen
clearly that an increase in government‘'s expenditure, can
be met immediately by inercases in taxation, thus it way be

asserted that it is the level of government expendijture

e

(16) Instead, total tax revenue may decrease even in
absolute terms, if tax rates are increased where fiscal
administration is relatively inefficient, see Rahman, A.A,
"The Revenue Structure of the £,F.A, Countries" (I uiF,
Staff Papers - Vol, X111, No.l, 1965) p.115, :

117) See Balogh, T., op.cit., pp. 29-31.

(18) kaldor, N, "Indian Tax Reform" (Government of India =
Ministry of Finance, New Delhi, 1956) p.1,



that primarily determines the level of taxation in
developedeconomieé. In coneiast,"we may get exactly

the opposite sequence in an nnderdeveioped country

where the level of gbvernment e;penditure is limited,

not only by thé level of fhe total resources in the economy,
but by the failure of the tax structure and policy, to
mobilize thé needed resources for the use of the government's

sector.

111, JTaxable Capaeity in Iragq

So far we have streséed the need for a relatively
large degree of flekibility in Iraq's tax structure,
Yet it maf be asserted th#t taxéble capacity in Iraq is
quite limited, since per cépita income is relatively low.
While recognising that the level of income and wealth is
.thé baeic factor influehcing the taxable capacity of any

(19) the present low level of tax yielda‘zo,in

countery,
Iraq cannot be explained wholly by the relatively low per

capita income level.

{19) See Tress, R.C, "Trends in Public Finance" (Lloyds
Bank Review - New Series - No, 29, 1953) p.34.

(20) Excluding oil royalties,
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It is important to note that.the concept of ‘‘taxable
capacity" in the industrially advanced economies, {e mainly
analysed with reference to its possible effects on vital
quantities, i,e, production, savings. Thus, a gliven total”
tax ratio may be considered within thé taxable capacity of
a country, if it has no detrimental cffects on the total
level of production, However, it must be stressed that
the above type of analysis does not necessarily take into
account the effeccts of governmentt's expenditure as well,
¥hile some attempts have been made to specify numerically

the critical level of taxation,(Zl)

thée problem remains
basically difficult to determine in strictly quantitative
terma, | |
However, it is important to point out the possible
cffects of other relevant factors on the level of taxable
capacity in an underdeveloped country like Iraq, The degree
of political aceceptance has often been stressed as an 
important factor influencing the level of texabhle capacity

‘22)'Hcre, the political

in underdeveloped economieas,
acceptance of a relatively wide taxation programme will
depend not only on the general level of taxetion, but on

the structure of taxation as well., Thus a relatively more

e~ — - WD
(21) See €lark, C. "Public Finance and Changes in the Value
of Money" (E.J. Vol, LV, 1945) pp. 376380,

(22) Fujita, S, "Political Ceiling on Income Taxation"
(Public Finance = Vol, XVI, No. 1, 1961) p.183,



equitable structure of taxation may induce the acceptance

of a relatively higher burden of taxation. Simillarly,
the above may depend largely on the.pattern 6f'governmcnt
expen&ifure. .Thué the existence of a significant element
of equitability in ltéq'a tax structure should not be
l~viewedvonly.with réspeet to its distributional effects
but with reference to its favourable effect in inducing
the accgptanee of a relatively heavy taxation programme
at the initial stages of growth. |

Moféover, the present level of fiscal administrative
efficiency in Iraq(zs)lis\probaylyrthe_most serious
obstacle to the achievement of a relatively higher level
of tax yiélés. While recognising that administrative |
difficulties are existent in all fiscal admihistrationa.
they generally present a more serfous problem in under-
developed countries. Thus an increase in the standards
of tax assessment and collection may increase the pteaent
tax yields in>Iraq, without necessarily raising the

present tax ratee, or introducing additional taxes.(zé) “

- -

9

(23) This is discussed in detail in the next section.

(24) For 2 thorough discussion on the problems,of fiscal
administration in underdeveloped economies see
Jrimo, A.B, "Administrative 2nd Political Problems
in Raising Tax Yields" (paper in “"Government Finance
and Economic Development') op.eitp,p, 2134230
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Consequently, it would be more useful to view the
problems of taxable cepacity in Iraq today, as that of
trying to raise the level of the pregent realised t&xable
capaeity. eo‘gypotentially higﬁaf pésalbléllevel.‘ while
it may be &tliicnlt to determine theoreflcally the above,
it may be stressed that Iraq's ptesent realised taxable
capacity may be far below its potenlla! taxuble capacity.
"Finaliy. it may be cmphaaiaed that the streeaing of the.
element of qutty in Iraq'e prenent tax structure, if
‘ parnlieled ﬁy imptoveéente in %ak'aisﬁasmehtaand coliection.
_'may,céptr;bnte‘eonstdcrabiy towards bidging the preseﬁt gap
_betyeen reaji§ediand potential taxable czpacity in'!téq.'

(25)

So far we have examined the revenue ssruécnre'og Irag
i general. Herve a detgijéducrigical snalysis of tax(étr&cture"
ahd policy id'!taq ls’preaented. !tlia this’épecifﬂc aspect
of revenue structure an&'policy‘thae is potentlally of great
significence to‘eeono$§¢‘dovélepment-;n‘ifaq. The term
npotential"gehould be streassed hqreiaincq wé.age'not only
concerned with the tﬁf&ysis of the present tax étiucture as
lsuch. but mainly with the posaibtlity of increasing the role
of taxatlon in lraqﬁs flaca! policy. Thus the following

“25,The above is presented mainly in terms of nresent tax
structure in Iraq. References to the historical
development of specific aspects of the present tax

- structure will be indicated wherever possible,
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analybiu will hot'be confined td the aésessment 6! the

" quantitative role of individnal taxes ‘only but with

their respecttva potentiatlties in achleviag the alrcady C

outlined aims of fiscal poliey, (260 "
Thua. each tex will be analysed in terms of its

economic qtfecea. equigabjgggy, gnd_adqnnis;:ative

feasibility, Theicconomic §ffe§ta ot(p‘taxbare_taken'

'to.inéxnde its real incidénce.‘zj) hoace its p&saible"

ef!ccts on variable quantities whtch may influence tha

rate of capital iorm&tiau.»i.e, ﬁotal~aupp!y of savings.,

Aanrtber@ore. the ability of thc'faahlg aqé énvaphinatruﬁunf

A_otvghartetaimkatabiillr;lsjtékﬁn to be included in its

economic effects, Howaver,-whilg exsasésag the t;aqsitas

structure and policy in daiai!.-more;atress would be laid

(2&) See chapter 2

.‘27’ !t is extremely important to diatlngutsb betwaen the
’ formal and real incidence of taxation. While formal
incidence can be estimated statistically. by comparing.
the relative nominal burden on different income groups,
real incidence cannot be estimated as such, and can
only be discussed in analytic termg, For & theoretical
review of the problem of real tax incidence see Hicks,
U.X, “The Terminology of Tax Analyeis" (In American
- Economic Association '"Readings in the Economics of
Taxation" « Allen & Unwin, 1989) p.p. 2214225; Seligman,
E.R.A, "Introduction to the Sh!ft!ng & !ncldanco of
Taxation”™ (Ibid) pp.202-213; and Dosser “"Tax
Incidence & Growth® (E.J. Vol, LXXI, 1931) pp.572-59l.‘
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on the role of taxaficn in the allocation of total.
economic¢ resources between investment and immediate
cgnaumption. seince &g it héa alread# been stressed, the .
above cénstitutés the central point in the fiscal pélicy
of any underdeveIOped country. Nevertheless, the role of
individual taxes in reducing economic inequalities and
maintaining éhortitérm stability will not be ignored
altogether, sinee the above two objectives do constitute

an integral pari of fiscal policy in Iraq.

fA) Direct Taxaeion,‘za)

(1) Personsal Income Taxaiion529) The importance

of incéﬁé'taxatiéh in lréQ~§t preéént dbes<hofrsiem f:om-
ite present fiscal significance, but mainly from its
potential velue és an ingtrument of equify. The above
becomes clearer, if we consider the possible increases in

the degrees of inequality of income and wealth; that»mayf

(28) Ve haveAIQEIcwed the twofold traditional claseification

of taxes into direct and indirect taxes. Direct taxes

in Iraq are taken as income {perscnal and company) tax,
property taxes, death duties, and the agricultural land
texes., While indirect taxation in Iraq includes import

duties, excise taxes, and the abolished agricultural
consumption (Ietiblak) taxes. For further discussion
on the problem of tax classification see Hicks, U.XK.

“The Terminology of Tax Analysis' op.cit., pp. 214-221,
and Dosser, D, "Indirect Taxetion & Economic Development"

(In "Government Finance and Economic Development")
op.cit., pp. 127-128, '

(29) The above analysis is confined to the present income tax

atructure in Iraq. For a review of the historical

development of income taxation in Iraq see Al-Saiidi, K.
“The Development of the Income Tax in Iraq" (Al-iktisadi
= No.4. Year 5 -~ 1964 - Al-Maarif Fress, Baghdad) - In

Arabic - pp. 44-54,



accompany the process of economic growth (30)

Table 21 shows the relative contributions of major
taxes to total tax revenue in Iraq for l§53-l963. ﬁﬁile
the average contribufion of income taxation to total tax
revenue wags about 107 for the above period, it should not
be overlooked that the above increased from 8% in 1953 to
15% in 1963, Given that the relative contribution of tax

revenue to total government revenue was about 28%(31)

for
the sbove period, it becomes evident that income taxatioﬁ
in Iraq has not yet assumed a quantitatively importéﬁt role
in Iraq's tax policy. Here a comparison of thgvrate of

~ income taxpayere to totsal population in Iraq, with the’
corresponding rate for a developed country may be extremely

usaful, (32)

While the percentage of income taxpayers to
total population hardly exceeded .01%‘33) in Iraq, the
- corresponding percentage for the U.K, during the postewar
period was abtout 40%(34,

The relatively low yield of income taxation in lraq,
can be explained partly in terms of & relatively low taxable

capacity, since per capita inccme is relatively low in Iraq;

- "
(30) See Kaldor, N, op ¢cit, p.7.

(31) See Table 19. .

(32) or alternatively to "total working population® if

‘ statistics were available,

(33) caleulated from, Haseeb, K. (mimco) op.cit, Table 2, p.l4;
and from table 22, etatistical appendix.

(34) mgg:. U.K, "Direct Taxation & Economic Growth", op.cit.
P. . .
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However, it has already been stressed that the above
- doew not provide a totalvexplanagion for the relati?ely
low yield of tax revenue in Iraq. Here the effects of
other relevant factors may be taken into consideration,
Such factors may be distinguished as:e
- (a) Allowanceévand examptions e

(b) Tax Rates {their progressivity or proportionality e

(c) Adminfétrative efficiency -

Let us examine thé above factora.with respect to

present income tax structure and policy in Iraq.

_130 They:ncorporation‘oflgwgyatem of peraoﬁalr
exemptions and allowances is probab;y a cbmmon feature of
most income tax structures in the world today. For while
tﬁe degree of prqgreasion desired remains an unéettled
question it is almostfunivefsaily agreed that a minimum
degree of prdgreSsion.(the total exemption of a miniﬁum :
level of income eorrésponding to a s§cia11y defined
minimum standard of living) should be maintained. Thus

a basié personal allowance in an income tax‘structuré,r

insurés that income taxation does not affect the living

standard of pecple living at a socially defined

‘subsistence level.‘ss)

(35) This may be considered as & necessary but not a sufficiet
condition to the above, since indirect taxation may
affect the living standards of the above category of

" people, through inducing price chenges (see section
IV {B) present chapter.%
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At présent; the basic individual allowance is 450 (I.D,)
for the single man, 150 (I.D,) for a wife and a further

50 (1.D.) for each child under 18.(36)

Furthermore, there

" is an extra 100 (1.D.) allowance for pecple over the age

of 63. The basicuqueatSOn here is not whathef the above
allowances should exist at all or not, for it is evident

that they can be justified in teiﬁs oi'ensuring a minimal
degree of vertical equity between taxpayers, OCur main
probiem here is to.determine the most suitable quantitative
‘level of such allowaﬁcee. bearing in mind the general economic
_conditions in !raq,' Thus if we express the precent basic
iﬁdividuai alléwancé as a mulfiﬁie of pér cépkta iﬁcome in
Iraq, we find that the resultant rate ie equal to B.(37)
While it is difficult to define the minimum socially
accépted’atandard of living, it must be stressed that the

above muat be defined primarily in the context of present

- -~

(36) chuaijﬁ Iraq = Income Tax Law, No. 95 (1959) (as
_ amended) Sec, 12,

(37) Calculated by exprecsing 450 (I1.D.) (basic individual
allowance) as a multiple of the average per capita
income of lraq for 19531963, (calculated from
Haseedb, K, (mimco) op.cit., table 2, p. 14,).
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living conditions in Iraq. Thus a reduction in the basic
individual allowance does not seem undesirable here, if
.one considers present living conditions in Ifaq. Furthers
more, such & reduction must be viewedbprimarily in terms of
its potentially tremendous effect in widening the present
income tax base 'in Iraqg, by including moie taxpayers,

While such a step may be opposed on political grounds, it
is extremely difficult to visualize income taxation playing
a relatively more important role in iraq's tax policy, if
the basic individual allowances are maintained at their .
-present highly unrealistic level.

However,'ihé'unfavéurable distributional effects
implied in.the above step,_may be compénsated for by the .
further development o( other equitable elementé in Iraq's
tax structure As will be shown later in the analysis. The
Justification for children's allowances may be stated in
termélof equity, for it is evident that anj two individual
taxpafere with 2 different number of children each, cannot
be considered to be in the same incdme position, Here the
main relevant consideration for an underdeQeloped country,
is the possiﬁle effects of children's allowances on thg
birth rafe. Whiie the birth rate in an underdeveloped
country is primarily deter@ined by non-fiscal factors, the

manipulation or limitation of children's allowances may
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;
influence the birth rate partly;' However, the above
coneideration is neither important nor relevant to Iraq
at»présent,.siﬁce Irag is basically an underpopulated
country‘considering its present and potential economic
(38)

resources, Finally, the partial exemption of life

insurance payments up to the value of 150 (1.D.) per year(39)
e a‘measure which is mainly conceived ihlterms of its
effects onblongeterm savings. The above incentive measure
is extremely important if one'considers its favourgble
allocative éfiecta. Furthermore, it ié-easier to justify

' guch a measure than the maintenance of high individual |

allowances, although both types of meaaﬁres involve a

~sacrifice in terms of revenue.

(B) Table 23 shows the present personal income tax
- rates in Iraq at present, While the principle of

.progression may be derived from a purely theoretical

L d

- —y
(38) See J,B.R.D. '"The Economic Development of Iraq"
(Johns Hopkins Press, 1952) p.l.

(39) See Republic of Iraq = Income Tax Law {as amended)

op.cit,, Sec. 8. '
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ana!yuis$40) the juatification for progressibn in the -

‘éresent income ta# structure in Iraq, may best be
stated in terms of the desire'to'reduce the présent depree
of economic QneQuality.‘ql)

But heré it must be stresscd that the equitability
of Iraq's preaeﬂt tax structure should not be jJuuged
solely by the rclatively high marginal rates of the |
. present igcome tax. Tor it hée already been shovn thaf
income tax,ytelds-in Iraq, still form a relatively

' negligible part of govcrnment revenue. Thus while the

_ apparent degree of‘prcgreasion in lraeq's income tax

(40) Most economists who support the principle of progression

have cften attempted to justify it on purely economic
grounds, Thus the principle of progression has often
been derived from various sacrifice theories by utilising
e certain common group of assumptions, i.e, a given
functional relationship between income and utility
{declining marginal utility of income), and & uniform
. and identical utility schedual for all individuale,
¥hile such attenpts may be extremely useful from an
analytical point of view, their respcctive validities
will depend in the last recsort on the validity of the
assumptions they utiliee. For a thorough and eritical
roview of the above type of theories see, Fagan, F.D, =
"Recent and Contemporary Theorius of “rogressive
Taxstion" {In "Readinge in the Fconomics of Taxation")
op.cit., pp. 19-35; Chapman, S.J,., "The Utility of
Income & Frosreesive Taxation" (Ibid), pp. 3-12; and
Blum, W.J. & Kalven, H, "The Uneasy Case for Progressive
Taxation" (University of Chicago l'ress, 1953) pp. 39-63,
(41) See Republic of Iraq - Income Tax Law (as amended)
op.cit., (Introduction),



structure is nearly as high as that of developed

economies,‘4z)>

it dogs not necessarily imply a
simillarity in”their respective fiscal roles, Moreovef,
it is i@écrtant to stress that rélatively high marginal
;atéa, may ;ndugé a relatively higher’degreé of tax avoid~
ance since fhe moﬁetary reward (in germs of undeclared
income) are fairly high here, Neverthelrss, the problem
of'tax,avoidahce is by no means pécuﬂar to underdeveloped
~ countries, But“given the present limited administrative
ability of fiscal administration in Iraq it does not seem
,-,ieasonabic“to_asaume that the present income tax rates in
Irag are probably far béyond the ‘administrative abilfty.
" of the fiscal adminigtrétion to impose effectively,

| Thus the 1§§ering of the present high marginal rates
in Iraq may not impair the distributional function of
".personal income taxation to any considerable degree.
Rather it may strengthen it furfher.ifvthe generally

lowered various rates are applied more e!fectivély.‘43’

(e2) The highest marginal rate in Iraq is 9O%, (see table 22)
while the highest marginal rate in the U.K, reaches
92.5%, see Prest, A.R. - "Fublic Finance" (Weidenfeld &
Nicolson « London, 1960) p.262.,

(43) The above may be accomplished mainly by reducing the
highest marginal rates, This above point has been
stressed in particular by Kaldor with reference to tax
reform in India, Mr, KaYdor’s suggestions mainly
emphasized the strengthening of tax collection and
administration and the lowering of the maximum marginal
rates in India from a maximum of 92% to a maximum of
45%, see Kaldor, N. op.cit., pp. 2«14,
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Coneequentlf, the reduction of the present bagic
individual gllowance to a relatively more realistic level,
coupled with & simpler and milder étructure of personal
income tax rates, may improve income tax yields considerahbly,
For high marginal rates on income may Sé expected to produce
higﬁ tax yields only under conditions of maximum admini.
stration ef!idien¢yQ Thus an increase in the income tax .
rates of a developed country may be reasonably aas#med to
prbduce the required incremental yield while a similar
incrcase in the tax rates in a country like Iraq can hardly
be expected-to'raise yields automatically, given the relativell
limited administrative capabilities of !raq‘e—preaent~iiscal

‘administration,

- {C) However, it is in the field of fiscal administrative
efficiency that most can be done to‘imptove income tax yields
in Iraq. The above should not be judged only in térma of
distribution; but alsc in terms of increasing the role of
income taxation to deal with the problem of short-term :
stability in the Iraqi economy,

Various methods reparding the improvement of fiscal
administration of income taxatibn in underdeveloped countries
have been suggested. The introduction and extension of a |
P.A.Y.E. system of income tax collection may contribute

considerably towards increasing income tax yields in 1lraq.



