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Summary 

At the end of the 1980s, developing countries engaged in a policy of economic openness and 

trade liberalisation. This paradigm change came with a ‘tax transition’, whereby economically 

neutral taxation replaced protectionist taxation. This paper examines this break in the tax policy 

among countries in sub-Saharan Africa (SSA), the last group of countries to engage in 

liberalisation. 

Changes in development strategy: role of the state and tax transition. A sharp increase in the 

government revenues in developing countries, including SSA, occurred between 1980 and 

2012. Tax revenues followed a similar pattern, an aggregate that in part eliminated the impact 

of revenues from mining. 

Economic and trade liberalisation led governments to focus on the provision of public goods 

and services, which required them to embark on a tax transition. In the 1980s, developing 

countries thus removed non-tariff barriers and lowered tariffs, which led to a 57% fall in the 

tariff-to-GDP ratio between 1980 and 2012. 

By reducing the contribution of taxes that were causing the most important distortions (tariffs), 

tax reforms broadened the fiscal space and increased the optimal level of tax revenues – in the 

case of African countries, they most frequently occurred in regional integration areas. Tax 

harmonisation (internal and tariff taxation) is now particularly advanced in the West African 

Economic and Monetary Union (WAEMU), although obstacles to free movement still seriously 

impede intra-community trade. 

Tax transition is a corollary of liberalisation, and indirect domestic taxation is the common 

pivot of tax transition. In order to compensate for the drop in tariff revenues (25% of tax 

revenues at the beginning of the 1980s), indirect domestic taxation (Value Added Tax (VAT) 

and excise duties) was generally the preferred instrument to promote the transition. 

VAT, which has now largely been simplified, assisted by swift modernisation of tax 

administrations, is suitable for countries with a weak administrative capacity, including low-

income countries (LICs). Moreover, substituting VAT, an economically neutral tax, for other 

more distortive taxes, reduces the negative impact of taxation on growth. Nevertheless, the 

inefficacies of VAT credit refunds compromise its neutrality – if not its sustainability. 

Tax transition, incentives, equity, informal economy and mining activities. A tax transition 

achieved by promoting a broad-based VAT runs counter to the use of dispensatory tax rules as 

incentives. Nevertheless, while the economic neutrality that VAT introduces is highly 

attractive, dispensatory regimes with many tax exemptions are still widespread despite their 

questionable efficiency. 

VAT is not an efficient instrument to reach social goals or reduce poverty, however, and 

complex exemptions intended for social purposes often end up producing results that run 

counter to the initial goals. 
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Unlike fraudulent activities, with which they are often conflated, despite their large number and 

their contribution to domestic production, informal micro-activities have no major negative 

effects on tax revenues due to their low tax potential. 

In many developing countries, particularly in SSA, tax and non-tax resources from mining are 

so great that they call into question the tax transition (marginalisation of tax revenues excluding 

mines) since the main risk is the ‘Dutch disease’. 

Post-2015 agenda: opportunities opened up by the tax transition include tax law and tax 

administration. In most countries, the major potential for progress (resources and neutrality) 

lies with indirect domestic taxation, in particular by adopting single-rate VAT that is both 

moderate and broad-based and reducing exemptions. Direct taxation should be increasingly 

based on non-wage incomes of private individuals and thus provide a growing contribution. 

There remain many obstacles to developing non-wage income taxation. The introduction of a 

dual income tax is the most promising way forward.  

A successful tax transition requires drastically reducing exemptions of all kinds, including those 

pertaining to external financing. A modernisation of local-level tax legislation while allowing 

for an adequate linkage with central tax administration, would contribute to promoting a 

relationship of accountability with taxpayers – a factor in tax compliance.  

Demographic changes and collective welfare needs, which increase as countries develop, 

introduce the need for new public resources, especially in middle-income countries (MICs). 

These needs are at the root of the challenge to free up additional public resources without 

compromising economic competitiveness and hence the neutrality of the tax levy. 

Less subject to the influence of national lobbies, regional integration structures seem to have a 

specific advantage in promoting tax transition reforms. 

In relation to tax administration, implementing efficient, integrated computerised management 

of tax information should be a priority, since reforms of tax administration come up against the 

poor management of tax information. At the same time, it is essential to complete the most 

fundamental reforms, such as taxpayer segmentation, the generalisation of risk-analysis 

approaches and e-procedures for declaring and paying tax. 
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Section 1: Introduction  

Faced with the economic and social impasse caused by trade-protection policies, from the 1980s 

Asian developing countries, soon followed by those of Latin America and the Caribbean (LAC) 

and later by African countries, engaged in economic and trade liberalisation policies. 

Through a major shift towards privatisation, they also largely stopped intervening in para-statal 

or state-owned enterprises (SOEs), which experience had shown were not effective. 

Governments began to focus on the production of public goods: a large literature (Barro, 1990), 

in particular in the mainstream of endogenous growth (Romer, 1986), has highlighted the 

crucial role that public goods (education, health, collective infrastructure, etc.) play in economic 

growth and development. Owing to their positive impact on growth and to the extent that they 

directly benefit the least privileged, public goods can also play a major role in the reduction of 

poverty and/or inequalities. The positive impact of public goods depends on the efficiency of 

public spending, which is especially low in SSA, and major efforts have been made in recent 

years to improve governance and to increase the efficiency of public spending. 

These changes in economic policy have required a substantial modification of the tax system, 

particularly the tax structure. Taxation was a major instrument of economic protection through 

tariffs, which were designed to protect domestic economic activities. This protective role is 

gradually disappearing and governments now need to adopt a tax system that is as economically 

neutral as possible in order not to impede economic activities, while financing the public goods 

required for development in a sustainable manner.  

Following this Introduction, the paper goes on to assess the effects of changes in development 

strategy on the role of governments and on the tax system (Section 2) in order to analyse tax-

transition policy, which is a corollary of trade liberalisation (Section 3), and to examine the 

characteristics of indirect domestic taxation, the most common pivot of the tax transition 

(Section 4). Having identified the effects of the tax transition on the incentives for economic 

activities and on equity as well as the interrelations between the informal economy and tax 

transition (Section 5), we assess the post-2015 opportunities opened up by tax transition 

(Section 6).  

The analysis is focused on SSA, the last region to have liberalised national economies and 

adopted tax-transition policies. The example of African countries is all the more interesting in 

that they have experienced sustained growth over the last 20 years, in contrast to the economic 

stagnation that affected many of them in the past. 
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Section 2: Changes in development strategy: the role of the state and tax transition  

2.1 Government revenues: a sustainable method of financing development 

Various components of fiscal space can be used to finance public goods (Heller, 2005): 

government revenues (tax and non-tax), internal and external finance (grants and loans, and 

money creation) are the prime source; improving the efficiency of public spending makes it 

possible to provide more public goods for the same expenditure and are a second major source 

in most African countries, albeit from a very low starting point; and lastly, in migrant-sending 

countries, remittances also contribute to financing public goods, generally at the local level.   

Tax revenues for financing public goods are characterised by stability and accountability. They 

are an underlying cause of high social costs in low-income countries (LICs) because they lead 

to a reduction in household income, particularly among the poorest. As opposed to Official 

Development Assistance (ODA) or non-tax revenues mobilised from natural resources (e.g. 

mining, various royalties), taxation provides governments with relatively stable and sustainable 

resources: tax revenues are not very contingent on external decisions and are not directly subject 

to fluctuations in commodity prices. This does not mean that they are insulated from the 

economic cycle or external shocks, even if, through VAT, excise duties or tariffs, they are 

largely based on final consumption, the smoothest macroeconomic aggregate. Unlike loans, tax 

revenues can be used to finance public goods without causing the public indebtedness that is 

likely to be affected by exogenous factors (e.g. exchange rates, interest rates).  

Due to the linkages between tax collection and the provision of public goods, taxation tends to 

enhance accountability, a factor in greater efficiency in public spending. The accountability 

linkage is, however, diminished by the use of collectors to mobilise most central tax revenues1 

and thus by the indirect nature of the relationship between taxpayers and the state: local taxation 

offers more opportunities to establish such a relationship but this level of taxation is weak in 

most of SSA (Chambas, 2010; Brun et al., 2014).     

The optimal level of tax revenues corresponds to the point of equilibrium between the marginal 

advantage provided by public goods and services at the marginal costs of the various 

components of fiscal space. The specific function of tax revenues is to guarantee a regular and 

sustainable flow of public goods while establishing an accountability relationship that depends 

on the relevant taxation category. 

Tax reforms reduce the contribution of taxes that underlie the most significant distortions and 

thus lead to the lower collective cost of tax revenues. Accordingly, other things being equal, by 

increasing the optimal level of tax revenues, these reforms expand fiscal space. A similar effect 

is produced by improving the efficiency of public spending, another internal component of 

fiscal space.  

                                                           
1 Indirect taxation (VAT and excise duties), like income tax, is collected by companies that transfer the proceeds 

to the tax administration. 
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After some 30 years of relying on the national state, the late 1990s saw the establishment of 

customs unions leading to the liberalisation of trade across SSA and the application of a 

common external tariff with regard to third countries. Regional integration areas, such as the 

West African Economic and Monetary Union (WAEMU), the Economic Community of West 

African States (ECOWAS) and the Common Market for Eastern and Southern Africa 

(COMESA) have thus been formed.  

These areas have reached trade-liberalisation agreements, in particular with the member states 

of the European Union (EU) in the form of Economic Partnership Agreements (EPAs) on the 

basis of the World Trade Organization (WTO) principle of trade symmetry between partner 

countries.  

Among African integration areas, WAEMU, which has seven member states, is the most 

advanced in terms of harmonised tax and tariff policies (Geourjon et al., 2013). Tariffs among 

member states have been eliminated and a common external tariff (CET) has reduced and 

standardised nominal protection regarding the rest of the world. With CET, legal rates of 5%, 

10% and 20% according to the degree of product transformation, the effective protection that 

economic operators enjoy, remain high due to the difference in tariffs according to product 

categories. Moreover, domestic taxation, both indirect (VAT and excise duties) and direct 

(taxation of company profits), has undergone a high degree of harmonisation through 

Community Directives.  

