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Some Remarks on Racial Inequality in Brazil

Not so much because the portuguese despised manual
work, as some have emphasized (Sowell 1983), and mainly due
to the historical circumstances that Brazil was not colonized as
a place to run from hunger or religion persecution, but as part
of the mercantile policy of the portuguese kingdom, it is feasible
to affirm that, there, thelegacy from slavery is, at the same time,
socially harsh, economically ruthless, and politically invisible.

Proximity with Africa made easy and cheap the permanent
search for new slaves, less costly than to raise slave children.
Brazil imported more than six times the number of africans
than the United States, although with a substantial minor
surviving population (Soweel 1983:99).

At the same time, not coming to Brazil to settle with their
families but to explore a tropical environment, the adventurous
travelling of the portuguese was made without women and
without wives. If it is true that, for political reasons, white
population outnumbered black slaves, so it is also true that
male whites outnumbered females of the same color (Soeiro
1973). Sexually as well as economically abused, slave women
gave birth to a population not quite black, not quite white, but
certainly slave and susceptible to beating, ill treatment and
hard work.

The fact that slaves in Brazil were allowed by legal
procedures to buy their freedom and being that a phenomenon
of large proportion during the 19th century (Carneiro da Cunha
1985), associated with the abolishment of slavery in 1889 being
reached through agreement across elite and not as a result of
any kind of civil war or bloody conflict between their fractions,

Conspired to make race and race prejudice an inconspicuous
issue in the brazilian political agenda.
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So much more repressed, so much more perverted. As
Barrington Moore has argued (1967), open conflicts, specially
when won by the right side, have the merit of airing political
realm with the freshness that comes from overt, and thus
negotiable, opposing values and interests.

In 1987, out of a populations of 59.2 millions of non-white
individuals, only 7.7 millions recognized themselves as black in
Brazil. The other 51.5 millions preferred to be denominated as
colored, mulattos or pardos, a colorthatin portuguese language
means some place between the grey and the brown and that
turned out to be its official denomination by the Brazilian
Institute of Geography and Statistics.

That non-white people preferred to view themselves as not
being black would be of no importance at all if only brazilian
society would have recognized it s. That have not been the case.

The aim of this paper is not to show that there are social
and economic differences between whites and blacks in Brazil,
although these differences exist in strong magnitude, so much
more upsetting as color is not usually recognized as a significant
dimension of social identification and stratification. Until recently
its effects couldn’t even be measured because the question was
not asked by the official bureau of statistics .

This paper highlights some data on racial inequality from
another point of view, arguing that there is not a substantial
difference between being black and being pardo, except,
eventually, from a psychological standpoint. Their ways of life
overlapping in many important socioeconomic indicators, it can
be affirmed that Brazil is a bi-racial society. In it there is a place
for whites and there is a place for blacks. There is no place for
pardos and the place that have been assigned to them is that
of black’s. In other words, brazilian society does not provide g
runaway from what she had defined as racial identity. That wil
be shown along some few, trivial and standardized socioeconomice
indicators: housing facilities, literacy rates and education,
family and personal income, participation in labor force, The
indicators don’t need to be statistically elaborated because the
point can be easily made: pardos and blacks are both treateq
equally bad and equally worse than the way whites are treated?.

Some Remarks on Racial Inequality in Brazl

I fully recognize that my case lacks biological foundation:
probably very few persons in Brazil have their ascendant being
all whites or all blacks. But in this case biology is not at all
important and as Pirandello wrote, and as sociologists know
well, if it looks like, so it is.

Housing Indivators

The ways housing facilities, such as running water,
plumbing, electricity or garbage collection are available to the
brazilian population present a large variation according to i.;he
color of the head of the household. Nevertheless, regarding
these facilities, being pardo does not make great difference from
being black: in some important proportion, their homes are
equally precariously attended (Table I).

The fact that water in Brazil, even if provided by government,
cannot be drunk without previously been treated, makes the
possession of domestic filters an important requirement
regarding health care. The proportion of whites possessing
filters is 27.7 more than pardos possessing it and 24.3 more
than blacks possessing them (Table I).

The same way, possession of some durable and privgte
goods, such as stoves or refrigerators, does not show subgtanual
variation across non-white groups but the white one is more
well equipped than both the others (Table I).

Table I
Percent of Housing Facilities
Facilities Color

white pardo black
Water 74.3 56.6 63.6
Garbage 66.6 42.5 46.1
Electrlcity 89.7 71.9 783
Filter 76.9 49.2 52.6
Stove 98.7 92.1 92.6
Refrigerator 76.9 49.2 52.5

Source: Brazilian Institute of Geography and Statistics.
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Education

‘ P.’revaﬂing illiteracy in total population shows important
variation in accordance to color. The rate of illiteracy is lower
among white persons than among blacks or pardos. Thisis true
when considering overall population over five yearsold. Itis also
true when considering only children with age between five and
nine years old. Differences between whites and non-whites are

much more significant than between the two others non-white
groups (Table II).

Table II
Hiteracy Rate
Population Color

white pardo black
five years and more 18.0 65.0 63.1
from five to nine years 314 60.2 54.3

Source; Brazilian Institute of Geography and Statistics.

Regardless of color, brazilian data show a high rate of
enrollment of children in pre-school and first grade. Then, they
begin todrop out. Dropping outis aless generalized phenomenon
among white than across non-white groups. The number of
white youngsters in eighth. grade was 59.3% lower than the
number of children in first grade. For pardos and blacks the
numbers were respectively 86. 1% and 84.7% lower. The numbers
ilﬁggcigt ilg azsu;rfnption that the chancesofablack anda pardo
of a w‘gvﬁiisponlé (’;;gesfllll)‘_ml are similar and higher than those

1 an overall high rate of school evasion, it is onl
gghégﬁ to EIXPE:Ct that very few individuals in Brazil get co]legg
ucation. In 1987, out of a population of 8.5 millions whose
ages were between 15 and 24 years old, 900 thousands were in
college. Among whites, the proportion of people in college was
16.0%; among pardos, 4.8%; among blacks, 3.4%.

Some Remarks on Racial Inequdlity in Brazll

Table III

Attendance to school

Color 1st. grade 8th. grade college
White 2.947.711 924.878 1.229.859
Pardo 3.233.030 452.505 219.990
Black 411.664 63.831 39.638

Source: Brazillan Institute of Geography and Statistics.
Income

According to official criteria, it costs one minimum wage
monthly to survive being poor in Brazil. One minimum wage is
never more than one hundred dollars but often it is less than
fifty dollars.

The modal white family income is located between five and
ten minimum wages monthly; for black and pardo families, the
mode is between one and two miminum wages. While 21.9% of
white families have a monthly income of more than ten minimum
wages, this is true for only 7.6% of pardos families and for only
5.6% of black families. On the opposite, while 20.4 % of black
families and 19.2% of the pardo families are entitled to less than
a miminum wage monthly, this is true for no more than 9.2%
of the white families. Table IV demonstrates segmentation along
racial lines between whites and non-whites. It does not
demonstrates segmentation across non-white categories. Table
V restates the findings and shows that the same result is

produced taking into account, now, individual incomes across
the labor market.
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Table IV
Average Monthly Family Income
(in minimum wages)

Income Color

white pardo black
up to 1 MW 09.2 19.2 20.4
more than 1-2 MWs 13.7 22.9 22.9
more than 2-3 MWs 12.4 15.2 16.3
more than 3-5 MWs 18.1 17.3 17.6
more than 5-10MWs 22.0 14.8 13.9
more than 10 MWs 21.9 07.6 05.6
without income 01.4 02.1 02.3
TOTAL(1) 100.0 100.0 100.0

Source: Brazillan Institute of Geography and Statistics
(1) Including those without Income or who had not declared it.

Table V
Personal Income From All Occupations
Income Color

white pardo black
up to 1/2 MW 07.2 15.3 15.7
from 1/2 - 1 MW 11.4 19.7 23.3
more than 1-2 MWs 21.4 24.8 28.5
more than 2-5 MWs 38.7 22.3 21.9
more than 5-10 MWs 11.5 05.2 04.0
mcg;e than 10 MWs 09.3 02.5 01.1
without income 07.6 09.5 05.0
TOTAL(1) 100.0 100.0 100.0

Source: Brazillan Institute of Geogra
phy and Statistics.
(1)Including those without declaration of income.

Differently from when considering sexes, there is not
much sense to assume that dissimilitude in income between
persons of different colors could be explained by length of their
working day. It is a well known fact that in Brazil people works

Some Remarks on Raclal Inequality in Brazll

too much to get a too low income. This is true for all colors (Table
vl). Data don't suggest he existence of a reliable pattern of
differences in this length that could account for income variation
between the three groups of individuals.