In fact, wherever the extension of the above system were

applied, spectacular increases in tax yields and number of

(44)

income taxpayers were achieved, While the present

incomé tax. law in Iraq, provides for the deduction of
iﬁcame tax at its source,‘45, it must be noted that this
may apply to government and public bodies officials more
ef!ecfively than to employees of private firms, Here, |
such a differential in the degree of effectiveness of tax
collection may itself violate the requiremerit of horizontal

equity, Furthermore, the simplicity in the basic features

of tax structure and legislation should be stressed here‘ée)-

given the relatively low standards of accountancy and book-

keeping in Iraq at present, The possibility of using
asompsg—
(44) See Hicks, U.K. "Development Finance" op.cit., p.91;

Prest, A.R, " Pudblic Finance in Underdeveloped Countries
op.cit,, p.35 and "Public Finance" op.cit., p.l42,

(45) See Income Tax Law (as amended) op.cit., Secs. 1718,

(46) while it is conceivable that the tax rates could be
changed, the actual legislative text of the tax should
not be changed 6o often, since this may complicate tax
administration, and consequently assessment and
collection, The present income tax law in Iraq was
amended six times in five years only, with those
amendments contributing each time to changes in the
marginal text, see lncome Tax Law, (as amended) op.cit,




s tandard accounting methods in the private sector, may
induce a relatively higher degree of fiscal efficiency,
espeéially with regard to tax collection from the selfe-
employed, who form €he.bulk'o£ indiiidual taxpayers

in Iraq today.(47)

(2) Company Tg;afigg. So far we have only dealt
with pefsoné) income taxation. Here the basic relevant
coneideration involved in companyAtaxaﬁiop is its probable
effects on the léVel:of investment in the private sector of
the Ir&qi economy, It has already been stressed that the
allocative role of fiscal pélicy in an;hnd;;developed éountrv

 £37basically a dual qhe. Thus the allocative role of fiscal
policy in Irag should not Be viewed simply as that of mobilie
fsingvreaources for public investment. Rathe§ the encourage-
ment of private investment through fiscal incentive measures
should etill be considered as an important component of
fiscal policy in Iraq, since capital formation still depends
on the efforts of both the pudblic and private sectors.

Table 24 sh§wé the present'eompany“tax rates in Iraq,

While income tax ylelds from.company taxation formed on

(47)

See Govt./Rep. of Iraq - Annual Abstract of Statistics,
195321963, (Income Tax Sections),
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average about 48%(48’

of the total income tax yields in Iraq,;
its fiscal significance in terms of its relative contri-
butions to fotal tax and gévernment revenuesvis sgiil
relatively negligible. This can be partiaily explained
by the relatively small size of the manufacturing sector
in the Iraqi economy. The manufacturing séctor contrie- |
buted on average for about 10%(49) of N.Y. (at current
Prices) in Iraq during 1953-1963. Furthermore, considering
the relatiﬁely large proportion of ﬁnincorporated'business‘
in the other secfors it is not surprising to find company
tax yields at their presently low level. |

In terms of administrative efficiency, company taxatian
is far easier to colle;t than personal income taxation,
This is mainly due‘fo:the relatively smaller number of tax~
paying units, and due to;the %elétively higher standards of
aceountancy prevailing in incorporated busineés (as ‘distinct
‘from self-employed businesses). Moreover, it has often been
advocated that company taxation should be separated cd@pletely
from personal income taxation'legislation; since it is
subject to an altogether'differentvaet of policf consider~

(50)

ations, Such a step may be further advocated in terms

(48) See table 22, ‘
{49) Haseeb, K. (mimco) op.cit., Table 7, p.19.

{50) Kaldbr, N. op.cit., pp. 9596,



94

of its possible favourable effects in simplifying the
present tax structure in Iraq. However, company taxation
still forms a part (in legislative terms) 6f the general
income tax structure in.Iraq.(SI)

It is clear from‘fable 24 that company tax rates are
generally much lower than persénal income tax ratés in Iraq.
The maintenance of a relatively wide differential between
the levels of .company and pefsonal.income t#xation, is
conéeived primérily in terms of ité‘possible effects on
the level oflprivate investment.' Furthermore the maine
fenance of the above differential may encourage the
incorporation of private bﬁéihéés;(sz’ Moreover, the
slightly lower marginal rates on joint stock companies
are conceived as a fiscal incentive to'the growth of 9"'

- particular type of business organiséiion, namely jointJ

(53)

stock companies, Such fiscal incentive is extremely
important in allocative terms, sinee it may encourage the

growth of the most desirable type of business organisation

—

(51)

See Income Tax Law (as amended) op.cit., Secs. 1 & 13,
(52) ‘ |

See Amendment to Income Tax Law, No. 29 (1964) (In -
Al - Waggaieh « Al Irakiah = Government Cfficial
Gazzette = No. 996, Year 7 =« 1964) p.4.

(53) 1434,



from a developmental point of vléw.‘se, The importance
of the above fiscal incentive may become clearer if one
considers the limited effectiveness of capital markets
in Iraq today. |

Howevét. the most interesting feature of comﬁany
taxation in !faq today, ie the relatively marked difference
in the tax treatment of industrial as distinct from none
industrial companlea.‘ss) Industrial companies Qre taxed
at relatively lower rates than non-industrial companies.
While this incentive measure may involve a considerabdble
~ saerifice in terms of revenue to the government, its |
allocative importance should not be underestimated. For
it is speciilcally'thia type of {iscal ineentive that may
encourage the flow of private capital to long-term industrial
projects, rather than to purely noneindustrial shorteterm
investment., Moreover, tax holidays are granted to new firms
(up to a period of five years, with a provision for a further
three years) as long as profits do not exceed 10% of paid

up capital. Furthermore, undistributed profits are exempt

' ({54) The above may be considered against the background of
the present vital role of jJoint stock companies in the
total capital formation of industrially advanced
economies, i.e, U,K,

(55) For a2 definition of the above see Republic of Iraq =
Industrial Development Law - No. 31(1961). :
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lrnﬁ company income tax.up to a maximum lovel of 25%

of annual pro!lta.‘56’ The relatively favourable tax
treatment of retyined company profits in Iraq may possibly
be the most importént and effective fisecal incentive.for
the encouragement of the rate of capital tormation.(57,
This is negeeaar!ly sb;slnce it is evident that the taxation
of all company prélita'(retained and distributed) at the |
same rate, may favour companies that distribute the |
relatively larger share of their profits. _

While tax-free holidays for new firms may have been
concelved as a general incentive measure to encourage
‘industrial growth in Iraq, it is important here to point

out an additional fiscal incentive that may bé more
vprefetable‘in this context. Here, in comparing tax-!ree
holidays with other fiscal incentive measures (namely the
use of accelerated depreciation allowances) we are assuming
that both types of inééntive involve an equal amount of
revenue sacrificed. The main advantage of using
accelerated depreciation aliowances is that  they
specifically encourage the use of long=~term capital equipment

hence the growth of more capital intensive methods of

L

(56) 1Ibig,

(57) The above has been stressed as the most effective
fiscal incentive measure with reference to company

taxation, see Kaldor, N. op.cit., pp. 86-87; and U.N,
“"Taxes & Fiscal Policy in Underdeveloped Countries"
op.cit., pp. 34-35,
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producfion. In contrast, tbe'usc,o! téx;fgeeih;ildafa
déeé not necessarily praduce.tbe:oamﬁ above result,
Furthqrmoée. the‘nqyeesity lprlincreéaing tﬁe use o( ,
.accéleratﬂd depgectaiibn'allqwances tnnlraé,'becéme- _
' more evident if one views the relatively low levels of -
' depreciation allowances at preaent.‘sp)

‘While it fia extremely difficult to calculate che
cost of . fiscal incent!ves. an attempt to do so was made
in Iraq with reference to the cost of fiscal 1ncentiv§
measures to business,;vhlqh were anq:porétad'in the iés;,
Industrial Deveiopmént-baw.' It has been estimated that the
cost of the fiscal incentivo messures incorporated. in the
above was equal to 2, 6 (1. D, )‘59’, Such an amount was equal
to about 35% and 8% of total direct and total tax revenués
respectively in that yaar{r Since the>achlevement of an
optimum allocatinn of rescurces is the basic justi!ication .
for the various fiscal incentive mgasures\in Iraq at present,
:,it becomes important to ensure a,téirly‘strqng link between

the granting of any speeitig\fippaIJincentive measure

(58) For a detailed review of the resant depreciation
. allowances see "Income T % Qrders & Explanatory
Notes lIssued Accordingly led by Sammurai, K,
Al-Maarif Press, Baghdad¥ 196 . pp. 77-88. Furthermore,
an iomediate 100% allowance on'cipital expenditure has
been suggested as an effective fiscal incentive to
business, see Kaldor, N. ep.cit,,'p.75, '

{59) See "Explanatory Note Regdhdﬂng tﬂa Annusl Budget“
Qp.c‘t.. 1962 poso . .

{'t

2 .
!
9
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and ité‘poqsiﬁle contribution tﬁ-the above objective,

Thus while it may ﬁe conced@d that by large the piesent,
volume of fiscal incentives incdrparéted in Iraq's inqome ‘
tax structure are jpstiiied on'alloéative grounds. it is
important to review'tﬁe preaent,sttncture of business
incentives, stressing selective accelerated depreciation

allowéncee,_as the primary business fiscal incentive.

(3) Agricultural Taxation. It is in this

specific aspeét of tex etructdrg and policy that the
relative inefficiency and limitations of tax policy in
Iraq become‘more eytdént.-“wﬁiie ﬁhe;agriculturilgéee$ei ;
accounted on average for about quarter of Iraq's ﬁ.?,

3,(60)

(at current prices) during 1953-196 the total iield

from agricultural taxation did not account for more than

(61)

™ of total tax revenue, ' Given the relatively small
size of tax revenue as a percentage of total government

revenue, it can be seen clearly that the quantitative

- "

(60) Héseeb, K. (mimeo) op.cit., Table 7, p.19
: Calculated accordingly).

(61) Table 21,
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"lmportﬁnce of agricultural tgxation‘bg’ in Iraq is still
relatively négligible,in terms of yields.
The relatively low yield of agricultural taxation

in Iraq {e partly due to the exeﬁption of agricultural

(63)

" income from the income tax baee, and partly due to

the relatively harder problems of assessment and collébtion

involved in agrigultural taxation. However, the necessity
[ : ' ' , ,
.. for increasing the absolute: and.relative coatribution of

- agricultural taxation in Iraq, can be stated in terms of
the desifahility for further dependence on tax (as distinct
from oil royalties) revenues, Furthermore; the agricultural

sector in Iraq remeins probably as the most potential source

of untapped taxable capaclty.‘64’ Moreover, if the

L )

(62) Agriculture in Iraq was previously subject to two .
different taxes, a direct tax on agricultural land,
with its rates varying between 2-15% according to the
method of irrigation, and an indirect tax levied on
the flat rate of 10% of the value of most cash crops,
which was imposed on the consumption of agricultural
products. See Governmeat of Iraq = Agricultural Land
Tax Law, No. 73(1936) (as amended); and Agricultural
Consumption Tax Law No. 59 (1933) (as amended).

(63) gee Income Tax Law, op.cit., Sec., 7.

‘66)'The mobilisation of untapped taxable capacity of the
- agricultural sector can be of extreme importance for
underdeveloped countries today, Japan's earlier growth
wae based mostly on the mobilisation of the agricultural
sector's savings through taxation, see Johnston, B.F,
op.cit., pp. 501508, ‘ ;
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neceseity of heving e more balanced contribntion ol tax
revenue fvem the various aectors is recognised ‘65? it
becamea neceasary and deairable to increase the relatlve
conttibutian of agricultural taxation. HoweVer. it ie quite
important to atreas the naed tor a set of ‘fiacal incen;ive
measures here, mainly due to the fe!ative lmpo:tance of
increasing agricultural prnduction at the lnitlal stages
of grcwth. | ;

The basic !eature of ﬁgricu!tura! taxation in Iraq
today is the existence of a single dtrect tax on the

net value of the land'a product.‘bs)

Agricultural land
is defined in terms ot its auitability for cultivation. thus
the land may be taxed on the potential value of its product

(67)A Theﬁtaxation

(wheeher it is cultivated or not).
of the potantial value of the sgricultural land's product-
(as distinet from the value of its realised product) has |

: often.ﬁeen stressed as an important fiscal incentive measure

- mallST

(65) See'"Explanatory Note Regarding the Annual Budget"
) OP.Clt.. 1959 - secﬁ D, .

(66) Republic of Iraq ~ Agricultural Land Tax Law, No. 60
(1961) - Agricultural Consumption taxes were abolished
completely after the introduction of the above tax,

(67) Ibid - sec.l.
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'wﬁiéh m@y encourage the increese in agricultﬁr#& éiéductib&?e,
Thus the main advanﬁage'o! th; above fiscai incéntié&smmaSure,
is that it establishee a ralatively strong link between the
productivity of tho land and tax liability, Hence, it ls
concelved that the preaent agr!culéural land tax may dige |
coutage the unproductlve use of agrlcultural land, (69’

At present, the agricultural landrtax iacorporaies 8
number of exemptions and gl!ovaﬁceq. We have ai:ea§i,sttgssed
above the need to incregéezthe aﬁéolutp and relative yields
of agriculidra! éaxation'in Iraq. Thus in‘examining the
following exemptions and alldwancés“grénted under"thls
tax it is important to assess critlcally whether they are
justified on allocatlve or distributional grounda.;

The bulk of the emall farmers are exempt from thu

{70)

, sgricu!tural land tax in Iraq today. While auch an .

A
Lo

(68) See U.N, "Taxes and Fiscal Policy in Underdeveloped -
Countries, op.cit., p.373 Yasa, M, "Taxation of
Agricultural land & Income" {In YAgricultural Aspects’
of Economic Development™ = The Econcmie & Social Studies
Conference Board « Third Conference, letanbul, 1965)p.203
Furthermore the above has been stressed with particular
reference to agricultural production in lraq, aee Balogh,
T. op.cit., pp. 67-68 and I,B.R.D, op. cit., p.96.

(69) The importance of the above becomee clearer, if one .
;, considers that land is often held in agricultural
communities simply for social preatige reasons rather
than for productive use,

(70) Ax1 !armera receiving land under the post-revolution
agrarian reform are exempt from the above tax, see
Agricultural Land Tax Law, op.cit., Sec.3.
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.exemption may #educe the potentiality of increasing

agricultura! tax y!elde it may be justified on dtstributional

grounds. This becomes evident if one conaiders that the

per capital lncomé of small (armerg in Iraq.hip~probably

155; on the marﬁin-ot’énbsis!onco; Funthermo%e.ﬁthe above

exemption hae been conceived partly as a discouragement o

tc mass ‘rural emigration to urban aroas, ; e.,Baghdad,‘7l)

1In providing for the possible exemptionsnot.lande"

'producing’cerfainﬁscleoied ptodncts,(7z) it is"hoped that

" a change in the pattern of agricultural production may be

achieved. However thie is baaically a matter of. agricul-

tural rather than llocal policy. Furthermore. the provioion

for the temporary exemption of farmera who 8 lands are not

cultivated tully due- to natural cauaes, i.e. soil erosion(73)
is qutte justified, for here one has to take into aecount L

>the particular nature of agricultural production which is

basically influenced by natural factors. Moreover. the‘

present tax providea for .the total exemption of newly

reclaimed lands up to a~maximum period of five years.(7§)

o - bl

(71) This may in ltselt be quite fmportant due to the acute
problem of rural emigration in Iraq at present, sece
“"Explanatory Note Regarding the Annual Budget"” op.cit,,
1961 « Seec. B,

(72) See Agricultural Land Tax Law, op.cit., See.4 For a lis
of the present exemptions under the above section see
Al « Muttair, Ali, "Lectures on the Agricultural Land Ta

: - Law,{mimco); in Ar. Baghdad, 1964, p.7.,

(73). See Agricuftural Land Tax Law, op.cit.. Secs, 6-7,

(74) Thie is provided that expenditure on land reclamation
is carried at the minimum rate of 2 (1.D.) per 2500
esquare meters, Ibid. Sec 5.
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The above is probably the most important fiscal incentive
measure in the present structure of agricultural taxation
in Iraq. The exclusion of newly reclaimed lands is extremely
impértant in allocative terms, since it may encourage land
reclamation, tﬁns induce poseibly a net increase in the
total area of cultivatible land, Furthermore, its possible
effects on induecing an increased use of f ixed capital in
the agricultural sector should not be overlooked. |

The need for the relative increase in the yield of
agriculturai taxation haa'already been stressed, Thus
while the above incentive meagures are mainly conceived in

: alloca&&ve terms, it i8 important to noie-their effects on
present agricultural tax yields. The present agricultural
land tax hardly contridbutes over 2% of total tax revenue
in Iraq today.(75’ Given that tax revenue does not |
constitute en average more than 28% of total government
revenue(76, it becomes evident that the present quantitative
importance of agricultural taxation in Iraq is relatively

negligible.

Here, it is important to note, that the above is not
totally due to the present exeﬁptions and allowances, but
due to the exceptionally low rates of the tax itself, At

- present the average flat rate paid is about 2,3% of the

AT

(75) Tadle 21,
(76) Table 19.



value of the lahd's product.(77)- While the above exemptions
and allowances may be justified on allocative or distributiona
grounds, it is extremely difficult to justify the present |
exceptiopally lov tax ratee on the above gtounds; The
neceseity of increasing the precent ageicultural land tax
rates becomég evident, if one stresses the need to increase
Aagiigultural land tax yields, . Pﬁrthetmore. at a rélatiVely
higher level of agricultural tax rates, the relative economic
advantages of the present incentive measures may become
more marked, thue probably more e!lec(ive. It is inconcelve-
able that agrieu!tural tax yields in lraq wiil increase
- significantly in the near tutngé, while the present level.

of agricultural tax rates is maintained,

(4) g@g;g;gggzga. Quantitatively, death duties
are atill negligible 1a relative terms, for they only aécount_
for about 2% of tota}ytaxyrevenue'gn,traq,(78) waever, their

potential importance in Iraq'é tax policy may be of some

‘77? The above rate is calculated as an arithmetic average
~of the slightly different rates imposed on variocus:
types of lande according to their irrigation system,
and according to their legal holding system. See
Agricultural Land Tax Law, op.cit., Sec.2.

