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The Isrsell tex system in recent yeers has received about 357 of its
public revenue from direct texaticn of income, about 16% from taxastion of
"luxury" items, about 12% from customs duties, shout 20% frou tobscco,
liguor, fuel, snd sbout 1%% from the inerease in valus of sold land.
Direct personal income tax hes yielded from 4 miliion pounds in 1949 %o
some 60 million or more in 1855, Total texation in recent consecutive
vears has risen from 15 million pounds be 35 te %0 to 140 t9 near 2C0
millien, roughly-ﬁ of the entire national income, Rven with this high
proportion of taxation (in comparison to the same proportion in the U,S.,
which enjoys higher stendards of living end higher average income - I1f
this "unfair" comparison will be toleratedl), total expenditure has been
as much 23 double of %otal revenue, Main causes of this inaedeguacy have
been war and hipgh immlgration cutlay, which have led to inflationary
curreney devaluation, ircreasing the cost of living, decrsasing the
gstandard of living (recently arrested).

Officisl theory behind taxation in Israel 1s that strong texation of
income 1s an expression of madermism and democrecy. Before the new State
was formed, income tax bore mainly on rich immigrsnts., Since then it has
been mimed mors at the middle income groups, whose standard of living has
thus been kept, by legal controls, at a lower level than their production
has warrented, in & psradoxical attempt %o achieve at least minimum
standards for low income groups,

It is interesting to note past inability of . ' the tax system to meet
public expenditure and that other alternatives have been sought, such as
increased development end production of natural resources (oil, potash,
ete.} and foreign sid. Since money, however, has ceased to be the main
incentive to increased production, owing %o i1ts decreasing purchasing power,
incentives thet have been appealed to ("judiciously™, and with positive
results) ere national, civie and religious feelings.

Main objective of the tax system has been to redistribute income from
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It has also been found that retsil sales texes or purchases %axes in
general plece greatest hardships on the poorest people and should be
absolutely avoided as far as necessities (food, ¢lothing, shelter, medical
cere) are concerned, In fact, it is agreed that all necessities should be
tax-free., As to indirect teaxes, there seems to be slightly less of this
than in other countries because total customs duties heve been slight as a
result of total imports being slight.

Another objective of the dirsct taxation system has been to avoid
discouraging with texes those who fail in business or inecur losses,
Only the successful businsssman has been taxed,

A tex objective that would surely be an unpleasent surprise to the
public has been the ebsorbtion of the entire purchasing power of most income
sarners over the subsistence level in the belief that it has been their
purchasing power that has created inflation. Similarly, income has been
defined academically for the purpose of taxation as one's ability to
consume the nation's products, rather different to present definitions
in Englend and the U,S,.

A recent catastrophy of the tax system during inflation was the lowerhg
of the least taxed groups to & level of'ficially beneath that required for
subsistence. At the other extreme, the system has also been plachg an
ebnormelly large group of people in the top level of BOZ taxation of income.
This is a far cry from the original meximm of 30% and minimum of 5% under -
the Mandate Administration in 1941, especially in view of the fact that real
purchasing power has fellen by more than 55% since then. DMiost of the
incresse was introduced as an Emergency Surtex and meintained as a normal
tax after the emergency. ' '

Another example of the ultimate direction in which all income tax
points has arisen in the czse of married nurses {(in urgent national demsnd
when it haeppened most), They have been unsble to continue in their
profession because taxes reduced their remuneration to almost nothing in
comparison with household expenses needdto supplement their husband's
inconme,

In & country where overtime work hes heen 50 needed to increase
production, all financial incentive to overtime work was eliminated by
putting the steepest tax increases in the income brackets where
most overtime was earned.

Despite all this, it has been found that owing to technicalities of
definition there have been manv wavs in which inaome tax has haen lasallw
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any kind;‘ Izuaddition, propertied people have been the only omes who could
escape infletion, because during inflation real property {snd capital gooads)
also rise to inflationsry values.