Table VI
Proportion of Workers Working 40 Hrs. and More Weekly
Income Color

white pardo black
up to 1/2 MW 49.6 57.0 60.6
from 1/2 - 1 MW 76.7 82.8 83.6
more than 1-2 MW 85.8 87.7 90.2
more than 2-5 MW 85.2 89.2 89.8
more than 5-10 MW 88.0 87.8 93.6
more than 10 MW 89.2 87.2 85.3
without income 63.1 45.2 51.1

Source: Brazilian Institute of Geography and Statistics.

Labor Force Participation

When considering labor force, it is important to note what
is going on with women’'s work. Some aut.hors h'ave already
noted the expansion of female labor market in Brazil after 1976
[Sa_fﬁotl 1979]_ specially concerning married and educated
women (Sedlacek and Santos 1991).

Activity rates don’t present substantial variation across
males of the three color groups. That is not the case across
women. The behavior of female blacks is dissimilar, although
not in an important magnitude, from the behavior of the two
others groups of women. The presence of black women in the
labor market is more conspicuous than the white’s and the
pardo’s (Table VII),

Being in the labor market is not the same as being actually
occupied. Often this presence is an expression not of real work
but of a desire of getting a work . The fact is that although
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activity rates can differ, occupancy rates are practically the
same for both sexes of the three colors (Table VIII).

Table VII
Activity Rates
Sex Activity Rate
Color
White Pardo Black
Female 38.6 37.5 44.5
Male 76.6 76.6 76.3

Source: Brazillan Institute of Geography and Statistics.

Table VIII
Occupancy Rate - 1987 -
Sex Occupancy Rate
Color
White Pardo Black
Female 96.2 95.8 95.3
Male 96.8 96.4 95.8

Source: Brazilian Institute of Geography and Statistics.

It also can be observed that, with the exception of services
and, in small scale, of commerce, for the most of the other
sectors, mcludir_lg public administration, social services and
Eirtnilsfaf:tuﬂng industry, the pattern continuous to prevail,
o :”lgl%zr:;al), blat_:ks and pardos have similar chances to
from those of the white’s. (Table IX).

_ In Brazil, all workers have the right to have the terms of
their work contract written in a notebook. This notebook
issued by the Ministry of Labor, must be signed by the employel'-
and its notations refer to wage, daily hours of work and amount
of contribution to social security, which guarantees the right to

sick pay, maternity benefits, holidays benefits, access to
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pensions, a 13th salary during the year and others benefits from
brazilian labor legislation. Possession of this notebook means
the individual is a real work and, for this reason, in a country
with high under-employment, besides its legal and material
importance, it has a very strong symbolical value. So, the
proportion of individuals in the labor market that possesses
this notebook is the most conspicuous indicator if legal
formalities are being followed by brazilian employers when
hiring their working force.

Whites have the highest formality rate. Within class of
individuals of the same color, women always have the lowest
formality rate. To be at the same time woman and black or pardo
adds informality to informality: her formality rate is the lowest
of all. Finally, from this point of view, it doesn’'t mean much to
be black or to be pardo: their formality rates are similiars and
that of the white workers is higher than both (Table X).

Table IX
Occupation/Sectors
Color

white pardo black
agriculture 20.3 31.4 25.8
manufacturing industry 17.7 12.7 13.8
construction 05.6 07.0 09.2
others industrial activ. 01.3 01.7 01.7
commerce 12.8 10.1 07.8
services 16.1 18.7 24.6
auxillary industry serv. 03.7 01.7 01.3
transp. and communications 04.0 03.4 03.4
social services 09.4 06.2 05.9
public administration 05.1 04.0 04.2
others 03.7 01.8 02.0
Total 100.0 100.1 100.0

Source: Brazillan Institute of Geography and Statistics.

11



Textos para Discussdo

Table X
Participation in Formal Labor Sector (1987)
(% possessing signed labor notebook)

Sex Color

white pardo black
Men 67.8 50.5 55.7
Women 58.8 45.5 45.5

Source: Brazilian Institute of Geography and Statistics.

Conclusions

This paper was not primarily concerned with differences
between whites and blacks or pardos in Brazil. Its concern was
the similitude between black’s and pardo’s socioeconomic
status. This sociological proximity was shown in several ways:
in their housing facilities, literacy rates, achievement of college
education, personal mlgl faimbily il’lCO?f;. occupancy rate and

jcipation in the labor market.
fomalltligr tﬁﬁ?that for most of the cases, differences between
blacks and whites are more important than between pardoas
and whites. But so, statistical similitude pel_:ween whxte?h an
pardos is much less important than proximity between these

and bg?gre, we dealt with very trivial statistics an_dhvergtrhf:;g
socioeconomic status indicators. If, r':lealmg WIt‘d é)l e
indicators, the same trenﬁi is go‘nﬁrarlng(tié tltt: Cfahna}t)eo?glfashioned
illions of people are living 11 _
gclaltlzlilologists \goull)d describe as false consciousness and mofgrﬁ
ones as cognitive dissonance. In othe?' words, i}here is ril ] egw
chance that a large number of indnvjduals in Brazl.l1 \tflh
themselves differently from the way society consider who they
are. They probably doso because colorisan important dlmen;llon
of classification and segregation. Rational l?uman beings, e’%
know the price society charges from just being black and don '
want to pay for it. But so, because anyway, in .Lhe lastr tl'{ey ge
caught, the product of this trapping situation is an astonishing
apathy regarding race and race equality.

12

Some Remarks on Raclal Inequadlity in Brazil

References

Carneiro da Cunha, Manuela Negros estrangeiros: os escravos libertos
e sua volta & Africa (Brasillense, 1985).

Moore Jr., Barrington Social Origins of Democracy and Dictatorship
(Allen Lane The Penguin Press, 1967).

Saffloti, Heleleth “O Fardo das Brasileiras”. Escrita/Ensaio (5: 11-47).

Sedlacek, Guilherme Luis; Santos, Eleonora Cruz A mulher Conjuge no
Mercado de Trabalho como Estratégia de Geragfio de Renda
Familiar IPEA, Texto Para Discussao 209).

Soeiro, Suzan " The Composition of the Colonial Nunnery of the Convent
of Santa Clara do Desterro”. New York University, Occasional Papers(6).

Sowell, Thomas The Economics and Politics of Race (Quill, 1983).

13



Textos para Discussao

Notes

!'As there was no agreement about the importance of the question,
sometimes it as asked, sometimes it was not and only in 1987 it was
definitely incorporated to the National Enquiry on Sample of Households.

“Alldata comes from the Supplement on Color produced by the Brazillan
Institute of Geography and Statistics in 1987. The question on color
presented a range of four possible answers - black, pardo, white and
yellow. The chosen answer came from auto-identification. Tries made
before to formulate the question in an open way produced more than one
hundred different responses, most of them highly correlated to the pardo
option to the question, when it was presented in its closed formula.
Because theyare statitiscally irrelevant, this paper disregards Individuals
that have been classified in the amazing color of yellow.
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The Formation of the Tax State in Brazil
The genesis of income tax!

For centuries in the West, sometimes with legitimacy, for
the most times with violence, kings, barons, and bishops taxed
their subjects. As one author put it, “fiscal exploitation is the
oldest form of exploitation besides outright slavery” (Goldscheid
1959: 204).

While tax collection may not be unique to modern states,
these states most certainly could not survive without their
monopoly on fiscal activity. Or, as Schumpeter observes, in
relation to his expression tax state, “fiscal demands are the first
sign of life of modern state” (Schumpeter 1991: 108). It can be
argued that the process by which nation-states are founded
and strengthened can be appropriately accompanied by an
examination of the dynamics that lead up to fiscal monopoly by
a central power and its gradual channeling toward public
concerns. Modern life requires that state be capable not only of
imposing new taxes and transforming old ones but also of
controlling decisions on how they are to be spent. Just as the
capitalist enterprise rests on accounting, the transformation of
the state into a public political association, socialized through
the separation of the bureaucracy and of administrative means,
requires a budget and, as part of that, an explicit tax system
(Weber 1964: 1061).

The purpose of this paper is to discuss one facet of the
foundation of this tax system in Brazil, that is, how the proposal
to collect a particular tax penetrated state culture -- in this case
ataxonincome generated within the societly -- and how this tax,
rejected by the ruling elite but defended by a number of treasury
Mministers starting in the first decades after independence
(1822), was eventually adopted in 1922 and has been part of
Brazil's constitutional life since 1934.