(78) qabre 21.
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significance, Given an !mprovemenf in tax administration
in Iraq, they may well pecdme an important fiscal tool for
the redistribution of weelth,

The basic justification oivdeath duties may best be
stated in terms of their effects on the levelling of social

(79) ghite

and economic opportunities of individuals.
streeéing the potentially important distributional role of
death duties, the possibility of developing them as
instruments for increasing government revenue in Iraq,
should not be overlooked, The above mdy become more evident
'if ‘one considers that the earliest use of death duties was
not conceived in distributional terms, but mainly as a
source of further revenue to the goverament.‘eo,
However, the lmportancelof death duties as an element

of equity in the presedt tax struéturé of Iraq, stems mainly

{from the present limitations of income taxation as an

iﬁstrumant of redistridbution, Thus if income as defined in

(79) See Musgrave, R.A, op.ecit., p.176, and Rep. of Iraq -
Legacy and Inheritance Tax Law No. 157 (1959)(Preamble).

(80) The earliest use of death duties in the U, K, was mainly
conceived in terms of their effects on raising govern~
ment revenue, see Tait, A A, "Death Duties in Britain"
(Public Finance = vol, XV, 1960) pp. 348«349, and
Fijalkowski-Bready, G.Z. "The Equalising Effects of
Death Duties"” (Oxford Buonocmic Papers - New Series,
vol. 11, 1960,) ?.177.
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the present income tax law.(SI)is not coneidered to be a

satisfactory index of equity.(az’

~then clearly the appli-
" cation of progressive taxation to other indexes, i.e.
wealth, may contribute considerably towards achieviﬁg a
- relatively greater degree of equity in the tax structure
as a whole,

Originally,‘death dntiea‘ip Iraq were introduced as
two separate taxes, one on ths total legacy, and the other
on the separate inheritance shares.‘es) Later the

(84)

inheritance tax was abolished, thus at present death

. duties $n,iraq represent a single tax levied on the total
legacy. Table 25 shows the preaant rates of death duggggg,
in Iraq. It can be seen clearly from the above that th§ 
present death duty rates are fairly high in Iraq, for the
max imum marginal rate of 60% is fairly comparable to the

maximum marginal rate of 80% which prevails under the

(81) The present income tax law in Iraq does not attempt
a comprehensive and theoretical definition of income
for the purpose of taxation, Rather it lists classes

.~ of income that come under the income tax law, see Income
Tax Law {as amended) op.cit., Sec.2.

(82) No definite conclysion can be arrived on the equitability
of any tax or tax structure, if one does not define an
index of equality. The acceptance of income as the
basic index does not necessarily imply its superiority
over other indexeas. For a discussion on the relative
merits of the varlous indexes, see Musgrave, R,A, op.cif

{83) Legacy & Inheritance Tax Law. op.cit., Secs, 3-4

(84) "Explanatory Notq Regarding the Annunl Budget", op.cit..
1961 « Seec,G.
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British tax system,‘®) bearing in mind that death duties
in Britain are perhaps the most’aeiere in the world (in
terms of their degree of progression).‘86) |
Here the most interesting problemhia perhaps the |

definition of the tax-paying unit,” It is important to
distinguish betwemn the effects of a single death éuty
| levied on the total legacy (aé'inilraq today), and a tax
on the individual shares of !nhériiance. Assuming that the
tax rate is progressive, it can be shown that the formsri
will yteld§a'relatiVely larger amount of revenue, Thus
:the abolition of the inheritance tax in Iraq.‘and the
~presea£»ﬁsintbnahee,ol s;sing;e¢progzessiueqtaxunnhtotaj,
legacy, is mainly jﬁati!ie& in terms of stvessing the
revenue-ylelding aspect of death dutiee.(87) Moreover,

it must be remembered that a single tax on the total

legacy is far easier to administer and aseess than a tax
-on inherited shares, Such a consideration may not be of
major importance in a developed country, but it mai be>ofl
relatively more importance in a country like lraq, which
has not attained yet a relatively bigh standard of fiscal
| adminintration.

e

‘ (85) Tait, A.A., op.cit., p.346
(86) 1Ibid.

(87) See Rep. of Iraq = Law Amending Legacy & lnheritance
Tax Law, No. 30 (1964)(Preamble)
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Howevyer, the determinatiouvof the tax-paying nnif
with respect to the above tax in Ryaﬁ. may be closely
‘related to the bacic objective of the tax itself, Thus;
~ if death duties are mainly conceived as an instrument
for the«further dilfusioé of wealth, rather than the
1iquidation 6f big fortunes, then a separate tax on
inheritance shares mey be far superior to the present

(98) Furthermore,>it may be .

single tax on total legacy,
~assumed that a tax oﬁ the above lines (as distinct from -
that préyhtling at ﬁéeaent {in Iraq) may have a lees |
‘disincentive effect on private savings.(sq, o

The precent legacy tax provides for s number og‘baaic
allowances, i,e. furniture, owner-occupied houaes,}etc....»
However, the mos t interésting exemptions here are the-
providibns for the exemption up fo 30% of the value of

industrial gshares and property from the tax base,

(88) See Robbins, L. "Notes on Public Finance" (Lloyds
Bank Review - No, 38 = 1958), p.p. 14-1S,

(89) While a tax on the separate shares of legatces '
(assuming the same progressive rates) may yleld less
revenue than a single tax on total legacy, the former
may have a relatively lesser degree of disincentive
to savings, for it may be held that the relatively
high marginal rates of a single legacy tax may
encourage the spending of wealth prior to death,

'



Eurthermore, interest on government bonds and 1oans up to
the value of 1000 (1.D. ) are exempted.(go) While the
basic aim of the above tax is distributional the '
incorporation of the above incentive mzaaures, is extremely
important in allocative terms since they may encourage the
holding of savings in the form of industrial assets and

government bonds,

(5) Property Taxation.!!) The fiscal
signiiicancé of property taxation in Iraq iz relatively
negligible in revenue terms, for it accounts on average !or
only about 4% of tof&l tax ?9%!!11&.‘92) _

it has already been stressed that income as defined
in the present income tax law in Iraq may-not be the
most satisfactory index of individual taxzble capacity.
Thus the potential importance of property taxation in Iraq,

is, in its addition of a further element of equity to the

present tax structure, mainly through the recggpition that

(90) Law Amending Legacy and Inhetitante Tax Law, op.cit.,
Sec. 3.

(91) ¥hile death duties may be regarded as property taxation,
the above is distinguished as mainly a tax on resl
estate property, which is annual and not imposed once
only as death duties,

(92) Table 21. .



110

the ownership o!.property (real estate), contributes to
the differentials in individual taxable capacities, Thus
the basfc justi(ica(ién for property taxation in Iraq may
be stated in distributional termsf‘93’
Af present, the tex on real estate is aa?eSged on

the basis of annual rental income (as distinct from the
capital value of the pfoperty). The assesoment of the |
ahove tax on the basis of the éapital value of real estate
may provide 2 relatively better index of the ability to
pay. However, it must be stressed that the administration
of such a tax may be considersbly more duucuu'zm that
of the preaent one in Iraq, for the assessment of annnal u»

(94¢)

rental inccme itself, involves numerous praoblems,

(93) See Hans®n, B, "Aspects of Froperty Tazation: A
General Raport” (FPublic Finance, vol. XV. 1960) p.201,
and “Eaplanatory Note Regarding the Annual Budget”,
op.cit,, 1959 - Sec.D.

(94) At present, annual rental income from real estate is
"asseased ma:nly on imputed rental values, primarily
to avoid tax evasion by declaring low nominal rental
values, Such a procedure in itself involves various
difficulties, i.e, pricing of rents, The main point
here is that, while the asgsessment of rental values
remains in itself a difféicult prodblem, it is difficult
to imagine that the assessment of capital values is
going to be relatively easier.
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| At preaent, all rental income from real estate property
»Ais subject to 2 f!at tax rate of 1C% up to 1000 (X.D ) per
year, wh&le allgpropetty yield:ug.an incomg above that is
qujgct_;b additional progressive rates, wbichwéreushown _
in table 26. It can be seen from the above table that
rental income from zeal estate is subject to a relatively 3
' quch[nilﬂer degree of érogressioﬁythén that under the
inccmc tax._
_ Gwner-occupied houaea are exempt f{rom the tax it thelr
lmputed rental value does not exceed.ZZO(g.D.) per year,
but if it doeé excéed the above.limit then they'will bé”;' N
{95) ynite the above
exemption may be justified partially in terms of equity.'thé
- exemption of newly built real estate property (up to |

)(96)'can hardly)

three years from the date of completion
§§ justified on allocative or distributional grounds. On
ailocat!ve grounquthé qbovelexqmption is mainly conceived
as an encduragement t6 the building of new dwellingé;‘.lt'
hae already been ntressed»ear!ier in the study that
-'inveatmnnt in real estate may campete with other forms o!

productive investments for the use of ecarce capital resources,

(95) Rep. of Iraq - Real Estate Tax Law. No. 162 (1959)
(as amended) sec.&.

- (96) 1bvid,
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- Thus the case for the abolition of the above exemption

" becames evident, if one stresses the ecarcity of capital
for investment in_productive activity.‘97) This may be
-iu:thér strengghened'll one considers that the above

_exemption can hirdly'be justified on equity grounds,

(B) Indt¥e5: Taxation (98)

!ndireét taxation #till remains the main source of

. tax revenue in Iraq. For alfhough the relative contribution

of indirect taxation to tetal tax revenue has declined

during the last few years, it still accounts on average -
» pam | (99)

5?‘faf'ﬁbontfﬂﬁﬁ“bf‘tatéi tax revenue in Iraq.
its relative contribution to total government revenue is

quite significant for it accounts on average for about

Moreover, .

(97) Investment may be taken in the above context to include

fixed capital formation in industry and agriculture,
and social and economic overhead capital. However,
it must be noted that improved housing to a certain

extent, may fall in the latter category of investment,

' (98) Indirect taxation in Iraq is composed of import
duties (which include transit duties) and excise ,
taxes which are mainly excise taxes on fuel, licquer,

and tobgcco.
{99) See table 27.



quarter of total government revenue in Iraq.‘loo’

The uee of indirect taxation in underdeveloped -
countries, has often been stresaed ae the major element
of tax policy, mainly due to the present limjitations on
the use of direct taxation to increase tax yields. V¥e
have 2lready stressed earlier, that the relative increase
of tax revenue {to total government revenue) is a pre=
condition to the ability of fiscal policy in Iraq, to deal
' effectively with the problems of allocation and short-term
| stability., Thus it is mainly against the fullfilment of
the sbove objectives, that we should criticaily éxamine
the present role of indifeet taxaiton in traq.‘lOI) o

in examining the present allocative role of indirect
taxation in Iraq, it must be stressed that the primary

- problem here is the assessment of the net contribution of

indirect taxation to the total allocation of resources

€100) The above figure has been calculated on the basis
: of data from tables 19 and 27. ‘

- {101) ¥hile the discussion above is mainly limited to the

© role of indirect taxation in fullfiling the above
fiscal objectives, the problem of "oxcees burdea"
arising from indirect taxation may still be of ,
theoretical importance in discuesions of welfare., It
has often been alleged that imndivect taxes are inferior
to direct ones, since they impose en excess burdem on
the consumer, by inducing him to shift to a pattern of
exgcndituro which may yield him a reduced amount of
welfare, However, it can be demonstrated that price
distorting effects are by no means peculiar to indirect
taxes, bu mag apply equally to direct taxes as well,
For a thorough and critica) discussion of the above
roblem see Henderson, A. '"The Case for Indirect
axation” (E.&. vel. tVt!I, 1948? pp.538-553; Little,
1.M,D, "Direct Versus Indirect Taxes" (E.J., vol.lXI 1951
Pp. 577-584; and Haskell, W, "The Classical Indictment
gg&!ndirect Taxation" (Q.J.E. Vol.LIX, 1944+45) pp.577-
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between consumption and investment. Ideally. the
dependence on indirect taxation in Iraq, ‘may be justiliad
on allocative grounds, in as far ac it can be assumed that
it substitutes private conzumption by’publie savings
(asguming thgt indirect tax yields.aré used meinly for public
tnéestment). However, it may not be correct to assume that
indirect taxes have mo ef!gqt‘at all on fhe level of private
savings. For indirect taxation may affect the level of
private sevinge, though its effocts on the level of |
incomes, since any indirect tax reprecents a net reduction
:in-private lﬁcome'(assuming tba; it is shifted partially

to the consumer}. MHere it may be asserted with arlgtrl'
degree of certainty, that while a direct progressive income

tax may affect savings cqnside:gbxy‘lozl

an indirect tax
{assuming equal yield) may fall mostly on individual
consumption rather than savings., But here it must be
stressed, that.the-a!locativa role of indirect taxation

in Iraq is not limited only to the partial substitution of
private consumption by public savings, but also to the
-encouragement of replacing private cohsumption by private
savings., At present..a relatively wide rénge of capital

goods are exempted completely, or taxed at a relatively

lower rate in Iraq,‘los’ Thia may be justiiiéd on ellocative

e

(102) For a theoretical analysis of the above see, Musgrave,
R.A. op.cit., pp. 259-272,

{103) See €entral Bank of Iraq = Annual Report = 1955, p.37,
and "Explanatory Note Regarding the Annual Budget"
" op.cit., 1961 - sec.G.
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gtoﬁnds. since it ﬁay induce a relativelylhighei rate ot
net capital £ormation. mainly through cheapening the cost
of investmant in fixed capital assets.

From a purely distributional angle, it has always
been assumed that indirect taxes are basically regressive
in nature,-thus it has often been stressed that Iraq's
present'téé stfﬁétura is reérééaiv@. since it relies mainly
"on indirect taxation as a source of revenue.‘;oq, While
.the;above may be tfue to‘a largé extent, it must be stressed
here, that the simpleraseéttién of the regressivity of
indirecf taxation a8 such stems from a basically incomplete
;ﬁn&ept of tax incidence. The analysis of a given

indirect tax incidence, may be presented in partial

- eqnilibrtum terms (mainly in terms of the effects of the

tax on the price and supply oi the ‘taxed cemmod!ty). But
it must be noted that the total economic effects of the tax
heré, may be far beyond the above. An indirect'§ax may
affect not only the price of the commodity in question, but
tﬁe pficea of other related comﬁﬁdifies {substitutes and
complementary gooda). Furtheimore, one must consider the
effects of an indirect tax on the earnings of factors

employed in the production of the taxed commodity. Thus

—
(104) See Ernest, J. op.cit., p.16.
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the réal economic effects of an indirect tax mey include

a set of verious (commodity and factor), price énd supply
éhanges. Simi!lar!y,‘lt can be éeen that the total effects
of a progrezsive’incoma tax are not limited to the relative
changee in incomus positions, but mey involve factor

price changes; which may themnelvésvinduce further product's
price chaﬁges;

However, the application of progressive rates in indirect
taxation in Irag may introduce an clement of vertical equity
in the inditecf ta# structure. This maf be made possible 7
by imposing relatively higher rates on conmodities which
‘are consumed mpinly by the ralatively higher income groups,
PBut whether this may induce & relative change in income
distribution will depeéd mainly on the price elasticity of
demand for ths taxed commodities. However, the present
excise tazes in Iraq'may be considercd as hasically
regressive in nature, since they'fall‘mainly on commodities
of mass congumpticn, i.e. tobacco, and fuel. At any rate
such excise taxes may be advocated on éllocatlve groun&s,
since thef basically fall on consumption.

Finally._in assésxing the ﬁerits of indirect taxation
Aa a8 tool of short-term stadbility in Irag, it must be noted

that ideally, direct progreséive taxation may be preferabdble
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to indirect taxation in this teapect. since it may poauess
a relatively larger degree o! ‘builtein !lexlhility.
rHowever, we have shown abqve that the flexibility of
indirect taxation may be improved bf_imposing relatively
higher rates on goods with relatively high inceme
elaaticitg-of_demand. However, indirect taxation remsins
preferable to direct taxation, i( one considers the faét
that indiaectvtax rates can be changed much more quickly
and easily than direct tax rates.(lqs) Consequentlj.
althaugh direct taxafion may on the whole be préferable
.to0. zndirect taxation as a measure of ahort-term stabzlity,
‘indxreet taxatxon still forms the butk of - tax revenue-in
Iraq, hence it is stili.ths main tax measure, by which |
. the governmént can deal with the préblem of short-term
stability in the aeenomj. However, the above problem, is
not dependent only on tax poiicy; but on government '

expenditure policﬁ as well. It is to the examination of

the latter we turn to in the following chapter;

liog’lndirect tax rates can be changed in a very short.
period of time and without resort to lengthy legislative
procedures, while changes inm the income tax rates for
example, may require new legislation, and can be
changed usually once a year only. (with the introduction
of the anmual budget).
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8o far we have only analysed the preseﬁt and poteatial
conttibution of the revenue and tax structures in !taq. te
the aceelaratioa et ehe growth rate of the economy But the
auecesa of fiscal policy in premoting a re!at!vely higher
q:ratc ot growth doos not dOpend entirely on tax policy.
Clearly, the regulation,oi the paetern oi government expenditur
= maV ‘be another important taetor in lnducing a relatively
higher rate ol grewth in the economy,

o lt has already been stressed earlier; that the Basic

.and most important aim. o! !lscal policy in underdeveloped

_.nountriea, is gha_acgievgment ol relatively higher rate |

of cathal‘!orm@tion in the acanomy.(‘? .Thus, while the

-'prdhlgms of income distribution and shorteterm stability will

.not be ignorud totally in the !ollawing anulynts‘of ‘

'government expenditure in Irag, our mmln objectiVe will be
the critical evaluation of the pattern of government's
expeuditure in Iraq, in terma 9:aits contribution to the
total alleocation o{;reaourcet“bctween tuveétmgnt und curgent

public consumption.

