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This article is on the distortion of the neutrality principle caused by the activities of the bodies 
governed by public law in the field of the consumption tax. When such bodies are treated as 
non-taxable persons, it might cause competitive distortion between such bodies and 
commercial enterprises in the same market, which should shift tax to their customers.  Or it 
might cause obstruction of input tax deduction of the taxable persons under the invoice-based 
system (as the European VAT system), who purchase from such bodies, since the bodies have 
no right to issue invoice with separately stated tax amount.  In order to avoid this kind of 
distortion, should such bodies be treated as taxable persons?  If the answer is affirmative, 
what criterion should we take to go by?  Clues for solution of this problem can be found in the 
Recast VAT Directive of the EU (2006) and the cases of European Court of Justice, especially a 
recent case, so-called “Salix Case” of 4 June 2009. The Japanese consumption tax law has no 
systematic rules concerning these bodies, however this matter should be considered before 
raising tax rate, because the consumption tax system can not work without smooth shifting and 
complete deduction of input tax.
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