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ABSTRACT
Progressive tax policies are important measures to narrow the inequality
gaps and maintain a balanced distribution of income and wealth in a society.
However the potentials of such policies have yet to be fully realized in AsiaPacific developing countries, where direct taxes remain a smaller component in
the overall tax mix and redistributive tax tools such as the personal income tax
and wealth taxes are under-utilized.
As Asia-Pacific developing countries become middle-income and higher-middle
income economies, they are experiencing the negative impacts of rapidly rising
income and wealth inequalities that have come with fast economic growth.
Therefore, a transition towards a more balanced strategy that emphasizes
inclusive development needs to happen and progressive tax policies would have
an important role in facilitating such a transition.
However, implementing progressive tax reforms in developing countries is a
challenging task, where the local institutional, historical, and social-economic
contexts could be deciding factors for success or failure. This paper advocates
for a differentiated, pragmatic and prudent approach for progressive tax reforms
in Asia-Pacific. First, countries at different stages of development should follow
different strategies. Second, countries need to anchor their policy making on
the actual outcomes rather than on theoretical assumptions, and should always
be prepared to adjust their policies according to local context and realities. Last
but not least, policy makers and to some extent also the general public need to
understand that there is a learning curve of policy design and implementation
when it comes to progressive taxation, and therefore should allow the policies to
improve and mature over time.
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1. Introduction
Some 60 years ago, Simon Kuznets predicted, in his famous inverse U-shaped curve, that economic
development would first lead to the rise in income inequality but when development reaches a more
advanced stage inequality would ‘naturally’ fall back again. His prediction was only half right; inequality
levels did fall back in the developed world, particularly Western Europe, but only as a result of deliberate
public interventions and institutional changes.1 In particular, public education and labour market reforms
affected the market distribution of income, while taxes and transfers redistributed income. However, when
such measures were either absent or ineffectively deployed, as in the case of Latin America, income
inequality was persistently high and led to social unrest, aggressive populist reforms, and economic
stagnation.2
Asia’s experience has been unique. Until early 1990s, rapid economic growth was achieved without a
notable deterioration in income distribution. Since then, however, income inequality has been steadily on
the rise and today, the pursuit of inclusive and equitable economic growth has become a policy priority in
several countries in the region. Among the various measures being considered to tackle inequality is
progressive fiscal and tax reforms. Taxes and transfers currently play a minimal role in redistributing income
in Asia, owing to both their size and composition. This paper shows that there is much potential for tax
reforms to contribute to addressing inequality, but that this would require strengthened administrative
capacities. It also shows that the primary channel through which taxes affect income distribution could vary
depending on country characteristics, including the stage of economic development.
Section 2 reviews the dynamics of inequality in Asia. Sections 3 and 4 highlight the role of tax policy in
promoting equity and assess where Asia stands in this regard. Sections 5 and 6 examines in greater depth
the role of personal income tax and property and wealth taxes for income redistribution, and the specific
challenges countries are facing in the design and implementation of such taxes. Section 7 offers some
general policy recommendations.
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The decline in income and wealth inequality is also partly attributed to the two world wars. Some of the progressive measures
introduced in the post-war period were rolled back in the 1970s and 1980s. See Piketty (2013).
2
More recently, owing to cash transfers and other successful measures, income inequality in Latin America has been on the decline
albeit from a high base.
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2. Inequality on the rise in Asia
Asian economies grew by about 6 percent annually between 1990 and 2015, which helped lift millions out
of poverty. However, unlike the earlier experience of the “Asian tigers” which succeeded in “growing with
equity,” the region’s recent economic growth has been accompanied by a sharp rise in income inequality,
especially in the region’s most populous countries such as China, India and Indonesia.3 The populationweighted income Gini coefficient for Asia increased by 11 points, from 37 to 48, between 1990 and 2014,
based on household income estimates (Jain-Chandra et al, 2016). Even a more conservative Gini coefficient
based on household consumption data, which normally underestimates the extent of income inequality,
recorded an increase of 4 points, from 33.5 to 37.5, from early 1990s to 2014 (ESCAP, 2015).
This trend was largely driven by major developing economies in the region. China transformed from one of
the most equitable countries at the beginning of the 1990s, to a country of alarming inequality levels in the
2000s; according to the latest official estimate, income Gini coefficient stood at 46.5 in 2016, below the
peak of 49.1 in 2008, but still high.4 Household consumption data also suggests that the bottom 10 percent
of households were deeply marginalized, with their share in total consumption halved from 3.2 percent in
1993 to merely 1.7 percent in 2010. While India does not provide official income distribution data,
estimates by the Luxembourg Income Studies suggest income inequality levels in India are on a par with
China.5 Indonesia also experienced a rapidly widening gap between the rich and the poor, with growth in
consumption of the top 10 percent outpacing that of the bottom 40 percent by more than three times
between 2003 and 2010.6 A similar trend was also observed in smaller economies such as Bangladesh, Lao
Democratic People’s Republic, Sri Lanka and Viet Nam.
More worrying than rising income inequality is the evolution of wealth inequality, given their intergenerational implications. Wealth inequality, which tends to peak after income inequality peaks, is already
at very high levels in a number of countries. In the Russian Federation, for instance, the top 5 percent of the
population is estimated to control 82 percent of the nation’s total private wealth, and the top 1 percent
control 70 percent. Although less extreme, the situation is not too different in India, Indonesia and Thailand.
Such concentration of wealth is also reflected in the growing numbers of the region’s super rich. Asia
registered the highest growth rate in both the population and the total wealth of High Net Worth
Individuals (HNWI) around the globe between 2009 and 2015.7
The actual scale of inequality could be even greater than what publically available data reveals, given
under-reporting of incomes and wealth. For instance, it was estimated that some 40 percent of household
income in China was unreported in 2008, and the lion’s share (63 percent) of this hidden income went to
the top 10 percent of the population.8
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“Asian tigers” refers to the Republic of Korea, Singapore, Hong Kong and Taiwan. For a review of their economic performance until
early 1990s, see World Bank (1993). For a more recent assessment, see Jomo K.S. (2006).
4
Official figures from the China National Bureau of Statistics
5
According to Luxembourg Income Studies, income Gini coefficient stood at 50.3 in 2011, an increase from 49.1 in 2004
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World Bank (2015), Indonesia’s Rising Divide, available at http://www.worldbank.org/en/news/feature/2015/12/08/indonesiarising-divide.
7
HNWI refers to those with more than $1 million in net wealth. Between 2009 and 2015, Asia’s HNWI population went up from 3
million to 5 million while their total wealth almost doubled, from $9.6 trillion in 2009 to $17.4 trillion in 2015. See
https://www.worldwealthreport.com/
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Wang and Woo (2010) estimated that income of the top 10 percent could be 65 times that of the bottom 10 percent, compared
with 23 times as reported in official data.
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Excessive inequality in income and wealth undermines social cohesion, hurts long-term growth, and
reinforces inequality of opportunities. More importantly, international evidence suggests that income and
wealth inequality may have a tendency of self-reinforcement if unchecked by public policies. 9 The
significant increase in inequality levels in the region’s largest developing countries and already high
inequality levels in a number of others have triggered broad concern and social debate. Promoting inclusive
development and containing excessive inequality have increasingly become a key priority of countries’
national development strategies.10
Implementing such strategies, however, could prove to be a challenging task. This is because technological
progress, globalization and market-oriented reforms, which tend to favour skilled labour over unskilled
labour, capital over labour, and urban and coastal areas over rural and inland areas, all contribute to
widening the gap between the poor and the rich, and are essential features of prevailing economic
frameworks in most developing economies. Some adjustments through government intervention are
therefore inevitable to strike a balance between benefits of current approach and its associated costs.
Specifically, proactive policy measures will need to be taken by the governments to manage rising
inequalities that accompany rapid economic growth and structural upgrading, and reverse the trends in the
medium term.