(1) See chapfer 2,
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1, Bize of Géve;nment Expenditure,

it can be seen clearly from table 28, that the size of

government expenditure (relative to G.N,P,) has increased

from 23% in 1953, to 37 in 1963, giving an averagé relative
size of 32% for the whole period, Table 29 shows the
absolute and relative growths of total and per capita
 govcrament expenditure in Iraq, for the sams period.
| The growth of the relative size of the government's
_ aecﬁor in Iraq, may be regarded as creating favourable condition
te economic growth, since this may allow the government to
'participété more directly in the process of economic growth,
mainly by devoting a télativeli larger share of its expenditure
tto capifal f&éggtion'és against current public consﬁmption.tZ’
But here, the question of the pattern of government éxpen§§ture
assumes a primary importance, since the mobiligzation of a
relatively larger amount of resources into the government's
sector, may not necessarily lead to a relatively higher

rate of capital (ormatién. For this is exactly what may
happen if the further mobilization of resourcos into the
| government ‘s wector. resulta only the eubatitution of public

for private consumption,

p——

{(2) 1If the emphasis is on creating favourable conditions for
growth, then the main point to be made here, is that government
expenditure should mainly go to create infra-structure
facilities, whi¢h would not be created by the private sector,
see gection IV.b, However, the above should not be taken to
exclude the possibility of the government's sector participating
in directly productive activities, see section IV.a,
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However, while 4t may be poscible to assert that there is
"a.boéltive coerelation between the size of government's sector
(relative to G.N.?.)'ahd the rate of economic growth,‘s)
it remains to be seen which factor influences the otﬁerate)
Thus while a rélatively larger'slzs of goverament sector

(as a% of G.N,P.) ma& ¢ont§£bnto considerably towards
gccelerating the growth rate of an'underdevelopéd‘econemy,

a similarly large sized government's sector of a hﬁghly |
devélbped economy may be viewsed aﬁ the result rathér then -
cause of a r#lativcly high degree of economic development,
However, considering the relationship‘betwoen the relative
‘size of the government 's sector and the rate of economic growth
_in}uadetﬁevulopeduenoucaiea. oéé wey view the existence of

a relatively larpe goverament sector only as & necessary

and not sufficient condition for accelerated economic gréwth;

. For one has to view the pattern of government expenditure end

not only its relative eize to C.N,P, to evaluate its contributio

to economic growth.

MRS ———

(3) For recent empifical evidence on the abofe see Horowits,D,
YGovernment Ewpenditure in Countries of Accelarated Growth"
{paper in "Government Finance and Economic Development™)
op.eit.p. 89, '

(¢) It is important to stress that a positive end significant
correlation coefficient does not necessarily in itself indicate
whether one variable determines the other or vica versa, but
simply indicates the association between the variables concearnec
The determination of the nature of the variables (i.e. independe.
ent or dependent) must be achieved by supplementing our ‘
statistical analyeis, by qualitative economic analysia.
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While it is difficult to determine theoretically the
moét appropriate relative size of the government'é sector
which may be favourable to'conditions.oi accelorated econaﬁic
growth.(s)it can be seen élequyfthatrtﬁe‘relative size of
the gévernment?a sector‘in Iraq does not’constitute an
obstacle to economic growth. For this has been steadily
increasing (in_both absolute and ;eiative terms) during the
period 1953-1963, giving an average of 32% of G.N.P. for the
whole petiods6) Such a rate maf compare Qery closely with
thosé of the most developed economies today, Hence, it is the
question of the pattern of go§ernﬁent expeﬁditure in Iraq, that
assumes the primary lmportance on the expenditure side of

fiscal policy., - S - .- R

(5) It must be stressed that the above can only be determined
with reference to economic conditions in specific countries.

A rate of 19-22% of G.N.P, has been suggested az the most
‘appropriate size for an underdeveloped country's sector, see
Martin,A, and Lewis ,W.A., "Patterns of Public Revenue and
Expenditure” (The Manchester School of Economic and Social
Studies ~ Vol.XXIV,1956) p.p.218-221, However, it is stressed
that the above rate shorld not be viewed simply as a valid :
Jjudgement as such, but as an average based on empirical
findings and past experience. Ibid.

(6) See table. 28,
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11. The Pattern of Government Expenditure - General -

It has already been stressed earlier, that the most
important allocation choice inv°lvéd in the fiscal policy
of an underdeveloped_economy,'is'that of the allocation 6£
total resources between-inveatment and current conaumption.‘7)
From a purely allocative angle, it has been emphasized that
increasing the relative share of investment out of total
resources in the economy*‘gould be equally achieved through
the government or private sectors, for the choice between
the above remains !rreievant here.‘a) While the inducement
of a relatively highar rate of capital formation in the
;ﬁriiafe segtorwqpeiatgsrﬁainlyzggraugh the tax side of Iisqa}?
(9)

policy in Iragq, the participation of the government sector
in raising the level of capital formation will depend mainly

on the pattern of government expenditure,

(7) See Chapter 2.

{8} The above discussion may be a relevant one only in as
far as infra-structure investment has to be undertaken by the
government sector, since the private sector may not necessarily
invest in the above, see section IV.b, Excluding investment
in infraestructure facilities, it remains irrelevant whether
increased investment should be private or publiec, since this
may not affect the total rate of growth of the economy.
However, the preference for increasing the total rate of
capital formation in the economy, mainly through the government':
sector directly, rather than encousaging private investment,
is ofteh mitigated by purely distributional considerations,
since public investment may not produce the unfavourable
distributional effects, which private investment does.

(9) Admittedly expenditure or economic overbead cepitgl may
have the same effects, see section IV.b, ,
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Table 30 shows the relative distribution of total
government expenditure in Iraq, betveen ordinary and
development budgei expond!tnree(lo) tor the pericd !953-1963
1¢ can be aeeﬁ clearly from the above table that the relative

hare of development expenditnre was iacreasing rapldly till
- 1957 where it resched & level of 44% of total government

o expenditure tfter which it declined ateadlly to reach a

- level of 27% of tcta! goverament oxpcnditure in 1963 Here

it in important to examine the pattern of the alloestion of oil
"revcnuo among the above two budgets, eince it s this Iactor
that determdnee primarily the above gcneral pattern of
A“dlszribution of governmant expendicnre.
. _With the establishment of the Development Board in 1951‘“’
it was decided to allocate ?Gﬁ.ot oil revannea to development
’expeudituresl?’ - The prlnclp!c of allocat!ng oil revenues
' for purely dcvolopmpnta!}expenditprea, while financing ordinary
‘goverﬁmedt exﬁenﬁitﬁre (ordihary bndgét)’by orﬂinati revenues,
”vaa upheld long beforo 1951, (13) Nevettheless oll revenues did

not constitute an impottant part oi govetnment'a revenue

before 1951, Howcvnr. with the-rapid increase in 0il royalties

(10) Development expenditure was incorporated within the
- government's ordinary bndgat in Iraq till the establishment
- of the Development Board in 1959. :

(11) Abolished in 1959,

(12) Central Bank of Iraq - Annual Report - l951.p.42

- {13) Originally, it was decided to allocate the whole of oil
"royalties to development expenditure, but it was finally decided

in 1951 to allocate 30% of it to cover increasing government

ordinary budget expenditure, Howevsr the above principle was

reaffirmed again in 1961, see Rep.of Iraq - Ministry of -

Guidance = "The Five Years Detailed Economic Plan 1961-1965"

- {Law Ne, ‘70, 1961) p.60,
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from 1951 to 1959, the relative share of devélopmentlexpenditure
increased rapidly during the same period, since it absorbed

70% of the rapidly increasing oil revenues. In 1959, it was
decided to rédnca the relative shate of the development

budget of ocil revenues, from 75% té 50%.‘14) The above
decision was mazde mainly in view of the rapﬁg!y increasing
'_government (ordinary budget) expenditure.“E) Since such
rapid increases could not be met in the short-run by increases
in tax yields, it was felt that the above reallocation of

oil revenues is,nccessari. Houe ver, ;t was stressed that

such & step was only a tempotary one, and it was hoped to

‘restore the pre 1959 pattern of allocation, §n the !uture.(l6).

Moreover, s;hce oil revennew were not growing as fast as
before 1959, it becomes evident why the relative share of
dévelopment expenditure has declined after 1959. In addition
to the sbove decline, it is impotiant to note that funds
&llocated initially to the d&felopmoht budget, were often
transferred to the ordinary budget account, to cover the

deficit in government current (ordinary budget) expendtture(l7)

(14) See Rep. of Iraq - Ministry of Finance - "Explanatory
Note regarding the Annual Budget" 1959 - Sec.D,

(15) The 1959 ordinary budget expenditure figure was 29% higher
than that of the preceding year,

(16) Rep. of Iraq. Ministry of Finance "Explanatory Note
Regarding the Annual Budget" 1962 « p.8. In 1962, the relative
share of the development budget of oil revenues was raised to
S;g. It was hoped thet this may reach the !evel of 60% by
1965, 1Ibid.

(17) See, Central Pank of Iran = Annual Peports, 1951,p,48, and
1952 p.39. )
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So far we have only described tﬁe basic pattern of govern-
ment expenditure, that is its distribution between curient
(aidinary budget) expenditﬁfe; and capital (development
budget).expendttufetsla) Here, it'ahou!d become evident that
the problem of accelarating the rate of giowth ( though
increasing the rate of total capital formation) clearly
implies the allocation of a relatively larger share of total
government expenditure to the development budget {as against

‘the ordimary budget). While the determination of the ideal

(18)

A detailed description of Iraq's present budgetary
- _system is not included in the present study. However, it is
importatit to note that Iraq's present system is a multi~- =~
. budgetary one incorporating four different types of budgets,
~the ordinary, development, independent and attached budgets.
The ordinary budget covers mainly the whole of government's.
non-productive aétivity, that is mainly public consumption,
while the development budget covers mainly capital expenditure
(in directly productive, and gocial and economic overhead
capital). Independent and attached budgets deal mainly with
government's trading activities, which are excluded from the
consolidated government accounts as presented in the study.
For a detailed description of the present budgeting structure
. in Iraq, see Central Bank of Iraq = Annual Reporta, 1961 p.p.
133-134, 1962, tadble 40, p.143; and Al-Saaegh,H.R. "A Survey
of Governmental Accounting Methodas" (Al-IktisadieNo.3, Year 5 -
1964) in Argbiec ~ p.p.51-93, , . ‘
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dip@rﬁbutibﬂ of total ﬁuﬁerpmeng expeﬁdlture between the above
two budgets may Be dif{icult'in‘theory,‘xq’ its implications
become clear., It is avident thét'thé,decline”in the relative-
eﬁare"of development expenditure would if!ect the total rate
. of capigqlitormatibé in the sconomy, ESpeéially when one
ffconsid;:p the fact that public investment in Iraq accousted
£gr~an increasingly larvger relatiéobshérevof total investment
since 1981,(200 | -
The above declsionl(th§t}ef the allocation of total
1_go~nrhﬁant reaourcesAbOtwaéﬁ the ordinary and de§elopment
budgets) ie not t&e_én!y daciqioﬁ involved -concerning the
' pattetn16£ govar@mhné qxppnditureié‘lraq.‘dfor clearly it is
. importent to eiﬂfé‘i@‘éﬁ,ké;;ég},_satg@e: _government. expends tuse.

e o T o M e . S = en

within the above budgets themselves. However, the above

{19) See Pantaleoni M, '"Contrébution to the Theory of
- Distridution of Public Expenditure” (In "Classics in the Theory
. of Public Finance' eds Musgrave . R.A. and Peacock,A,T, =
Macmiiian,1962). p.p.16+27. Pantaleoni considere the equelizing
of the marginal utilities of public expenditures as the basic
criterion for the determination of the dbaesic pattern of
- government expenditure, However the arrival at the optimum
solution to the sbove is viewed as the result of & series of
~ marginal adjustoments which are made with reference to
- experience. JIbid.p.24 and p,27, While it is difficult to
quantify the total utilities of both budgets in Iraq, the
~relevance of Pantaleoni's criterion to fiscal policy in Ireq
. today, is of extreme importance, since this necessarily implies
‘the careful comparison of the relative utilities and disutilitie
~involved in changing the relative sharee of both budgets. The
. declaion to increase the relative share of the ordinary budget
_in Iraq was done mainly with reference to the need of covering
inereasing government's current expenditure and apparently
without the careful examination of the unfavourable effects
~ involved in reducing development expenditure, see Rep. of Iraq «
_;Ezgzagatoty Note Regarding the Annual Budge;“ 1959~gections,

{20) See Central Bank“ot‘!raq‘~ Annual Report = 1960,p.116.
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decision can be viewed as probably the most important and
basic allocative decision on the expenditure side of fiscal
policy in Iraq. This is necessarily so since it is tSc
above basic decision that primarily determines the degree of
the government's secfo: diregt participation in eapital
formation in Iraq. | While.recognising.the need to finance
increasing government {ordinary budget) ékpenditﬁres, it must
be stressed here that the increasing substitution of the
above for dev:loément expenditure, can be detrimental to
economic growth in Iraq in its présent eafly stage of
" development. Instead the increasing presaure of government's
current expenditure ahouid idealty serve as an incentive to
)fincreaee govornm@nt‘e revenue through wide tax teforms.(ZI’

So far, we have only considered the basic pattern of
government expenditure in Iraq, W%hile recognizing-that the
above is probably the most important problem of expenditufe
policy, it by neo means'ior@a the whole of {t, For expenditure
po&icy involves a series of choices 2) which may have an
_equally important impact on the rate of econonic growth, If

is to those we tura to in the'iollowing two sections,

{21) See chapter 3,

(22) The choice of the distribution of government expenditure
within each of the budgets, on the variocus major catagories .
- of expenditure, may be quite important from a developmental
point of view,
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| 'itla Gﬁvernment QOrdinarz Eudget) Expenditure.

d‘ Here it will hg_atfempted'to asseas the contribution of
the above to economic growth in Iraq. This may be dome by
exsmining ‘the functional pattern of distribution of the
ordinary budget espenditure in Iraq.

To assess the gxowth contribution of the ordinary budget
expendlture in Iraq, it ia necessary to utilisze a totally
different c!asailieatio&23) of government accounts, than

(24)

that presently used in Iraq. To tacilitate ‘the analysis.

government (ordinary budget) expenditure in lraq has been

_,divided lnt@ threée broad Iunctional(cailgnriea, administratlve,_

" soetal, and agnnaminﬂgxpenditurae.(;6) R

{23) For a thorough and detafled discussion of the ‘conceptual
_problems involved in the clas-ification of government accounts
see U,N, "Budgetary Structure and Classification of Government
Accounts” (New York,1951) p.p,3-29 and U.N. "A Manual for
Economic and anctional Classiiicatlon of governmwnt Tranaactiad
(New York, 1958) Part,li.

- {24) At present .ordinary govarnment expenditure in Iraq is
classified on an administrative bagis. Such a method of
clasgification may be useful from a purély administrative
‘control point of view, dbut its use ior economic anslysis is
extremzly limited. '

(25)  Government expenditure may be classified according to
ma jor economic catBgories,  Such a classification may be

~ extremely useful in assessing the influence of government's
expenditure on prices, incomes, and unemployment, However a
functional classification is more usc¢ful in the above context
-since we are basically concerned with the asseasment of the
growth content of the ordinary budget expenditure. For an
economic classif%cation of " the above, see table 32

(26) A more detailed functional classification may be possible
and interesting.  However, the above broader classification s
much more uscful for our snalysis. For a more detailed
functional classification of government accounts, see Central
Bank of Iraq - Annual Report 1963, Table 39.p20Q and Peacock, A.T,
and Viiseman.J. "The Growth of Public Expenditure in the United

Kingdom"(Oxford University Press, 1961) P.p.182-184 and tab!e _
A.15, p.p.187-188,
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Administrative e xpenditure may be defined as expenditure
on goods'and services which are indivisible in nature, and
which can only be consumed coliectlvﬁly i.e. defence. Social
expenditure is defined to include all ecatagories of
expendit;revwhere the individual consumer benefits more
»éi;ectly in his capacity as an individual ceonsumer, and vhere
'thé indiviaibi)ity of ¢§nsumption may no longer be.regaéded
as a necesaafy condit jon. Finally economic expenditure may be
defined as that expenditure that benefits individuals directly
or indirectly in their capacities as prﬁducera, and wﬁere
(27)

some external economies are involved

Clearly the above
definitions involve some measure of arbitrarness, nevertheless

M_i&.must;i£ stre4aed here that it is 2he analytie éaeiulneeef -

| ef the sbove classification that is of importanée in the |
preaent‘context.
| Tablé 31 shows thé telative functional diatribution of
government's (ordinary budget) expenéiturelin Iraq. for tﬁe
period 195301963. It can be éeea‘elearly from the above table
that the category of-édministrative expenditure constitutes
the bulk of ordin‘a;y budgbt expenditure in Iraq, fof it accounted
on avefag& for about 70% of oréinary government expenditure
during that peried. While'aocial eipend!turc accounted on

average for 18% of government's ordinary budget expenditure,

{27) Abmed,K. "Expenditure Classification and Ianvestment

- Planning, with Special Refeércnce to Pakistan" {Unpublished
Ph,D, Thesis = London Univ. 1966) p.p. 108-113, (By permissiocn
of the author), :
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economic expenditure accounted for 12% for the same period.
Howdver, it is importa@t to note that while the relative
share of social eipehditure was increaging, the relative share
of economic expenditure was decilnlng at the same time.,
Clearly, the relative dominance of administrative
expenditure can hardly be conaidered as favourable to growth,
since purely édministtative expandi ture contributee very |
little to economic.devélopment. It was not till recently that
the neced to minimize the relative share of the above .

category has been duly recognised.‘za)

Moreover the need for
the reduction of the relative share of administrativi expendi tur:
becomes clear, if we consider the fact fhat the ordinary
budgét in Iraq absorbs well over two thirds of total . —
government rebonrces;(zq’ » ‘ﬂ |

Considering social expenditure, it can be seen clearly
ir&m taﬁle 31, that its relative share has incressed from
aboutlll% in 1953 to 27% in 1963, giving an average of 18%
for,fhe whole pericd. Ir must be stressed here that the total
'dietéibutiohal effects of fiscal policy.'do not depend entirely
on tax.polsc?; since a certain degree of redistribution may

be achieved threugh the variation in the pattern of government

- expenditure. While the asseszssment of the exact.distributional

{28) See Rep. of Iraq = "Explanatory Note Regarding the Annual
' Budget" 1962, p.p.12-14, 1963,p,3, and 1965, p.11.