15
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Neither in Brazil nor in other countries did the income tax
story play itself out swiftly or incontrovertibly; this is precisely
what makes it an interesting topic of political and economic
history. In its realm, the equity principle seems to conflict with
that of equality, the liberal idea of minimal central power
collides with this power’s propensity for scrutinizing private
affairs, and the impetus to invest be thwarted by public appro-
priation of private wealth. There thus came moments during
which everyone hesitated. In England a tax on income was
eénacted and suspended nine times until its definitive adoption
in 1910. Inthe U.S., the income tax issue sparked an open clash
petween Congress and the Supreme Court, the latter declaring
it unconstitutional in 1894, after the federal legislature had
approved it. In France it was called a taxe a seditién -- a
seditious tax. And for almost one century it was rejected in
Brazil, first by the Empire’s Council of State, then by the 1891
republican Constituent Assembly, and finally by republican
congresspersons, although defended by the ministers who
oversaw public finances.?

There are at least three explanations for the eventual
acceptance of this tax. The first has to do with the new role state
assumed from the second half of the nineteenth century: to
maintain the level of economic activity in balance. Second, as
equity gained footing as a value, the state was assigned a large
part of the responsibility for the welfare of its citizens, prompt-
ing the expansion of its functions, bureaucracy, and expendi-
tures. Third, the ideal of a balanced budget came to prevail, and
this notion deemed debts incurred to support deficits a threat
toanation’s financial and political stability. To some degree, all
three considerations entered into the Brazilian debate prec,ed—

tax. But a powerful fourth element was
becomes ever more relevant asitbecomes
guidance of the nation's public affairs:
ppling with successive treasury deficits
political position of treasury ministers, at
times even undermining government stability, and likew'ise
pushed to the top of the agenda the question of finance sources
and, especially, of new fiscal resources.

more endemic in the
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The focal point of this three-part paper is the rationale of
these ministers and of their interlocutors, especially the impe-
rial Council of State, the 1891 Republican Constituent Assem-
bly, and a number of congress persons.

Part I examines the three moments at which collection of
a tax on incomes was contemplated under the Empire: during
the Paraguayan War, when the idea was defended by the
Viscount of Jequitinhonha; in 1879, at the suggestion of
Treasury Minister Afonso Celso; and at the outset of the 1880s,
in response to efforts on the part of the Viscount of Paranagua.
Difficulties in managing public finances within the peculiar
context of Brazil's founding as a nation (which even saw Brazil
paying for its Independence by taking on Portugal’s debts to
England) and its ultra-centralized government framework formed
the backdrop on these occasions. In all instances, the Council
of State was the arena for discussion.

This Council was the monarchy’s brain. It is thus worth
noting the traits shared by members of the elite sitting on this
council: their national much more than regional character;
their homogenous training in Coimbra and in the political
virtues of absolutism; their acceptance of the mercantilist
doctrine; and, accordingly, their capacity to abstract them-
selves from private and market conflicts and make decisions in
the name of the Empire (Carvalho 1980 and 1988, Iglésias 1958,
Reis 1979, Santos 1978, Schwartzman 1982).

Part Il explores the fiscal discussion that transpired in the
republican Constituent Assembly, highlighting the role of Trea-
sury Minister Rui Barbosa. Thanks to his presence, classical
liberal themes were broached in the proposal to create an
income tax: the individual as master of his own person, the
relation between equality and equity, and, lastly, federalism.
Although Rui Barbosa’s position was defeated, when the tax
was eventually enacted, in 1922, it followed his inspiration: it
was based on individual declarations in which the individual
‘governed himself’; it was progressive; and it distinguished
income on labor from income on property.

The enactment of an income tax under a 1922 law and its
constitutional consolidation in 1934 are the topics of Part III,

17
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which relates how the chief arguments against this type of
taxation were finally overturned. The aristocratic apprehension
that a direct tax would be intrusive and constitute an intoler-
able intervention into private affairs was outmoded by the
modern state’s bureaucratic and impersonal nature. Industrial
protectionism and the need to support export activities were the
undoing of the liberal myth of the non- interventionist state. The
spreading belief that, for reasons of fairness, market-generated
inequalities should be corrected underscored the merits of
direct taxation over indirect. Lastly, the development of eco-
nomic theory along marginalist lines showed that taxes were no
obstacle to accumulating wealth and made possible the en-
forcement of progressive rate schedules.
A final section of the paper is devoted to conclusions.

LThe Council of State and First Discussions on Income Tax

Shortly after independence, the nation was administered
through executive acts, one of which was a December 30, 1822
decree establishing import duties; another was a January 04,
1823 decree charging the government with collection of export
duties. The evident purpose of these decrees was to create
mechanisms for financing the state. As the emperor recognized
upon opening the proceedings of the first Constituent Assem-
bly, the Treasury was already in dire straits -- and so it was to
continue throughout most of the Empire. In describing all of the
imperial budgets (from that of August 8, 1826, which was in fact
limited to the allocation of revenue and expenditures in the cj
and province of Rio de Janeiro, through that of 1879), Liberatg
de Castro Carreira stressed the matter of successive deficits
and observed that “the ease with which loans are contracted is
the bane of finances and it is thereby that when a financia]
difficulty arises the procedure is not to resolve it by means of
measures of an economic nature, that is, by restricting expen-
ditures or suspending those that may be delayed; rather, the
preferred procedure is to settle it by borrowing” (Carreira 1883:
738).

The Formation of the Tax State In Brazil: The genesis of Income tax

The point made by Senator Castro Carreira is relevant in
the light of the balanced budget concept, which began to hold
sway in the nineteenth century. It is still meaningful today,
because then, as now, new deficits were generally incurred so
that old deficits and ensuing liabilities could be settled. On the
whole, brazilian budgetarian policies displayed a clear prefer-
ence for borrowing from abroad and issuing bonds but only a
meager interest in tax collection.

In relation to the idea of levying an income tax, first
contemplated in 1843, we must bear in mind that enforcement
posed two problems: the first, pragmatic in nature, had to do
with the immensity of Brazil's territory, which made collection
practically infeasible; the second traced its roots to an exclu-
sionary slave-based economic system that produced only a very
few people with actual incomes. Furthermore, as farback as the
first days of Independence, in an important speech delivered by
the emperor, it was made evident the government felt a certain
displeasure in performing the role of tax collector. In the words
of Dom Pedro I, Brazil’s tax system woulg respect ‘;the sweat of

riculture, the labors of industry, the dangers of navigation,
;gld ltlhe freedom of commerce” (Holanda 1974: 60). Thus,
although the Constitution of March 1824 stated that “no one
shall be exempt from contributing to the expenses of the State
in proportion to his assets”, Minister José Clcmex}te Pereira was
unsuccessful in his 1843 attempt to enforce this precept, the
Chamber of Deputies not approving his proposed law to tax
profits for the first time in Brazil (Holanda 1974: 65).

Nevertheless, as part of the Alves Branco fiscal reform,
budget law 317 of October 21, 1843 instituted a two-year
progressive tax (varying from 2% to 10%) on the earnings of civil
servants, but only of this group. The law was revoked even
before it could generate proceeds, but following in the heels of
the frustrated attempt to tax profits it nevertheless inaugurated
an important tendency in the income tax scenario by opting to
tax income on labor (probably because it would be simpler to
prove and easier to collect). By the same token, it also set a
precedent when it foresaw differentiated treatment, for tax

19
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purposes, between labor within the public and private sectors;
this approach was to be adopted repeatedly throughout the
Empire and at the beginning of the Republic.

Although deficits were already a constant problem, the
Paraguayan War undoubtedly deepened concern over public
finance trends. In 1866, Treasury Minister Joao da Silva Carro
sent the legislative assembly his budget proposal for 1867-68;
following debates, it was resubmitted to the 1867 Council of
State, where it was rediscussed, altered, and approved. In brief,
the proposal examined by the Council provided for: (1) a tariff
reform that reduced tariffs on raw materials and on some
capital goods and foodstuffs and hiked those on imports of
luxury goods; (2) a tabled tax on homes or housing, whether
leased or owned, even when not place of residence, based on
annual assumed rental income; (8) a tax on occupational
activities, levied via fixed rates or quotas (this tax was progres-
sive and would be called a personal, or quota, tax: rates would
be fixed in accordance with the nature and class of the taxpayer’'s
industry or occupation and the commercial importance of the
place where the occupation was practiced, whereas quotas
would be based on the presumed value of the building or
location where the occupations were carried out); (4) changes in
the values of stamp taxes and in their required applications; (5)
changes in taxes on slave ownership; (6) standardization of
rules for the collection of taxes on transfer of property, inherit-
ance, legacy, or slaves; and (7) a progressive tax on civil
servants’ earnings.