3. Can tax policy help narrow the income gap?
The debate over tax policy is often rather a debate about what kind of society we want.11 In particular, tax
policy could contribute to addressing inequality through two main channels. First, taxes provide the main
public revenue source for financing public investments in healthcare, education, labour market
programmes, as well as for funding social protection and welfare schemes such as subsidized basic
insurances and public housing. Such investments could contribute to more equal market distribution of
income, while also directly redistributing income. Another potential channel is through which they enhance
the resilience of the poor and the near-poor against various income shocks.
Second, taxes are the main policy tool for direct redistribution of income and wealth in a society. In OECD
countries, taxes and transfers played a significant role in bringing down overall income inequality,
expressed in Gini coefficient, from a rather high level of 47.5 (market Gini) to a somewhat moderate level of
31.1 (net Gini) in 2013.12 Despite a general trend of decreasing emphasis on progressive taxation in the past
two decades, taxes on personal incomes and property still account for sizeable share of the total tax
revenues in OECD countries. In recent years, the excessive concentration of income and wealth in the hands
of “the 1 percent” has also led to a renewed interest in leveraging taxes to reduced inequality.
For a tax system to deliver adequate revenues and also be progressive13, there are a number of design and
implementation aspects to consider. In particular, the potential impact of taxes on inequality would depend
not only on the size of tax collection but also on the tax composition. In general, indirect taxes such as
9

