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MEMO T0: Jobm P. Vann -~ DC/IV CIZ April 29, 15€9
THROUDGH: Wilbur Wilson - ADC/IV CT2
FROM : leroy Jones - CORDS/BCOR IV CTZ

SUBJECT: Quantitative Study of Legal Taxatiom in IV CTZ

I. Geperal

This study is descriptive rather than prescriptive. Its purpose is twofold:
to provide a factual basis for informed tax policy recommendations, and to
educate advisors on taxatioan and its revelations about adwministrative ef-
ficlency, ecomomic activity, snd the realities of pacificatioa.

The paper first considere the total tex burden; then breaks this dowm into
National, Provimcial, and Village revenues; and finslly examines the specific
tax components at each level. For each level, aggregste and per capita figures
are given by province with major imter-provincial variations identified and
explained. Emphasis is placed upon the particular types of revemuzg which
support each level of govermeent and the iater-provincizl va:-{ations in this
pattern. Only Corps-wide generalizations and major excepticms will be described
here. The appendices contain sufficlient details for each province to analyze
their own situstion, if desiyred. The flexibility of GVN procadures zllowz wide
scope for provincial individualiey.

The period covered is from 1966 to 1968 with 1968 incomplete due to the extended
Vietnamese fiscal year and to administrative inefficiency in procezsing returcs.
Changes over time are noted and future tremds suggested.

Given the defects of GVN bookkeeping procedures. all figures quotecd herein should
be coosidered oaly as "order of magaitude” imdicators. Population figures sre
subject to a particularly large error and so per capita quotationa shouid be
given wide latitude in interpretation., With such crude data, amd with the

lack of procedural uniformity from province to province, no fine distinctions
can be justified. Even the general comclusions presented herein are puc for-
ward with all possible mmility and the reslization that cleser scrutiny might
reveal major exceptions in particular instauces. :

II. Supmary of Major Concluaions

A. The takx burden in IV CTZ i3 absurdly low. Ia 1966 it was 616 nillion VHP oz
114 VNP per capita and in 1967, 799 million VNP or 140 VNP per capits. This
means that legal taxation by all levels of the GVN amounted to approzimately

a chicken per person. The increase in taxation from '66 to '67 (307) was less
than inflatiom (40%). Preliminary indicators for '68 suggest that icse.uviity
caused 8 further declise in real taxation to the level of a very serawmy chicken
per capita.
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B. Prospects for 1968 are for a sharp rise in taxation over '63 rhacks to
higher rates on meny items, expanded area under GVN control, and absence

of a major administrative bzeakdowm as occurred during February through May
of 1968. The recently snnounced moratorium on tax collection in newly
pacified areas will be effectively applied oanly io the miniscule land tax
and hepce will have a negligible effect om total tazation.

C. The National Budget received the bulk of the taxes collected--55%--with
Village Budgets retainiag 371 and the Provinces oanly 6%.

D. The most heavily zexed cector of the economy is producticn of consumer non-
durableg~~ice, soit-drinks, beer, gasolime, etc. Commerce and trade is also
hesvily taxed. Agriculture i3 taxed ouly when its produce is marketed in
Saigon or in one of the provincirl capitols.

E. The nationsl govermment taxes production most heavily, and both provincial
and nationsl assesements are lsid om ''‘papix" tramsactions of coomerce. The
village relies most heavily on income from concessions such as markets and
fishing rights.

F. The urban dweller is tazed far more heavily than his rursl compatriot. The
bulk of the rural population pay no legal taxes whatsoever, except indirectly
in the form of higher prices for their purchases and lower prices for their
produce.

G. The most important source of imter-provincisal variation is the presgence cf an=sjor
processing and distributior industries. Phong Dimh has twice the total revemes

of any other province thanks to the presence of the Delta's only major bottling
plant and the presence of the three bulk oil distributors. Divh Tuong, with the
Delta's second major distribution center--My Tho--is a poor second bacausc bottl-
ing and bulk oil dist. ibution is handled from Safgon.