(29) See table 30. ) :
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incidence of government expenditure remains a difficult problem,
it may be asserted that increased government expehditure in
Iraq is not likely to have nny Iayouraﬁle distributional
effects, unless it is accompanied by a rise in the relative

(30) Thus while the increase in

share of social expenditure.
thg relative share-éi‘sﬁcial expenditure in Iraq may be
.juatiiied in distributional terms, it must be stressed that
fhe contribution of the above expenditure catagory to growth,
s of a'limifad and indireci nature, |
Finally, considering the éatagory of eéonomic expenditure,
it can be seen clearly from table 31 that its relative share
has declined from 19% in 1953 to 7 in 1963, In»aaaeséing the
growth gg#}gnt of Iraq's otdigg£g“budget expenditure, it is
precisely this specific catagory that contributes mostly
to growth. Thus ideally, it would have been preferable if
tﬁe relative increase in socialhexpendigure'bad taken piace
mginly at the expense of the relative share of administrative
expenditure, rather than to replace economic expenditure., The
necessity of increasing thekrelative share of economic
e#ﬁeuditu;e becomes evident, if one stresses the developmental
role of government expenditure in Iraq. Moreover, it would

be extremely desirable to incrczse the developmental content

of coverament's ordinary expenditure in Iraq, since this

(30) We are assuming here that the tulk of the above expenditure
catdgory is mainly directed towards providing for the basic
Beeds of the lower income groups. Admittedly, the
distributional aspect of the ordinary budget can be evaluated
with reference to the economic classification of the above
budget, see table 32, Here by examining the relative size of
the category of "transfer payments" and its composition, one
g:g b: able to assess the distributional role of the above

get.
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absorbs the largest proportion of public resources at
ﬁreaent. Thus the increase in the relative eshare of economic
expenditure, may partially offset the unfavourable effect

of the relative decrease of development expenditdre in Iraq.
Consequently, it is to be stressed here, that the inter-
functional choice within the ordinary budget itself, remains

an important decieion of govermment expenditure policy.
1V. Develcpment Expenditure,

We have already)strassed earlier, that the problem of
maximizing the growth rate of the economy does not depend
entirely on the rate of capfital formation as such, but on
its pattern as well.‘al’ Clearly then, the bontribptiou of
goﬁeénmnnt'é expendi?ﬁgé to ecﬁaoﬁicséfowth iﬁriraq;'déos not
depend entirgly on how far does the government devote of its
total expenditure to development, but on the pattern of such
dévelopmental expenditure as well..

| The importance of the above problem (that of achieving
the best allo@at!on of investment resources in the government's
sector). stems mainly from the relative scarcity of economic
resources needed for development, However, it is interesting
to note that it was not the scarcity of resources that was
the limiting factor in Iraq during the earlier years of the
period under gtudy. It has 6£tcn been stressed that thle the

rate of savings is the basic limiting factor to increasing the

level of capital formation in underdeveloped countries, it by

(31) See chapter 2,
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no means constitutes the only limiting factor; Thus it may
be poeaible at one stage that a country s savings ability

exceeds its ability to invest all its savlnga ef!iciently.‘sz)

Table 33 shows the actual revenue and expenditure of 1raq's

(33) 4¢ can be seen clearly

Development Board from 1951 to 1958.
{rom the above, that -the Board's revenues ex&eeded ité realized
equnditureé for the whole peéiod with th; exception of 1957,
Such a ﬁiae gap between éctuél‘revenues andiexpendigurea of

tha Develépment-Board. was nét only due to the rapid increaa;a
in oil revenués, but also due to the failure of the Development
Byard in_iraq to utilize its total investidble reaourées
according to a comprehensive plan.(34) Hence it was the

limited aSTIlty'té invést rather thai the scarcity of capital -
'that was the limiting factor to development in Iraq during
1951-58,

Let us turn now to examine the pgttain of public

investment inrlraq. The basic problem here can be stated as

P

(32) See Hirschman,A.Q., "The Strategy of Economic Development"
(Yale University Preaa 1958) p.p.37-40; and Dosser,D.

“"General Investment Crtteria ior Less Developed Countrieaz

A Post-Mortem" (Scottish Journal of Political Economy - Vol.9,
1962) p.87.

(33) Development exgendtture was synonymous with the Board'e
budget will itz abolishment in 1959.

(34) while the above gap between actual revenue and expenditure
in the development budget ceased to exist after 1959, it is
interesting to note that the pattern of development expenditure
in Iraq is still primarily determined Iindependently of any
comprehensive economic plan, The present so called detailed
five~year plan is in fact nothing but an ex-ante estimate of
development expenditure of the government's sector in Iraq,



134

uthaf of selecting the most suitable pattern of iﬁvest@ént
~in the devalopment budgetes in Iraq, that wi;l have the
maximum contridution to economic gréyth.' Admittedly the
determ!nation of a detailed pattern wlih(ﬁ each majof‘
category of lnveatment in the development budget may require
a system of individual project evaluation(35’ which hardly
~ex£ats in Iraq today. However, the following analysis is |
lmited to the ptoblem of allocating public investment among
the major catagories of investment i.e, agriculture,’ industry
and investment in infrastructure faciiities.
a. Investment in Directly Productive Activities,
Ao Agriculture. : L
Table Séﬂahowslgealizeﬁ dgveléﬁmcnt expendit&ie in:lr;q
by-majo::cptago:!es of investment ( in absolute and relative
teéms)‘!qr the period 1953 to 1963. It can be seen clearly
from the above table that investment in agriculture formed
the highest proportion of development expenditure during the
earlier years ot the period under study, although its
relatiye ghare fell considerably by 1963. The importanée,o(
investment in agriculture need not be ntfepned‘in»detail here,
for itfia'evidenf that fhe‘gréwth of agricultural'broduction

in the earlier stages of development, is an integral and

{35) fFfor a detafled analysis of a system of imdividual
investment project evaluation see Prest.A.R, and Turvey,R,
“"Cost-Benefit Analysis: A Survey” (E.J,Vol, LXXV, K No.300. 1965)
p.p.683+705, and Hines,L.G. "The Hazarde of Benefit-Cost

' Analysis as a Guide to "Public Investment Policy" (Public
Finance - Vod.XV11,1962) p. p.lOl-ll?
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necessary part of the growth process itself, Moreﬁver. the
~ importance of agticuitural investment in Iraq today, should
be viewed with reference to the fact that at present, the
majority of the Wrrking population depend on agriculture.(aé)
The preference for primarily agricultural investment
in the development programme of an underdeveloped country,
may be justified with refarencé to the Meapital intensity®
criterion {or aliccating ihveatment. Here a given quantity
of cgpital would be allocated in a way so 8s to maximize
current output. The coﬁcentration en agricﬁltural investment
instead of other alternative forma of investment may contribute
the ma:imizatioa of current output, since here we may be
futilisfng 2d relatively. lower quantity of capital per unlg
of extra output. Thus since investment in agriculture may
invélve the use of relétively less capital per extra unit of
output, it would be more desirable té concentrate mainly on
agricultural investment to maximize current output, Admittedly,
the above criterion may be an extremply valuable guide to
public investment policy where capital as a factor 1s -
extremely scarce relative to labour., In other words, where the
social opportunity cost of labour is equal to zero, the above
criterion for investment allocation may assume a relatively

important reole.

(36) Sece "Detailed Five-Yeara Econemic Plan 1961-62 -
.+ 1965«66" op.cit.p.79.
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However, it must be stressed here that the above
criterion can not by ltsel! conat!tute an adequate guide to
public investment poligy. For it is important to note that
the céncépt 6! economic growth in Igaq (as elgewhere),
although can be stated in'terms of achlevingja sustained
increase in per capita income, must nécessarliy involve a
felattVeXijide measure of structural changes in the ecbnomy.

(37) that the growth

For it has already been stressed earlier,
process in Iraq must increaslng!y be based on the further
divcréif!catlén qf economic activity, mainly to release Iraq's
economy from the-preaeht relative dominance of the primary
production activities (sgriculture and ofl extraction) The
;necessity of the above may become clearer, if growth in Iraq
is to be;ﬁ&swed as a self-sustaining process,
2, JInduatry. |

It can be seen clearly from table 34, that public
investment in}induatry accounted on average for only 12% of
total public investment in lIraq during 1953-1963, Although
the rates for the years 1957 and 1938 are highér than the above
average, the rates for the remaining years were equal or lower
to the above average. _

The relative neglect of industrial favestment {n the
earlier piogrammes of development in lraq, was not due to the
relative scarcity of capital, but mainly due to the scarcity

of skilled labour and managerial skills, Here it is fmportant

(37) See chapter 3,



tc view the nécegsity for increasing‘the relative share of
industrial %nvest@ent4in Iraq not only in terms of its
contribution QO'thé‘incrgaae !nrper-capita income, kut also in
terms of its prospective contribution to the aceelaration of

_ the growth rate of the economy,

To clarify the above point; it is important to consider
what is meant by the term "economic developmeﬁt" as an
’objective. For 1f this is simﬁly meant to convey an incrcase
in current output in the shorterun, then the growth rate of
the economy may not necessarily dbe eustained in future periods,
To achieve a suétained and increasing growth rate of output
-per head, it is necessafy to ensure an increasing rate of
total‘bapital.formhfién‘#t”tﬁé”eaélieiZetagéé of development,

" Clearly, the eonéept of economic development in Iraq ( as in
 other underdeveloped economies). should stress not the
meximization of current output in the #Hcrt-rnn only, but |
primarily the maximization of ;he,réte of capital format ion

to ensure a sustained increase in output per head in the
long-rnn Here it musfﬁbe stressed that the concept of growth
as . elaborated above, may :nvolve a time preierence between

ral

. imediate maximum welfare, and future higher levels of

welfare.‘ss)

(38) Sen,A,K, "Some Notes on the Choice of Capital-Intensity
Ain Development Planning” (Q,J.E. ¥ol LXX1,1957) p.567.
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Clearly, thé above conception of growth, may necessarily
imply an ihvegtbént programme that may stress more those
categories of investment that may contribute more to further
growth, by diverting a relatively higher proportton,of their
‘4m:;;;%;;;; products towards further capital iotmation.(39)

Here it muat be noted that such a pattern of investment may

nét coincide with that i@plied by the most e conomic use of a'A
given quantity of capital, as prescribed by the previous
criterion. This may be so since industrial investment hay,
entail a larger use of capital per unit of extra output,

than agricultural investment does, lowever, in terms of
de#éloPing the investment cepacity of lraq's economy, industrial
’inwestment ﬁay'be guch more favourable than other forms of
inveetment i.e, agriculture, This may be so since agricultural
investment may increase agriculturalfoutput, where it mey be

extremely ditticultvto mebilize a part of that increase

{39) For a detalled exposition of the '"marginal per capita

reinvestment quotient" criteriow, see Galenson,W. and

. Leibenstein, H, "Investment Criteria, Productivity, and

. Economic Development' (Q,J.E, Vol,LX1X,1955) p.p.343370,

- ldeally, under the above criterion, the optimum distribution
of publiec investment would be achieved only when the “"merginal

per capita reinvestment quotient’ is equal for all major

categories of investment, While the measurement of this may

be difficult in practice, the above criterion is of special

importance to Iraq. For at present, public investment in

iraq depends mainly on oil revenues, thus if growth in Iraq

is to become self sustained, more stress should be laid on

those catagories of investment that will primarily contribute

furiher to incressing the total rate of capital formation

f.e. industry, _
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: ~§owarda further éaﬁité! Iormatién, ﬁhinly beéause‘of tﬁe
extreme difficulties involved in agricultural taxat!on in

(40) .

!raq at presen& "In contrast, an !nvestment programme

emphasizing primarily %ndustr}al ipveetment, may {nqreaae
tﬁe‘réte of capitél'fofﬁation“iurther; since the majorlty
of the -‘newmy developed 1ndustr1eg are ownad by the public
aeceot. thus it would be relztively ees(er to divert a part

. of incramental output to furthes investmpntldjrectly, and.

" without resourt to taxation, (41)

’Howevér. it must be stresaed that;the adoption of the
sbove criterion, should not necessarily exclude the

‘maximizat!on of consumption per he.d (which may be conaidered

as the final objeclive of economic¢ grewth), but’ merely

delaya.it ta’a future pergad.(42, Furthermore, the desirability

— . "

(40) = See chapter 3,

(41) In fact the above point has been sereased as the most
vital advantage involved in the use of the "marginal per capita
reinvestment quotient", see Viilard, H.H."Investment Criteria,
Productivity, and Economic Developments Comment" (Q.J.E.Vol,LXX1,
1957) p.p.473-474. The same basic logic would apply if publie
investment resources are used to lend to the private sector,
since it may be assumed that industrialiste would reinvest

a relatively higher proportion of their incremantal output,

than fermers for example.

{42). See Dobb,M. "Some Problems in the Theory of Gtowth.and
Planning Policy" (Kyklos = Vol.X1V.1961) p.138. ‘
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of increasing the relative share of inﬂustrial‘investmant
does not only stem from ita‘iavourable effects on increasing
the rate oi’caﬁita! iormation.. For industrial investment is
of ten associated with the introduction of new products and
technologies.  This in itself may have an extremely favourable
effect in ase !5: as it encourages the increase in the supplies
‘of skilled labour and menagerial ekills, |
Here it rémafns to be seen whether the above approach to
publié investment in Iraq, has any favourable effects og
empioymbﬁt.v Clearly, given an amount of capital, the use
of labour~intensive investment may maximize the current
labour/capital ratio in the economy, without necessarily
‘increasing the émhﬁnﬁ of capital used. But thebabove-may not
coincide with the acceptance of the dynamic implications of
growth. Clear)y, the acceptance of self-sustained economic
growth as an objective, may imply the acceptance of a
. possibly f#r reaching strucfural changes in the economy.
Hence the adoption of an investment programme stressing mainly
"indnstgiall(capital-intensive) investment may in the long-zrun
increase and widen the total employment opportunities in the
economy., For one of the basic aims of gréwth is to increase |
.real productivity per head. It becomes evident then, that the
attempt to maximize the labour/capital ratio ¥n.the in economy
by using an investment programme which is besically labour-
intensive, may not increase, or even possibly decrease

prodnctivity per head, Finally, it is interesting to note

/
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ihatmost devnloymsnt programes in Iraq have Iailed to

reallze the alloted relative figure to industrial inveetment“a)

b, !gvestggns in Social and Eccnomic Overhead gagital.

It can be seep~c1ear17'£rop table 34,‘that pub1§c

~ investment in the above category hac'accounted for an
increaeingly larger relatlve(share.ct pubiic investment dhring
19531963, While the relative share of investment in
tréusport-an& communications ihcreasgd from 15,6% in 1953 to
33,7 in 1963 averaging abour 22%, iﬁveetmaht in the housing
and'buildings categor&?é) relative share has increased from

22,5% in 1953 to'45'z% in 1963, giving an average of 39%

N »ior the whe!e period Thus the total relative share of the

above category of iavestment amounted on average for 69% of

total public inwestment‘és)

(43) Industrial investment has been alloted 30% of total
public investment in the Detailed Five Years Plan, see tables

35 and 36, But the actual relative figures achieved for the
first three years were 10,6%, 9.9%, and 12.8% respectively,

see table 34, The investment programme recommended by the
1.B.R,D, mission, alloted industry 22% of total public investment
during 1952453 « 1956-57). seo table 37, but the actual

average annual rate achieved for that period was only sbout

8% of total public investment, see table 34.

(44) 1Includes some expanditure on social and eommunlty
facilities i.e. public health,

(45) It is interesting to note that the figures for the last
three years of the above period, were significantly higher
than the above average, see table 34,
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‘Here it would be useful to define what is mean£<by
‘aocial and economic overhead capital, Expenditure or‘§6cial
and:ecopomic'overheéd capital can be &d{ined aé the
.-investmmnt expenditure that does not contribute directly by
itself to the increase in the supply of gaods in the economy,
" but it is expenditure on ee;vices without wbich directly
'broductiée aétivitiea in the economy can not function

{46) Hence the main contribution of the above

' catagory of investment to growth. can be viewed in terms of

the poasible external economiea(47’

it generates.  Such
external economiea may not be accounted for in calculating
the private marginal prodnctivity of capital Thus if the
allocation o! inveetment resources is left entirely to |
market forces, we are unlikely to achieve an optimum
allocation from the aoci&liﬁoint of view, The divergehcy
bet%een (he social and private marginal productivities of

investmént, makes itlnecéseary for the state to nnderfake

auch;activities in underdeveloped countries, 48*bia investment

(46) For further elaboration on the ‘above see Hirschman A, O.
"The Strategy of Economiec Development" op.cit.p.83,

(47) External economies may be defined as ""those economies
‘invoked when the profits of one producer are dependent on the
decisions of other producers" see Scitovsky,T. '"Two Concepts
of External Econemies" (J.P.E,Vol.,LX11,1954) p. 146,

(48) The case is the same for developed economies, but such
a divergency may be relatively larger in underdeveIOped
economies.
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in social and economic overhead capital mugt be stressed as
an integral part of development expenditurec in Iraq, since it
 plays #n'important role’in develobing the basic services
without ﬁh{ch~cxpanaion in directly productive activities
may-nbt be.péasible.

liowever, the central problem here is not whether to
invest or got in the sbove categowy. For clea;ly a minimum
level of public investment in the above cztagory remains a
necesaity for the efficient functioning of the eéonomy as

a whole.(49)

The problem may be posed here as that, whether
public investment policy in Iraq should initially stress
investment in the above catagory, or alternatively stress
maihly inﬁestmeht in airéctly»praduétive acti§it£ea. ‘Clearly.,
the cbove problem is of extreme impér;ance in the case of
Iraq, since investment in lhfrastrueture activities absorbs
today well ofér‘twq thirds of total public investment in |
‘,:gq‘(sc) B | |

Here it must be stressed that the rate of economic-:
growth will depend mainly on the vateof capital {ormétion;
| but may be influenced considerably by the pattern of E

investment, Since public iavestment plays an important role

2

(49) See Hirschman,A,0O, "The Strategy of Economic Development"
op.cit.p.86 & p. 94, B

(50) See table 34.
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in Iraq's economy today, it becomes evideant that the rate of
econonic growth:may depend to & consideradle extént on the
baszic decicion involving the pattemef public investment
expenditure (directly productive activities.ve. infrastructure
inveatmenf). However, the rapidity of economic growth will
depend primarily on inyeatment in directly prcductive
activities (agricultu.e and industsy), since here the
productive capacity of the economy is increased directly in
the shorterun., In contrast,. public invéstment in
infrastructure activities will increase the'produetive'capacity
of the economy only in an indirect way, and will uauallf
require relatively longer pgriodé §£ time to assert its
effecte. .Whiié the basic aim of inveszmont in social‘ang
economic overheads 1s.to irduce a furhher expansgion in
directly productive activities, it“may be Qtressed-here that
the concentration on the above catagory of investment, in the
initial etages of growth, will by no means alwgys produce the

‘required expansion in directly productive activities.‘sx)

(51) Hirschman stresses that the above problem is basically

a problem of choosing the most favourable sequence of investment
(D.P,A, SOC or SOC D,P,A.), and not only a problem of
choosing between alternative catagories of investment at one
point of time, see Hirschman,A.O, "The Strategy of Economic
Development" op.cit, p.93.
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- Finally, it is !ntérestingnto note ihat while tﬁe
Detailed F£Ve-Yeara Plaa(sz, in Iraq, stressed investment in
directly-productlve activities and aimed a limiting infras -
atructure inwestment only to vital projects(53,the realized
figures for the !irat three years of the aboveép;ogragme were

‘ hardly inhharmony with the planned figures,

(52) While the above is denoted by the term "plan” in oificial
government documents, we have already stressed earlier that

it is eimply an ex~ante programme of public development
expenditure only, and not a comprehensive economic plam as such.

(53) See "Detailed Five-?earu Plan 1961-62 « 1965+66) zp.citt
B | n ~ p.67
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CHAPTER 5,

SUMMARY AND CONCLUSIONS.