Piketty 2013, Capital in the Twenty-First Century.
For instance, China’s 13th five year plan (2016-20) emphasizes a more balanced, inclusive, and sustainable growth model, as do
India’s 12th five year plan (2012-17) and the Philippines Development Plan (2011-16).
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Bird (2012), Taxation and Development: What Have We Learned from Fifty Years of Research?, available at
http://icepp.gsu.edu/files/2015/03/ispwp1202.pdf.
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Unweighted average of gross versus net Gini coefficients across countries, based on OECD Social Protection and Well-being
database
13
A tax system could be considered progressive if taxes (and transfers) improve the distribution of incomes. The precise definition
and measure of progressivity could vary. See, for instance, Zee (2005).
3
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value-added taxes are considered to be regressive and direct taxes on income and wealth to be progressive,
although much depends on the actual details of individual taxes. Some indirect taxes such as excise on
luxury goods could also be highly progressive, while personal income taxes which only taxes labour incomes
but not capital incomes could be regressive. Social security contributions, which are deemed progressive in
developed countries, could be regressive in developing countries, where the coverage is limited to public
and formal sector employees.
Figure 1. Before and after tax Gini in OECD countries

Source: OECD, 2013

Furthermore, incomplete information on income and wealth, weak tax administration capacity and
corruption can lead to outcomes that favour those more sophisticated in hiding their sources of income and
assets or in exploiting loopholes in the system, even if the policies are well intended and designed in theory.
For example, business owners could hide their real income and consumption in their company expenditures,
a property registration systems that is not integrated nation-wide may lead to under-taxation of owners of
properties in multiple provincial jurisdictions, or direct tax fraud exploiting weak collection efforts and
corrupted official. On the other hand, tax compliance measures exclusively focused on the informal sectors
in poor countries may deteriorate the situation of the poor, unless accompanied by better social protection
and public services.
Therefore, leveraging tax policies for addressing inequality would require a much more nuanced
understanding and approach than one-size-fits-all policy recommendations. While aggregate tax revenues
and direct tax levels could serve as important indicators for evaluating the performance of taxes in
addressing inequality, the details in policy design and implementation would be equally crucial for the
success.

4

4. Where does Asia stand in tax collection and composition?
Average tax collection in the Asia-Pacific region is among the lowest in the world, standing at 17.6 percent14,
compared with developing country average of 21.3 percent. Within the region, there is much heterogeneity,
with tax levels generally higher in North and Central Asia and the Pacific subregions and much lower in
South and South-West Asia subregion.15 In particular, countries such as Afghanistan, Bangladesh, Pakistan,
Iran and Sri Lanka collect below or barely around 10 percent of GDP in taxes. The extremely low tax revenue
levels in some of the region’s poorest countries are worrying. Given the overall poor state of education,
infrastructure, healthcare and social protection, insufficient public financing is proving to be a primary
bottleneck in lifting dozens of millions out of extreme poverty and effectively pursue the SDGs.16
Figure 2. Structure of tax mix in Asia-Pacific countries and OECD

Source: Authors, based on IMF, Government Financial Statistics and CEIC Data.
Note: Difference between total tax revenues and the stacked column for some countries is due to missing data or use of different
data sources.

In terms of tax composition, there is a general bias towards indirect taxes compared with direct taxes.
Direct taxes17 account for 37.6 percent of the total tax revenue in the region, while for OECD countries 55.8
percent is mobilized from direct taxes. Such difference is not surprising because indirect taxes such as
turnover taxes typically pose a smaller tax administration challenge for developing countries compared to

14

Unweighted average of 25 economies in the region for whom recent data is available
ESCAP classifications
16
At the global level, available estimates suggest that the incremental spending needs in low- and lower-middle income countries
to achieve the SDGs could amount to at least $1.4 trillion per year. This translates into mobilizing close to 20 percent of GDP in tax
revenues for a typical country of the group, even if half of the additional investment needs could be shouldered by the private
sector. See Guido Schmidt-Traub (2015).
17
Including corporate and individual income taxes, taxes on payroll and workforce, and taxes on property. While taxes on property
are not all direct taxes, these taxes are generally very small in Asia-Pacific developing countries.
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collecting direct taxes.18 Nevertheless, the outcome is considerably less desirable since indirect taxes tend
to be much more regressive. A large presence of indirect taxes and a relatively small share of direct taxes
could further aggravate an already high inequality problem, especially when pro-poor public spending in
the region is already far from sufficient and optimal. Although many countries of the region have made
substantial progress, it is not uniform. Countries such as Indonesia and Turkey experienced a significant
drop in the share of direct taxes in the overall tax mix between 1990 and 2014.
Figure 3. Change in the weight of direct taxes: 1990-2014

Source: Authors.