WAEMU, as with the other regional integration areas in Africa, faces several difficulties. First, 

the application of its provisions is unequal: by tolerating illegal cross-border trade, some 

member states, such as Benin and Togo, do not observe community rules in their trade with 

Nigeria. Second, non-tariff barriers (e.g. to free movement within and among countries) still 

affect intra-community trade to the extent that WAEMU has created an observatory to assess 

these barriers, which vary from one country to the next. And third, the conflicts that have 

affected Côte d’Ivoire, the most significant economy in WAEMU, have been an obstacle to 

trade and lowered the benefits of integration.  

2.2 Evolution of government revenues in developing countries 

This section focuses primarily on government revenues (tax and non-tax revenues)(Table 1 and 

Appendix II, Figure II.1). A major part of non-tax revenues includes royalties (mining royalties, 

various royalties in exchange for use of the public domain). The focus then turns (Table 2 and 

Appendix II Figure II.2) to tax revenues, a tax collected without a state counterpart.    

Table 1. Total revenue: evolution and international comparisons (as % of GDP) 

 

1980/1982 1988/1990 1996/1998 2003/2005 2010/2012 

Developing Countries 19.7 (72) 19.8 (86) 20.5 (106) 22.3 (116) 23.9 (101) 

SSA   19.6 (41) 19.0 (43) 19.6 (44) 21.1 (45) 23.4 (44) 

LAC   17.5 (12) 18.8 (16) 19.1 (20) 21,8 (21) 23.1 (16) 
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East Asia & APC 16.8 (10) 18.7 (15) 19.7 (21) 19.2 (26) 19.7 (20) 

MENA   26.5 (7)  22.8 (8)  27.2 (8)  26.8 (9)  25.6 (8) 

LDCs   17.5 (33) 16.3 (37) 16.3 (39) 16.9 (42) 20.5 (37) 

LICs   16.6 (26) 14.8 (28) 13.5 (30) 14,0 (32) 17.8 (28) 

LMICs   21.1 (24) 20,3 (30) 21.6 (39) 23.2 (41) 24,3 (39) 

UMICs   21.9 (22) 24.3 (28) 25.1 (37) 27.6 (43) 28.3 (34) 

Fragile countries  17.5 (17) 16.2 (18) 15.2 (18) 16.5 (21) 19.1 

(16) 

HIPCs   16.8 (31) 15.6 (33) 15.8 (34) 16.5 (36) 19.6 (33) 

IBRD   22.9 (27) 22.9 (38) 24.0 (52) 26.2 (60) 27.3 (50) 

Blend    19.6 (9)  20.7 (10) 22.8 (13) 26.3 (15) 26.9 (14) 

IDA   17.6 (37) 17.2 (41) 17.0 (46) 17.6 (50) 19.6 (43) 

WAEMU  18.1 (8)  16.0 (8)  14.5 (8)  15.7 (8)  20.0 (8) 

COMESA  19.9 (16) 19.0 (17) 20.4 (18) 20.7 (18) 20.6 (17) 

(.): Sample size. Data are unweighted averages calculated over three-year periods (1980–1982, 1988–1990, 1996–1998, 2003–

2005, 2010–2012). Groups of countries are listed in Annex II. 

Sources: GFS (International Monetary Fund); national data; authors’ calculation. 

Due to factors such as inflation or exchange-rate variation, revenue indicators expressed in 

actual value do not allow for assessments over time or international comparisons. These 

limitations lead us to consider tax-burden indicators (ratios in relation to GDP), notwithstanding 

the uncertainty concerning GDP assessment.2 These ratios measure the element of a country’s 

wealth generated that is collected to the state’s benefit.  

Table 2. Tax revenue: evolution and international comparisons (as % of GDP) 

1980/1982 1988/1990 1996/1998 2003/2005 2010/2012 

Developing Countries 15.2 (42) 14.5 (77) 15.3 (93) 16.7 (104) 17.8 (99) 

SSA   15.0 (40) 14.4 (41) 15.8 (44) 18.2 (44) 18.0 (45) 

LAC   14.0 (11) 13.9 (15) 14.8 (16) 15.4 (17) 16.8 (16) 

East Asia & APC 13.9 (10) 14.1 (15) 13.7 (16) 13.6 (21) 14.0 (17) 

MENA   21.8 (6)  15.8 (7)  16.0 (8)  14.0 (9)  14.4 (8) 

LDCs   12.7 (25) 11.2 (31) 12.4 (35) 13.8 (38) 14.7 (38) 

LICs   11.0 (22) 10.3 (25) 10.7 (28) 11.9 (28) 13.5 (28) 

LMICs   18.4 (12) 15.5 (27) 16.3 (32) 17.1 (39) 18.6 (38) 

UMICs   22.2 (8)  17.5 (25) 18.3 (33) 19.9 (37) 20.6 (33) 

                                                           
2 Many GDPs have been subject to significant reassessments (e.g. Burundi, Ghana, Niger, Democratic Republic 

of the Congo).  
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Fragile countries 11.5 (11) 10.6 (15) 11.3 (17) 11.9 (17) 11.8 (16) 

HIPCs   12.6 (27) 11.7 (30) 11.9 (33) 13.5 (33) 14.9 (34) 

IBRD   21.7 (12) 16.6 (37) 18.2 (47) 19.1 (55) 19.7 (48) 

Blend    14.8 (5)  15.9 (10) 18.5 (11) 20.7 (13) 21.4 (12) 

IDA   12.7 (27) 12.1 (35) 11.8 (40) 13.2 (44) 14.6 (44) 

WAEMU  13.7 (8)  11.5 (8)  12.1 (8)  13.6 (8)  14.6 (8) 

COMESA  14.8 (13) 14.7 (15) 14.6 (17) 16.4 (17) 16.9 (17) 

(.): Sample size. 

Data are unweighed arithmetic averages calculated over three-year periods (1980–1982, 1988–1990, 1996–1998, 2003–2005, 

2010–2012). 

Sources: GFS (International Monetary Fund), national data; authors’ calculation 

A rise in government revenues of an average of four percentage points of GDP3 occurred in 

developing countries between 1980 and 2012 (Table 1). The level and evolution of government 

revenues across a wide sample of countries in SSA are similar to those of all developing 

countries. The level of government revenues of fragile countries or HIPCs is lower but the 

average upward trend remains. 

An analysis solely based on tax revenues (Table 2) eliminates in part the influence of revenues 

from mining that are exogenous to a country’s economic policy. A rise in tax revenues can be 

observed in all developing countries, including SSA and Latin America and the Caribbean 

(LAC). However, decreases occur in East Asia and in the Middle East and North Africa 

(MENA), which includes oil-producing countries. Stagnation at less than 12% of GDP occurs 

in fragile states. 

Section 3: Tax transition, a corollary of economic and trade liberalisation  

Strategies that rely on strong state intervention and protectionism have led to weak economic 

growth and have contributed to the spread of poverty, to which sustained population growth has 

contributed. The Berg Report (World Bank, 1981), which introduced this prognosis for SSA 

countries in the early 1980s, led to the awareness that these economic policies were harmful.    

Development strategies were then redirected towards opening up trade as well as breaking up 

or privatising SOEs. Liberalisation led to a government focus on providing public goods and 

services, and called for tax reforms. The Berg Report contributed to the implementation of 

liberalisation policies from 1984 in Ghana, 1987 in Côte d’Ivoire and 1989 in Senegal.  

Excessive protection measures were inconsistent but generated government revenues. When 

they gained independence, many developing countries adopted a state-intervention strategy 

involving SOEs created either through public investment or by nationalisation. Moreover, in 

every continent, almost all developing countries adopted strong trade-protection measures. 

                                                           
3 This observation still holds when we consider a balanced sample of countries. 
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The promotion of a large SOE sector encouraged the development of somewhat inefficient 

activities due to conflicts of interest: the lack of autonomy accorded to SOE directors with 

respect to the government, and in particular a need to respond to government demands to create 

jobs and/or services on conditions that made it impossible for SOEs to balance the books, which 

led to inefficiency. Moreover, price regulations intended to satisfy consumers contributed to 

the SOEs’ difficulties.  

State-owned enterprises benefited from direct support (trade protection, budget subsidies) and 

implicit support, notably tax exemptions. The latter gave rise to the accumulation of tax debts4 

and contributed to an imbalance in public finances. The scale of the difficulties became 

abundantly clear when ODA was reduced. 

Protection measures also benefited private companies which accrued rents (Krueger, 1974; 

1993) and had no incentive to improve their economic efficiency. Employers’ pressure groups 

lobbied to obtain protection measures as a means to secure the most advantageous rents.   

The protection measures included quantitative restrictions (QRs), which brought no revenue 

(prohibition) or relatively low revenues (quotas). Quantitative restrictions explain the 

particularly high levels of protection. The multiple interventions that companies used in order 

to obtain ad hoc protection measures led to inconsistency because of the successive adoption of 

measures modified to suit the intervention and specific interests. 

Apart from the harmful effect on economic competitiveness (increased production costs) and 

on the consumers’ real standard of living, trade protection resulted in a reduction in real 

household incomes by the increase in consumer prices that accompanied indirect domestic 

taxation (VAT and excise duties). 

Alongside the strong protection given to the industrial and commercial sectors, most developing 

countries followed the pre-independence model and tried to generate government revenues by 

taxing agriculture – an effort to free up resources in order to finance modern, urban-based 

activities, which were supposed to be more efficient than agricultural activities.  

Often, levies on rent products were imposed through Stabilisation Funds (e.g. Côte d’Ivoire had 

the Caisse de stabilisation des prix des produits agricoles, Ghana the Ghana Cocoa Board, 

Kenya the Coffee Board of Kenya, Madagascar the Caisse Café-Vanille-Girofle). Although it 

was often put forward as their main objective, stable remuneration for producers was often 

secondary to the financing of government spending and the management of these Funds, which 

evaded the usual control procedures, was opaque and inefficient. 