Council meeting minutes indicate that a line was drawn
between two opposing camps. One demonstrated apparent
dislike for the measures in question, even while appreciating
budget difficulties and the size of the deficit. This group was
particularly averse to the so-called personal tax. As the Vis-
count of Abaete’ stated, “Income tax, whatever the ways in
whichitis disguised, [is] unequitable and malevolent both in its
principle and in its consequences [and] when it moves from
theory to practice it opens the way for the most revolting
injustices[...]. Iwould prefer some loan to some of the measures
proposed” (Senado Federal 1973-78, vol. IV: 277).
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Among the most impassioned members of the other camp,
eventually to prevail, was the new Treasury Minister, the
Viscount of Jequitinhonha, who defended the proposal and
especially the personal tax. Although certain other of the
Minister’s allies, such as the Viscount of Itaborai, did not find
the proposal particularly attractive, circumstances compelled
them to go along as well. As the latter Viscount saw it, society
would be richer if there were no personal tax, but, on the other
hand, what the welfare of society (actually the warfare of
society) required at that moment was nevertheless a personal
tax. In the name of this same commonweal, the Viscount would
have preferred that the tax not be progressive but rather purely
proportional, his argument being that progressive taxes consti-
tute “a permanent threat to accumulated wealth” (Senado
Federal 1973-1978, vol. IV: 284-5).

To all of this the Treasury Minister replied that the
proposed law far from constituted a “financial reform of our
taxes”; it merely would serve to cope with an unfavorable
economic situation whose seriousness left no room for hesita-
tion. Not that this meant, however, that the Minister did not
consider income tax a good idea; the only possible objectionable
point would be the issue of collection. But in relation to this
potential problem, he remarked that a Brazilian would rather
pay a tax than admit to his poverty (Senado Federal 1973-1978,
vol. IV: 278).

The reform went into effect and for a short time income
was taxed under three different modalities. The personal tax --
the most polemic, because it was progressive among other
reasons -- in the end was levied at lower rates than those
originally foreseen. The second modality was a tax on civil
servants’ earnings, which excluded those making the lowest
wages, Lastly, a 1.5% tax was charged on the annual benefits
distributed by corporations (Holanda 1974: 75). However, no
matter how important a step this may have been toward the
establishment of an income tax, the fact was that the personal
tax (which after a certain income level was no longer progressive
but rather wholly proportional) remained in effect only until
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}875, while the tax on civil servant earnings was soon abol-
1shed: Fu@emore, the format of the personal tax was rather
peculiar, in that it taxed assets rather than income, the former
serving as an indication of the latter.

After a small interregnum following the war, government
deficits once again began to mount and the idea of an income
tax reappeared, sparking debates in both the Chamber of
Deputies as well as the Council of State and, at the initiative of
Afonso Celso de Assis Figueiredo, new Treasury Minister,
including some of the regime’s major figures.

Much as was the case in 1867, the importance of these
facts does not issue from their practical effects -- simply
because they didn’t have any -- but from their contribution to
the long run establishment of a moral universe of individual
obligations (admittedly, material in nature) to support govern-
ment. It is only in this sense that an evaluation of the results of
an inquiry conducted by Afonso Celso are of interest. On the
whole, his informal survey was once again to demonstrate that
the system’s noblest elite members were unwilling to admit that
the privilege of social life bears an onus.

Some of the voices heard by Minister Afonso Celso, such
as those of Justiniano Rodrigues, José Mauricio Fernandes
Pereira de Barros, Antonio José Henriques, and José Julio
Dreys, invoked the difficulties posed by the logistics of income
tax collection. They argued that they feared abuses of judgment
would occur in levying a tax considered “difficult to establish
with any equality, less productive than believed, and vexatious
to a population not accustomed to direct collection.” They
predicted it would be “hard to enforce” and questioned its
practical advantages. The other six who were consulted ex-
pressed support for the measure. Homero Augusto Ribeiro had
the most interesting opinion to share, in fact foreshadowing Rui
Barbosa’s declaration before the republican Constituent As-

sembly; in brief, he compared the income tax with indirect
taxes, stressingits fairness in relation to thfe lattgr as WF:ll as.its
greater suitability o the demands of admlms'tratwe rationality.

Based on these opinions, the Chamber’s Budget Commit-

{ee proposed changes in legislation that would have the effect
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“Itis necessary, as far as possible, to foster administrative
decentralization and strengthen the autonomy of municipal
chambers, lending life to this liberal element of our institutions
by means of an improved classification of the distribution of
general, provincial, and municipal earnings, without which any
reform, of whatever nature, will have no effect” (Mathias 1973-
78, vol. XI: XXV).

Because this reform would greatly bleed central coffers,
Paranagua cautiously defended the income tax as a means of
compensating for funds that were to be lost. The incomes to be
deemed taxable would certainly be only the highest, nothing
like the income tax Rui Barbosa was to defend less than a
decade later.

But Paranagua also perceived a merit in this taxation: it
would act to correct “inequality provoked by taxes on consump-
tion, which form the greatest part of the state’s revenue and
place the burden, in its generality, on the laboring classes”
(Mathias 1973-78, vol. XI: 193). This was why Paranagua
opposed the suggestions of some of his peers that the tax be
charged not on income but on salt or tobacco. To the Viscount,
a tax on salt would be a tax on a staple good, and a tax on
tobacco would be a tax on merchandise produced by one of the
nation’s few industries. As to the territorial tax, he judged that
given “the present state of agricultural property, whose value
has been reduced to less than half owing to the crisis inherent
{o the transformation of labor, if the lack of a cadastre does not
make [this tax] impracticable, it [will still be] inappropriate and
inopportune” (Mathias 1973-78, vol. XI: 194).

The Council did not buy Paranagua’s reasoning. They
were moved neither by the deficit dilemma nor by the alleged
pressing need to decentralize the imperial administration, nor
by the question of the fairness of direct versus indirect taxation.
In explicit terms, the conservative voice of council member

Paulino José Soares de Souza echoed what appeared to be a

generalized sentiment:
“As to the income tax [...], I have logically to disagree with
this thinking, whose manifest impropriety was declared by the
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General Assembly in 1879. The current need is to reduce
expenditures. The deficit that is liquidating our budgets does
not derive from a scarcity of revenue -- revenue which is often
times reinforced by raising existing taxes and creating new
ones: it derives from an exaggeration in expenditures which are
not in proportion to the nation’s productive forces and which
have accelerated to where they are in a more unfavorable
position in relation to national wealth than is the case in other
nations, whose production offers greater guarantees of stabil-
ity. [...] The two sources from which the state obtains the
greatest resources for its revenue are import and export. And
since there is in our nation almost no industry other than
agriculture, it follows that it is this industry that in the end, by
the hands of innumerous intermediaries, brings to the Treasury’s
coffers the money that makes possible public expenditures. The
government well knows how precarious the state of our farming
is and must have informed Your Imperial Highness that it
cannot bear new charges |[...|” (Senado Federal 1973-78, vol. XI:
158-9).

Council member Paulino’s opinion on income tax was
shared by most of the other council members, although their
arguments at times differed. He feared that this tax would fall
upon large farmers and exporters; other members, like Jeronimo
José Teixeira Junior, feared the burden would be born by wage
earners:

“Thus, for example, including wages among taxable earn-
ings does not appear fitting to me in the case of a nation such
as Brazil, where the principle requisite demanded for develop-
ing the public wealth is the introduction of wage laborers; and
the most efficacious means of attracting them is certainly not
the expectation of the burden of a tax on the value of their
wages” (Senado Federal 1973-78, vol. XI: 168).

In the fiscal scenario, the division of resources among the
Federal Government, the provinces, and the municipalities
formed the crux of the discussions, not only for public finance
reasons but also because underneath it all lie the question of
the imperial regime’s unitary character. It was therefore not just
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income tax that was defeated; what was defeated, although no
one actually realized it, was the possibility of decentralizing the
regime and thereby breathing into it new life just as it ap-
proached its final moments. But no one knew that the regime
was on its death bed and that political action -- unexpectedly,
as is its nature -- had already triggered the process that would
eventually lead to the creation of a republic meant to be
federative but which would in the end prove oligarchic.

IL.Rui Barbosa in the 1891 Constituent Assembly: centralism
versus federalism in the income tax proposal

The Constituent Assembly of 1891 likewise refused to
accept arguments advanced by the nation’s Treasury Minister
and did not institute an income tax. But if Rui Barbosa was
defeated, the agenda of the debate he proposed was not, and its
very issues are still pressing today: how to harmonize federal-
ism with the exercise of a nationally conceived power; how to
deal with the liberal ambiguity between the right to property and
the recognition of demands for some degree of solidarity be-
tween unequal individuals and groups, so that an intended
stable order can be made to work; which format is ‘fair’ for
individual contributions, that is, progressive or proportional;
how to reconcile two ethics, one of equality and the other of
equity.