Within direct taxes, greater concern arises from the bias towards corporate income tax (CIT) compared to
personal income tax (PIT). On average, Asia-Pacific developing countries collect 4 percent of GDP from CIT,
which is actually more than what OECD countries collect -- 2.9 percent of GDP. However, average PIT
collection in the region is merely 2 percent of GDP, compared with 8.8 percent in OECD countries. Such a
bias is rather undesirable because CIT burden could often be shifted to labour, especially in an increasingly
integrated world where capital has greater mobility.19 As economic integration deepens in the Asia-Pacific
region and worldwide, the effect of CIT on inequality is becoming debatable. In contrast, PIT is potentially
the best tax instrument for redistributive purpose, and is almost impossible to be shifted to another party
by its nature. However, past experience also shows that PIT only performs if it is well-designed and welladministered and has sufficient coverage.20 Therefore, extremely low levels of PIT collection are often a
strong indicator of failure of PIT in terms of revenue generation as well as income redistribution.
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Within indirect taxes, implementing value-added taxes requires stronger administrative capacity than turnover taxes.
Harberger (2006), Corporate Tax Incidence: Reflections on What Is Known, Unknown and Unknowable. In J.W. Diamond and G. R.
Zodrow, eds. Fundamental Tax Reform: Issues, Choices, and Implications. Cambridge, MA: MIT Press.
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Zolt and Bird (2005), Redistribution via Taxation: The Limited Role of the Personal Income Tax in Developing Countries, available
at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=804704.
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The difference between developing Asia-Pacific and developed countries is even greater when comparing
social contributions. OECD countries on average collect 9.1 percent of GDP through social contributions,
and for some this figure is higher than 15 percent. In Asia-Pacific, in contrast, many countries collect little or
no social contributions. Indonesia, for instance, only introduced a mandatory social contribution program
starting from 2015, with moderate contribution rates of 3 percent from employee and 6 percent from
employer for pension and health insurance combined.21
Although the notion of mandatory social contribution is relatively new in the region, for countries that have
already implemented the policy its collection levels are impressive. In Iran and Japan, social contribution is
the largest component of the broader taxes definition, accounting for more than a third of the total broader
tax revenue. In Armenia, China, Mongolia, Korea, Russia, Turkey and Uzbekistan, social contribution is only
second to taxes on goods and services in revenue mobilization. However, despite the achievements, social
protection and welfare coverage remains narrow in many cases, with biases in favour of public and formal
sector employees. Such a bias could actually add to inequality rather than reversing it as some recent
studies suggest.22

5. Make personal income tax work
Personal income tax (PIT) is widely considered as the central component of a progressive tax system. In
OECD countries PIT is not only a major public revenue source, but also contributes significantly to income
redistribution for greater equality. Such experience of developed world formed a basis of the early tax
policy thinking in the 1950s and 1960s, which advocated for a central role of highly progressive and
comprehensive23 PIT - killing two birds with one stone.
However, the experimentation of this idea in developing countries proved disappointing. PIT revenue
remained largely stagnant and at very low levels compared to that of developed countries. The
redistributive promise also did not realize, as income taxes in developing countries are often only
progressive for certain types of income or certain ranges of income.24 Indeed, the small revenue size of PIT
in developing countries has significantly restricted the overall redistributive effect. Moreover, most of this
revenue came from taxing labour income, while income from capital and other economic activities were
often left out. As a result, upper-middle income working class rather than the top income class shouldered
the burden.
In addition, developing countries in general lacked modern tax-related infrastructure (such as accounting,
auditing, data collection and reporting) and capacity for effective administration of PIT. This, coupled with
corruption, led to much higher administrative costs and compliance costs of a highly progressive PIT in
developing countries than in developed countries, and left many flaws and loopholes that the rich, who are
more resourceful and connected, could exploit.
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https://home.kpmg.com/xx/en/home/insights/2015/08/flash-alert-2015-104a.html.
Claus et al (2012).
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Comprehensive PIT means that it is taxed based on the aggregate value of all different income sources rather than on only a few
income items. Reforms towards comprehensive PIT can include progressive element as incomes from investment/capital gains are
normally taxed at a flat rate if taxed separately but would be subject to progressive rates if included in the total income base. More
importantly, introducing comprehensive PIT corrects the regressive practice of taxing only the labour income (or at higher rates)
while leaving capital gains off the hook, that is often seen in developing countries.
24
Bird and Zolt (2005).
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The Asia-Pacific region is not too different from these general points. Average PIT revenue in developing
countries of the region only grew marginally between 1999-2001 and 2014, from 1.8 percent of GDP to 2.0
percent, or less than a quarter of OECD average. At the same time, Asia-Pacific followed the global trend of
decreasing top PIT rate. From 1981 to 2015, the average top PIT rate was almost halved in the 10 AsiaPacific countries. Such a significant change reflects revision of the earlier emphasis on highly progressive
rates and the transition towards a new set of “best practice” anchored on flatter rates and broader base in
the 1980s and the 1990s, to minimize collection challenge and economic distortion.
Figure 4. PIT revenue and PIT top marginal rate

Source: Authors, based on IMF, Government Financial Statistics, KPMG, Ernst & Young, CEIC Data, and Sabirianova Peter, Buttrick
and Duncan (2010).