Taxes on primary agricultural products, taking advantage of international booms, allowed 

countries (e.g. Côte d’Ivoire, Kenya and Madagascar) to raise considerable but unstable 

revenues through tax levies (export taxes) and non-tax levies drawn by Stabilisation Funds.  

                                                           
4 Tax debts in the public sector are often large since the remainder to be collected applies not only to the taxes 

owed by SOEs but also the taxes that they in turn collect (e.g. income tax, VAT and excise duties) by 

withholding and then transferring taxes. This difficulty persists.     
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A bias was thus created against agriculture, the sector employing the largest number of poor 

people. This bias against an economic sector that was important for economic growth and 

employment was highlighted by numerous authors (e.g. Lipton, 1977) and constitutes an 

important reason for the decline of agricultural exports.  

Stabilisation Funds, which were managed in a pro-cyclical manner, caused significant shocks 

to government revenues. This way of managing levies on agriculture contributed to the booms 

in government investment (Bevan et al.,1987). These booms led both to imbalances in public 

finances and to overvaluation of the real effective exchange rate, which strained the 

competitiveness of these economies (the ‘Dutch disease’). 

At the same time as favouring SOEs and establishing an ordinary tax system at the origin of 

strong protection, developing countries imitated developed countries and put in place of 

overriding mechanisms designed to encourage local initiatives and attract foreign investors. 

These mechanisms took the form of exemptions in the current legislation (notably the Tax 

Code), provisions in the Investment Code and measures included in specific conventions.  

One of the justifications for these overrides was the scale of tax distortions caused by common 

law. Thus, in order to attract investors, it was deemed essential not to tax their profits, which 

had reached up to 85% (in the case of Niger) by the end of the 1970s, and also to exempt imports 

of intermediate consumption goods (inputs and capital goods) from high tariffs and turnover 

tax. For the minority of countries that had introduced VAT, there was also an incentive to defer 

its application on the grounds of chronic difficulties in refunding VAT credits (see Section 4.3).  

The paradigm shift in development strategies and the refocusing of the role of the government 

resulted in a radical overhaul of the tax system.  

Initially, and in tandem with the goal of generating revenues, the tax system was supposed to 

protect domestic production from foreign competition through tariffs and therefore provide 

incentives. From now on, taxation must be progressively neutral (i.e. not change the behaviour 

of economic agents) – in a transitional period, protection measures are rationalised and phased 

out.  

Making these changes requires a tax-transition policy, an important component of which is to 

reduce the tariff regime, which causes strong distortions, and to substitute it with domestic 

taxation that is as neutral as possible. 

Soon after the Asian or LAC countries whose economies were strongly protected, from the 

1980s African countries also adopted policies aimed at removing non-tariff barriers as well as 

lowering and rationalising them (e.g. Côte d’Ivoire, Ghana, Kenya, Senegal).  

Table 3. External indirect taxes: evolution and international comparisons (as % of GDP) 

1980/1982 1988/1990 1996/1998 2003/2005 2010/2012 

Developing Countries 6.0 (65)  5.2 (81)  3.9 (101) 3.3 (102) 2.6 (78) 

SSA   6.9 (42)  5.7 (44)  4.7 (45)  4.2 (45)  3.5 (45) 
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LAC   4.4 (8)  3.7 (15)  2.5 (17)  2.3 (15)  1.8 (7) 

East Asia & APC 4.9 (10)  5.7 (15)  4.4 (20)  3.6 (21)  1.3 (9) 

MENA   5.0 (6)  3.7 (7)  3.6 (8)  2.2 (9)  1.4 (6) 

LDCs   6.1 (31)  4.9 (36)  3.8 (37)  3.3 (38)  2.8 (35) 

LICs   4.9 (24)  4.2 (27)  3.1 (28)  3.0 (29)  2.6 (27) 

LMICs   6.9 (22)  5.4 (28)  4.0 (39)  3.1 (39)  2.9 (27) 

UMICs   6.2 (19)  5.9 (26)  4.4 (34)  3.7 (34)  2.3 (24) 

Fragile countries  5.2 (15)  4.3 (16)  3.4 (17)  3.3 (17)  3.0 

(14) 

HIPCs   5.5 (29)  4.4 (32)  3.4 (34)  3.0 (34)  2.5 (32) 

IBRD   6.8 (25)  5.0 (37)  3.5 (49)  2.9 (49)  2.4 (29) 

Blend    5.0 (8)  4.5 (9)  3.5 (12)  2.4 (13)  2.1 (12) 

IDA   5.8 (34)  5.3 (39)  4.2 (44)  3.7 (44)  2.9 (38) 

WAEMU   6.5 (8)  4.6 (8)  3.9 (8)  3.3 (8)  2.8 (8) 

COMESA  6.2 (16)  6.9 (16)  5.2 (18)  4.1 (16)  3.0 (16) 

(.): Sample size. 

Data are unweighted averages calculated over three-year periods (1980–1982, 1988–1990, 1996–1998, 2003–2005, 2010–

2012). 

Sources: GFS (International Monetary Fund); national data; authors’ calculation. 

Non-tariff barriers were removed as a priority while tariffs were lowered and simplified. During 

the course of the reforms the consistency of the tariff-based protection systems was improved 

since the level of tariff taxation generally depends on the extent of the transformation and the 

limited number of product categories (e.g. three categories in the WAEMU outside the zero 

rate). These reforms were often applied in a regional integration area, which partially avoided 

the influence of pressure groups, which were initially less influential at the regional level.  

Although initally liberalisation has a limited impact on tariff revenues because of the additional 

revenues mobilised once QR have been lifted and the development of trade that liberalisation 

promotes (Ebrill et al., 1999). As it deepens, it leads to a significant drop in tariff revenues, for 

which tax-transition policies aim to compensate.  

Table 3 (and also Appendix II, Figure II.5) highlights a strong decrease in tariff revenues since 

1980: taking all developing countries together, the decline is of 3.4 percentage points of GDP 

(a relative decline of 57%). For African countries, tariff revenues, which were particularly high 

in 1980–82 (6.9% of GDP), evolve in a similar fashion  since revenues drop to 3.5% of GDP. 

However, SSA still has a high level of tariff revenues (3.5% of GDP compared to less than 2% 

in other regions). 
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When overall revenues remain unchanged, trade liberalisation requires a modification of the 

tax structure by raising tax revenues that are more economically neutral than tariffs. The new 

tax structure, which causes fewer distortions, raises the optimal level of taxation. 

A change in the tax structure is intended to substitute taxes (in particular tariffs), which are the 

cause of tax distortions that are costly from a collective perspective, for economically neutral 

taxes, such as VAT and with excise duties. The neutrality of VAT is guaranteed by applying a 

deduction–allocation system and also by the smooth refunding of VAT credits. In rare cases, 

tax transition relies on direct taxation. 

In addition to improving the tax structure, the tax transition must ensure an optimal level of 

revenue. The effect of changing the tax structure in favour of an indirect domestic taxation that 

also compensates for the drop in tariff revenues is reflected in Figures 1–3, which respectively 

concern all developing countries, the least developed countries (LDCs) and SSA.  

Figure 1: Tax transition of developing countries 

 

Sources: GFS (International Monetary Fund); national data; authors’ calculation 

Tariffs started to decline at the beginning of the 1980s (Figure 2) For developing countries as a 

whole, revenues from indirect domestic taxation exceed tariff revenues from the 1990s. The 

crossover came slightly later in SSA. In all cases, indirect domestic taxation has exceeded tariff 

revenues, which are in rapid decline. 
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Figure 2: Tax transition of LDCs 

 

Sources: GFS (International Monetary Fund); national data; authors’ calculation 

A country-by-country analysis shows that this compensation for the fall in tariff revenues is 

still only partial in a certain number of LICs (Baunsgaard and Keen, 2010). This difficulty is 

linked to the low level of consumption. It also stems from weak tax administrations and tax 

laws, and in particular from the exemption of a large portion of the VAT base.  

Figure 3: Tax transition in SSA 

 

Sources: GFS (International Monetary Fund); national data; authors’ calculation 

3.3 Indirect domestic taxation: the backbone of compensation for tariff losses  

In almost all of the groups of countries examined, direct revenues grew between 1980 and 2012 

(Table 4 and Appendix II, Figure II.3), albeit weakly – 1.5 percentage points of GDP for all 

developing countries between 1980 and 2012 and stagnation for fragile states. On average, 

direct taxation does not compensate for the fall in tariff revenues.  
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Table 4. Direct tax: evolution and international comparisons (% of GDP) 

1980/1982 1988/1990 1996/1998 2003/2005 2010/2012 

Developing Countries 4.0 (47)  4.1 (71)  4.6 (101) 4.8 (106) 5.5 (84) 

SSA   4.0 (41)  3.8 (43)  4.5 (45)  4.9 (45)  5.3 (45) 

LAC   3.9 (11)  4.7 (11)  3.8 (19)  4.4 (17)  6.5 (10) 

East Asia & APC 3.5 (10)  3.6 (11)  4.6 (18)  4.5 (22)  4.8 (11) 

MENA   3.7 (5)  4.1 (6)  5.0 (8)  4.2 (9)  5.5 (6) 

LDCs   3.2 (26)  2.4 (31)  3.0 (36)  3.5 (39)  4.5 (35) 

LICs   3.4 (22)  3.1 (25)  3.3 (28)  3.5 (29)  4.3 (27) 

LMICs   3.6 (15)  3.6 (24)  4.6 (38)  4.8 (40)  5.6 (29) 

UMICs   5.9 (10)  6.0 (22)  5.7 (35)  5.9 (37)  6.5 (28) 

Fragile countries  3.7 (12)  3.5 (15)  3.7 (17)  3.4 (17)  3.8 

(14) 

HIPCs   3.2 (28)  2.7 (31)  3.1 (34)  3.4 (34)  4.4 (33) 

IBRD   5.2 (16)  5.2 (33)  5.5 (52)  5.6 (53)  6.4 (34) 

Blend    5.3 (5)  4.8 (8)  5.3 (12)  6.3 (13)  4.6 (12) 

IDA   3.2 (28)  2.7 (34)  3.4 (42)  3.5 (45)  4.8 (40) 

WAEMU   3.3 (8)  3.1 (8)  3.1 (8)  3.1 (8)  3.8 (8) 

COMESA  4.6 (15)  4.5 (16)  5.4 (18)  5.5 (17)  5.6 (16) 

(.): Sample size. 