In a speech entitled “Organization of Republican Fi-
nances” delivered on December 16, 1890 to the members of the
Constituent Assembly, the Treasury Minister suggested that
income taxation, as well as its role within the entire set of
budgetary revenues, be examined within the context of a
discussion on the intended format of the republican govern-
ment, particularly the division of public authority between the
states and the central government.

Ifthe federalist profile forms the larger background against
which we may understand the emergence of a proposal for an
income tax within the fiscal debate (Leal 1975), individualism,

fairness, equality, and right of property are the terms of interest

26

n{

The Formation of the Tax State in Brazil: The genesls of Income tax

when the focus is narrowed to this tax alone and to the
engineering of its collection. As Rui Barbosa saw it, the tax
would be progressive, exempt the poorest, distinguish earnings
on occupations from earnings on capital, and be based on
individual declarations where the taxer and the taxpayer would
be one and the same (Barbosa 1946).

After the Republic had been proclaimed by a military
coup, Marshall Deodoro da Fonseca's provisional government
set up a committee of jurists entrusted with the task of drafting
a constitution to be voted on by the National Constituent
Assembly. The committee, Rui Barbosa himself, the draft
submitted by the provisional government, and, lastly, the final
constitutional text all agreed that taxes on imported goods
should be the responsibility solely of the Federal Government
(the same would be the case with mail and telegraph taxes). On
the other hand, the states alone would be responsible for
decreeing taxes on the export of merchandise from within their
borders, on rural and urban real estate, on the transfer of
territorial property, on services, and on stamp taxes entailing
documents issued by their respective governments; the states
were barred from taxing federal assets, revenue, or services.
However, when the Constituent Assembly ratified Rui Barbosa’s
idea that “it is lawful that the Federal Government, as well as
the states, cumulatively or not, create any other [sources of
revenue), so long as not in breach of that which is laid out in
[other articles of the Constitution],” an opening was left for
future collection of an income tax, although that was not the
explicit intention of this article. Legislators were to take advan-
tage of this ambiguity of the Constitution of 1891 many years
later, in 1922. The Constitution had not satisfied Rui Barbosa’s
desires to see an income tax enacted, but it had, however,
provided for alternative forms of tax collection by the Federal
Government and states, without specifying these and aslong as
not conflicting with established law, even if that might give rise
to double taxation.

The constitutional agreement was not reached without
conflicts. Forces led by Julio de Castilhos, member of the
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Constituent Assembly for Rio Grande do Sul, contested the
government's proposal, arguing that it was centralizing and
would impoverish the states and repudiating the Federal Gov-
ernment monopoly on import duties. It is in the dialogue with
these forces that the government’s stance gains intelligibility.
For, as we shall soon see, if part of the members of the
Constituent Assembly disagreed with the proposal, not even
Rui Barbosa seemed fully satisfied with it, although for opposite
reasons. The fruit of this disagreement was a typical result of
nhegotiations: a compromise that did not maximize the desire of
any relevant actor but consisted of what was possible under the
circumstances (Leal 1975).

. Two factors seem to have motivated the Treasury Minister's
gggasasli%ned opinions about how important it was that the
ol f:m airov.ernment retain the bulk of fiscal resources: the first,
g €mnature, had to do with the art of good government,
or % judged der:wcracies to display “a natural tenden
Crwtj rodi (Barbosa 1891a: 212); the second, bureau-
ratic in nature, was his recognition that the Republic was

assemblies the referendum calling fi
republic. According to Barbosa, ug1 t(l);;me ounding of the Mo

Union implied a loss of rights for e creation of the
unlike in Brazil, where tl'lgtlel creaﬁgicgfoght;l;tghh‘tt)een'States'
lincreased autonomy for the old provinces. Andpgrﬁcﬂ'lm e
inces, which had nothing to give up, set themselves ;z desmprov-
ing everything, thus making inviable a political life of =
I?ational inspiration. “Yesterday, we had nothing of g fe;m )
tion. Today, there is no federation enough for us” (Barbem—
tlh89 lle;: _ISIgl.j’Ihe Minister thus argued that federalism rati)lse?
an being the source of constituted ;
e authority, was a gain to be
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But concerning the dynamics of taxation, the Treasury
Minister felt Brazil should, at least on this point, follow in the
U.S.’s tracks, as he perceived them, “concentrating in the
hands of the Federal Government the collection of certain taxes,
today carried out by the states, and entrusting to the govern-
ment of the Union distribution of the product [...]. American
opinion therefore, enlightened by the facts, inclines visibly,
progressively, toward broadening the economic and political
sphere not of the states but of the Federal Government”
(Barbosa 1891a: 156).

The Treasury Minister observed that Federal Government
expenditures were growing, in good measure due to commit-
ments to the states. At the same time, he observed that the
Federal Government was reduced to living almost exclusively off
revenue on import duties, and from the point of view of doctrine,
this seemed unsound to him. Whereas the tendency should be
toward reducing this type of taxation, relying on import duties
to support the Republic irrationally forced the establishment of
higher and higher rates: “A national budget destined to nourish
itself perpetually and solely on import duties would be the most
eccentric, the most absurd, and the most harmful of all eco-
nomic novelties” (Barbosa 1891a: 172-3).

Rui Barbosa and the Deodoro government thus found
themselves in a double bind: on the one hand, they were obliged
to defend themselves from accusations that they were spending
excessive sums of money, this excess spending being seen as
the cause of their difficulties; on the other hand, circumstances
required them to defend a monopoly on collection of a tax that,
as we have seen, Minister Barbosa deemed unsuitable.
Raymundo Faoro once observed that on several occasions
during the Empire Rui Barbosa, a liberal in economic affairs,

censured the protectionist character of the import duty; when
he was appointed minister, however, he pragmatically accepted
the tax, proposed collection of new ones, and sought centraliza-
tion in the hands of the Federal Government. Up until then,
between Hamilton's criticism of protectionism and the protec-
tionism that the U.S. in fact practiced, Rui Barbosa had agreed
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“While theorists discuss the preferability of indirect ver-
sus direct taxes, the practical truth, the irrefutable truth, is that
in the current situation of political societies, these two forms of
individual contribution to the existence of the state constitute
inseparable elements of balance in budgetary organization”

(Barbosa 1891a: 211).
Although Barbosa made use of doctrinaire arguments (a

fair, democratic, etc. tax), what predominated in his defense
were reasons of state. The civilizing character of income tax
certainly spoke in favor of its collection, but this was not the
most important consideration; after all, other, indirect taxes
were also to be levied, including the anti-liberal import duty,
even though these went against the principle of equity by
placing a greater burden on those less capable and not infre-
quently taking the form of regressive taxation.

The Minister championed taxes held to be unfair -- the
tobacco and alcohol taxes, for instance -- but endeavored to
correct this unfairness by levying a fair tax, that is, income tax.
He was motivated, however, not by a fair reason but rather by
a practical one: “for financial reasons,” as he said. But after all,
what tax was this? What was understood by ‘income’?

Rui Barbosa was explicit: the proposed interpretation was
British, that is, the income tax would be levied against gains
derived from property, occupations, commerce, and the trades.
For the purpose of taxation, any amount above 800 mil-réis
earned on real estate, the exercise of an occupation, bonds,
interest capital, debts, mortgages, or public employment was to
qualify as income.

Three founding elements of liberalism were stressed when
Barbosa outlined the virtues of this specific tax. The first. of
these was that implicit to the tax’s functioning was a recogni-
tion of the classic possessive individual, sovereign and master
of his own self; second, that its collection fostered a meeting of

the notions of equality and equity, products of an organic
ambiguity of individualism; third, that the question of property
rights could be introduced into the sphere of this tax.

The matter of individual sovereignty was to be addressed
technically, in the form that collection would take. In synthesis,
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and as the Minister had suggested, the logic of collection was
not to differ greatly from what occurs today, being a mixture of
individual declarations and state monitoring. In newly repub-
lican Brazil, however, it seemed necessary to invoke doctrine to
justify the adopted procedure, not so much because of a
concern with norms and procedures but above all because of
doctrine itself, that is to say, because in a nation born of a
tradition both centralizing and personalistic, but which en-
deavored to transmute itself into a republic, the reiterated
legitimation of the liberal Holy Trinity -- state, federation, and
individual -- seems to be an imposition:

“The tax on income represents, within the fiscal realm, the
principle of contributive autonomy, of self-taxation, which
constitutes a special manifestation of self-government, bring-
ing together in the citizen the double role of taxpayer and taxer.
For this reason, in Prussia, with the Einkommensteuer, as in
England, with the Income Tax, the introduction of an income
tax bases itself entirely on taxpayer declarations, received and
verified by local committees. And the results obtained warrant
for economists resounding praises” (Barbosa 1891a: 244).