Whi!e the ptocgaa of economic growth depends on a-
multitude of variables, thé}ra;e of total capital formation.
can be viewed as the main parameter influencing the growth
rate of the economy. It beomes evident that fiscal policy in
an'nnderdeveloped economy, should be primarily oriented
towards increasing the rate of total capital formation,

Thus the allocation of total economic resources between
inYeatment and immediate consumption, has been alloted a
relatively higher wefight than the other remaiding objectives
of fiscal policy in Iraq %.e. income redistribution and

shorte«term stability,

Considering the reveﬂué aspect of fiscal policy in Iraq,
it has been fﬁund that the size oé‘governmeﬁt revenue { as a
% of G,N,P.) may be considered as quite adeguate, since this
compares favourably with those of most developed economies
today. Howeﬁer, we have found that it is the structuré of
government revenue in Iraq, that poses the main problem on
the revenue side of fiscal policy. The relative dominance
of 0il royalties (as distinct from ordinary tax receipts)
was found to be the ma jor feature of Iraq's revenue system,
It has Been found that such an excessive dependence on oil
royalties has subjected the whole of the government's revenue

and expenditure to fluctuations beyond its total control,
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since oil production and price movements are not subject
to governmeht control, Thus the increase in the relative
‘share of ordinary tax receipts out of totai-government revenue,
can bevviéwqd #é the most urgent problem to be solved, when
' coﬁsidering the revenue étructure of Iraq in general,
‘Moreover, the further_qubstitution of ordinary tax receipts
for oil royalties, will enable the governmeat in Iraq to
deal more effectively with the problem of income redistribution,
Income rediafributiﬁn can be dealt partially'wtth. by adjusting
the pattern of govérnment expenditure in Iraq. But it
becomes évident that taxation can still be viewed as a
,relatively better fiseal tool for redistribution policy,

d.maince it can affect the pattern of income distribution not
only by how the government spends the tax yields, but mainly by
‘hdw it raises a given amount of tex revenue,

Considerin@ income taxation, it seems unlikely that any
significant increases in income tax fielde may be achieved
in ghe-negrﬁiuture, unléns the present highly unrealistic
"level of personal a2llowances is low;ied to a relatively more
. realistic level (i.e, miéinly by considering the per capita
income level in Iraq)..hrurthcrmore, the maintenance of the
présent high level of marginal rates, may not contribute as
it would be expected to the iucrease in income tax yields,
for it would be more practical and useful if the present
relatively high marginal rates are lowered to a level which

can be at least enforced effectively by the tlecal authorities,
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The necessity for the increase in income tax yelds in lraq
{relative to total government revenu&) should be viewed
maiuiy in terms £ its potential value as probably the most
effective fiscal instrument for the redistribution of income.
The importance of the above becomes claaier i{f we consider
that the present tax structure in Iraq is basically regressive
in nature, This is so since it has becen found that the

bulk of tax revenue in Iraq is still derived from indirect
taxes. Those are levied mélnly on commodities of mass
conaumptloh i.e. tobacco, fuel, which one may assume their
incidence io be fairly regressive. However, the further
development of deatﬁ dpties and real estate taxation may
contrihutehié adding an element of eQﬁity to the presently
unequitable tax structure of Iraq. Finally, while the present
incentive measures incorporated in the ptesent tax etructure
of Iraq may be viewed as adequate and justiiiable‘on'allocatlve
grounds, their administration should be subjected to the
rigorous anddetailed serutiny: °“ the t‘lscal authorities.

For if the strong link between the act of investment and the
fiscal incentive measure is lost, the latter may only

represent a net_loss of revenue to the government,

Congidering government's expenditure policy, it has
been found that the pressure for increaeea public consumption |
has dominated government expenditure policy in Iraq,
especially after 1958. Government ofdinary budget (current)

expendituré, was ‘increagingly replacing development
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expendi ture in_lraq;durlng the period under study. Such a
trend if allowed to coﬁtlnue,‘may have the most serious and
detr!ﬁenfﬁl effects on the course of economic growth in |
'iraq. The government iaces a8 clear choice here, that of
allocating the Sulk of its resources to satisfy current public
consumpt ion, or alternctively to aliocate the bulk of its
‘reseufées for further capital formation. It is baﬁically
the above choice that primarily determines the government
sector's_contribution té fhe accelaration of the growth rate
of the Iraqi economy,

Taﬁing ordinafy bﬂdget expenditure first, it has |
‘been found that the above consists ma#nlyvdf purely
edministrative éxpégaiture; whigh‘can hardly be described as
encouraging to growth. Furthermore, it has been found that
the relative share of the cetagory 'economic expenditure”
has declined cqnsiderably during the period under study. The
necessity for increcasing the growth content of the ordinary
budget in Iraqg (mainly by reducing "administrative expenditure"
end increasing ""economic expenditure") must be viewed mainly
against the fact that ordinary budget expenditure absorbs a
‘relatively high proportion of total government resocurces in
Iraq. waeier, théibanic golution here must be the increase
of the relative ahére of development e#penditure in Iraq,
which could be achieved only through the decrease in the

relative share of current government expenditure,
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rConsidéring development expenditure, one cen not fail
to see the increasing dominance of the catégoty of
“infrastructdre"kinvestmcnt over the catagoties of public
investmeﬁt iie. £ndu§t§y and agriculture. While a certain
minimum level of the above is necessary for the efficient
Innctioning of the economy, it is ext;emely doubtful whether
the primary stress on the above catagory of public investment,
ia'the best way to accelarate éhé g?owth rate of the
'econcmy. For it is investment in dirgcfly'productive asctivity
i.e,. industry, that will contribute mainly to increasing the
produétibc capacity of the economy §in the"eh&re-run. However,
;it apbeggs that the relat!vely strong bias towards
infrastructure investment in the devélopment budgets of Iraq,
- has been mainly due to the increasing pressure on the
government . to provide for more basic services i e, edncation
and health, ‘ .

At any rate, the pattern of public investment allocetion
ehould ideally be determined in accordance with a
comprehénaive economic plan for the whole economy. fha
‘contribution of fiscal policy to the acceiaration‘ot the
rate of economic growth, ﬁoﬁld be further strengthened if
fiscal policy and the economic plen were completely integréted.
By cn@plete integration we ﬁean the making of the government
budgets (eapaéially the development budget) aes a part of the
economic plan, Howaver. it is regrettable to see that »

no comprehensive economic plan exiets for Iraq, eince all the
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previous plans {(including the present five year detailed
plén)}ara in reality nothing but an ex-aﬁte statement of the

dsvelopmént‘é:penditures of the government sector in Iraq.
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STATISTICAL APPENDIX




LROR ]

: Tablsol

The National Income of Iraq 19531963,
(At Current and 1956 Constant Prices).

At Current Prices, | . At Constant 1956 Prices,
Year | 1.D.m, | % increase 1.D,m, - % % increase
o over - © | over preceding
preceding . year.
year, : ’
1953 | 244.0 | . 262.8 e
1954 | 284.0 16,4 322.6 22.8
1955 289.3 1.9 - | 299.0 | «7.3
1956 334,8 | 15.7 | 334.8 12,0
1957 | - 382,17 5.4 | 348.4 4.1
{1958 | 319,06 | 6,0 | 363.2 1 4.2
- 1959 3916 | 47 | 368.6 - | 1.5
1960 | 437.1 | 1.6 412.7 12.0
1961 | 484,2 | ‘10,8 468.6 13.6
1962 526,5 8.7 | s03,1 - | 1.4
1963 | s515.4 “2.1 489.5 |  .2.7
Source : Haseeb,K. "The National Income of Iraq 1962

and 1963" (mimeo.1964). Table 1, p.13.
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Table. 2

Per Capita National Income of Irag |
(at 1956 conatant prices) 1953-1963,

Year N. Y. at . Population Per«Capita % increase
: constant (000's) - Income over
1956 : (1.D,) . preceding
prices ‘ year.
{1.D.m.) S ’ :
1953  262.8 5832 45,1 - .
1954 322.6 5945 - 54.3 : 20.4
1955 299.0 6061 ‘ 49.3 -9,2
1956 334, 8 6180 54,2 - 9.9
19587 348.4 - 6301 55,3 - 2.0
1958 363.2 6423 56.9 2.2
1959 368.6 6548 ' 56.3 -0.4
1960 412.7 6675 61.8 9.8
1961 468,.6 6804 : 68.9 11.5
1962 503,1 6936 72.5 5,2

1963 489.5 7071 69,2 -4.6

Source 2 - Haseeb, K. {mimeo) op.cit. Table‘z,'p;léw
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National Income of Irag 1953-1963 by lectcrs (at constant 1956 prices)
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(L.0.m.)
SECTCR 1953 1954 1955 1956 1957 1954 1959 1660 1461 1962 1963

1. Agriculture, forestry and fishing. 85,70 113.82| 68,40 88.07 | 116,51 | 69.16 66,43 76.25 96.9¢C 113.35 | $0.41
2, ¥ining and quarrying 55.26 70,37 74.83 79.21 | 54,81 39.33 103,53 | 115.50 | 123,34 124.38 [143.32
3. *anufacturing. 18,73 21, 37| 24.59 25.93 | 29.84 31.70 348,41 47.52 51.29 57.€8 55,38
4. Construction, 11.79 16,13 | 16.70 21.41 | 23.74 23,43 21,24 16.91 17,77 14,73 14.3¢
5. N'lectricity and V.oter, 1.06 1.10 1.73 2,C7 2,50 2,67 2.01 3,46 3.9 4,05 4.95
6, Transnport, comnunications cnd storage. 186,67 19.14 | 20,6¢ 22,92 23,52 23,33 24,43 29,067 33,82 35,16 33,46
7. "holes-le srd retai] trade, 18.61 23,04 | 21,94 26.11 28,17 £5,91 23,87 29.26 34,95 37.¢C4 32,45
8. fenking, insurcnce and rcal estate. 3,26 5,11 5.41 6.19 7.0 8,51 B.74 8.42 9.11 9.63 G.53
9. Cwnership of dwellings. 7.25 7.40 7.58 7.78 7.93 3.12 8.37 8.54 8,24 9.C6. 9.31
10. ublic administr.tion and defence. 22.68 | 23,93 27.68 28,12 | 29.7C | 34,48 46,69 40,03 47,75 55,45 61.60
11. Services, 19,81 21,32 22.48 23.95 | 24,68 | 26,53 29.93 34,08 4G, g6 42 .50 42,066

N.N,P, at factor cost. 202,62 | 332,63 | 298.97 | 334,76 | 318,40 | 363,17 | 368,60 | 412.63 | 468.63 | 563.13 | 4589.46

* fdjusied for shures of forcign oil companies in erude oil extriction,

Souree H

Haseeb, K., (miueo) an.cit. Teble 4, p.l6.




. Table 4
elptive Sh Lectors
ragts N.¥Y. (st conitan 56 prices
ECCTOR 1953 - 1963
s .

1. Agriculture, forestry, 32,6 6.4
. end fiahing, - S
2. Mining and c:nm-ymg. 21,0 29.4
3. Manufacturing, | 7.2 11.3
4, Construction, | 4.5 . 3.1
'8, Electricty and water 0.4 1.0

6. Trensport, communi cat lém . :
- and storvage. 7.1 6.8
7.%holesale and vetail trade. 7.1 6,6
8. Banking, !muunea and ‘zeal o
cstate. 1.2 1,9
9, Ownership of dwelunga 2.8 1.9
10. Public administration and .
defence. 8.6 12.6
11. Services 7.5 9.0
100.%  100%

Source 1 Haseed, K. (mimeo). op.cit, Table 8, p.20.
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Table 5

Index of Crowth of Irag's MN.W.P. by Sectors ( at constant 1956 prices)

(1953 = 1006)
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1953

1954

SLOTCR 1955 1956 1957 1958 - 1959 1960 1961 . 1962 1963 rate of
: : : growth,
1. Agriculture, forcetry, and fishing. 1060 133 30 103 136 104 78 .9 112 132 94 - .6
2. Mining and quarrying, | 160 17 - 126 119 81 135 161 187 193 19¢ 223 8.4
3. Manufocturing, | 160 114 131 154 154 169 205 254 274 305 296 11,5
4, Construction. 160 137 167 182 201 159 180 143 151 125 127 2.4
5. Ilectricity and .eter. | 10 164 163 195 236 252 275 © 326 369 453 - 467  16.7
6. Transport, comunications, and : ; ' e L . | I
etorage 100 163 110 123 126 126 0 131 . 159 181 188 - 179 6.0
7. Tholceale and retail trade 160 324 118 - 140 151 . 139 ¢ 120 | 157 186 199 174 5.7
8. i"enkin;, insurance and real cstate. 1G0 157 166 . 190 215 &61 260 258 279 295 292 11.3
9. Csnership of dwellings | 160 102 105 107 169 112 115 118 122 125 123 2,5
10, ‘ublic adminietration snd defence. 160 106 122 12¢ 131 152 179 176 211 244 272 10.5
| 166 - - 108 113 izl 125 134 151 172 207 215 222

11. {lervices

8.3

CLupre 3

laseceb, K., (wmimec). op.cit. Teble 9, p.2l.
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‘l‘gh!e 6
The Relative Shaves of Msjor Sne;gra in Ixag's
N. Y, for 1953 and 1963 (at Conatant 1956 Prices)
- Ma jor Sector ' 1953 T 1963
soismiigis ———

- Primary Production. 5§3.1 - = 45.8
SecondaryProduction. 19,7 2.2
Tertiary Productien. 22.2 - 32,0

. Totales. 100 100

‘T'Sg_l_a_geé i - Celculated on the busis of dats from

Haseob, K., "The National Income of Iraq
1953+1961" op.cit. Table 8, p.20, and
ibid, (mlmeo).op.cit. Table 8, p.20,



a | 1953 sL 1960 ’

{ , ,

i SECTOR. vublie Private Total, | Public Private Total.

; Sector Sector. : . Cector, Sector.

! 1

gl. Agriculiure, forestry and fishing. 0 70.61 70,61 0 96.52 96.52

'2, Mining and quarrying. .05 64.38 64.43 .04 105, 59 105, 63

'3, Manufacturing. 2.16 16.32 18.48 7.76 41.02 48.78

4. Construction. 0 9.76 9.76 ' 19.87 19,87

5, Llectricity and water. | .70 .50 1,20 | 2,66 0 2.66 |

6. Transport, goumunications and 8 - - '
storage, 4,72 12.56 17.28 | 13,55 19.78 33,33

17, %hilesale and retail tr.de .19 17.14 17,33 .82 30,78 131,60

8. Banking, insurance and real ' :

! estate, 2,73 0.44 3,17 6,61 1.97 8.58

9. Ownership of dwellings 0 7.28 7.28 0 7.39 7.39

16, Publie administration cnd defence) 18,29 o 18,29 | 45,71 0 45.71

11, rervices. | 6.84 9.28 16.12 | 22,57 14.49 37.06 |

| N.N.P, at factor cost, 35.68 208,27 | 243.95 | 99,72 337, 41 437,13 |

i

|

% In terms of velues added,

Source :

Haseeb, K {mimeo) op.cit. Table 15, p.25,
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" The Relative Shaies of the Public and Private {lectors in Iraq's NYL

Table 8

1953 and 196C.

{ At constant 1956 Prices.)

1966

| 1953
SECTGR.. - “ —— — S

_ bl Trimie o [Rlle TETMC e,
1. Agriculture, forestry and fishing. ‘ O' i 100 é‘xoo . 0 é 100 'i 160
2. Mining and quarrying. , 0 f 100 ' 100 0 \ 160 : 100
3, Manufacturing . RN 12 L 58 P 100 . 16 ' ga { 100
4. Construction, ' - o . 100 . 100 0 100 : 100
5. Blectricity and water 588 ; 42 , 106 106 3 ¥ 160
b. Transport, communications, and storage. 36 i 70 Q‘IOO | 41. -2 59 ; 106
7. wholesale cnd retail trade .- 1 99 100 - 3 . i' 97 . | 100
8. Cenking, insurance and real estate. 86 | 14 100 76 P24 1100
'9, Cwnership of dwellings o 0 L 100 VE 160 0 B U1 21100
110. “ublic administrution and defence."'A 100 ? o i 106 1C6 jg ¥ i'xee

Services ‘ 42 58 f 71 b 29 { 100

11,

100

Source s ‘Calculated on the bosie of data from jlaseeb, K. op.cit. Takle 12,

160
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Table 9

Tha‘Agggggate'Relatigg Sh&rﬁs of the FPublie

and Private Sectors of rag*e N.Y,. 198 and

CSECTOR . © 1953 1960

" e

Public SR UYL 22,3
 Private. . 85,3 7.7

Total. 300% 100%

oures - Calculated from table 7
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Table 10

(1 ) () () (s) (6)

Year | G.N.Y, at Total Col,(3) as % “Total ~ Col.(5) as a i
‘ current CGovernment a P of Col.(2) | Government ‘. of Col.(2) é
; prices Revenue 1 Fxpenditure 5
: ' .
1953 | 265 84 o ; 62 B £
1954 | 307 103 @ 15 24% |
1985 36 | 114 o 36 : 89 e ‘
1956 363 | 111 ; 3% - 113 - 310
1957 384 96 "l\ : ' :25% - 131 - 34
" 1953 @6 1 129 ' - s | st 32
1959 424 133 | 319 f 151 ,f | 367
1960 a0 s | 325 ; 162 ;; 345, |
1961 521 . 179 | 347 ! 186 o - 365 ;
1962 565 165 g 291 | 188 N 33 %
1963 8853 | 184 ; 33 ) 203 | -3 |
| é | |
Scurce : Caleulated on the Basis of data from:

a) ilageeb. K. (mimeo) op.cit.
‘b) Central Bank of Iraq - Annual Reports 1953-1963.

c) Government/Republic of Iraq - Ministry of Finance -
Directorate General of Public Accounts = Annual ﬁeaorts 1953-1962,



" Table 11 163

R | L : e
The Absolute and Relative Shares of Factor Incomes
in _Irag's N. Y. 1953 and 1960 (at gurrent prices)

© 1983 - 1960
CFACTOR ~ (L.Dm.) %  LDm) %
- Wages and Salsrles 84,2 31.3:“ j'lvi‘:!»‘l.z)!-_ 40.4
Rent - 2.1, 1 17,0 S
o Interest T 2.8 L6 8.5 |
C. Profits 103,6 59.8 - 182.8  53.6
Total 7 373.3 100 340,6 - 100

o Exeludlng agricultur;l tncame .
§gg;£g__gﬁnf Haeeeb K, (uumao) op.eit. ‘Table la. P.23,
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Table 12

-

Fenelon 8 Istﬁmatge of the Natgonal Income and Ixpenditure of Irag
1250 1956 {at curre:ut prices!