Data are unweighted averages calculated over three-year periods (1980–1982, 1988–1990, 1996–1998, 2003–2005, 2010–

2012). 

Sources: GFS (International Monetary Fund); national data; authors’ calculation. 

Income tax5 comprises both corporate tax (CIT) and personal income tax (PIT). The latter 

concerns individuals or households, sole proprietorships and partnerships that do not opt for 

corporate tax. Since the early 1990s, PIT revenues exceed CIT revenues (Figure 4). The former 

constitute an important long-term potential,6 but are difficult to develop in the short term 

because of their partial base, which is essentially made up of wage income.  

 

 

                                                           
5 The analysis is not concerned with property tax, which is a local tax and cannot raise enough revenue to meet the 

challenge of tax transition. The opportunities offered by property tax are hampered by administrative hurdles and 

socio-political resistance. The complexity of the legal status of real estate is an added difficulty, and experience 

demonstrates that mobilising property taxes incurs high costs.  
6 In 2010, in SSA, direct taxes represented 5% of GDP. In the same year, in the EU, direct taxes represented 13% 

of GDP, comprising 9.1% personal income tax and 2.4% corporate tax (Mansour, 2014; Eurostat, 2014).  
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Figure 4: Corporate tax and personal income tax in SSA (% of GDP) 

 

Sources: Mansour (2013); authors’ calculation 

Since the 1980s, the rate of corporate tax has fallen sharply. Whereas at the beginning of the 

1980s the rate was stabilising at around 45%, it has since fallen to around 30% in LICs. In 

MICs, the standard rate is now 25%, compared to 40% at the beginning of the 1980s. According 

to a recent IMF study, the rate of corporate tax remained unchanged, while other countries are 

simultaneously lowering theirs by 1%, which will eventually erode the tax base by 6.5%. 

Developing countries, in particular SSA, have the tendency to lower the rate of corporate tax 

but cannot ignore international developments. 

Countries often impose a flat-rate minimum tax proportional to turnover in conjunction with 

corporate tax. This supplements corporate tax and ensures a minimum of tax revenues. The 

minimum tax can have negative effects on businesses’ cash flow and investments since it is not 

tied to profitability. It is, however, generally fixed at a moderate rate (around 1% of turnover).  

In order to collect direct taxes from businesses, tax administrations come up against the 

narrowness of modern company sector and tax-optimisation practices (Box 1), which allow 

them to shift profits. They also come up against fraud, which is difficult to contain. These 

difficulties are increased by incentives, which lead to total or partial exemption from corporate 

tax for eligible businesses. A business exempted from corporate tax may be automatically 

exempted from the minimum tax. The existence of numerous incentives leads, in practice, to 

multiple nominal rates of corporate tax, stretching from a zero rate to a full statutory rate – the 

system thus becomes inconsistent, unfair and the cause of economic distortions.  
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Box 1: Base erosion and profit-shifting7 

Intra-company trade represents a minimum of 30-40% of the total of global trade. Foreign Direct Investment (FDI) 

in one year corresponds roughly to the GDP of a large European country (e.g. France, Italy or the UK). Multi-

national companies (MNCs) are accused of avoiding corporate tax because they use tax-optimisation practices to 

which developing countries are particularly exposed.8 The exchange of intangible assets, such as intellectual 

property rights (IPR), is often cited as one of the best opportunities for tax evasion. Extractive industries in 

particular, taking into account their importance in many developing countries, are under criticism. 

 

Corporation tax represents around 3% of GDP in OECD countries (Eurostat, 2014) and around 2% of GDP in SSA 

(Mansour, 2014)9 This share has risen slightly, although not in a linear way, in both groups of countries. At the 

beginning of the 1980s it represented around 2.5% of GDP in OECD countries and around 1.6% in SSA. FDI 

flows to or from so-called ‘exotic’ locations exceed the flows from large OECD countries. Thus flows into the 

British Virgin Islands in 2011 exceeded those into Germany.  

 

The losses in terms of tax revenue are difficult to calculate (Dharmapala and Rieder, 2013). Estimated losses for 

the USA vary between $10 bn and $60 bn, (Gravelle, 2013), i.e. between 4% and 25% of the total amount of 

corporate tax in 2012.  

 

The Lough Erne Declaration (2013) confirmed that base erosion and profit-shifting (BEPS) (Gravelle, 2013) is a 

major issue. The OECD (2013) developed a plan of action, which notably included clarification of transfer prices, 

better handling of intangible and digital assets and improvements to conventions. Transfer prices and intra-group 

financing can be used to shift profits to countries where taxation is lower.  

 

The transfer price is the price at which two establishments situated in two countries, but belonging to the same 

entity, make a transaction. This could be a transaction between two subsidiaries, or between the parent company 

and one of its subsidiaries. The OECD’s arm’s-length principle aims to avoid double taxation and to take the 

market price of transactions between two different entities as a reference. The transfer price is simply compared 

to this market price. Although determining a market price is relatively easy in the case of goods, it becomes less 

simple for certain services (e.g. marketing) and complex for intellectual property (e.g. trademarks, logos). 

 

Reporting by country10 would help to reinforce transparency with regard to the authorities and the general public. 

Companies would be forced to reveal, among other things, the countries in which they operate, the names under 

which they operate, financial results, the volume of intra-group sales and acquisitions, financing costs and pre-tax 

profits, and the amount of tax paid by country.  

 

One alternative to the arm’s-length policy is a unitary tax. In principle it would avoid complicated calculations of 

transfer prices and outweigh the benefits of profit-shifting. Profits would be based on an allocation formula, which 

would reflect the extent of the activity in each country. Profits would be taxed in any given country on the 

proportion of profit attributed to that country. Compared to transfer-pricing, a unitary tax has the advantage of 

simplicity, particularly for developing countries. In practice, the allocation of profits depends on the chosen 

formula and particularly on the measure of the sale depending on the country of origin or destination. Moreover, 

instead of competing on the rate of corporation tax, countries would be competing on factors included in the 

formula in order to earn a greater share of the profits. This option is unlikely to be adopted, however (IMF, 2014). 

 

                                                           
7 Box 1 does not address tax evasion by wealthy individuals. 
8 The recent examples of Starbucks in the UK or Google in France show that countries in the OECD are also 

vulnerable to these practices. 
9 
10 Extractive activities were the first to be subject to reporting by country, for instance through the EITI, laws such 

as the Dodd-Franks Act or private initiatives like Rio Tinto. These practices should spread progressively into other 

sectors, particularly the financial sector. 



18 
 

By their sheer complexity, transfer prices represent a risk which is difficult for administrations in SSA to overcome 

given their limited resources11 and the fact that they still struggle to complete fundamental management tasks such 

as handling taxpayers’ files, reducing failure rates and performing efficient audits. Indeed, it would be damaging 

to reallocate scarce resources for the benefit of a risk, which, although high,12 has uncertain outcomes in terms of 

revenue. Exchange of information between the administrations of different countries is crucial in order to deal 

with this issue. A regional (e.g. African Tax Administration Forum (ATAF) or subregional (e.g. WAEMU) 

approach, through the creation of a task force, would seem to be the most appropriate solution.13 

 

In MICs in particular, it is possible to raise substantial revenues from direct taxation based on 

telecommunications and the insurance and banking sectors. Mining activities also provide a 

substantial direct tax contribution in a growing number of African countries.   

Personal income tax (PIT) can be scheduled – whereby each category of income is taxed in 

isolation on the basis of a specific scale – or it can be a general tax as long as the different 

schedules are aggregated into a global income to which a single, generally progressive, scale is 

applied.  

Many developing countries have tried with little success to replace the old system with a general 

tax on total income, because whatever system is used, more than 80% of direct taxation on 

household incomes in African countries (SSA and North Africa) is based on wages paid by 

formal businesses. Other types of income (wages in the informal sector, and income from 

unincorporated businesses, sole proprietorships or property) largely escape direct taxation, with 

the exception of income withheld at source by the financial institutions.  

The high contribution from salaries can be explained by the way in which PIT is collected. In 

a similar way to indirect domestic taxation, in the formal economy income tax on salaries is 

deducted at source and paid directly to the tax authorities. This efficient process does not apply 

to other categories, with the exception of financial income, which is also subject to deduction 

at source by the financial institution.  

Tax administrations do not have the means to apply mass direct taxation on a large number of 

taxpayers. Another obstacle is the difficulty in handling information pertaining to non-wage 

household income. Most developing countries lack the capacity to trace non-wage income – 

many payments are made in cash, many contracts (work contracts, rental contracts) are 

informal, and many urban buildings that are used by businesses or for residential purposes are 

not clearly listed. Moreover, there is socio-political resistance to broadening the base for direct 

taxation beyond wage income. In short, the ability of tax administrations to process the 

information is still very limited in many countries. 

The experience of Morocco shows that MICs may be able to base the tax transition on direct 

taxation of businesses provided that the modern sector is relatively developed and has good 

administrative capacities. The timeframe for the transition in Morocco took account of the 

                                                           
11 A study conducted for the European Commission shows that approaches vary across countries (European 

Commission, 2013). 
12 Particularly in terms of transparency and the fair contribution of each person to the national effort. 
13 On the IMF’s role in these questions, see IMF (2013). 
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difficulty in reforming indirect taxation and, in particular the VAT introduced in 2006 

(Appendix I) that was based on a complex regime (four rates, many exemptions, multiple 

liability thresholds). Accounting for the difficulty in reducing the number of VAT exemptions, 

the focus was first placed on direct taxation of businesses.  

In a second step, Morocco increased the revenue from indirect domestic taxation by establishing 

a more efficient tax administration (increase in revenue from VAT by 3.8 percentage points of 

GDP from 2004 to 2011 (Chambas, 2013)). Despite numerous attempts, however, the reform 

aimed at broadening the legal base of VAT faced major hurdles and the results were poor by 

comparison with the progress achieved in tackling fraud. 