PIT base in Asia-Pacific also remains narrow, partly due to high PIT exemption thresholds compared to gross
national income. The higher PIT threshold to GNI ratios imply broader PIT exemption and drain on revenue,
as in the case of Pakistan where a vast majority of the population is exempted from paying PIT. While broad
PIT exemption could be advisable for countries with average income just above poverty level and has not
nurtured a vibrant middle class, for middle or upper middle income developing countries gradual
broadening of PIT base should be a long run objective. In addition, PIT revenue depends on the design of
the tax as well. India, for example, has much higher PIT thresholds (as ratio of per capita GNI) than China,
and slightly lower PIT rates (10 to 30 percent compared to 3 to 45 percent in China), yet it collect 1.9
percent of GDP from PIT; China on the other hand only collects 1.1 percent of GDP. A main reason of this
difference is that PIT in India is more comprehensive, in the sense that it taxes the aggregated income of
different types, but China taxes different income types separately (see box 1).
Empirical analysis suggests that PIT does have a positive redistributive effect in Asia-Pacific, and the
marginal effect could be higher than in other parts of the world.25 Two contributing factors to the higher
marginal redistributive effect are: high PIT exemption threshold and the presence of large informal
employment in developing Asia-Pacific, as it effectively “untax” the majority of the region’s poor. As the
middle class of the region grow larger and PIT coverage expands and gradually incorporates the informal
sector, this effect could become smaller over time.
25

Claus et al (2012).
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At the same time, the importance of closing PIT loopholes exploited by the rich should not be overlooked.
In Pakistan for instance, the Federal Board of Revenue in 2012 discovered that more than 1.5 million adult
citizens who had traveled abroad at least once a year over many years did not register with the tax
authorities. About half a million who had multiple bank accounts also did not register. And of the 341
members of the National Assembly, only 90 had filed tax returns in that year.26 The damage of such weak
PIT compliance by the rich and the elite is significant, as it casts serious doubts on the accountability and
fairness of the system, undermining efforts to create a conducive tax culture in a society.
Going forward, countries should be fully aware that there is no simple one-size-fit-all formula for PIT
implementation. The timing, sequencing and detailed design of PIT policies need to take into account local
economic, social and cultural context, as well as capacity constraints for both compliance and
administration. A moderate but well-designed PIT which is manageable and accountable would outperform
an overambitious strategy that is only better on paper. This is particularly true in terms of a long term
strategy where policies are often path-dependent and a bad start could leave undesirable legacies.
In general, countries should choose their PIT implementation strategy according to their development stage
and their accumulated experience and capacity in PIT administration. A country with small middle class and
large poor population could focus more on “untaxing” the poor and introducing an easy-to-manage PIT
design mainly targeting the top income individuals. A middle-income developing country could adopt a
more balanced approach of gradually broadening the PIT base by including the emerging middle class into
the coverage and at the same time strengthen PIT administration to effectively tap capital and other nonwage incomes. A more advanced developing country with stronger governance and administrative capacity
could experiment a more ideal PIT design with broad coverage and greater progressivity, and seek to
address new challenges like expanding income sources from abroad.

