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Iread with great interest Professor
Steven Kelman’s article about
Singapore 50 years ago and now.

Prof Kelman suggested that
Singapore was now being run like a
corporation (“the nation appears
tohave moved from being a cause
tobeing more of a corporation”)
and had moved away from its
socialist roots.

Heargued that the taxation
policy had become less egalitarian
and cited the maximum rates for
personal and corporate income
taxesand theregressive goods and
services taxas evidence.

For example, the top individual
income taxrate fell from 55 per
centin1980, to 20 per centin the
early 2000s before going up to 22
per centin 2015. Corporate taxrate
fell from 40 per cent to 33 per cent
in1987, to 26 per centin 2000 and
17 per cent in 2010.

While I agree with the notion of
GST as aregressive tax, I disagree
with some of the arguments about
the taxrates being unreasonably
lowand less egalitarian.

While examining tax policy, it is

: important to look beyond direct
: income taxes and tax rates.

Letme first address tax rates.
The United States, with which

. ProfKelman compared Singapore,
: hasanumber of deductions and the
: higher tax rates become applicable
: afterall the deductions (for

: example, the deduction for

: mortgage interest), making the tax
: rates farlower than the stated

: maximum tax rate. A significant

: percentage of US citizens do not

: payany federal income taxes

: because of the multitude of

: deductions that are allowed.

Singapore, on the other hand, has

: very few deductions. Thus

: comparing the maximum tax rates

: givesus aninaccurate picture of the
: gap between the progressiveness of :
: the Singapore tax policy versus the
: UStaxpolicy (or any other country
that offers extensive deductions).

While the direct taxes may be

: lower (even without allowable

: deductions) in Singapore, the tax
: burden on high-income earnersis
: notnecessarily lower.

Thisis because the two items that

: higher-income earners use (either
: becauseofagenuineneedora
: want) are taxed heavily.

Many higher-income people live

. incondominiums, where the prices
: paid by ownersinclude the steep

: land costs and stamp duties paid at
. the point of purchase, which can

: runintotens of thousands of

. dollars, as well as significantly

. higher property taxes (which are

. progressive).

Additionally, car ownershipis

. taxed heavily in multiple ways —

: through the vehicle quota system,
i duties on cars, taxes on petrol and
: road tax.Increasingly, car owners
: are paying higher usage charges, :
: suchas Electronic Road Pricingand :
. parking charges.

Lower-income groups, on the

. otherhand, are provided

. subsidised housing in the form of

: Housing Board flats - probably the
. biggest subsidised housing

programme in the world. They also

: use more extensively public

: transport, in which the Singapore

: Government has invested tens of

. billions of dollars, and the fares are
: well below the fares observed in

: many developed countries.

The Singapore Governmentalso

. extensively subsidises education

: and healthcare. While primary and
. secondary educationiseither free :
. oroffered at nominal costs, inmany
. countries, tertiary education is
¢ another matter.

The tuition fees for Singapore

: universities are well below even the :
: resident tuition fees paid by

: studentsin the US. Just to cite one
: example, the Ohio State University, :
: whichis ranked 56th in the US

: among national universities,

: charges tuition fees of US$10,700
: (S$14,400) ayear to Ohioresidents, :
¢ almost twiceas muchas the

: National University of Singapore.

While these subsidies in

: transport, education and

: healthcare areavailable to all

: Singaporeans, they tend to be used
: more intensively by lower- or

: middle-income earners. For

: example, higher-income earners

: mayeducate their children in

: foreignuniversities or choose

: private rooms when hospitalised.

Even with similar usage patterns,

: the quantum of subsidies bestowa
: larger proportional benefit on
: lower-income earners.

The story for corporate tax is

: similar. While the US corporate tax :
: rateis high on paper,amultitude of :
: deductionsand credits lower the
. effective tax rate to about 18 per

: cent - not far from the corporate
. taxratein Singapore.

My intent was not to say whether

likely tolead to inaccurate

: conclusions about whethera
: systemis egalitarian or not.

: One toxic side effect of

: having ahightaxratewith
: many allowable deductions :
: isthemany frictions that
: willinevitablyarise. For

: instance, thereisa tax

: preparationindustryinthe :
: USwhichdoes good

: business because of the

: complexity of the tax code.
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One toxic side effect of having a
high tax rate with manyallowable

. deductionsis the many frictions
¢ thatwillinevitablyarise.

Forinstance, thereisatax

. preparation industryin the US
: which does good business because
. ofthe complexity of the tax code.

Asimpler tax code with lower tax

. rates and few deductions

: eliminates the need fora

: professional tax accountant and

: thusreduces frictions - either the
: governmentgets the moneyor the
: taxpayerskeepit.

A complex tax code, combined

: withahigh taxrate, also

: encourages tax avoidance. To avoid
: the high corporate tax rate, several
: US corporations have shifted their

: headquarters to other countries or

: they have not repatriated their

: foreign profits back to the US.

Lower tax avoidance maybe one

reason why Singapore may be able
: tomaintain healthy finances even
: withlower tax rates.

In addition to redistribution, tax

: policyisalsoan instrument for
: encouraging particular behaviours.

High taxes on car ownershipand

: usage, for instance, are not only for
: : generating revenues butalso for

: the Singapore tax systemis optimal :
: ormore appropriate than the

: systemelsewhere. Ijust wish to
: point out thatbroadindicators
: suchas maximum tax rates are

discouraging the ownership and

: usage of personal transport. That

: therevenue generated can be used
: tosubsidise public transportisan

: addedbenefit, which is a form of

: redistribution thatis tangible but

: lessvisible than direct handouts.

Though I did notvisit Singapore

: 50yearsago, whatIhave seenin 25

: yearsofacquaintance with

: Singapore is that the Government

: hasbecome increasingly egalitarian
: byhelpinglower-income groups,

¢ especiallywhen we recognise that

: factors beyond progressive taxes on
: personalincome and direct

: handouts canpromote

¢ egalitarianism.
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