In order to compensate for the decline in tariff revenues, which were traditionally a large 

component of tax revenues in developing countries (roughly 25% of tax revenues at the 

beginning of the 1980s), these countries generally turned to indirect domestic taxation (VAT 

and excise duties), which at the same time reduced tax-induced distortions.  

For most African countries, VAT supplemented by excise duties14 was the pivot of the 

transition, simply because it could raise enough revenue to compensate for the loss of tariff 

revenues that comes with liberalisation (Keen and Ligthart, 2001; Baunsgaard and Keen, 2010). 

VAT is well suited to developing countries, including LICs, which have low administrative 

capacities. Usually more than half of VAT revenues are collected by customs, and domestically, 

VAT is usually collected from a small number of persons who are liable to pay it.  

VAT’s economic neutrality means that using it to replace more distortionary taxes can reduce 

the negative effects of taxation on growth. This is a second reason for giving a central role to 

VAT, although the argument for economic neutrality as a basis for adopting it is brought into 

question by the practices observed in many countries. 

VAT is neutral in the sense that its burden, which is transferred to consumption, puts no strain 

on production costs (common intermediate consumer goods, capital goods). In addition, in the 

country of origin, by virtue of the destination principle and through the use of a zero rate, 

exports are not taxed. An economically neutral VAT would be a single rate applied without 

exemption or fraud15 with smooth refunding of VAT credits – this would lead to a uniform rise 

in consumer prices but would have no effect16on prices relative to consumption or production 

costs.  

In most African countries, however, there are serious problems in refunding VAT credits. These 

problems compromise the neutrality of VAT and threaten its sustainability (see Section 4.3).  

 

Table 5. Internal indirect tax (VAT + excises): evolution and international comparisons 

                                                           
14 On excise duties, see Cnossen (2005). 

15 Fraud is an obstacle to neutrality as it puts the deferment of the tax burden onto compliant VAT collectors and 

thus gives tax evaders a relative advantage.  

16 At the household level, VAT introduces a favourable bias towards saving and away from consumption.   
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(as % of GDP) 

1980/1982 1988/1990 1996/1998 2003/2005 2010/2012 

Developing Countries 4.1 (67)  4.6 (82)  5.9 (102) 6.9 (106) 8.1 (84) 

SSA   3.8 (43)  4.2 (44)  4.7 (45)  5.8 (45)  6.6 (45) 

LAC   5.3 (8)  4.6 (15)  7.7 (17)  7.7 (18)  9.5 (10) 

East Asia & APC 4.1 (10)  4.5 (15)  5.1 (20)  5.9 (22)  7.6 (11) 

MENA   3.9 (6)  5.6 (7)  6.3 (8)  5.9 (9)  7.5 (6) 

LDCs   3.7 (32)  4.1 (37)  4.5 (37)  5.1 (39)  6.3 (35) 

LICs   4.1 (25)  3.9 (27)  4.4 (28)  5.2 (29)  6.9 (27) 

LMICs   3.4 (22)  5.1 (28)  6.2 (39)  6.8 (40)  8.1 (29) 

UMICs   4.8 (20)  4.9 (27)  6.9 (35)  8.3 (37)  9.2 (28) 

Fragile countries 4.0 (15)  3.4 (17)  3.7 (17)  4.2 (17)  6.5 (14) 

HIPCs   3.8 (30)  3.8 (33)  5.1 (34)  5.5 (34)  6.9 (33) 

IBRD   4.8 (26)  5.2 (38)  7.1 (51)  8.1 (53)  8.8 (34) 

Blend    3.6 (8)  4.6 (9)  6.0 (12)  7.5 (13)  8.9 (12) 

IDA   3.9 (35)  4.4 (40)  5.0 (44)  5.7 (45)  7.1 (40) 

WAEMU  4.1 (8)  4.6 (8)  4.8 (8)  6.2 (8)  8.4 (8) 

COMESA  4.5 (16)  5.0 (17)  5.4 (18)  7.3 (17)  8.0 (16) 

(.): Sample size. 

Data are unweighted averages calculated over three-year periods (1980–1982, 1988–1990, 1996–1998, 2003–2005, 2010–

2012). 

Sources: GFS (International Monetary Fund); national data; authors’ calculation 

 

Based on a limited number of products for mass consumption, for which demand is largely 

unchanging, excise duties generate even more substantial revenues since the recent 

modernisation of these duties allows for taxes on large bases that are growing rapidly (e.g. 

telecommunications, powerful vehicles).  

Since the early 1980s, revenues from indirect domestic taxation have doubled in developing 

countries, from 4.1% to 8.1% of GDP (Table 5 and Appendix II, Figure II.3). Developments 

are similar in SSA and for all the groups of countries examined, including fragile states. This 

demonstrates the budgetary efficiency of indirect domestic taxation in developing countries, 

even in difficult contexts.    
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 Section 4: Indirect domestic taxation and tax transition: legislation and 

administration 

The central role of VAT supplemented with excise duties in the tax transition was made possible 

by legislative reforms in legislation, which introduced modern VATs to replace cascading 

turnover taxes and also to supersede as a substitution for the complex VATs of some pioneering 

countries. A growing number of countries (East Africa) are modernising their excise duties. In 

most SSA countries, the modernisation of tax administration is taking place alongside 

legislative reforms.  

4.1 Legislation pertaining to indirect domestic taxation 

At the start of the 1960s, indirect domestic taxation met the need for revenue while the goal of 

economic neutrality was widely ignored: turnover taxes plus traditional excise duties (on fuel, 

alcohol, tobacco) at various rates mobilised substantial revenues but caused a great number of 

distortions, i.e. cascading effects at the expense of barely integrated sectors, residual turnover 

tax charges on exports and investments.  

A few pioneering countries (Côte d’Ivoire in 1959, Senegal in 1980, Morocco in 1986, Tunisia 

in 1988) adopted VAT but as it applied in French legislation. The systems are complex, only 

partially applied and still far removed from economic neutrality;17 traditional excise duties were 

renewed. 

The reforms of the 1990s–2000s simplified VAT legislation in almost all 150 developing 

countries. Single-rate VAT is easier to administer than multiple-rate VAT both for tax 

administrations and for businesses (Tait, 1988). Using a single rate avoids the formation and 

accumulation of VAT credits.  

Many African countries have opted for a single-rate VAT, including, in 2000, countries that 

pioneered it, such as Cameroon, Côte d’Ivoire and Senegal,18 within the scope of the creation 

of WAEMU and the Economic and Monetary Union of Central Africa (CEMAC, its French 

acronym). In so doing, they followed the example of Benin, the first French-speaking country 

to introduce a single-rate VAT in 1991. Morocco, for instance, was unable to do this despite 

engaging in major reforms since 2005, and still has four rates.  

Most African countries apply relatively high VAT rates (often within the 18–20% range) on 

bases that are severely narrowed by exemptions. Ghana introduced a moderate single-rate VAT 

of 12.5% in 1998, which has since risen to 17.5%.  

High VAT rates applied to a narrow legal base create a strong incentive for fraud and lead to 

distortions, since exempted products cannot give rise to an allocation of VAT credits borne in 

                                                           
17 Legislation in these countries kept the cut-off arrangement intended to limit VAT credit refunds for a long 

time so that some operators were forced to postpone indefinitely.  
18 Community regulations have again given the countries of the WAEMU area the possibility of introducing a 

second rate, although it has not been much adopted (Chambas, 2013). 
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advance, which then become definite expenses. National producers thus find themselves in a 

situation where the protection is effectively negative.     

The potential revenue that can be mobilised with VAT is seldom sufficient to meet needs. 

Excise duties, which are an additional taxation19 on widely consumed products and with often 

negative externalities, mobilise additional revenues. Traditionally, excise duties are applied to 

consumer goods, such as liquor, various beverages, tobacco and sometimes coffee, tea and 

perfumes. They are also applied to the consumption of energy products (oil products). The latter 

category is not neutral, since duties on energy are based in part on intermediate consumption 

and thus push up the costs of economic activities. This distortion is accepted, however, because 

it is easy to mobilise such revenues and because most countries experience the negative impact 

on the economic competitiveness brought about by excise duties based on the consumption of 

oil products.   

There are strong constraints on the revenue generated by traditional excise duties that prevent 

it being able to achieve the targets required for a successful tax transition: the taxation of oil 

products can be the cause of social unrest due its impact20 on poorer urban populations. In some 

countries there is little consumption of alcohol and tobacco due to local customs and low 

disposable incomes, although in other countries, poor people spend a significant part of their 

income on alcohol and tobacco, in which case excise duties have a regressive nature. Finally, 

high tax rates can give rise to fraud and thus reduce the taxable base.  

In order to address the limitations of traditional excise duties as a revenue-generating 

mechanism, a growing number of countries, in particular in East Africa, have added new excise 

duties, in particular on mobile phone communications and powerful vehicles. These have the 

advantage of targeting bases that are of significant value, that are growing rapidly and that affect 

the relatively wealthy. 

4.2 Administrating indirect domestic taxation21 

VAT is generally the ‘structuring’ tax around which the administration of all taxes is organised 

(Kloeden, 2011). The segmentation of those liable to VAT on the basis of their turnover thus 

allows for specific management of each category (Bodin and Koukpaizan, 2008). Tax 

administrations also use the liability threshold to adjust the number of VAT collectors (Keen 

and Mintz, 2004). Moreover, to reduce their administrative load, tax administrations rely on the 

principle of voluntary filing and payment: taxable persons calculate, declare and pay the tax 

due. 

In recent years, modernisation of the tax administrations or revenue authorities in SSA has 

progressed rapidly (Kloeden, 2011; Fossat and Bua, 2013). Modern administrations are 

managed by central departments that direct and support operational departments. 