Box 1. A tale of two nations: PIT in China and India
China and India are two representative cases of PIT implementation and reform in Asia-Pacific. Their experience also
provides a good example of how historical and social-cultural background could shape PIT policies and PIT performance.
India introduced PIT early and considered it as a principal policy tool for income redistribution between the 1950s and
the 1980s. For this period, India has one of the world’s highest top PIT rate, and this went to an extreme when the rate
reached a confiscatory level of 97.5% in 1973-1974 with the purpose to ensure a ceiling on income at Rs. 250,000 at that
time (Rao and Rao 2009).
Such excessive focus on progressivity and confiscatory PIT rate led to large-scale tax evasion and serious distortion of
economic incentives. As a result, India started to gradually transform in a different PIT regime with flatter rates and less
brackets. In the beginning of the 1990s, India introduced a highly streamlined scheme with only three PIT brackets
(compared to 11 in 1970s) of marginal tax rate at 20%, 30% and 40% respectively. The rates were further reduced to
10%, 20% and 30%, levelling top PIT rate with corporate income rate. Empirical evidence suggests success of these
reforms with significant improvement in compliance and increases in PIT revenue despite much lower rates (Rao and
Rao 2005, Trends and Issues in Tax Policy and Reform in India).
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NOREF Expert Analysis 2014 citing the statement by FBR chairman in February 2013.
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At the same time, PIT in India retained its redistributive effect in other aspects. For example, senior (60-80 years of age)
and very senior (80 years of age or above) citizens enjoy much higher PIT exemption thresholds than normal individuals
today. India also keeps an additional surcharge targeting the superrich and an education cess on top of normal PIT
today. The surcharge on the superrich is further expanded to cover a broader group of those with high income in the
2017 budget plan. This reform is also accompanied by halving the tax rate for the lowest PIT bracket from 10% to 5%,
which is expected to benefit the large low and middle income populations.
China, in contrast, only introduced PIT in the 1980s, which comprised an “income adjustment tax” on individual citizens,
a special tax on self-employed small business owners and a separate tax on foreign individuals working inside the
country. These three taxes together only covered less than 0.1% of the population at the time.
Like India, China also implemented several reforms to streamline the PIT Scheme. It introduced a unified PIT for all
citizens/individuals in 1994, and decreased the number of PIT brackets from 9 to 7 in 2011. China also gradually
extended PIT coverage from mainly wage income to incomes from savings, capital and other business activities.
However, China didn’t integrate these different income types into an a single comprehensive PIT schedule, but kept a 7bracket progressive schedule for wage income, a 5-bracket progressive schedule for income from business activities,
and a flat rate on capital/property returns. Such a pragmatic approach decreased challenges of PIT administration but
gave rise to serious concern about PIT progressivity as capital and property returns are taxed at the much lower rate
than the top wage PIT rate (20% vs 45%).
In addition, the top PIT rate of 45% in China is much higher than the corporate income tax rate of 25%. As a result, many
business owners took the advantage of hiding their real income and expenditure in business expenses, and ultimately
enjoy a much lower tax rate than the fair level. India in contrast has the same top PIT and CIT rate, thus do not suffer
from such distortion. On the other hand, PIT in both China and India are based on individual income rather than family
income, which is another serious distortion which cloaks real income difference and living burden across families.
Another interesting comparison between China and India is the evolution of PIT threshold and PIT base. China is much
more successful in expanding the PIT base. The share of income tax payers in total population in China increased from
less than 0.1% in 1986 to 20% in 2008, while the figure in India remained largely stagnant (Piketty and Qian 2009). Part
of the reason is that PIT exemption threshold compared to average income in China is much lower than in India (Table
1). However, the dominating driver of China’s broadening PIT base is its economic success which lifted hundreds of
millions from poverty into middle class. In India, such transition is still at an early stage.
Most importantly, the supposedly smaller PIT base and lower PIT rates in India didn’t jeopardize PIT revenue
mobilization, and it outperforms China consistently in recent years. In 2014, China collected only 1.1% of GDP from PIT,
while India collected almost 70% more at 1.9% of GDP. Moreover, given the distortions of a more complex PIT schedule
and different PIT and CIT rates, PIT in China could also be less progressive than in India since the rich are usually much
better positioned to exploit these loopholes. This is a clear indicator that a more streamlined and less distortive PIT
regime could deliver better in implementation than a seemingly more progressive and broad-based regime.

Table 1.

Country
China
India

PIT exemption threshold / PIT exemption
GNI per capita
threshold
2014/1996
1996
2008
2014
1.7
0.8
0.9
4.4
2.8
3.2
2.6
6.3

PIT as %
of GDP
2014
1.1
1.9

Source: ESCAP calculation based on official government data.