H. Security as measured by HES populatisn control is a negligible facter in
determining the level of taxation since it affects only the lightly taxed rural
population. The two most secure provinces--An Giang and Go Comg~-are lltb and
9th in per capita taxation.

I. Though this paper desls quantitatively only with legal taxes, it iz readily
apparent that supplemental levies for the personal profit of civil servants and
the militery are as great or greater. Some taxes, guch as the business license
tax, have illegsl supplements of 10 times the legal rate. Other tsxes, such as
land and income tax, are apparently not subject to such ievies. The majority
of taxes lie somewhere ip between and are subject to petty but irritating ‘ex-
pediting" payments. Aggregate quantification of these illegal activities is
of course impossible, but it is clear that they yearly extract the squivalent
of another chicken or two from each Delta resident.
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J. Rational Govermment expenditures im the Delta far outstripped its legol
collections here. In 1967 the contral government collected 455 millioz NP

but returned 465 million VNP in direct subsidies to Province and Village hudgets.
In addition, MORD spent 574 miliion VNP, not to mentien injection: by the Armed
Forces and the other ministries.

III. The Tax Burden

A. Geperal

It i3 nmecessary to distinguish between taxzes and revenues. The laiter includes
subsidies, contributioms, transfers and remtals from public property as well az
taxes. In this section we will consider omly taxes per se while CThereaiter we
shall deal with all revenues. BHere we are concerned with the level of the
burdenr borne by the public in supportimg GVN activities. These figures may
then be compared with both the level of V€ taxation 2nd the value eof the
eervices remderxed by the GVH.

B. The Magnitude of Taxmation

Appendix I<E gives the total revemues for each province in IV C¥Z while I-A shows
the portien of this which may properly be comsidersd ss a tax burden. Appendix
¥-B gives the national component, 1~GC the Proviacial, and I-D the village.

Table 1 summarizes this data for che corps as a vhole.

TABLE 1
TAX BURDEN IN IV CTZ
. Value (1,000 VNP) Per Capita % of tutal
6 67 8836 67 68 &5 &7 G
Natiounal 336,893 455,383 62 80 35% 5T
Provincial 35,426 47,021 7 8 6% 6%
Village 243,426 296,497 45 352 397 37%
TOTAL 615,745 758,901 14 140 1007, 100%

The bulk of the taxes are collected for the central budget with the province'y
budget receiving a very minor share. No significant change in composition is
apparent from '66 to '67. Though mometary receipts increased by 307, inf-a-
tion amounted to 40% for a met decline in real taxation.
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C. Provimeial Varistioms

The total tex byydem varies from 166 mdillion in ag Dinh (Pinh Yuomg is
second with 83 million) to S million in Kien Tnong. On a per capita basie,
it runs from 389 pissters per person in Phong Dinh to 47 piasters per persom
in Chuong Theirs. The primsry reascas for thess i.at.i.oua have already been
noted under "gemeral coaclusions.”

There is relatively little varfisnce in the rank of a particular province with
regard to the level of village, natiomal and province taxes. Significant
variations do sppear on a per cap’ta basis, however, as summarired in Table 2.
(see page 4a).

These variations will be explained more adeguately when we turnm tv the compopeats
of each of the levels of taxatioa. Here wo will only note the more disproportionate
examples: the extyaordimarily high village rank of Kien Phoug; the low village
ranks for Ba Xuyen, Dinh Tuong, and Vimh Long; the high national rate in An

Xuyen; the high provimcial rate of Chau Doc; and the low provincial rate of

Bac Lieu.

D. Security and Taxetion

Table 2 lists the provinces ip ozder of their security as measured by the
percantage of population in 'A' and 'B' hamlats accoxding to the December 31,
1967 HES. It is¢ apparent that there 1is no corzelation between secwrity and
taxation st any level. Even the Village per capita figure besrs mo relation-
ship to security. Thoe explanatien for this phencmsnom is that security con~
ditions sffect omly the rural, sgricultural aress, where no taxes are collected

gnyway.