In short, in a manner quite peculiar to Brazilian political
institutions, Rui Barbosa subjected the equality principle to
state reason. Contrary to what was at that same time alleged in
the U.S. (i.e., the rich were deemed equal in rights to the poor
and therefore it was not licit to expect them to pay more in
taxes), Rui Barbosa began by conceding that, for one reason or
another, the poor and the rich did indeed exist and, given that
indirect taxes weighed more heavily on the former, income tax
would be a kind of correction meant to offset the inequalities
arising from these indirect forms. He stated that it was “I..]
equitable that the well-to-do and opulent classes should bear
[...] a heightened burden, as naturally befits them, in exchange

for the semi-exemption that they enjoy in relation to certain
indirect taxes” (Barbosa 1891a: 222). In other words, “where
income appears, there shall the tax-collector tax it”: the income
of the poor is taxed indirectly, through what he spends on his

subsistence; the income of the rich is taxed directly and
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indi case, it was accepted that there would be a
ll?n?ﬁ%cggw%}iﬂﬂ income would be exempt, ﬁnd thos?who tjhe
Minister called the holders of “small fortu_f‘nes and the wgrtunu%
class” would be free of this tax burden. “I shall notfh:tsx a Sebe
advising, regarding the tax on ingomc. that small ortunes 1
exempted, with no fear of breaching the democratic pnn(tnil_) aﬁ
that the obligation to heed the State and to suppc.)rt étG mus
on the shoulders of all citizens” [Barbosg 189 1?1. 226). o
Finally, a third issue of the liberal dlSCUSSl.OIl was evfo t‘(:r
by the suggestion of an income tax: the coexxst'encedo ; 3
potentially contradictory principles, that of equal ngh_ts er;\lrii
from the essential between individuals and that of inequ 13;
derived from the right to property. Concretely speaking, shogal
earnings on labor be taxed the same as those on capit
accumulation? If yes, wouldn’t this mean the h'eg1slator was
disregarding the principle of equity and hampc;nng acqus to
property by those who held none? If no, wouldn’t tl}f: legislator
be compromising the principle of individual equality a}ndf})ur-
dening those who accumulated wealth thanks to their efforts
ors? '
ane 1E'ﬁlat Rui Barbosa opted for fairness over equality c‘hd not
keep him from realizing the problem was hard to resolve: "I‘here:
is another equity principle also Iinked' to the tax on mcom}e{.
earnings derived from personal activity, from steady wort,
should not pay as great an onus as t‘r}'ose that emgge; e'
spontaneously from accumulated capital _[B?Ibosa 1 _ a}.{
226). In an effort to clarify his viewpoint, the Minister undertood
an exposition of the ideas of Hume, Babbage, Stgart Mill, an
McCulloch; to some extent, he endeavored to bring Englqu s
nineteenth-century fiscal debate inside the BraziliE-m political
class. Two questions were imported from the Enghsh_ discusf—
sion: in the first place, whether taxation should be differenti-
ated according to source of income; second, whether rates
should be progressive. The ideas of Stuart Mill and McCulloch
were to prove influential. .
Although McCulloch eventually agreed that income earned
in the exercise of an occupation, that is, income that was not
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permanent in character, should not be taxed at the same rate
'ia‘fl é)rzrp:g;ai Income, he did not always think along those lines
» lor example, a time when he believed all .
%;ﬁ;yﬁ-c}swg tooe:ﬂ perpetual amount in accorda:ilrclgounr:ftsl
B, y later did he adhere t 's ‘fair’

position that those whose earnin =ity

- ) . gs were tempor:
I1-1ght todbulld up their own capital -- a doctrinailr)e pa;giu%?ﬂt"f;i
t;:;p(c;n ed to those alleging that temporary earnings should be
ed temporarily and permanent earnings, permanently

Not only is the capitalistic value of fl c
eeting, or uncert

Eﬁ:;ﬂs}r fto tl:at of p;rpetual, certain income but fua:nﬂl’;rﬁ:l%?::e
ulructuary of the former is subject to a m ' al ’

to a personal need, that does not b ks oit

' ed, urden the others:
gct:rllig;tll]otrl; (;i sathltfrgls, the obligation of creatingoa ?"lf;z'ert\ge
. parating a quota of current inc '
€quivalent capital when current income disa Oeme 'FO Sicloony
1891a: 221). prsen” (Barbos
McCulloch, however, who Rui B
\ ' ) arb
was r,1.ot in absolute agreement that “the (::i w};ant ¥
ated.” The truth is he was always retic iy
only if this went into effect did he rec
as to origin of earnings (but not pro
rll\‘/f'injster’s Report at timesseemg to
eatise, for example, McCulloch d
, £el

Gladstone and that “the income tax dzzzdmts?et gaggraﬁledo“tgﬂl
tax to demoralize and corrupt people” (McCulloch 19753: 141?-
The fact that McCulloch at times admitted the existencé

of the tax made him no less critical of progressive collection
contrary to what the Minister suggested. Worried about democ-

n to quote,
d be gradu-
entabout income tax and
ommend a differentiation
gressively, as the Treasury
misleadingly suggest). In his
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racies’ capacity to breed “unfairness and follies,” in his Treatise
he was adamant in constantly affirming that redistribution was
not the task of government. As O’Brien observed, what seemed
morally incorrect to him about progressive rates was that "any
attempt by government to redistribute income received under
the price system would be subversive of all the incentives of that
system -- and it would then interfere with growth” (O'Brien
1975: XXXV).

Where Rui Barbosa did share opinions with McCulloch
(and with Mill) was their willingness to exempt lower income
brackets -- something that most surely involves a degree of
progressiveness. Although it is possible (albeit not certain) that
when Rui Barbosa referred to “graduated” collection he was
expressing an openness to greater degrees of progressiveness
than those advocated by the two Englishmen, what should be
stressed is that all respected both the right of those who had no
property to constitute their own plus the duty of the state to
encourage them through reduced fiscal obligations.

III. At last, the tax

The work of the Constituent Assembly had hardly come to

a finish and the new Constitution been enacted when the

income tax issue made another comeback. After all, state
finances continued straitened and were made even more un-
wieldy by Rui Barbosa's economic policy that spurred the stock
market boom of the early 1890s, known as the Encilhamento;
only under the Campos Salles Administration were government
accounts to achieve a balance. It was during the intervening
administration of Prudente de Moraes that the Chamber of
Deputies put forward the question of the new tax. When the
issue returned to debate this time around, it was clothed in
Jacobin dress: *For what reason, I ask, should those who

manage money and live off usury escape the tax?"

This question was posed by Deputy Serzedelo Corréa. This
legislator and Augusto Montenegro had been distinguishing
themselves in the defense of the measure since 1894. In 1896,
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within the Chamber of Deputies’ Budget Committee, they were
to re-propose it, intending it to yield returns the following year
already. They failed to win over their peers, however, who
generally alleged a fear of collection problems. Serzedelo Corréa
was to declare that, despite his having lost this round, the tax
was starting to gain greater acceptance: “The committee feels
that the tax on income is a corrective measure meant to
compensate the inequalities of indirect taxes. It is a surcharge
that, rightfully so, should fall on the more well-to-do classes in
virtue of the very well-being that they enjoy on a greater scale”
(Baleeiro 1938: 27). The fact is, however, that in this turn-of-
the- century atmosphere energies were much more concen-
trated on the debate over the protectionist import duty than on
a tax that did not exist and whose logistics of collection were
dubious.