The point worth highlighting again is that the ultimate PIT policy choice is country-specific. Two countries at similar
development stage and with other similar social-economic features could still make very different choices. And these
different choices could be both optimal for that specific country at that specific time.
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6. Explore the potentials of wealth taxes
Tax on wealth, including recurrent taxes on wealth and property as well as inheritance/estate/gift tax, is
another important fiscal tool to address inequalities in a society. In general, taxes on wealth and intergenerational transfer of wealth are extremely progressive, targeting only the richest group in most cases.
Importantly, they are essential to prevent excessive concentration of wealth and power in the hands of a
few,27 and to ensure greater equality of opportunity across generations. The progressivity of property tax
on the other hand is less straight-forward and depends heavily on the specific design.
In OECD countries, wealth taxes are important components of the overall tax system. Together, they
contribute close to 2 percent of GDP on average, although variation is significant across countries. In
contrast, wealth taxes only play a marginal role in Asia and the Pacific. Of all the region’s developing
countries, only China manages to collect more than 0.5 percent of GDP in property tax, and taxes on
inheritance/estate/gift only exist in a handful of them.These include Iran, the Philippines, Thailand and
Vietnam. India recently abolished inheritance tax and replaced it with an extra 2 percent surcharge on the
super-rich. On the other hand, Japan and the Republic of Korea, two OECD members of the region, do
succeed in raising substantial amount from inheritance/estate/gift taxes. They also have the world’s highest
inheritance tax rates respectively at 55 percent and 50 percent.
This difference between Asia-Pacific developing countries and OECD countries partially reflects the
administrative challenges of wealth taxes, most notably disclosure and valuation. Given the weak institution,
capacity constraints and lack of mature property market in developing countries, the task of estimating and
taxing personal wealth could be extremely challenging. When overall compliance is low and more
sophisticated groups are more likely to exploit the loopholes, the efficiency and fairness of wealth taxes
could be undermined. Despite all these difficulties,28 several higher-middle income developing countries of
the region are still pushing forward to reap the social-economic benefits of wealth taxes. Thailand, for
instance, introduced inheritance tax for the first time in 2016. Although this initial step is less ambitious
than expected,29 it still marks a strengthened effort to contain widening inequality in the country. China is
also preparing for the introduction of property tax and inheritance tax in the coming years. There are two
unique features of China’s initiative on this front. First, both taxes have been experimented at local levels
and legislative proposals have been disclosed for further debate, in view of the complexity of these taxes
and the importance of public support. Second, the design of property tax puts an emphasis on discouraging
speculation in housing market and holding of multiple or luxury properties for investment purpose.
Box 2. The debate over recurrent property tax in China
Recurrent property tax is widely viewed as a promising policy tool to adjust income/wealth distribution and contain the
soaring real estate price that is draining household savings but benefiting developers and speculators in China. The
progressivity feature of the tax is repeatedly emphasized and advocators argue that the introduction of recurrent
property tax can directly target a important source of wealth inequality in China, force the rich and speculators to
relinquish idle properties to the market, and eventually bring down real estate price for the poor who are not yet able to
afford a home.
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Piketty, Thomas, 2015, Capital and wealth taxation in the 21 century, National Tax Journal, June 2015, 68 (2), 449–458, available
at: http://piketty.pse.ens.fr/files/Piketty2015NTJ.pdf.
28
Sri Lanka, India, Bangladesh, Pakistan and Indonesia all abolished inheritance/estate/gift taxes.
29
The tax is expected to affect fewer than 10,000 individuals and mobilize between US$28 to $56 million each year. Source:
http://www.loc.gov/law/foreign-news/article/thailand-first-inheritance-tax-in-decades-comes-into-force/.
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While the early experiments in Shanghai and Chongqing since 2011 show strong progressive features, which target only
second or third property of a household and only the larger and more luxury houses/apartments, and enforces higher
rates on luxury properties, the actual redistributive gains remain limited due to the narrow nature of these reforms. For
example, in Chongqing less than 10% of property owners are affected by the tax and the revenue from it has been less
than 0.05% of the city’s fiscal revenue.
On the other hand, rolling out more comprehensive reforms to create a broad based recurrent property tax has been
highly controversial, especially on its just/fairness, its redistributive effect between households and the government,
and its implications on inequality when the complex social-economic dynamics kick in.
First, China doesn’t have private land ownership and the government is the only owner and supplier of land. Through
the monopolistic sales of land usage right, the government mobilized some 7% of GDP annually in recent years. In first
tier cities, the land cost is often more than two thirds of the total price of a residence property. As a result, many
property owners feel that the recurrent property tax is simply double taxation on what they have already paid for to
boost government revenue at the cost of household income and private consumption.0
Second, given the monopoly power of the government over land supply and its dependence on land revenue, there is
pessimistic view that the broad-based recurrent property tax is unlikely to bring the real estate price down for the poor
as maintaining high real estate prices for revenue would be a first-order consideration for local governments. In this
scenario, the recurrent property tax could be easily shifted onto new urban immigrants and tenants as their demand for
an urban home is less elastic compared to land supply, further widening the inequality.
Third, not all residents in expensive city districts are the rich who paid the market price to move in. Many ordinary
middle or lower middle class families from central urban areas or near suburbs only experienced the rising valuation of
their property passively as the city grows and expands. Since they are not able to afford the recurrent property tax
based on the high market value, they could be driven out and replaced by the rich who would pay to enjoy the
convenience and better public services (education in particular). This will result in even greater inequality in the
distribution of public welfare.
Fourth, there are many different types of public or semi-public housing in addition to commercial housing in China. Due
to historical reasons, large proportions of the public or semi-public housing don’t have complete property rights and are
not freely tradable. For these reasons these properties tend to have lower market values. At the same time, the public
or semi-public housing is often occupied by public or formal sector employees or those have connection with public
power. The property tax advantages they could receive from low valuation would be unfair for many normal middle
class or private sector employees who would be taxed based on the high valuation of their commercial housing.
Last but note least, the flawed property registration system leaves loopholes for tax evasion, especially when exemption
for first property is a standard practice. Cases have been reported of corrupted officials holding dozens of properties
using dozens of different ID cards. Such loopholes would be a source of the most resented type of inequality if the
recurrent property tax is implemented in a rush.
Such complex nature of the local context have made the simple narratives on the merits of the broad-based recurrent
property tax murky, and has been a main reason that stalled China’s property tax reform agenda. While the necessity of
the reform remains a general consensus, recurrent property tax is likely to remain more like a luxury tax after six years
of experimentation in the country. This reminds us of the challenges of policy design and implementation in the real
world, even when the general direction is correct and clear.
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7. Conclusion and recommendations
Taxation, in particular progressive income and wealth taxes, is an important component of the modern
social-economic policies that maintain a balanced distribution of income and wealth in a society and
promote shared prosperity. Together with other policies like labour protection and public education, it
contributed to building more inclusive and harmonious societies. Without redistributive taxes, inequality in
many of these countries could return to dangerously high levels or could have remained so in the first place.
As Asia-Pacific developing countries become middle-income and higher-middle income economies and
begin to experience the negative impacts of rising inequality that came along with fast economic growth,
the transition from a sole focus on speed of growth to a more balanced strategy that emphasizes inclusive
development is destined to happen.
Indeed, many developing countries of the region have already prioritized inequality reduction in response
to the growing public pressure when people become increasingly aware of and concerned with the
inequality gap. This policy transition just coincides with the adoption of the 2030 Agenda for Sustainable
Development which represented an international consensus on a more balanced and forward-looking
model of sustainable development.
However, as the paper tries to point out, a seemingly progressive PIT schedule could be neither productive
in revenue mobilization nor progressive if the tax targets only salary income while leaving capital/property
gains and income from professional services out. An extremely high top PIT rate could only result in
widespread tax evasion and a distorted tax structure when the rich attempt to hide their income and
wealth in the expenses of corporates owned by them. A hasty introduction of wealth taxes in the context of
weak institutions and administrative capacities could just translate into greater tax burden on the middle
class but effective tax exemption for the rich as they are more sophisticated to exploit the loopholes in the
system. But this does not mean that developing countries should refrain from such efforts. The transition
towards more inclusive development and the more effective use of taxation tools for redistributive
purposes would be the long term trend. Hiding away from it does not mean that the challenge could be
bypassed or the pressure will not grow. On the opposite, delayed policy experimentation and reforms could
only lead to greater difficulties later.
Instead, a differentiated, pragmatic and prudent approach should be advised. First, countries at different
stages of development should follow different strategies. Higher-middle income countries, which are
experiencing growing public concern over inequality and at the same time better equipped with
institutional and administrative capacities, can make take stronger proactive efforts to leverage progressive
taxation tools and increase the share of direct taxes over time.
Middle income countries that are still in during the economic take-off but already witnessing rising
inequality can focus on a smaller number of reforms to rationalize and improve the productivity and
implementation quality of existing income or property/wealth taxes. For these countries, it would be more
important to gather policy experience through continuing reforms and policy adjustment and strengthen
capacity of policy design and tax administration rather than rolling out complex reforms without adequate
due diligence and policy experiments.
For low income countries that are still at an early stage of development with widespread poverty, the policy
focus should instead be more about strengthening revenue mobilization through broad reforms to
13