IV. Rational Budget Revenues
A. Gemeral

The revenues considered here are largely collected by the provinte tax service,
depesited im the proviancisl treasury, and credited to the National Budget. The
moncy itself is then used to cover expenses of the naticnal government within
the province.

Na2tional revemues are brokea down imto four arkificial categories as showm in
Table 3 below.
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TABLE 2
SECURITY, POPULATION, AND TARKATION IN IV CTZ: 1967
{by rank)
Absolute Value of Burdenm Per Capita Value of Burdem _
Province Security Village Province Rational  Total Village Province National Total
An Giang 1 7 5 7 5 12 15 9 11
Go Cong 2 13 15 14 14 6 5 1 '©
Chau Doc 3 5 1 3 3 10 1 7 5
Vinh Long 4 9 3 3 6 14 5 8 12
Sa Dec 5 11 7 13 13 8 3 15 14
Bac Lieu 6 13 8 8 3 11 4
Rien Giang 7 4 4 4 9 3 3
Phong Dinh 8 1 1 2 2 1 1
Ba Xuyen 9 10 6 7 13 5 5 7
bDinh Tuong 10 2 4 2 2 9 8 2 4
Kien Tuong 11 16 16 16 16 5 4 12 10
Chuong Thein 12 15 12 15 15 15 9 16 16
Vinh Binh 13 ) 10 11 9 11 10 Ib
Kien Phong 14 4 1i 12 10 i1 14 &
An Xuyen 15 12 14 10 12 10 1 6 6
Kien Hoa 16 14 8 9 il 16 15 13 i5

NOTE: Security rating by % of population livirg in 'A' and 'B° hamlets according to Dec. 31, 1967 HES.
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TABLE 3
RATIONAL REVENUES IN IV CTZ

Value (1,000 VNP) Percentage

66 67 68 66 67 68
Pirect 53,372 70,637 15.8 15.5
Indirect 123,207 150,660 156,622 356.6 33.1
Exciage 56,179 70,759 69,739 16.7 15.5
Begiotration 104,228 163,327 161,124 30.9  35.9
TOTAL 336,893 455,383 387,485 100.0 100.0

It would be highly desirable to break these tawes down further ioto their com-
pouent parts, but the data is unsvailable at any central location and inquires
at provincial tax offices have yielded rather meager results. Some general
compents will have to suffice.

B. Direct Taxes

There are three forms of direct taxes--land, businmess license and income. The
first twe of these are "ghared" with the village and proviace and will be dis-
cussed fully later om. The income tex has been a vegligible souxrce of revemue
in the past, but beginning in 1968 & withholding system was instituted for
salaried employees and a sharp increase resulted. Table 4 shows the relative
ileportance of the three types of taxses for two provinces.

TABLE 4
TYPES OF DIBECY TAXES IN SELECTED PROVINCE

Kien Giang Phoag Dinh
68

Tﬁ‘ 1 [] 67 [ 68
Land 122 12 21% 10%
Busineas License 867 887% b5% 64%
Income 2% 112 347 287
TOTAL 100% 1007, 100Z 100%

The sharp decrease in the role of land taxes ia due to the Jamary '68 decree
reserving land taxes for the provimcial and village budgets. Those land revenues
which are listed for '68 are supposedly due from previocus yeara. Of all the

categories of taxes discussed in this paper, this one is the most directly
proportional to the actual level of economic activity. Phong Dinh heads the
list, followed by Dinh Tuong, and Ba Xuyen.



C. Indirect Taxes

Indirect taxes comsiest primsrily of production taxes (on ice, meat, and most
manufactured and proceesed goods) and the paddy tramsformation tax. The latter
tax is suppoeedly levied at a rata of 3 pissters per 100 kilos of paddy milled,
but in actuality ia ususlly collected only on paddy shipped out of province--
another example of taxation oa trade rather than on production. Indirect taxes
are particularly bigh in Kien Gisng due to the productiom tax applied to fishing.