                                                           
19 In order to guarantee the VAT’s economic neutrality, excise duties are applied first and VAT is based on the 

price exclusive of taxes plus excise duty. 
20 This impact involves the cost of public transport, which is highly dependent on the price of oil. 
21 For an overall perspective, see Bird and Casanegra de Jantscher (1992) and Casanegra de Jantscher (1990). 
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Administrations focus on Large Taxpayers’ Units (LTUs) and reply on the segmentation of 

businesses and on the principles of single-tax contact and voluntary filing. Risk-analysis 

methods and electronic procedures (e-filing and e-payments) are used in a growing number of 

countries to facilitate tax payments and the automatic transfer of tax declarations to the 

Integrated Tax Information System (ITIS). 

In various countries, including Kenya, Morocco and Senegal, in accordance with best practice, 

the departments of the Directorate General are exclusively dedicated to defining the tax 

mobilisation strategy and to overall management.  

To date, most tax administrations lack an efficient steering instrument. They focus on the 

overall revenue rather than on the various procedures required to mobilise taxation, in particular 

VAT. Although it is an essential goal of tax transition, the economic neutrality of domestic 

taxation is not pursued as a priority (Keen and Mansour, 2009).  

One of the foremost reasons for this is the ‘dictatorship’ of revenue: tax administrations are 

above all assessed on their ability to mobilise revenue. Another reason is that ITIS data are 

often inaccurate due to persistent malfunctions (e.g. incorrect parameterisation of the tax 

monitoring module, difficulties with identification, data-entry errors). Moreover, ITIS 

pertaining to various procedures of indirect tax management (VAT credit control, disputes or 

refunds) are seldom used. Although this information is required for management purposes, this 

shortcoming precludes22 central access to comprehensive information concerning these 

procedures.  

With the segmentation of businesses, tax administrations no longer manage different tax 

categories but rather different taxpayer segments. They primarily focus on large businesses, 

which, although few in number, have the greatest tax revenue potential, especially indirect tax. 

In order to prevent large businesses avoiding tax dues, tax administrations have set up Medium 

Taxpayers’ Units (MTUs), which tend to manage about 15% of the VAT revenue potential. 

Management by a single tax contact provides a better service to the taxpayer. 

A single liability threshold that is based on turnover, and is relatively high and applicable to all 

taxpayer categories, comes under both the legislation and the tax administration. Such a 

threshold reduces the number of collectors and allows for VAT administration to be adjusted 

according to capacities (Keen and Mintz, 2004). Due to the strong concentration of the VAT 

potential in the largest businesses and also because non-liable small businesses support 

persistence in VAT incurred on their intermediate consumption, VAT revenue is not 

significantly affected. Often, the legal liability thresholds are too low, which paradoxically 

leads to negative effects on revenue because of the dispersion of administrative means. 

Businesses liable to VAT voluntarily declare the net VAT collected each month. This 

declaration must be accompanied by an equally voluntary payment.  

                                                           
22 Central departments seek to overcome these failures by calling on the operational departments although this can 

result in transmission lags and loss of information.  
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In the absence of e-procedures, tax administrations must enter the information contained on the 

returns and transcribe them into their IT system. Their main task, however, is to conduct audits 

and collect tax: audits ensure the returns are honest, while tax collection ensures payment of 

tax claims (basic taxes and penalties).  

Tax administrations become more efficient when they apply risk analyses that enable them to 

focus on relevant issues and to provide a better service to users. The auditing methods thus 

depend on the risk associated with each category liable to VAT, and to adopt light-touch 

auditing for low-risk categories.  

Advances in administering taxes depend on proper handling of tax information with an ITIS 

that covers all procedures pertaining to the main tax categories, in particular VAT, but the 

quality of the data in computerised tax records is often uneven (Chambas and Fossat, 2014).  

ITISs must also facilitate the exchange of information between tax administrations and partner 

entities (Customs Directorate, Budget Directorate, social agencies, etc.) in order to crosscheck 

information for audit purposes. Integrated tax information allows for all the data required for 

efficient tax administration. The introduction of e-procedures in a growing number of African 

countries drastically reduces the administrative load regarding the entry of returns and 

management of payments. By avoiding the need to re-enter the data, e-procedures improve the 

reliability of tax records and reduce the administrative costs for all parties. The key benefit is 

to free up tax administrations from the repetitive but demanding tasks of re-entering data in 

order to focus on their core functions of auditing and tax collection. 

4.3 Smooth settlement of VAT credits  

The failure to refund VAT credits remains a critical issue (Bird and Gendron, 2007). Over and 

above affecting economic neutrality, problems with refunding VAT credits encourage demands 

for extended exemptions. This weakens VAT revenues (e.g. Côte d’Ivoire with a legal base of 

a third23of the potential). In some countries, the extension of exemptions leads to a collapse of 

VAT (e.g. Chad, Guinea-Conakry). A sustainable tax transition thus depends on smooth 

refunding of VAT credits.  

By enabling tax administrations to have quicker access to the data required for examining and 

auditing requests for VAT credit refunds, e-procedures reduce the audit time. To apply a risk-

analysis approach, a risk-based classification of persons requesting VAT credit refunds depends 

on keeping up-to-date records, which in turn depends on the quality of ITIS data. When the risk 

analysis is combined with proper handling of the e-information, in SSA it is possible to issue a 

VAT credit refund within a week of request (Chambas, 2014).  

Creating an escrow account, now possible in much of SSA, is the most reliable solution for 

financing VAT credit refunds. It avoids the difficulties related to government expenditure 

procedures. This measure, which has been adopted in Cameroon, Mali, and the DRC, is 

complementary to the provisions aiming to reduce the time required to examine files. The 

escrow account mechanism should allow for the correct amounts to be paid and to avoid 

                                                           
23 Ratio calculated by the authors based on data from the Côte d’Ivoire’s Directorate General for Taxes. 
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financing surpluses. This mechanism may vary24 according to the economic characteristics of 

the country concerned. 

Section 5: Tax transition, incentives, equity, informal economy and mining activities 

What are the implications of the tax transition on economic incentives in the mining sector, 

which plays a crucial role in a number of African countries? What are the consequences of the 

tax transition on equity? Can mining and informal activities, both major characteristics of 

African countries, call into question the tax transition?  

5.1 Tax transition and economic incentives  

Tax transition through the promotion of VAT, an economically neutral tax, seems to contradict 

using dispensatory tax rules as incentives. Yet, dispensatory regimes with many varied tax 

exemptions are still widely applied while the promotion of neutral taxation remains a low 

priority.  

Despite being firmly rooted in the radical reduction of trade protection and the adoption of an 

increasingly neutral tax system, African countries have pursued tax policies based on 

exemptions even though studies cast doubt on their effectiveness: taxation appears to be a 

relatively secondary factor in the investors’ decisions, well below the existence of a market, the 

availability of a natural resource, security and the general business environment, public 

infrastructure, an adequately educated and trained labour force, etc.   

Since 2006, Morocco has published evaluations of tax expenditure, appended every year to the 

Finance Act, which makes it possible to measure the shortfall in tax revenue and reconcile this 

with the goals and achievements. The publication of tax expenditure evaluations now pursued 

by a growing number of African countries should lead to a declining interest in exemption 

mechanisms.  

Compared to distortionary tax levies, VAT appears attractive for economic operators. Provided 

that VAT reimbursements are made promptly and that fraud is controlled, VAT shifts the tax 

burden to consumption and is compatible with an ordinary tax system (lack of discretionary 

procedures).  

5.2 Tax transition and equity  

VAT is often considered to be regressive and unfair. It is important to note, however, that VAT 

does not constitute a tax burden on production for own-consumption (e.g. subsistence farming), 

which largely affects the poorest and can be significant in some cases (e.g. Madagascar and 

Sahelian countries). Furthermore, if the point of reference is progressive income tax with a very 

extensive base and little fraud (as in countries of northern Europe), it is indeed fairer to tax all 

                                                           
24 Thus, in the DRC, due to the orientation towards exports from the mining sector, the VAT borne by the purchases 

from mining activities (import purchases and local purchases) is entirely allocated to financing the escrow account. 

This contribution is supplemented with a 10% drawdown from domestic VAT. When the origin of the VAT credits 

is more diffuse, the history of VAT refunds is used to determine the part of the VAT yield to be allocated to the 

escrow account. 
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revenues progressively (income tax) than to tax proportionally25the consumed part of revenue 

(VAT). By contrast, in developing countries as a whole, income tax is assessed essentially on 

earned than on non-wage income. Finally, VAT cannot be considered unfair without conducting 

an in-depth analysis: despite the widespread exemptions, VAT relates to consumption much 

more than income tax relates to total revenue.    

VAT is not, however, an effective means to reach social goals or to tackle poverty and changes 

in VAT legislation for social purposes tend to achieve the opposite effect (e.g. exemptions 

related to food) and exact a high cost with regard to the desired result because of consumption 

patterns (e.g. medicines).  

The corollary of social exemptions is the adoption of exemptions related to the intermediate 

consumption necessary for the production of the exempt goods in order to pre-empt the 

accumulation of VAT. This leads to a race for exemptions and an increasingly complex VAT 

regime. As a result, it becomes more difficult to maintain budgetary efficiency and the 

economic neutrality of VAT. 

The exemptions related to food consumption provide a benefit for the consumers through lower 

prices but make for a decline in the producers’ income (Brun and Chambas, 2010). In an open 

economy, the price of tradable goods, in particular of food products such as basic grains, 

depends on the cost, insurance and freight (CIF) of imports, including taxes. In the event of a 

VAT exemption, domestic food prices fall. The effect on domestic prices affects the exempt 

goods and also their substitutes;26 as a result there is a fall in the price paid to producers and so 

to farmers, many of whom are poor.  

Due to the exemption, even if they elect to charge VAT for the part of production that is tax-

exempt, local producers bear VAT on their intermediate consumption where this is VAT-rated. 

A disadvantage of the persistence of VAT exposes local producers to competition with imports 

that bear no VAT burden. Thus, VAT exemptions go against poverty reduction by affecting 

farmers and slowing down the modernisation of the agricultural sector.  

VAT exemptions may lead to a drop in food prices for the consumer, especially the urban poor, 

but this reduction simultaneously creates a bias against local agricultural production. The global 

effect of exemptions on inequalities and poverty depends on the relative importance of the 

consumers and producers. 