Just one year after Serzedelo Corréa and Augusto
Montenegro's frustrated effort, the issue would return for a
longer stay, this time winning the approval of the Chamber of
Deputies’ Budget Committee, although eventually being re-
Jected by the Chamber itself. The committee agreed to a general
tax on income, whatever its source. As to the procedure for
collection of the taxes by the Treasury, receipts would be
classified in two groups: withholding taxes and taxes that the
taxpayer would pay “at the mouth of the coffer.” All taxpayers
were to be charged a fixed, initial quota, designed to provide the
Treasury with immediate funds. Once this quota had been paid,
and to offset its disadvantages, lower-income earners were to be
completely exempt from any taxes on top of it. Above the tax-free
level, rates would be progressive. The draft law intended to
charge a rate of 2% on real estate earnings, half to be paid by
the owner and half by the renter or lessee. Profits on industria]
or commercial activities, interest, dividends, pensions, or pub-
lic funds would be taxed at 2 1/2%. In administrative terms, it
was supposed that the taxpayer would file 5 declaration or eise
that government employees would calculate tax due. Lastly
lay-outs were authorized for setting up a suitable collection

structure (Baleeiro 1938: 29-30).
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The debates in Congress revolved around the unconstitu-
tionality of this law, a thesis that eventually_prevaﬂed. Serzedelo
Corra, the law's proponent one year earhe_r, argued t:.hat the
government would spend more collecting this tax than it would
actually collect. The fact is that on the first of December the law
was vg:;gcdltj)gg; may be shed on the significance of this episode
by two observations made then. The first is found i'n a declara-
tion made by Deputy Felisberto Freire when he w1tness§d the
draft law voted down, and the second can be found in the
Budget Committee’s presentation of thf: law. In the Chambt:‘:r,
Freire spoke out against “the predominance of the capitalist
regime in deliberative bodies, for the weight of taxes continued
to be placed on the backs of the people or the. humble 'f:lasses.
through the consumption tax, in 1898 as in 1824.” In the
second case, the committee expressed certain misgivings about
its own income tax proposal: “The direct tax, employed so
admirably in nations of ancient civilization as a device fgr
correcting the clamorous unfairness of indirect taxes, will
hardly fit in among us: it repulses the Brazilian character at the
same time that it does not harmonize perfectly with the state of
life, the education, and, at the same time, the precariousness
of private fortunes [in Brazil]” (Baleeiro 1938: 29). _

Two ideas still of import today were advanced in relation
to the tax. First, it was argued that a meeting of class interests
between the political and the economic elites would hinder
collection of a tax which, after all, fell chiefly on the richest. The
second idea emphasized that direct taxes not only went against
the Brazilian character's presumed penchant for unfairness
but would also affect the process of accumulating wealth, a
Serious matter given the national economy’s precariousness.

Felisberto Freire was probably right in his accusation that
dominant segments constantly favor dominant segments them-
selves -- a notion that is virtually a truism. As various other
thinkers have also perceived, indifferent contexts, although the
politician speaks ‘to the people’, he works for interests. As
Madison himself admitted, “the most common and long-lasting
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and given the massive concentration of wealth held by a few

property. Those who own property, and those who do not, have individuals, there was a measure of sympathy for the view

; o ffered the economy should be
always held distinct interests within society” i i that the protection the state o
and t};z}’ 1988). 2y et i fon paid for by the main beneficiaries.

It is most likely true that, at the moment of voting, “A new way of tmnkingfabm:;;:l (:lon;te' ci%l;;eﬁ flmn‘:;
legislators felt sensitivity to issues affecting the guarantees of uggclasical econo:lnic tﬁeogle‘::;a L:a al::l the(; > p::,-
favored groups. However, everything seems to indicate that, policyma'ers res? ce ae ket, an ac-ldltl;ial incremreynlt, of
above and beyond the understandable displeasure it gives the spenea EHAE, T ? 1: e irnal .utllit to someone who has
rich to pay taxes on their wealth, there prevailed an admitted anything hastl: ¢ tit;:: l‘gdiminishﬁzg in proportion to the
concern over the effects that this collection might possibly have Jon Whi'lrt ‘1:1: zsses};es prop
on national development. After the coup and in the period just B2 ’ .

; : . : . ““As a universal principle, the diminishing-marginal-
following the republican dictatorship, debates in the Chamber utility postulate is applicable to income as well as consump-

of Deputies re{lected apprehensions regarding the Brazilian tion. Thus, according to neoclassical theory, while an
gfg;??éoilgﬁ' tl:e EaH I support i activity and also, increment of income has high marginal utility to a poor
picture, the incojlfﬁe Ota?: f;;r?fg mgusmalizzfjmn' Within this person because he has so little to start with, it has smaller
S v Juceed an impediment to capital marginal utility to someone wealthier, simply because his
The self-critical comment made in the Bud , income is higher. Ideas about progressive taxation, hereto-
cntmade € udget Commitiee’s fore propounded only by rabble- rousers, suddenly became

presentation of this draft law -- that development depends on
private savings, whose capacity to be transformed into I¥tree. respectable, clad in scholarly garb. Taxing large incomes at

cause for factions is the unequal and varied distribution of

ments would be thwarted by a tax on income -- was an idea then higher rates than lower incomes was both justifiable and
shared by a variety of thinkers and politicians. If levied against fair’” (Webber and Wildavsky 1986: 323, emphasis added).
companies, it would shrink their rate of return. If levied against Thus, in due time, and in much the same way thattheidea
labor, it would discourage productivity. In either case, the of income tax gradually became palatable to the elites, the idea
nation would lose. This was in fact what spurred opposition to of progressive rates gained impetus. While Brazil's rejected
England’s progressive taxation system and g preference for the 1896 law had endeavored to distinguish itself from the English
proportional system, were the tax to be ratified. As Webber and version, and therefore affirmed that the proposed tax was
Wildavsky have argued, it was necessary for marginalist theory proportional, it in some way accepted progressive rates, as
to be formulated so that the idea of progressive taxation could attested by the exemption granted lower income levels.
become acceptable to the dominan mentality: In any case, the comments on the disadvantages of
“"Committed to the principle of equity and equality income tax found in the Budget Committee’s presentation is the
derived from the French Enlightenment, yet holding to Portrait of a political system caught up in its own ambiguities:
norms of minimal taxation and balanced budgets pro- the intent was economic liberalism and moderate state spend-
pounded by individualists (which had become fiscal ortho.- ing, but the state was placed at the service of export activities
doxy, during the previous half century), policymakers and thus charged with maintaining prices on primary goods
hesitated to raise tax rates. Yet, when confronted with a and attracting European immigrants for farming. It was agreed
growing discrepancy between receipts and expenditures, that the full development of private enterprise would depend on
39
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removing fiscal obstacles, and in the name of this agreement,
income tax was rejected. At the same time, tariff protectionism
became Brazilian fiscal policy’s most important credo.

Until 1922, when legislation providing for its collection
was finally voted through the Chamber of Deputies, the nation
continued discussing income tax, At certain moments it taxed
the earnings of civil servants and after 1911 even included in its
budget, under an item entitled “Income Tax,” charges against
dividends, interest on corporate bonds and debentures and on

(Baleeiro 1938: 29). '

The tax was enacted under the third article of Law no.
4625, of December 31, 1922, and given form in eight items that
made it applicable to the net sum of earnings from any source
received by individual taxpayers or legal entities, exempting

mented by others that added schedules for calculating income.
The Constitution of 1934 finally included the matter in its text,

charging the Federal Government with collection of the tax, in
its sixth article.

history. First, entrepreneurs expressed violent opposition to th
e
tax. Second, at the threshold of the Constituent Assembly of

(Leal 1975).

Industrialists’ objections to the income tax were first
heard in 1919, in response to congressional legislation impos-
ing a 3% tax on the profits and dividends of the manufacturing
industry. The most vehement protest came from the Industrial
Center of Brazil, which declared this a tax “that, overall, should
only be admitted in export nations and not in capital-importing
nations like ours. Itis a tax that repels capital and that therefore
can only be satisfactorily introduced in nations with an excess

of capital (Carone 1978: 98).
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The inconsistency of the industrialist position was strik-
ing on that occasion. From the dawn of the Empire, first the
Industry’s Aid Society and then, with the advent of the Republic,
the Industrial Center of Brazil requested that their activities be
granted fiscal privileges as well as privileged financing. This
attack on income tax as an inhibitor of private activity was of
liberal inspiration, combatting fiscal roadblocks to private
actions. In short, the industrialists were liberals when charged
taxes and protectionists when it came to levying taxes on their
competitors’ merchandise.

As to the second order of problems, in a republic that
intended to be constitutionally organized as a federation the
enactment of an income tax was to fuel the debate on whether
it was appropriate to entrust collection to the states or to the
Federal Government. Generally speaking, it is agreed that wide-
based taxes, such as income or consumption taxes, should be
collected by the Federal Government and be part of its budget;
narrow-based taxes, such as the territorial tax, are better
entrusted to local administrative units. After the 30’s Revolu-
tion, the draft law that the Provisional Government presented
to third National Constituent Assembly split the income tax,
transferring one, with a proportional base, to the states and
reserving the supplementary progressive income tax for the
Federal Government.

Three camps emerged in the discussion: the first, led by
Sampaio Correa and Cincinato Braga, favored a Federal Gov-
eémment monopoly on taxation and its allocation; a second,
headed by Agamenon Magalhaes and Joao Alberto, defended
the viewpoint contained in the draft law itself; and the third,
Wwith Prado Kelly at its front, assigned income tax (both the
Proportional part and the progressive supplement) to the Fed-

€ral Government, which should, however, share proceeds 50/
50 with the states. An amendment presented by Carlos
Maximiliano, under which the Federal Government would
Maintain the cedular*/proportional and progressive tax, ex-
Cluding real estate income from the former, finally won out. To
Summarize, the constituent legislator of 1934 obstructed double
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taxation of real estate revenue while at the same time he
continued to respect the municipalities’ traditional responsibil-
ity over the taxing of revenue on urban real estate (Baleeiro
1938: 39).