4
s e S e, 78 ey ———

(topop')

‘ | 1950° | 1951 . 1952 1953 | 1954 1958 | 1956

o 3 ¢ : ) ; i T u v

. 1, Private Consumption I'xpenditure , 137 - 187 ¢ 162 p 167 ; 178 i 189 g 199 |

) N | i i

! 2, Covernment Consumption prenditurei 28 i 36§ K1  § 51 ! 57 P62 ! 68

! 3, Gross Pomestic Fixed Capital ] : P i ? 3 ;

‘ Format ion. j 17 21 0 3¢ 1 a6 | 43 67 89 |

4. Increase in Stocks. A T T R S S B S

5, Net Exports of Gcods and Services. ! 14 é 12 . 5¢ 79 i 96 | 8 i a6

. . 13 : R \ ; § - '

6. .......s .. Fxpenditure on G.D.P, 1197 j 221 . 289 ! 345 { 373 | @02 | 407
7. Net Factor Incomo From Abrosd, (=15 | <11 i 42 -1 <83 | =67 | 71 } =58 | : :

8............ Expenditure on G.N.P. (182 210 | 247 { 292 ! 366 | 331 | 349 |

9.Provision for Consumption of i ? ' ? - L ' % i !

. fixed Capital. .9 e10 0 213 0 e15 0 e16 , e17 0 -18

! 10, Indirect Texes lese Subsidies | =156 ' <16 i =17 . =183 | e22 i e25 | <20 |

; - ' ; ) ! ! f . ' ' { :

NATIONAL INCCME ‘18 . 1 184 , 217 ; 259 . 265 | 289 , 303
i : : :
.“ource 3 Feneion, K.G., "IRAC, Netional Incecme and [ xpenditure 1950-1956“

(Al-Rabita Fress - Daghdad, 1958). Table 3, p.14.



 Table 13

 Fenelon's Estimates of Irag's N.Y, 19501956
- {at_conatant 1930 and 1956 prices):
‘ o "I.D.m. ) :

71950 - 1951 1952 : 1953 1954 1958 : 1956

" - {

TN.r.at 1956
. - comstant prices : 165 179 . 199 - 2% - 29) 307 . 303
' constant prices. /158 172 = 190 267 282 298 . 291

" ‘Soures 3 :g“;tcnoloé.{K.G. op.cit, ?hblé 4, p.07.

1



Table 14

ﬁggiakin's Fstimates of liAC's N.Y. 1956-1960 (at current prices)

(1.D,m.)
: SLCTCR . 1956 | 1957 | 1958 : 1959 | 1960 |
’ . 1 ; - Sma—
1. Industry (excluding oil) 21,3 | 24,5 22.1 L 27.4 2 34,0 |
2. Gil Industry (production and ‘ - | o % \ i
refining) © L7 11009 {176.2 [190,5 1§ 203.2 |
' 3, Comstruction. | A N Y I TL A L 20.5. |
4, Lgriculture and Livestock. - 75,9 _i ?4.9 ? 82,5 i 96,1 i 107.3 .
5, Load Transport. : 11.0 to12.5 E 11.3 y 14,9 ; 17.6 %'
6. Trade and ublic Food !atablishma&al& 8 % 21.9 % 19.3 % 22,2 i 26,5
! 7. Other Branches of latcrial : f ‘ i : S
| Production Sphere. 2.9 |28 | 3.2 o S
~ G.N,Y¥ oroduced by material N ! i ! | f
| production sectors. | ‘206 | 280.6  !327.3 1378 413.2 |
| N.Y. of Iraq, acauired by fcreign = ! ; \ f .
i oil ccmpanies ‘ i 28.9 i 48,9 79,9 © 86,6 92,0 !
N.N,Y, of Iraq. 227.1 | 231.7  i247.¢  :2085.2 @ 3213 |
. Services B 646 i 6.3 0 7,2 | 94.6 | 109.7 |
| N.N.Y. (including services) 291,7 ;298 0 :314.6 1379.8 | 4310
fource  : Manjakin, V., “Introduction to N&tional‘ﬂccounting in Iraq for 1956-1960"

{(mimeo - Laghdad, 1964.). Toble l p.1l.

166



407

Iable 15

Maniakin's Fetimates of Irag's N, Y. 1956-1960
o (at_constant 1956 prices)

(X.’ﬁ.m. )

CYEAR 1956 1957 1958 1959 1960

‘N.Y. at 1956 constsnt prices.291,7 390.1 317.8 373.3 422.1

&

. Siourece _: Maniakin, V. op.cit. ‘i;dbla 2, p.12.
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Table 16

‘Comparison of the Verious Fstimates of Iraq's N, Y., 1950-1963

(1.D.m,)
" Fenelon's Fstimates Maniakin's Fstimotes : llageeb's Lstimatea
Year - Current Constant Current : Constant ? Current " Constant

" Prices 1956 . Prices | 1956 ! rPrices : 1956 ;

* © prices. f g prices % ! prices. §

) ' o H ‘ !

1950 158 | 165 | . P L. P - ;
1951 18¢ 179 - - . - ;
1952 217 L 199 .- . L. |- ;
1953 - 259 276 . . i 243,9 | 262.8 |
198a¢ 268 - 291 F . - . 2840 | 322.6 |
1955 289 L 307 : - - . 289.3 299.0 §

. 1956 .§ 303 - 303 | 291.7 | 291,7 t 334.8 % 3348
1957 - : - : 298.0 | 290.1 | 3827 3¢8.4 |

; 1958 . % - ; 38,6 | 317.8 ! 374.0 ; 363.2 |
1959 ; - : - : 379.8 373.3 : 391.6 i 368,6 E
1960 . - 3 - , #1.0 | 422.1 : 437.1 ! 412,7 !
1961 - i - % - . L asa.2 i 468,6 |
1962 - . - ' - i 52,5 ; 5031 !
1963 - : - : - g - 515.6 } . 489.5 ;

| é ! M |

Source @ Tebles

1, 12,13,14 and 15,



(2)

The Size and Structure of Government Nevenue in Irac 1953-1963

Table 17

(ooo's f.D.)

(c) llaseebd, K. |
(b) Central Denk of Iraq - Annual Hejorts - 1953-1963,

(c) Government/Republic of IRAC: = Ministry of Finance -
B:rectorate Gencral of Fublic jicounts - Annual Ro;orte 1953 1962.

(d) Government/Republic of Irsq - Annual Statistical Abstracts 1953-1963

(mimeo) op.cit.

(1 (3) (a) (5) (6) (7)
Year @ G,N.Y, 5 Total Tax Non=Tax 2 cil Total ; Col, (6} as ;
. {current | Revenue _ Hevenue Revenue (Government ., of Col.
| prices) ; i . Revenue (2)
} } . i
; L 'i j ; |
| 1983 ; 265320 | 24941 T 51337 ;84014 32 '
i 195¢ - 306710 27824 . 7195 68371 ; 203396 34
L 1955 | 3185206 | 3C6l4 | 9381 73743 : 113766 36
1956 | 363410 i 31231 . 10830 6s8s9 | 11092¢ | 31
P 1957 ] 383660 | 35605 CHan4er 40920 ] 96016 T - 25 5
1958 | aos2s0 | 34737  1ae3 . 79876 12938 32 |
. 1959 (423896 ' 34181 12244 - | B8665¢ ; 133675 | 31
. 1960 470030 | 41226 14781 | 95092 . i 151159 | 32 {
1961 L 520860 1 24718 17831 P 116200 . 178749 ; 34
i 1962 | 564880 | 46010 20207 . 98900 168117 ; 29 i
, 1963 ¥ 1552590 g 47100 22473 ;114500 - - 184073 | 33 ¥
t ' : - : x = 32 ;
. j
Source Cslculated on the basis of data from:
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Table 13 __

The Relative Contributions of &éjor Levenue Ttems in Mobilizing
Resources for the use of the Govermment Scetor in Irag 1953-1963.

i (2) | (3) S e ) - {6) T3 , (6)
Year i G.N,Y, ' i Total i Col,13) es | Total oil Col.(3) as Total Tax ' Col. (7) as :
C (current prices) : government | a " of Col.(2) -Revenue g %\?S) snd other a ¢ of Col. (2);
i evenue ‘ ; ol. (2 evenue '
E (ooo 8 IoDo) i (QOO'B' I.D.) i ‘ODO'B I.D,) o (OQO'E I.Do) :
MR J ; : ; . !
t ; " . , , -
1953 | 265320 i 84014 : 32 . 51337 | 19 32677 ! 13 :
1954 % 306710 10339¢ | 34 ‘ 63371 22 ] 35019 12 :
1995 | 315520 ; 113708 | 36 73743 ] 23 39965 13 ]
1956 363410 10920 | 31 65459 16 , 42061 | s |
1957 } 323660 96016 E 25 44920 13 | 48096 F 12 f
1558 406250 | 129381 ; 32 19876 20 495C5 12 :
1956 E e23390 133075 § U o 86050 . 46928 10 i
1960 | 47036 151159 ; 32 95692 20 56067 12 i
1961 % 520860 178749 . 34 116200 22 62549 a2 :

1962 | 564550 . 1esnr 29 - 94500 18 66217 1
1963 | 552590 ! 184073 f 33 ; 114500 21 69573 2
‘ | | . Re 32 ! 1 %= 20 | | R e 12
- |

Sfource ¢ _Calculated on the basis of data from:

&) Goverament/Republic of Iraq - Ministry of rinance - Pircctorate Cencral of Public
Accounts - Annual Reports 1953-1962

b) Government/Republic of Iraq = Annual Statistical Abstrocis 1953-1063
¢) laseed, K, (mimeo) op.cit. ‘



» v

Y | () (3) (4) 8 )
- : : ' r .
' Year | Teotal : Tax gv HoneTax o Cil Cols, {4) znd
| : ,  Government ? Revenue { Revenue ' Bevenue i (5) ae a { of
g ! Revenue ' a8 at .  aB & \ ; a8 & ¢ | Col (2) S
. {ooo's 1.D.) E of qu.(2) f . of Col.(%) ! of Col(?2) f .
1983, . 84014 | 30 * 9 S 3 70
1954 L 103390 i 27 ! 7 ;66 73
1955 ' 113708 L 27 | 8 L 65 73
1956 | 11092¢ : 28 | | 10 ; 62 72
1987 1 96016 . | g ‘_ 11 i 51 b 62 !
1958 4 129381 27 A PR 61 | 3
1959 | 133075 | 26 9 o 65 74 |
I 1960 2 115159 27 S R U 63 - 73
1961 1 175740 i 28 | | 6 75 ;
L1962 L. 165117 28 o 12 60 112 !
1963 | 184073 | 26 12 62 | 74
; : z x = 28 < g-Ai=10 } x = 62 f x = 72 g

: 302550 H Calculoted on the bésis of data from:

a) Government/liepublic of Izaq - dMinlatry of Finance - Pirectorate Coneral
of Fublic Accounts -« Annual Reports 1953-1962.

" b) Central Tank of Irag - Annual Reports - 1653-1963-
¢) Government/Republic of Iraq - Annual “tatistical Abstracts.
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Table 20

Flexibility of the Tax “tructure in Iraq 1953-1963, -

Year G.N.P.(1) | % Change Totel Tax | % Change . Index of |
' (n.1.D.) over : Revenue(2) over previous i Flexibility
: grcy%ous  (m.1.D.) year % > T Col.(5) = Col.(3)
1953 207 | e 25 e : .
1954 | 239 5% 2 12 , .8
1955 245 : 3% - 31 o B § LI . .3.66
1956 298 22% 31 - o o
197 | 38 | 1% | 3 | 6% . .. { 123
1958 328 .37 35 -3 1.0
1959 | 338 ‘3 34 e 1.0
1960 375 g o e L9
1961 427 14 s 11 | .79
1962 471 U | 46 - 2% , .2
1963 445 ‘ -6% | a7 | B . e.33
s o - ,
| i o i ' 1 Xe.8 ;
{ ' ; L ' H 3 i
(1) Excluding oil scctor.
(2) Excluding oil rqyalt!es.
Source = "~ Calculated on the basis of data fram:

a) Haseeb, K., (mimeo) op. cit, Table 5, p.l?.

b) Govt./Rep. of Irag - Ministry of Finance - Directorate General
of Fublic Accounts = Annual Reports 195321963,
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Table 21

Tie Relative Contribution of Major Taxes to Total Tax Rcvenue in Irag. 1953-1963,

(1 - (2) (3) te) (5) - (6) | (7) | (2) - (9
Year = Total Tax | lncome Tax ! Estate i Death " Import } FExcise Agricultural , g
Revenue . Receipts as + Tex  Duties Taxes ‘ Taxes ' Tax receipte © Totals.
' a % of Col(2) : Receipts | receipts receipts i  receipts . as a . of ' !
: % | as a % of ' as a % - as a © as a Col.(2). i
f ! Col,{2) ' of Co.(2) | of Col (2) - of Col.(2} 1
H % ; i | ~ 1 ) |
\ . U i 1
| | 3 1 i : ok
- ! 4 : Eo . ! ) i :
1953 34941 8 4 , - : 60 ; 16 12 : 16c
1954 27824 7 4 L. 61 | 17 11 . 100 |
1955 . 30614 | 6 3 b . 62 19 10 , 160
1956 | 31231 10 3 L. .62 ; 19 6 10
1957 . 35605 8 R C . s 22 , 8 i 106
1958 | . 34734 . . 11" s . . 54 o 26 .6 ; 160
1959 | 34181 %' 12 3 b0 oosr 22 ; 6 .. 100 |
1960 ¢ 41286 10 5 2 . 59 19 , 5 100
1961 44718 | 11 4 P . 53 29 : 2 106
1962 46010 | 15 | 4 § 2 . 50 g 27 - b2 ' 100
1963 . 47100 | 15 4 L2 | 54 o 23 A e 160 %,
‘ ‘ b - . - ‘ - S -» ) ' ‘t - R ‘ S . t .
| % =107 % =4 % o=l k=57 L% =219 k=T o
! | B v

Spource Caleulated on the basis of data from:

a) Goversment/Republic of IraqeMinistry of Finance-Directorate General of “ublic Accbunts
- Annual Reports 1953-1962, .

b) CGovermment/Republic of Iraq - Annual Statistical Abatracts 1953«1963.
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INCCME Tax Paysble by Class of Taxpayers in lrag 1953-1963.

Table 22

Number otlTaxpayara

Tax Yields.

Relative Contribution
To Total Income Tax

et Compiled from,

Government/Republic of Iraq = Annual ¢

tatistical Abstrects 1953-1963,

5 (.1.L.) ! Yiold. * l
4 } ) ‘ } ,
h Y i v \ H : — T
Year { Individual Companies E Total § Individual i Companies i Total zlndividual o Companies. s
| | . : | !
| i | v i r L ! }
1953 24319 195 i 24514 1199260 | 979337 2178617 |, 55% 457,
1954 | 25914 729 - 26643 1244757 g 100113 2245870 ' 55% 45% §
1955 23755 L 382 24137 24780656 1070699 3548758 | 705 305 f
1956 - | 31174 § 1003 | 32177 1571507 1558765 3130272 | 50%: Los0n i
1957 | 35606 | 1034 36640 | 2319566 3192455 | 3512020 | 45 L {
2 1958 41495 L 1156 42651 | 2632964 1191256 3824220 | 48% 1 s ;
§ 1959 44037 L1214 i 46051 2289285 ! 1566738 3954023 | 99/ | g
i . 1960 3408) A,%,_' 509 1., 3459¢ | 2565633 - | 2380327 | 4945960'*@ 52% B Y ;
: 1961 n.a. N n.a, iA n.a. n.a. n.a. 'E n.a. ' m,a, m.a. !
| 1962 | 3s298 i 832 1 35830 3014366° ¢ 3915357 | 6929723 | 430 i 5T g
| 1963 , 37783 P 547 38330 - 3522998 | 4457867 | 8020865 . 44l 560 ,
| | B I - i L |
% The percentages above are rounded to the nearest whole figure, o
- Source @ |

17¢
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- Personal Income Tax Rates in lrgg.

»

Taxable Income Brackef. ' Tax Rate

(I.D.) ' . ' %
Up to 500 R 3
5001000 e
1000-2000 I 10
2000-3000 Cn - 18
3000-4000 20
40005000 | . 28
50006000 DA 30
6000- 7009 b 38
70008000 N 40
8000-9000 . . 45
900010000 R 50
10000-11000 - s
11000-12000 o 60
1200013000 o 65
13000-14000 o 70
14000-15000 o 75
15000-20000 o 80

Over 20000 . | 90

w'oier'tbe minimum exempt?on 1imit,

Source: Repudblic of Iraq »« Income Tax Law
: No.93(1959)«Section 13, (&as amended
by laws, No.178(1959),No,44(1960},
No.11(1961), Neo,.18(1963) ,No,113(1963),
and No.129(1964).



(a)

Joint Stock Companies

(Indusgrial)

Taxable Income. . Tax Rate
(1.D.) 5 6
0-1006 ;10
1000-3000 ; 15
{ 30005000 , P20
| 5060~ 7600 P 28
; 706(-9060 30
: 9000-11060 . . .35
1160G-13000 % 40
-over 13000 : 45
&
)
(Non~Indus trial)
Taxable Income Tax Rate
(1.D.) ; %
. 6-1000 ‘10
© 1000-20C0 15
? 2000-3000 20
f 3000-4000 ;28
4000-500C i 30
50:0-60C0 . 35
600G=70060 40
7600-8006 45

ver 8000 o &A

Company Tax Rates in Iraq.

Source

Table <%

Hepublic of Irag-
Income Tax lLaw No.95
(1959) (as amended)
op.cit.Section,13,

Limited Liability Companies,

{b)

{industrial)

!

Taxable Income 5 Tax Rate
: BRSO % 7
1 0-1000 i 10
[ 10tC-3060 : 15
. 306C~506C : 20
' 5000-70C0 i 25
| 7¢060-9000 | 30
9660+110C0 % 35
1106¢-13606 j 40
! 13000-15000 i 45
t over 15000 ; 50
: ;
td)
V {(Non-Industrial)
Taxable Income Tax ilate

(1.p.) _f 5
0-1000 _ : 10
1000-2000 : 15
2000-3000 ! C 20
3066-4000 E 25
40:6=5000 | 30
50606600 ? 35
6000-7066 40 :
7660-6000 ; - 45 §
§000-9600 : 50 ¥
9060-106¢0 ; 55 ;
over 1000C : 60

1#6
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Table
L Tax Rates in lIrag.
Value of Legacy Tax Rate
(1.p,) %

- 010000 B Exempted
10000-20000 - : 10%
20000-40000 20%
40000-60000 o 0%

- 60000-80000 . 40%
80000-100000 50%
over 100000 60%
Soureéll , : Repudblic of Iraq - L.egacy and !nherltance
: - Tax Law'No.157(l959) %as amended by

Law No.130{1964).)
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Table 26

Real Lstate Tax Rates in Iraq.

Rentsl Income ~ =~ Tax Rate .