When it wes found unavoideble that some form of tex relief be given to
lower incoms groups the ususl system of deduction-from~income wes tried.
Ihis was found unsuitsble snd was replaced by the deduction-from-tax system.
However, fixing of the tax deductions was found to be as delicate a matter - .
as fixing income deductions,

It 1is also interesting to note that after one year in the country
immigrants have still not been eligible for minimum tax rates, as a rule,

THE LAND BET TERMENT TAX LAW of 1949 is often referred to as an example
of the prineciples of Henry George. In fact, it is very little so because,
although it texes gains on the sale of land at rates that vary in proportion
to the ratio of the profit to the original price, these rates have besn as
low as zero where the profit exceeds 150% over = period of 10 years and only
as high as 40% where the profits exceeded 500% (i) in 2 years (1), instead
of the entire yearly 100% of the site valus in all cases, as Henry George
advocates. It msy be noticed above that these retes have varied inversely
with the length of %time the property was held., In view of the official
Israel policy of eliminstion of lend speculstion, it regretted by authorative
Isreel sources that this Land Betterment Tsx is not as high &s income tax
retes, at least. Also, in the s-le of a lend-buildings-and-furnishings unit
the largest pert of the value can be falsely dttributed to the furnishings
- which have been %tax free,

This is not, of course, to ignore the priceless work of the Jewish
Naticnal Fund or Keren Kayemeth, whosSe World headquarbers has recently moved
to & building beside the Henry George world hesdquarters in New York.

This semi-public body has been successful to a certain extent in the
eliminatior of land speculation, but only om its own lends. This amounts to
some two-fifths of the srable land of the country. In addition, this body
collects only 2-4% of the livable or cultivatable value of ihs land.

While creating tremendous opportunities for adjacent lendhol ders snd for the
country as a whole, 1t receives in support merely a smell proportion of
taxes and direct denations instead of from all lsndholders in proportion %o
the incressed velue it has given to the lsnd they hold whether JNF land

or not,

From the practlcal administration of taxation in Israsel there is much
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a small proportion of the taxes, especially on overtime pay. Offendsrs have
gone unprosecuted in large numbers and those prosecuted have been receiving
only small fines, Although filing has been compulsory for all, many have
not been doing so. It has been the custom to apply no penalties for non-
filing of returns, In Haifa/Mtwo of the few cases that were penalised
(involving prosecution and sentence, with 211 the technicalities and expense
of civil court), the penslties were merely 5 pounds esch for tex of 1,000
due, afbter delays of more thsn one year, From this it can be seen how in
Tel Aviv, ene out of some 25,000 selfi-employed only sbout 5,000 returns were
received nesr the end of the period for 19L9-50,

The immensity of the task of collection, even in one of the world's
smallest countries, can be realised from the fact that each clerk has been
able to mail out less than 100 statements a day because of repeated changes
of address. The system has become so enormous that there is now need for
mechanisation to address at least 6,500 envelopes an hour to handle returns,
reminders, notice of assessment, notice of penalty and to help speed-up
and systematise collections, Scholarships and fellowships have been requested
for more than 20 tax officials to study in a dozen countries, Not only
would a proposed expanded investigation system require extra men and money,
but it has even been seriously considered to have Minformation returnsh
that should be filled out for all goods and services purchased, one for the
payee and one for the tax assesser for checking against a person's tax
declaration in the future.

When the new Skte was formed in 1948, there were three offices of taxes.
One in Jerusalem, cne in Haifa and one in Tel Aviv, In 1951 there were 17.
Today, it is planned to flood the country with tax offices everywhere. 1In
Tel Aviv, some 150,000 returns have been handled in L0 inadequate rooms by
200 employees., Under such conditions, it has often been difficult to find
files and anything can happen to figures. For example, in a country of
rapidly expanding population, the tax depariment incorrectly shows less
individual owners and employers in 1949-50 than in the previous year,
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(The sbove was published as an editorial feature in the November
ISRAEL ECONOMIST, 1955, Jerusalem.) '
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You and your friends are invited to the regular monthly Henry George

School alumni meeting, Sunday, October 28, at 3 p.m. sharp, in the auditorium,
50 East 69th Street, New York, where there will be a free discussion on