VAT exemptions related to education and health benefit poor consumers. The difficulty is that 

the most privileged social categories consume far more of these goods and services and thus 

capture most of the benefits (Cnossen, 2009). For instance, medicines are largely consumed by 

more privileged sectors and the advantage of the exemption (or reduced rate) offers little benefit 

                                                           
25 Previous attempts to introduce fairness targets by introducing reduced or increased VAT rates proved 

ineffective. 
26 Thus, an exemption on rice is likely to lower the price for the producers of all grains or products that substitute 

for rice. 
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to the poor. The poorest households experience an excessive cost on account of a regressive 

target. 

Many African countries undertook reforms to modernise excise duties (on powerful vehicles 

and mobile phone communications). They can raise substantial amount of revenue. Contrary to 

traditional excises duties on fuel, alcohol and tobacco, these taxes are paid by more privileged 

sectors. The progressive nature of modern excise duties is an important feature that should 

contribute to generalising their adoption. 

5.3 Tax transition, fraud and the informal economy  

With the exceptions of Bird et al. (2004), Cobham (2005) and Auriol and Warlters (2005), the 

effects of the informal economy on taxation have been little studied and there is too little 

evidence to draw any clear conclusions regarding the effects of the size of the informal economy 

on tax revenues. One likely reason for these ambiguous results stems from the heterogeneous 

‘informal sector’.      

Bird et al. (2004) conflate the informal economy and tax evasion: a large informal economy 

should lead to a drop in tax mobilisation (‘tax effort’). They econometrically tested this 

hypothesis in a sample of 70 developing and transition countries. The results did not disprove 

the hypothesis, once the endogenous nature of the variable concerning the size of the informal 

economy was taken into account.  

Cobham (2005) considers the informal economy as a domestic factor27 of tax evasion. He looks 

for tax gaps due to evasion in developing countries and selects as a domestic factor the size of 

the informal economy estimated by Schneider (2005, 2007).  

Conversely, Auriol and Warlters (2005) consider the size of the informal economy as an 

endogenous variable, a function in particular of tax policy. In the short term, they consider the 

size of the informal economy as fixed and therefore likely to have a negative effect on tax 

revenues. Econometric tests do not, however, highlight any significant effect of the size of the 

informal economy on the tax revenues in developing countries.  

Smith (1994) defines the informal economy as the sector in which the production (legal or 

illegal) of goods and services is based on the market and is not reflected in the GDP. This 

definition of informal activities coincides with the generally accepted view that ‘the informal 

sector is made up of all unrecorded economic activities which contribute to the Gross National 

Product officially calculated (or observed)’ (see also Schneider et al., 2010). 

Schneider et al. (2010) take taxation into account. They define the ‘informal’ economy as the 

sum of fraudulent and legitimate micro-enterprise activities, the latter being the ‘production of 

goods and services that are not illegal, but which are deliberately hidden from the public 

authorities in order to avoid paying taxes or social security contributions, as well as certain 

                                                           
27 Cobham (2005) distinguishes between a domestic component and an international component of tax evasion. 

The domestic component is largely determined by the size of the informal economy while the international 

component depends on the use of transfer pricing ‘profit shifting by corporations and offshore holdings of financial 

assets by private individuals’. 
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labour regulations (minimum wages, safety standards, etc.) and administrative procedures 

(statistical questionnaires)’. 

On the basis of this definition and by using a variable latent model (unobserved) such as 

Multiples Indicators Multiples Causes (MIMIC), Schneider et al. (2010) evaluate the average 

size of the ‘informal’ sector as a percentage of GDP for 162 countries over the 1999–2007 

period. According to the indicators Schneider et al. (2010) use (Table 6), the weight of the 

informal economy varies according to the geographic area and the group of countries. Thus, the 

informal economy carries twice the weight in the GDP of developing countries than in OECD 

countries, where the informal sector is far from negligible.  

Table 6: Size of informal sector by geographical area 

(as % of GDP) 

 

Developing 

countries SSA LAC Asia MENA OECD 

1999 37.9 37.9 43.5 32.2 31.1 17.7 

2000 37.6 37.6 43.4 31.5 31.0 17.4 

2001 37.4 37.4 43.5 31.3 30.7 17.3 

2002 37.4 37.4 43.8 31.2 30.5 17.3 

2003 37.1 37.1 43.4 30.7 30.4 17.3 

2004 36.6 36.6 42.7 30.4 29.8 17.1 

2005 36.2 36.2 42.0 30.0 29.6 17.0 

Source: Schneider et al. (2010) 

Countries in LAC and SSA carry the highest weight of the informal sector (43% and 37% 

respectively). Conversely, the Asian countries and the MENA region have a lower weight (31% 

and 30% respectively).  

The Schneider indicator shows a decreasing relationship between the size of the informal sector 

and total government revenues as a share of GDP. This relationship seems to support the 

common assumption that the informal sector is harmful to the mobilisation of public resources. 

In reality, however, the relationship is unclear: as Brun et al. (2014) note, this negative 

relationship originates from fraudulent activities and not from micro-enterprises. Only the 

larger businesses have significant tax potential and the smaller ones have very low potential 

because they are already subject to indirect taxation on their input costs (Keen, 2007; 2012). 

In studying the relationship between the informal economy and taxation, Chambas (2005a) 

distinguishes between fraudulent activities and micro-activities. The latter tend to generate low 

profits and survival income, and consequently do not represent a significant tax base despite 

their significant contribution to production.28  

                                                           
28 For the case of Morocco, see Brun (2013). 
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With regard to indirect taxation, the revenue potential to raise VAT from micro-enterprises is 

insignificant, because the break in the chain of deductions related to the VAT liability threshold 

already generates VAT incurred on their purchases. Moreover, because of their nature (large 

headcount, small unit size, absence of accounting, etc.), micro-enterprises could not be reliable 

VAT collectors.  

Micro-activities also contribute to the budgetary revenues through various local tax levies (trade 

tax, property taxes, other fees).  

Tax evasion is practised by less formalised businesses, poorly identified by the tax 

administration but capable of managing substantial turnover. Tax evasion can also arise in 

modern businesses that are duly registered and subject to actual taxation: this includes in 

particular the misuse of exemptions. Furthermore, fraudulent activities, regardless of their size, 

often compete with the activities of businesses in the formal sector, leading to substantial losses 

of revenue and threatening the sustainability of the tax system, because formalised companies 

could even be marginalised by competing with tax evaders.  

There are two main types of fraudulent activity. First, opportunistic fraudulent activities that 

mainly affect SMEs can increase their profits although their sustainability and development do 

not rely on fraud. The tax potential is in all probability limited in small enterprises but 

substantial in medium-sized businesses. Second are the systematic fraudulent activities of large-

scale and ‘ant’ fraud, which develops and survives solely by means of fraud and represents 

significant tax potential.  

5.4 Mining taxation and tax transition  

Over the last two decades, the exploitation of oil, mineral and gas resources has undergone 

remarkable development in many developing countries, particularly in Africa. Mining taxation 

in some countries is of such importance that it calls into question the usual meaning of tax 

transition, because non-mining tax revenues can become marginal, as in the case of Nigeria or 

Equatorial Guinea (Figures 5 and 6). 

Figure 5: Evolution of taxes in Nigeria (% of GDP) 
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Sources: Mansour (2014); authors’ calculation 

 

Figure 6: Evolution of taxes in Equatorial Guinea (% of GDP) 

 

Sources: Mansour (2014); authors’ calculation 

The risk of ‘Dutch disease’ is increased by significant mining activities because, like 

agricultural products (see Section 3.1.1), countries exporting natural resources are vulnerable 

to shocks in government revenues. The main effects on the economy of the producing country 

pass primarily through the government budget.  

An influx of resources, sometimes mixed with easier access to international funding, is reflected 

by a sharp rise in domestic demand leading to an increase in the price of non-tradable goods 

relative to tradable goods. The latter are not influenced by the changing domestic demand but 

shift with the international market. In the event of a relative price increase for non-tradable 
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goods, the real effective exchange rate (REER) appreciates, which leads to a loss in the 

competitiveness of the economy producing the natural resources. 

The ease with which the resources reach the state treasury encourages most countries with a 

large mining industry to neglect traditional tax revenue. This results in a weakening of 

accountability, which reduces the effectiveness of public expenditure and in turn tends to reduce 

tax compliance.  

The extractive industries have distinctive characteristics. First, it is usually the public authorities 

that decide whether to entrust a private operator with the development of resources. Second, 

the operations, from exploration to site reclamation, extend over a very long period, which can 

lead to difficulties for the private operator if the tax rules change during the project’s lifetime.29 

Third, the projects require considerable financial and technical resources that must be imported, 

along with highly skilled manpower, which is often unavailable locally.  

Resource rents perceived by governments do not affect the continued exploitation by the 

operator. An essential goal in taxing mining is to capture this rent by requiring less tax or lower 

economic skills than the technical skills required to assess the quality of the ore and the cost of 

production.  

The standard instruments can be grouped into four categories: (1) duties not related to the 

production or the profit, (2) royalties related to the production, (3) taxes linked to profits and 

(4) mechanisms aimed at taxing the rent or the exceptional profits.  

Royalties are considered non-taxable income because they are tied to the subsurface rights, 

which belong to the state. They are levied from the start of the exploration phase and are not 

subject to cost adjustments. The royalties can be a unit price (fixed amount per physical unit of 

production), or ad valorem (rate applied to a measure of the production value or sales). The 

royalties plus the cost of production can discourage the development of a site. The tax on profits 

is in the form of full statutory rate of corporation tax.  

Sometimes additional mechanisms try to tap specifically into rent or exceptional profits of the 

project. In a simple manner,30 a variable bracket of the corporate tax can be introduced, and the 

rate of the royalties can be a function of the price of the raw material. 

The R-factor is a simple way to tax exceptional profits. It is calculated as the ratio between total 

revenue31 of the project and the total investment in the same project up to the reporting year. If 

this ratio reaches or exceeds a certain threshold (e.g. 1:5), the profit for the current year is taxed 

at a predefined rate (e.g. 20%). This amount is deductible from the corporate tax. A progressive 

scale can be used whereby the rate rises with the ratio (as Israel does in the case of petrol).  