(Lo, R
1000-2000° . 2%
.2000-3000 - - &%
 3000-4000 . . 6%
~ 4000-6060 7 . 8%
6000-8000 o 10%
8000-10000 -~ - 1%
over 10000 S

. *aental mcm up to 1000 1.D, per annum is
' aubject to a  flat tax rate ol 10%. .

Source i Republic of !raq - Real Eatatc 3
o . Tax Law No.162(1959) fas amended bv
Jaw No,16(1961) 7. .



Table 27

The Relative Contributions of Direct and Indéirect Taxation to Total

a) Government/Republic of Iraq - Ministry of Finance
=Directorate General of Fublic Accounts = Annual Reports 1953-t962

b) Government/Republic of Irag - Arnual Statistical Abstract 1963,

Tax Revenue in Ira 3-1963 ,
3% (2) (3) Tex pypove To Trao 131903, ()
Year @ Total Tax . Direct Tax | Col.(3) as a | Indirect Tax | Col.(5) as a ;
‘ Revenue y  Revenue (O of Col.(2) Revenue - : ¢ of Col,(2) :
. looo's 1.D,) | (ooo's I.D.) : ; (ooo's I,D.) ‘
s i . - :
1953 { 24941 . 3057 12 : 21984 : 085 ;
1954 | 27824 L 3145 g 115 | 24679 ; 89% i
1956 30614 A R 1 X o 27530 ! 90,
1956 | 31231 . 3690 S 2 b 2154 887 :
1957 35605 © 3952 : 116 | 31653 o 89
1958 34737 | 4953 ’ 14 | 29784 ] 86 j;
1959 34181 . 5161 a5t 1 29020 i 85¢. :
1960 | 41286 i 6643 - 160 : 34643 o 84 ;
1961 | 24718 1189 | 26959 A - é
1962 . ;46010 | 1ead? - 23 35563 AR £ |
1963 . 47100 . 10920 B 23% 36180 T ‘
'i % = 18% o % = 85 !
Source : Calculzted on the basis of dota from:

R e
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Table 28

Total and Fer Cavits Government Expenditure in Irag 1953-1963

(1) (2) (3) () (5) (6)
, Yeari‘ i G NP, § Pbpulation ; Total Per Capita Size of
: § .(ecurrent 5 (o00's) ¥ jovernment ; Government Government \
; | prices) f v | Expenditure Expenditure _ fector
} i {oco's I.D.) f (coo’s}.D.) go:i533)7Col.(3) Col.(4) *Col.(2)
0 g
) | |
© 1983 | 265320 2 5832 P 62414 | 10 237,
. 1954 . 306710 g 5945 L 74666 | 12,5 24
. 1955 | 315520 6061 | 89304 | 14,8 28%
| 1956 I 363410 ‘ 6180 ; 113317 g 18.8 31
{1957 | 383660 i 6301 ; 131236 g 21.8 34
' 1958 | 406250 ’ 6423 ; 131422 {218 327
1959 - | 423890 6548 151067 L 216 367
L 1960 | 470030 L 6678 L 161881 231 347
| 1961 520860 | 6804 ' 126106 o 26.6 365
| 1962 | - s6ess0 6936 T 187897 269 330
1963 ! 552590 7071 L 203280 29.0 ‘ 37

. ; L R o= 320
Souﬁges ol

Caleulatcd on the basis of daté from:

a) ﬂasceb,K.(mimeo); op.cit.

b) Central Bank of Iraq - Annual Reports 1953-1963 -
¢) Covernment/Republic of Iraq - Minietry of Finance

= Directorate General of Public Accounts = Annual Reports 1953-1962. -
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Indicies of Growth of Tgta! and Per Capita Government Fxgenditure in Iraq 1253-1263

Table 29

1953 = 100
(1) - {2) (3) (a¢) - {8)
: Year Total ,  Index of ' per Capita g " Index of !
Government ! Growth of } Government Growth of §
Expenditure [ (2) Expenditure: - {4) :
(eoo® 1.D.) | (1..) ? !
I : |
1953 g 62414 | 100 10 100
1954 ; 74666 | 121 x 12,5 125 b
1955 ’ 89304 ( 127 12,8 148 s
1956 113317 § 182 18,8 188 ?
1957 131236 | 211 21,8 218 é
1958 | 131422 ! 211 21.8 218 ;
1959 151067 | 244 2i.6 216 ‘
1960 161851 261 23.1 L e ]
1961 186106 ; 300 26,6 i 266 i
1962 187697 | 303 26.9 269 ;
1963 ! 303280 ; 326 | 29.0 5 290 i

S vt e et .t P A v PO TP e e A T AR S L o e

Calculated from tgblc 28
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Table 30

, The Relative Distribution of Total Government Expendi ture
in Iraq, Between Ordinary Dudpet and Development Dudget 1953-1963.-‘

R ——— e hren te e . S e v R H‘T e T T

{1) {2) (3) (4) (s) (G6)
| i . \
Year Total i Ordinary Budget [ Col.(3) as a Deve lopment t Col.(5) as a
' Government i Fxpenditure [ & of Col.(2) | Budget Tt of Col.(2)
: Expenditure ! '(ooo's 1.0.) i : "Expenditure ; ' ,
 (oco's 1,D.) 5 | ; {oco's 1.D.) ;
; 7 T B 3 N
1953 | 62414 ; 50157 { 81" ; 12257 ; 195
1954 | 74666 § 63789 i‘ 727 ; 20863 ; 285
195 | - 89304 i 55279 | ‘ 628, | 34025 » } e
1956 } 113317 : 70276 ] 62 ! 43041 { 387
1957 ; 131236 8 73821 . 560 b 57415 j aa
1958 (131422 f 79207 (o 6o § 52215 | 40
1659 % 151067 . 106167 . e 66 J 49560 % 345
1960 | 161851 . mazs6 | 0 % 47565 | 300
L1961 186106 : 119188’ L e i 66918 : 361
. 1962 | 187697 126401 | 68" P 59297 % 32
1963 . 303280 o 149024 i‘ 735 g 54255 : 2%,
| ' | o ) X =67 5 ’ x =330
Source Calculated on the basis of data from:

a) Government/Republic of Iraq - Aunual Statistical Abstracts 1953-1963,
b} Central Dank of Iraq - Annual Reports 1953-1963 and (uarterly Bulletins 1963-1965.
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Isble 31

Tﬁe'Reggtivg'Fungtional Dictribution of Government
(Ordinary Budgetl Fxpenditure in Irag 1953-1963;.

L

»
]
T

~

N

' Functional™,

1

\*\\ "Year

- s .~

Expenditure ae a proportion of ordinary budget expenditure,

of Public Accounts - Annual Reports, 1953-1962, |
b) Government/Republic of Iraq = Annual Htatistical Abstraocts - 1953-1963,
c) Central Bank of Iraq - tuarterly Dulletin,No.54, AprileJune 1965,

'a) Government/Republic of Irag - Ministry of Finance « Directorate General

;
i * . { i N X - ‘
! Category. ™~ } P - T . : i § . o ! 3
j ' <. (1953 | 1954 | 1955 1956 | 1957 . 1958 1959 , 196C ;@ 1961 .- 1962 A 1963 ;
o R S : . ; : ; | . ; 1 ‘ )
i A i : { 4 ¥ iy ; J :
) | ] : : i , : : : i ] , i
' 1. Adminiatrative ! Lo ﬁ : ' ‘ 1 i : ' : |- -
. expenditure. _% 72.1} u72.5 ;74.7. 571.7 379.2 g 75.3 i 64.4 | 64.1 ; 63.3 § 62.8 § ﬁé,s?x =---70‘L.j
- 1t, Social i ; ; ; g - ; § : . ! - !
/ expenditure - .} 11.3¢ 13.1 142 12,9 12,9 ) 13.6 i 21,5 | 22,7 | 25.4 ; 26,7 '; 26,5 x =185
. H 3 ’ : ) ) . . ' t A o }
311, Economic. i Lo g o T g . % R E [ t | - '
expenditure = . 16.6 % 14.4 - 11, ' 15.4 !7.9 (1.1 0 14,1 13.2°) 11,3 :10.5 | 9,0 x =129
. . . ] 1 ; i i . " . s R ) ,
Total, ' 100 | 100 (100 1100 100 | 100 ; 100 100 | 160 100 . 100 100
b _ S ! : ' ‘
Sgﬁrce { Calculated on the basis.oi data frém:
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The Relative Distribution of Covernment (ordiﬁary budgct!

Toble 32

Eggendituie in Irag'bx'Major Feconomic Caterories 1953-1963,

a) Central Bank of Iraq - Annual Report 1963, table 40. p. 201,
'b) AleSaaegh,H.,R, "A Survey of Government Accounting Methods" (Ir

Al-Iktisadi = fuarterly Journal of the Iraqi Fconomists Association -
Ho.3.-Yeaw 5 - Nov.1964 (In Arabic) ).pp. 78«79,

\k’\;’ Year E . .
; : \\\\\ ; Expenditure as a proportion of ordinary budget expenditurec.
. Economic ™. ' ' ;
{Category N : o § ‘ ‘ ; § P o ;
{ ‘ " 1953 : 1954 1955 ! 1956 ; 1957 l1959 . 1959 | 1960 i 1961 | 1962 | 1963
| : it =. , - ] |
| B “ ' Il | s
t 1. Final Cutlay . ; | L | |
. a, Wages and ! l ) _ , ' . ! 3
. Salaries 33.8 | 36.9 |40.4 139.9 i43,2 | 47.4 | 53.2 153.3 !58.1 .55.7 |52.1
{ b, Goods and i ,! i o 7 l : :
| Services 26,2 | 41.4 ;36.7 43,8" 36.5 | 32,1 | 31.2 [34.0 | 30.6 | 30.4 | 31,9
1 Total (1) 79.0 | 78,3 |79, 33.7,[ 79.7 | 79.5 64,4 |867.3 ;88,7 ' 06.1 | 84.0
b ! | S | - :
{ II. Transfer ! ;- | A ‘ ;

Payments 5 | o i %

€. Interest : § | : E.' i ]

| payments .3 .4 .3 3 (Ls 4 .7 (.8 |n.a| na.
‘ b - ]
| d, Grants to , ' ! , Lo | b

provinces 11.6 | 14 14,7 (14,1 (15,8 |17.6 18.5 ;5.9 6.4 t‘“‘“', n.a,.
| e.Other grants. 9.1 | 7.3 5.9 ,1.9 13,0 2.8 %»6;7 i6.l 4.} in.a, [ na,;
3 Total (11) 21 21,7 320.9 {16.3 | 20.3 j20.5 { 15,6 12,7 11,3 13.9| 16.0
| GRAND TOTAL 1100 100 ‘100 (300 100 106 ! 106 300 100 . ;100 100
i f ’ : ; : \ ! : ;

Sourc : Calculated on the bangis of data fyom:

c) Governmcntlnepublic of Iraq = Ministry of Finance « Directorate Gencral of Fublice

Accounts - Annual Reports 19531962,
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Tabie 33

Actual Revenue and Yupenditure of Iraq's Development Doard 19511958

(0Co's 1.D.)

P

i Year iievenue ; Lxpenditure ! Annual urplus Accumulated
5 ' ; | | or Deficit ' Surplus or }
f { | | I Defieit. !
' - f - !
| . 'i f o
. 1951 7467 SRS L+ 4336 ; + 4336 ;
; ! I -
t 1952 23999 , 12838 ’ + 11161 | + 15519
i .- ' b '
| 1953 35278 {12257 l + 23021 | + 38540 I
t | 3 - *:‘
' 1954 40728 . 20368 } + 19860 + 58400
L 1953 ‘60762 | 24025 n + 26737 + 85137
| 1956 . 51125 i 43041 § + 8084 | a9zz1
L1967 35873 : 57415 L - 21542 + 71679 ;
i : f t
1953 61741 | 52215 % + 9526 + 51205 ;
. . , : ’ : \
Source : Central Dank of Iraq - Cuarterly Bulletin

No.54, AprileJune 1963 - Table (28), p.45.
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Table34

. Actual Development Fudgets Fxgendigures by Major Sectors in Iraq 1953-1963 -

S e s b w2 e

¢ v ! : ;
5 ' ] f 5
f Year g Agricultureu | Industry | Transjort and Houaing and f Totals
; ; o Communications Buildings f _
‘ E Expenditure E ¢ | Fxpenditure ¢ % I'xpenditure . o, :" Expendi ture - f 'ﬂxpendjture ; . ‘
| (1,B.m.) % |  (1.p.m.) ; (1.0.m.) j 'é (1.D.m.) b ! (.1.D.m.) N
1953 § 7.1 is8.1 ! .5 3.8 | L9 15,61 2.8 22,5 | 12,3 100
1954 i 11,6 55,3 1 2.0 9.8 | 4.3 20.5 ¢ 3.0 ‘214.4‘i 20.9 {100
1955 | 11.6 i3a.0 1 9 8.5 | 8.4 2a.8 ! 1.1 32,7 | 32.6 1100
1956 ? 12,3 |28.6 L 5.0 11.7 | 9.2 21.3 ) 16.5 | 38.4 | 3.0 1100 §
1957 1 13,2 123.0 ;8.6 {15.0 1 12,4 216 ¢ a2 . 20,4 | 57,4 ;100 |
1988 | 12,6 242 |  1L9 22.i i 1.9 15.1 1 - 19.9 35,0 52,2 ! 160 |
1959 §  10.3 (207 4.8 9.7 | 12,6 25,2 | 22,2 244 9.9 l1ee
L 1960 % 10.8 322.7 L os.r 12.1 E 7.9 i16.6 | 23.1 | 48.6 . 47.5 | 100
Co1961 1 9.7 14,5 1 7.1 10.6 | 14,1 121,20 35,9 153,7 66.9 1106 |
1962 | 6.3 11,6 ! 10.3 9.9 | 15.8 120081 26.9 157, 7 ; 5.3 | 1006
1963 4.5 sa 3 ,i 9.5 112.8 i 18,3 133.7 22.0 145.2 ! 54.3 ' 100 ;
; Re275 'R=125 - }x=22mz  e39% f !
Scurce  :

Central Bank of Iraq - Annual Peport 1963, table (53),p. 216, and 0uartcr1y Dullet:n »
No.54, April=June 1965; Table (30) p.47,
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The Total and Annual Investment Allotments of the
ragi Five-Yeors ﬁeta;led I'cononic Plan (1961-1965) by Major wegtors.

Iable 35

Annual Alletments.

e e g et

S T 2L, | ».L";‘su'ﬂ:f ST TR T T T e o

plan fLaw Np,70,1661),

Teble 1,p.ll,

V
feetor , Total , . :
. Allotment é I f
: ; . | : k
= o . C |
1. Agriculture ‘i 112990000 1 19782000 20179000 122760000‘ 24698060 | 25571660 5,
' . : ) ‘ 4 ! J
| | | | t ‘ | : J
. II. Industry. -2 166786000 ; 14424000 24675000 t39607000 | 430C8600 i 450720600 {
; g | - : k ] .
{ ! S ~ C { {
‘: ) f S t 1
111, Transport and | g . ] | | ;
4 . Communications | 136450060 ; 24860000 324100060 129800600 27980000 / 21496000 l
i i P | ' | | ;
I = Houaing and ’ ! ; 3 P !
. Buildings ; 140114000 i 38073000 L30792000 §£5457000 ;&4009000 , 2178300¢ !
i ? | ; o oo i |
1 | i » ! 3 :
\ ! !
TOTAL i 556340000 | 97139000 :108646000 : 11764000 i119605000 ! 1139160003
: P ) t ! . §
Sguige H Republic of Iraq - Ministrv of Guidance =~ The Five-Years Betailed fccnomiC‘
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. Table 36 |

The Relative Distribution of the Total Investment
All gggnta of Irag's Deteiled Fconomic Flgg (1961-65)

by Major Qecto;g

,  Sector ' Total Allotment -

B o (1961-1968)

o L . . [

: T - ’ ! .
{ . - . ‘ ) : f
r L.Agriculture = 112990000 o 20%

. 11.1ndustry | 166786000 L 307,

| T L

i I11.Transport and | i ,

: - Communications Z 136450000 : 25%

f, 1V.Housing and = . ’ 8 . »‘

; Buildings | 140114000 S 28%
TOTAL, . 556340000 100

ce Caleculated from table 35
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,  Sector S ' Expenditure | -%
Lo I . (R.Demi ) ; ’
\ i . - v———— ;
: ’ ) : N ‘ i
‘I, Agriculture o 62,7 P 3
‘11.Industry . G 38 | 22%
?l!l; Teansport and ; _ 3
-,  Communications. . 33,0 o 18%
IV, Other” o, 38 . a2
Totals . 168,35 i 100%

* Includes expenditure in Community facillties;
education, health, and migcellaneous expenditure,

Source 3 1.B,R,D, "The Econumic Development of
o Iraq"” (Johns Hopkins Press - Baltimore 1953).
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- Zable 38

Inﬁu&tmnng A!locatioﬁ in thue Provigional

"Economic ilan (1959+1963).
/ Law No,181.{1959) 7,

L

f Sector h 'Expenditurs ; %

. ‘ {I.D.m, ) :

; { —— .
‘ u ] ‘ :

{1, Agriculture Poerey - 1 12%
11, Industyy § 38,7 ‘ : 10%
111, Transport and ? P
i Comnunications i 100,9 . ;265
’!V Houaing und.Buildinga. | 204,7 L sa%

. i ) .
_ Totala . 392,2  100%

.

& Includes some expenditure in health- - and education,

ggg 2 Central Bank of Irag - Annual Report
1959 - T‘ble (8’.9. ‘3



The Pelative Digtribution of Investment Allotments
In the Government's Sector of Telected Countries.

Table 39

—F -

. e i . e g

; T ) ay 2y 3}y BT
;. Sector [ U AR, . India ! Poland _ szeczosiovakxa Iraq .
? ,~ | ]
] 1 ‘ t ‘ v
o - | | o ! |
. 1. Agriculture ! 26.9 L 22,9 11,0 [ 118 20
é  !!. Industry % 37.3 27.4 46.3 ‘t - 39.9 30 f
; I11.Transport and ; o | ! ,
' Communications 11.5 28,9 10.2 g 21.8 25
. IV, Other Sectors. | 24,3 20,8 32,5 § 36.8 25
" E i .
i i ‘ :
(. Totals » ‘100% 1007 1007 i . 1005 1605 |
. ' . {
[

N - . .
1 . . . 3

}

i

" (1) Ten Year Development Plan (1960-1970) [Eut the above dota refer to !irs% Iive yearq}
(2) Second Five-Year Plan 1956-1961 ‘

(3} Ixpenditure 195058,
(4¢) Expenditure 1950-5¢,

' {5) Detailed Five-Yecre Plan 19611965,
Republic of Iraq = Ministry of Guidance - The Five-Yeare Ietailed T'conomic ’len,op.cit. p.?S

HSource :

i
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