D. Excise Taxes

Excise taxes are charged at varyimg rates ou soft drinks, slcoholic beverages,
tobacco, firecrackers, etc. Phong Dish province collections are 677 of the
eatire Corps, with the BGI factory paying over 907 of this.

E. Registration Taxes

Registration taxes are feas for official "paper” om a wide variety of trans-
actions. Though breakdowns are not available for most provimces, random in-
spection suggests that the stamp tax and the land sale registratiom tax pro-
vide over chree-quarters of the revemie in this category. Dimh Tuong and Phong
Dinh again head the list, with An Glang ranking high thanks to the 'registra-
tion" tax on quarrying.

V. Provincial Budget Revenues

A. Genersl

Provincial revenues totaled 410 million in 1966 and 616 million in 1967, BRow-
ever, oaly 35 milliom and 47 million, respectively, represented actual taxes.
The bulk of the remainder came from central govermment subsidies. Provincial
revenues vary ia a narrow range frow 24 milliom VNP in Kien Tuong to 53 milliom
VNP in Ao Giang. This smsll range is explsined by the fact that the size of
provincial staffs and functions are quite uniform and vaxy only slightly with
the size and population of the province. As a result, provincial expendi-
tures are much the same from province to province and the resulting ceatral
govermment subsidy (the controlling factor in provincial revenues) 1is much
sore uniform than other forms of revenue,

The inter-province variation in the actual tax burden is even smaller--from &
million ia Kieng Tuong to 6 million in Chau Doc (1967). On a per capita basls
it yan from a low of 5 VNP per person in An Glaug and Kien Hoa to a high of
13 VNP per person in Chau Doc. Again, this minimal gap 1s due to the fact
that the Provincial Budget primarily taxes “paper.’ Becsuse these are fixed
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rate fees, they vary more with the mmber of businessmen and their tramsactions
than with the volume of their business. 7This i{s simply another consequence of the
inaquity of the GVN tax structure wvhich taxes activities rather than their value.

B. BSources of Provincial Revenus

Table 5 gives the components of provincial revenunes for the Corps as a whole,

TABLE 5
COMPONENTS OF PROVIRCIAL REVERUE

Vailoe (1,000 VHP) Percentage of Total
66 67 63 %6 % 68

7

1. Property Tax 6,364 6,232 1.5% 1.0%
2, Business License

Tax 17,210 25,354 4.1 4.1
3. Direct Taxes 3,942 4,622 0.9 0.8
4. Coucessions 5,815 6,368 1.5 1.0
5. Almin. Services 2,080 3,835 0.5 0.6
6. Property Trans-

actious 1,970 1,029 0.5 0.2
7. Subsidies 322,037 465,683 76.5 75.6
8, BRefunds, Contri-

butions, Transfers55,199 97,149 13,2 15.8
9. BRemainder from

ious yeaxrs 4,951 3,496 1.2 0.9
TOTAL 419,613 616,078 100.0 100.0

As can be seen, the central goverrment subsidy provides three-quarters of the
provincial revenmuss, with snother 151 provided by 'refunds, contributioms, and
trapsfers.' This latter category is a miscellsnecus hodgepodge vhose mejor
component {8 supplementary govermment subsidies for specisl itews such as elections,

Appendix V-A shows the complete breakdowm of the kinds of taxes which can be
collected at the provincial level. Though most provinces do not take full ad-
vantage of this bewildering variety, it is appareamt that what is collected is
totally dispropertiomate to the cost of collection. That is, the salsries of
those sdministering the '‘paper"” taxes is far greater than the reveaue generated.
The result i{s uneconomic in two ways: it i{s a drain on govermment finances amd
at the same time an obstruction to commerce both by virtue of 1its musisnce value
and im the opportunity it preseants for illegal expediting payments. The excep-
tions to this are the business license and land taxes discussod separately below.
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C. The Land Tax