It remains to be added that with the Estado Novo coup
d’'tat of November 1937 the Federal Government would appro-
priate the territorial and urban taxes from the municipalities.

Conclusions

The road to legal acceptance of income tax collection in
Brazil was paved with controversies, some still relevant today,
others resolved and put behind us. These controversies cen-
tered around the following issues: the tax’s ‘perverted’ charac-
ter, manifested in how it invaded and pried into the private
domain; the relative advantages and disadvantages of direct
and indirect taxes; income tax’s impact on the accumulation of
wealth; its effects on equality, an attribute assumed to be
shared naturally by all individuals, and on fairness, which,
more and more, all citizens were presumed to deserve, given
that society made all unequal. The previous pages were devoted
to a discussion of these topics, as addressed by the Brazilian
elite.

This concern with safeguarding the boundaries of private
life and, principally, this displeasure in publicly
information on private wealth -- p
cratic ethic and its conception of honor --
essential argument against institution
discussions within the Empire’s Council
irked by the thought of paying 5 tax, this

disclosing
articularities of the aristo.
Were to prevail as an
of the income tax in
of State. Beyond being
group ofviscounts and
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demanded that noble wealth remain silerllced, whereas bour-
i a virtue warranting applause.

geois ;;erﬂ];;;gr. Brigitte Berger, and Hansfried Kellr?er (1974)
pertinently showed that the concept of hongr, Pecghar to the
aristocratic world and intrinsically linked to ll'lStl'tuthIlE?.l roles,
became obsolete in the contempora_ry yvoled, whlcl? for its part
spawned the concept of dignity. Dignity is essentially fruit of
individual achievement and is available to any and all who make
an effort to attain it. Only within this new culture can atax with
characteristics like those of an income tax meet.vnth success.
Rui Barbosa, upon the demise of the I.mperlgl order _a.nd
inauguration of a Republican order, perceived 't‘hJS' essentially
modern character in that which reaffirmed individual au-
tonomy and its pair, the state. -

In Brazil, the defense of income tax generally entailed a
comparison with the effects of indirect taxes, deemed unfair
because they were egalitarian, that is, because they fell equally
on rich and poor. This line of argument was taken up by _the
Viscount of Paranagua’ at an 1893 meeting of the Councﬂ. of
State, called by the emperor. It was also employed by deputl.es
Serzedelo Corra, Augusto Montenegro, and Felisberto Freire
within the Chamber of Deputies under the Prudente de Moraes
Administration. A like assessment was made by Treasury
Minister Rui Barbosa during the proceedings of the 1891
Constituent Assembly, when he asserted that the income tax
was civilizing while other taxes were obsolete and not. very
democratic, especially import duties, which offended his liberal
conscience. As Minister, however, while he defended the taxing
of income, he was not willing to renounce any of the indirect
taxes. To the contrary, he wanted one levied against tobacco
and drink, unlike the Viscount of Paranagu, who had held the
Same cabinet post at the beginning of the 1880s and who did not
feel it advisable to impose charges precisely on branches of
Nascent industries.

This evaluation of the relative advantages and disadvan-
tages of direct and indirect taxation was not exhausted with the
generalized adoption of income tax. In a 1955 book containing
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a collection of arguments in favor of consumption taxes,
Nicholas Kaldor argues essentially that the defense of income
tax never rested on its efficiency but rather on its fairness, that
is, on how well it achieved a reasonably equitable distribution
of the tax burden. This was most assuredly true in Brazil, above
all in 1894 and 1896, as expressed in the voices of Corra,
Montenegro, and Freire, but it was only partly true as far as the
Viscount of Paranagua’ and Rui Barbosa. And it was not the
case in 1867, when the tax was proposed and then collected to
meet expenses with the Paraguayan War (precisely what the
Lincoln Administration’s Treasury Secretary Chase had done
during the Civil War). The fact was that from Independence
through Campos Salles, successive budget deficits were a
constant cabinet concern. It was for this reason that the
Viscount of Jequitinhonha defended the tax in 1867 and Afonso
Celso, in 1879; and this is likewise what made the Viscount of
Paranagua’ do so once again shortly thereafter. Unsound
accounts most probably were not Rui Barbosa’s only reason for
proposing this tax. Indeed, as Kaldor suggests, Barbosa was

i ity; the state of
motivated by the question of equity; however,
government};ccounts did lead him to defend such taxes as
import duties, which he abominated, as well as others he

; i itable. .
genATISEED e inequity, rooted in their generalized

While indirect taxes’
incidence, was the leitmotif of the income tax proposal, -the
negative éﬁ’ects this latter tax could have on the accumulation

. 2 - "

th were decried by its critics, for exa‘mple, by counc
?Ife‘rfft?;rs Paulino de Souza and Jerdnimo José Teixeira Jnior at
the Council’s 1893 meeting and later by the Industrial Center
azil, in 1922.
of Br The Brazilian antipathy for paying taxes has often been
ited: the exporter repudiates export duties; the importer:
fl;poﬁ duties; the wealthy and entrepreneurs, income tax;

i i nly taxes
and inheritances taxes. The 0
JEILpY = property onist taxes or those that, since

; tecti :
th m attractive are pro arnin f civil
ot seedencc have been charged on the e gfat())l o over
Indepe? " ' & of workers judged somewhat disrepu
servants, as ; ;
since its emergence I Brazil
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In Brazil, but not only here, it was so hard to accept that
taxes are a consequence of social life because they were seen as
hampering economic progress by intervening on the market
and discouraging maximizing individuals. This line ofargument
was employed especially when it came to income tax. But it is
worth noting that the same liberalism did not extend to tariffs,
where identical voices demonstrated an inclination for protec-
tionist policies.

At the 1893 meeting of the Council of State, Paulino de
Souza complained that an income tax would discourage export
activities, already unfairly burdened by export duties. Jernimo
Teixeira argued that such a tax would be a disincentive to the
worker and would have prejudicial effects on production, an
especially important consideration since government policy
was to promote foreign immigration. For its part, the Industrial
Center of Brazil declared that income tax “repels capital” and is
a “treacherous tax” that would have the effect of drugging the
national economy.

In nineteenth-century Europe there was a growing belief
that government should balance the budget. The echoes of this
idea reached Brazilian shores and most surely dismayed the
nation’s political elite, which could only manage to balance its
finances by borrowing or by issuing currency. Successive
deficits as well as changing expectations regarding the state’s

role made treasury ministers quickly realize import duties
would not suffice in providing adequate fiscal receipts. In Brazil,
the balanced-budget idea gained greater ground starting with
Joaquim Murtinho in the begining of 20th century; conse-
quently, so did the idea that the state should seek rapid,
efficient sources of funds. Income tax apparently managed to
justify itself in this way, in that it permitted more efficacious
collection both in terms of the relation between increased tax
burden and increased revenue and in terms of the possibility of
Controlling concealment of taxable income or assets.

Income tax would thus serve two purposes: it would
Provide monies needed for the budget and it would soothe the
Social conscience concerned with the issue of fairness, progres-
Sive rate schedules appeasing it even more.
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Progressive taxes in Brazil, always passed over in favor of
proportional taxes, were defended explicitly by Rui Barbosa.
The progressive notion lay in the spirit of the law that enacted
this tax. Progressive taxation was already an old idea then; it
had been espoused by William Paley in 1785, echoed in the
Declaration of the Rights of Man in 1789, and stipulated by Tom
Paine in his The Rights of Man in 1791-2. Scientifically legiti-
mized by marginalist theory, it triumphed as a recourse for
winning political approval of income tax, which in the end
included an exemption for those with very low incomes and
deductions for expenses on goods essential to the physical and
moral survival of individuals, families, and companies.

It was eventually agreed that fair principles should govern
social life, but these principles could nevertheless be en_dowed
with different contents. In the case of income tax, the idea of
fairness that ultimately triumphed was one that de_rrllands
management of prevailing economic and social inequ%tles SO
as to favor those with lesser advantages (Rawls 1971). I hE:a ;v?z
its spirit; what income tax may actually have accomplis

the real world is another matter altogether.

The Formation of the Tax State In Brazil: The genesls of income tax
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2 Due to the Portugal invasion by the french army during the napoleonic
war, the portuguese royal family travelled to Brazil which was thus
transformed Into the center of the portuguese kingdom. As soon as France
Wwas defeated, the King returned to Portugal but his son stayed in Brazil.