modernize national tax systems, rationalize overall tax mix and enhance tax administration, in order to
sustain growth and seek to address inequality from the expenditure side.30 On the tax side, untaxing the
poor and improving tax administration so that the rich pay their fair share would be far more effective and
much less costly than highly complex and distortive progressive tax systems.
Second, countries need to anchor their policy making on the actual redistributive effects and cost-benefit
trade-offs of progressive tax tools and policies rather than on theoretical assumptions, and should always
be prepared to adjust their policies according to local context and realities rather than sticking to rigid
doctrines. In particular, the policy design must take into account the behavioral responses of tax payers, the
capacity constraints of tax administrations and the historical/cultural background which may have profound
implications on the level of success of the reforms.
Last but not least, policy makers and to some extent also the general public need to understand that there
is a learning curve of policy design and implementation when it comes to progressive taxation. The complex
tax tools, like property or wealth taxes, would require a mature economic and institutional environment
and a favorable tax culture to be effective, and would also require time for policy makers and tax
administrators to absorb lessons from actual implementation and develop innovative solutions to best fit
into the unique local context. In this regard, patient experimentation and prudent decision making are
more like to take the task of reducing inequality further than hasty actions.

30

Such as food subsidies, public education, healthcare and housing, and direct transfer payments to poor families.
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