Land revenues are continually decreasing. In 1966 they generated 6.4 million
in provincial vevenues amd in 1967, 6.2 million. The small sbsolute decline
is due to increased insecurity amd therefore lower rice lamd collectiona. The
much larger decline in lemd taxzes as a percentage of total revenues (from 1.5%
to 1.0%) is due to the tax being assessed as a flat rate per hectare (om rice
and mixed cultivation iand) or per square meter (om urban lands). The result s
that in an {aflatiomayr situation, revenmuea do rot increase im proportiom to
the value of production. An even larger decline in provinctal lsnd revenues
in 1968 is due to the reservatiom of the rice and mixed cultivatfon tsx for
the village budget. Only a minute portion of the rice land taz is collected.
It alons would yisld 300 to 400 million plasters if collected om all of the
Delta's 1.6 milliom hectares.

D. The Business License Tax

In coantrast to the land tax, the business license tax i3 uniformily adbered to
throughout the Delta. Theoretically, it is shared equally by the villasge,
province and natiomal budgets with am additfonal surcharge of 2.5% of the base
rate going to the Saigon Chamber of Commerce. In actuality, the village does
oot receive its full share. In Ba Xuyen, for example, the provincial business
license tax generated 2.5 milliom plasters in 1967 while the same tax at the
village level yielded only 2 millien. The same phenomenom is observable in
all provinces, but the explanation {s unclear. It is of course possible that the
discrepancy is simply a diversion of funds to private hands. However, glven
the ease with which illegsl supplemental levies are made in Vietnam, it seems
unlikely that such a patent and obviocus measure would be used. A more likely
explanation is that since large businesses pay their tax at the province tax
service, the share of the village is often credited to the province budget
rather tham the village budget upon submissiocn of the funda to the tressury.
This point needs further research, however. A similar phenomensn is found
with regard to the land tax.

E, Isterprovimcial Varistious

The leader in both the business license tax and the property tax is Phong Dinh.
Since the bulk of the property tax comes from urban rather than rice land, it
is natural that the major rice producing provinces--Bs Xuyen, Bac Lieu, and
Kieng Glang-<rank low in property tax (6th, 15th, sad 13th respectively).

The category of "Administrstive Services" shows major variatioms, with three
provinces--Vinh Binh (2.4%), Chuong Thein (2.0%), and Kien Hoa (1.6%) deriving
significant portioms of their total provincial revenues from their source.
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A particularly curicus fact 1is thet two provinces derive major portions of
their incoms from "Refunds, Comtributious amd Transfars'--Chau Doc (35.9%)

and Xieng Giang (33,6%7). In Kieng Giang, the Finance Service Chief attributed
this wholly to large goverument subsidies of elections, but proportional funds
should have beem provided iu other provimces. It is possible that in the otker
provioces, this subsidy was pot emtered om the provincial budget, but the point
bears further investigation.

VI. Village Budget Revenues

A. Gemeral

Total revemues for village budgeta in IV CI7 smounted to 331 million VNP in
1966 and 5542 nillion VRP in 'S§7. This wzo 81 VNP per capita and 95 VNP per
capita respectively. This vepresentad a range of from 5 million VNP in Kieng
Tuong to 56 million im Dinh Tuong and from 23 plasters per cspita in Kien Hoa
to 142 per capits {a Kiern Phong.

B. Sources of Revepue by Chapter

Rach province prepares a quarterly village budget summery listing all villages

sod their empenditures and receipts by chspter. This report is cimulative, so
that the final quarter’'s repert shows performance for the sntire year. Appendices
IV-A through IV-K show the receipts of each province by chapter. Table 6 sum-
narices the aggregate sources of revemue for the Delta ss & vhole.

TABLE 6
IV CYZ VILIAGE EEVENDKES BY SOURCE
Value Percentage
(Milliom VNP) of Total
'66 '67 ' 66 '67
1. Land and Business License 23.9 28.7 7.2% $.3%
2. Direct Taxes 6.7 7.0 2.0 1.3
3. Public Property Occupancy 2.3 2.9 0.7 0.5
4, Miscellameous Taxes 2,2 ja 0.7 0.6
5. Concessions 150.8 182.5 45.6 33.8
5. Administrative Services 36.4 42.5 11.0 7.9
7. BRablic Property 27.6 35.7 8.4 6.6
8. 8ubsidies, Contributions,
Reimbursements, Surplus
from prior year 59.9 209.6 18.1 35.8
9. Delayed Collections from
prior years 15.4 14.9 4.7 2.8
10. Unforeseen Receipts 5.4 13.8 1.6 2,6
TOTAL 330.9 541.5 100.0 100.2
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_Trom 1966 to 1967 thare was s small inflstionary increase in most items and
" a qusntum jump ia "Subsidies, Comtridutions, Reimbursemsats, etc." due to
the implemsutation of the new salary subsidy scheme. In most provinces, the
govermaent subsidy repressats only about ooe-half of the revenuss under this
chaptexr, meaning that only about 20T of village revenues derive from the
central goversmment.

The most importast single source of village revemues in the Delta is govern-
ment concessions. The greatest single item is the market tax, with many
proviuces gaining msjor revenues from competitive bidding for the right to
fish in particular portions of cansls, ponds, and sloughs,

Mogt villages have public ilands which are rented out with the proceeda going

to the village budget. Many villages also have large tracts of former Freach
land or expropristed lands vhich have not yet been distributed. Reatals from
these lands are shared betwsen the village amd the central govermmeat, with

the village receiving 40% and the central govermment 60%. Such revenuss accounted
for 7% of total village revemues om the sverage and up to 331 im Ba Xuyen. This
latter source will be cut off from the villages in 1969 as French and Expropriated
land rveceipts will be reserved for the ceatral goveroment.

The only othay sigmificsnt sources of reveswe are lsnd amd business liceunse tax.
These were already discussed under proviscial texes.

Bach village prepares a quarterly summsry of revenues and expenditures by Chapter,
Article, and Paragraph. (¥or a complete listiag in Vietosmese and Engliash, sce
Appendix V+B.) These records are on file im District offices samd in some pro-
vincial Finsoce Services. To give a more detailed picture of revemue aources,
thess reports were snslyszed for ¢wo provinces-+Dinh Tuong and Ba Xuyen. The
repults are shows in Appendix IV-L.

€. Geopalitical Locution

In keeping with the GVN policy of taximg trade rather thea agriculture, the liom's
share of village revenes are collected in the villages where the provincial
cspital ia located. 1Im Dinh Tuong, Dieuw Bos village (My Tho) ylelded 35% of
total village revemuas (out of 93 villages) while in Ba Xuyen, Xhanh Hung (Soc
Trsug) ylelded 36%. Similar percentages obtain ia other provincial capitals.
Haturally enough, district capitals provide the second moet important scurce

of revemue so that in most provimces, 350% to 75% of total village rovemues come
from s half-dozen villages.

D. Ioterproviacial Variatica

Phong Dinh's high village revenues sre expected for reasons already nmoted. The
high renkings of Xien Phong and Bac Lisu are due to lucrative concesaions (53%
and 497 of totsl revenues respectively). Both provinces are leading fresh water
fish producers and it may be sasumed that vhat distinguishes them from other
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provinces is a high level of return on fishing rights. Sa Dec's hizi ne:
capita figure is due to a particularly high central govermment asubgsidy.

A najor element of confusion was introduced ilate im the study vhen it w.=o
digcovered that Ba Xuyen did not imelude the central govermment subsidy -2
its '67 Village Budgets (though it did do so in 1968). Inspection of vh:
available lata suggests that Kien Boa, Go Cong, and poasibly Chuorg Their
algo included the central govermment subsidies. It should be noted that ai:
village subsidiee also appear in the Provincial Budget under Chapter 20:i.
Article 53, of expenditures and also under Chapter 9, Article 1, of reccip:-