                                                           
29 There is a risk of inconsistency when, for example, before the start of operations a project is profitable under the 

existing tax legislation, but ceases to be so during the operating phase under new legislation. 
30 But this drifts away from a tax on rent. 
31 The royalties and the additional tax on profits already paid are deducted from the total revenue. 
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There are more specific mechanisms for evaluating the rent, such as the Mineral Resource Rent 

Tax (MRRT) used in Australia32 for iron ore and coal, or the Allowance for Corporate Equity 

(ACE) used in Brazil (Boadway and Keen, 2010; 2014).  

The problems are to an extent similar to those of transfer pricing. The initiative on transparency, 

such as the Extractive Industry Transparency Initiative (EITI), and reporting by country, 

established an important step. But there remains an informal asymmetry between the private 

operator and the host government, to the detriment of the latter. A regional or subregional 

approach would be more appropriate in view of what is at stake (see Section 6.4).  

Section 6: Post-2015 agenda: opportunities opened up by tax transition 

In order to clarify the post-2015 perspectives opened up by tax transition, it is important first to 

establish the potential for progress (resources and neutrality) that may be afforded by the 

legislative reform. The essential part of this potential is in most countries at the level of indirect 

domestic taxation (VAT and excise duties), although many constraints affect direct taxation in 

the short term. The reduction of exemptions and the extension of the ordinary rules of taxation 

are also a fruitful way forward. 

Further progress could be based on strengthening tax administration – in many countries, the 

essential reforms required to reorganise administrations have been made and an additional effort 

should help to realise the rewards, especially if the processing of information is improved. 

Furthermore, developing countries, and MICs in particular, must meet the collective needs for 

social welfare in the post-2015 phase.  

Finally, in many countries the movement of reform should both rely on the support of regional 

integration organisations and at the same time shift to private development funding to build on 

the achievements.       

6.1. Opportunities in terms of legislation 

VAT regimes in developing countries lose their neutrality because they apply excessive rates 

on bases that are significantly diminished by exemptions. The next step consists in 

implementing moderate, broad-based, single-rate VAT, which means dramatically reducing 

exemptions. 

VAT regimes would be analogous to those of the Pacific area. Reducing exemptions along with 

reinforcing the capacities of taxation administrations would make it possible to guarantee the 

budget efficiency of VAT by bringing its legal base closer to its potential base (final private 

consumption plus current public expenditure excluding wages and debt interest – this base 

should also include public investment expenditure).  

                                                           
32 ‘Economic rent is determined at a taxing point placed at the Run of Mine (ROM) ore pad, i.e. as close as possible 

to the net value of the resource before further processing and transport’ (Guj, 2012). This mechanism could not be 

extended to other ores in view of the resistance to this measure when it was introduced. 
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The main obstacle to moving in this direction is not technical, but rather the extreme political 

sensitivity regarding such a reform and therefore the difficulty in attracting support from the 

authorities and a sufficiently large political lobby. The structures in charge of regional 

integration seem to have an advantage in promoting such a reform (see Section 6.4). 

Direct taxation should increasingly be based on non-wage incomes of private individuals (Bird 

and Zolt, 2011). Experience shows that the introduction of a dual income tax is the most 

promising way forward. Income tax should be simplified and made more neutral and at the 

same time remain progressive. This tax is ‘dual’ because it proposes that earned and capital 

income be taxed separately. It also takes into account that part of the base is very mobile (capital 

income) and is therefore likely to avoid taxation. On another note, globalisation is increasing 

the intensity of tax competition, which complicates high taxation on capital. 

Dual tax combines a relatively moderate tax on capital income at a proportional rate with a 

progressive tax on other categories of income. The proportional rate must be applied to all 

capital incomes in order to guarantee the greatest degree of neutrality: taxation becomes neutral 

when it comes to investment decisions. The progressive scale provides the opportunity to 

simplify the scale currently in force of two or three rates plus a zero rate below a certain wage 

level. Since a large proportion of individual income comes from salaries paid by a single 

employer, only a limited number of taxpayers would be subject to independent tax returns. A 

large part of the revenue could therefore be deducted at source, which would facilitate tax 

administration.  

The Nordic countries, for example, align the proportional rate on capital income to the corporate 

tax rate and to the marginal tax rate on income earned in the first tax bracket. In developing 

countries, the proportional rate most frequently corresponds to the first marginal rate of the 

progressive scale.33 On the other hand, the corporate tax rate is often higher than the 

proportional rate but lower than the maximum marginal rate on the progressive scale in order 

to encourage sole proprietorships to incorporate.  

Although still barely developed in SSA, despite widespread decentralisaion, local taxation 

needs to be modernised and adapted to the reality of developing countries. A meaningful 

linkage between central and local taxation must be sought, both in terms of the legislation and 

of the administration of local taxation, in order to safeguard the achievements made through the 

reforms in central taxation (Brun et al. 2014).  

The direct linkage34 between a number of local tax (e.g. property taxes) and non-tax levies (e.g. 

fees for use of local infrastructure) and public services establishes an accountability 

relationship. Local taxation provides an opportunity to increase accountability for the entire tax 

                                                           
33 It could also be fixed between the minimum positive rate and the maximum rate on the progressive scale (Bird 

and Zolt, 2011). Boadway (2005) discusses the application of dual income tax in developed countries.  

34 As already argued, central taxation, mainly mobilised by collectors, is of little help in establishing an 

accountability linkage between the amount of taxes paid and the services received. 
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system provided the local government provides useful and efficient public goods and hence 

good local governance.  

Reinforcing the support of the national government and donors is necessary in order to improve 

local governments and their ability to raise tax revenues. 

A successful tax transition requires drastically reducing exemptions of all kinds, especially 

exemptions pertaining to VAT. Reducing exemptions is principally the concern of the national 

authorities but would remain incomplete if business done with the financial support of donors 

were overlooked.  

A growing number of donors already accept this in their own operations, thus relieving tax 

administrations of the burden of managing and auditing tax overrides usually granted on 

externally financed operations. Despite some progress in this direction, there is still some 

reticence, since such a measure reduces the volume of project aid in favour of unallocated ODA 

and also because the removal of exemptions would reduce opportunities for fraud.  

The removal of tax exemptions pertaining to externally funded programmes is certainly a 

measure that should be given high priority inn the post-2015 agenda. 

6.2 Opportunities in relation to tax administration  

Tax administration is undergoing profound changes, but recent reforms often stumble over poor 

management of tax information. Developing countries are devoting considerable resources to 

establishing integrated tax-information systems, but in most cases the full tax procedures elude 

any form of integrated information management. Moreover, the information obtained via 

central systems is often far removed from reality, and communication systems between customs 

and budget departments tend to be poor.  

As previously noted, these failures in the processing of information pose a considerable obstacle 

to tax transition. The processing of information is one of the most crucial to be included on the 

post-2015 agenda.     

During the last decade, most African countries engaged in tax-administration reforms, although 

these have not entirely borne fruit – faced with resistance, reformers were often compelled to 

make compromises that reduced the efficiency of the reforms. Shortcomings in the processing 

of tax information were also a major handicap in many countries. It is now a matter of urgency 

to move towards more efficient tax administrations.  

To that end, the post-2015 agenda should support deeper reforms in relation to finalising 

taxpayer segmentation, generalising risk analysis and introducing e-procedures.   

6.3 MICs and the need for collective welfare 

Demographic changes and collective welfare needs, which grow along with the development 

of modern activities, in particular in urban areas, increase the need for public resources, 

principally in MICs (Jousten, 2007).  
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It is therefore necessary to develop a strategy to finance collective welfare needs that is 

compatible with the tax transition. One of the biggest challenges currently facing many 

developed countries is making extra resources available without compromising economic 

competitiveness and hence the neutrality of the levy. 

This need for neutral resources could lead MICs to seek a higher contribution from indirect 

domestic taxation. One approach may be to progressively increase VAT rates, the base of which 

would already have been broadened. Such an orientation would assume sufficient 

administrative capacity to curb fraud. 

6.4 Support from regional institutions for tax reforms  

Because of resistance both from pressure groups and within administrations, it is difficult to 

implement reforms at the national level, even those that from a technical perspective seem to 

be most important.  

For essential reforms, such as the radical broadening of the VAT base, regional authorities have 

a comparative advantage over national authorities. National tax administrations could be 

supported at the regional level in the areas in which they lack capacity – for instance, controlling 

specific activities (e.g. mines) and addressing profit-shifting through transfer prices, etc. 

6.5 Public revenues and private development funding (FDI, remittances, etc.)  

In addition to the mobilisation of domestic public resources, external flows (ODA, NGO 

contributions, portfolio investment, FDI and migrant remittances) expand development 

resources.  

Most research papers (Brun et al., 2009; Carter, 2013; Clist, 2014; Clist and Morrissey, 2011; 

Morrissey et al., 2014) show no crowding out effect of ODA on taxation, with the possible 

exception of countries with poor standards of governance. To promote a complementary effect, 

a good strategy would be to strengthen governance so that countries may mobilise both 

domestic resources and ODA. 

Nevertheless, these external flows are subject to significant fluctuation and their volume, 

although not negligible (Appendix III), means that they can never do more than complement  

domestic public resources.  
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Appendix I – Budgetary efficiency of VAT: Africa and Middle East (as % 

of GDP)   

 

Normal 

VAT rate 

Other 

VAT rates 

VAT revenues 

(% of GDP) 

Budgetary 

efficiency 

Year  

introduced 

Sub-Saharan African Countries      

Benin 18.0  6.5 36.1 2006 

Botswana   10.0  3.5 35.0 2006 

Burkina Faso 18.0  4.6 26.1 2012 

Cameroon         19.3  4.9 25.4 2010 

Cape Verde 15.0  8.0 53.3 2006 

Central African Republic 18.0  2.2 12.2 2006 

Chad 18.0  1.9 10.5 2006 

Congo   18.9 8.0 4.0 21.0 2006 

Côte d'Ivoire 18.0 9 4.4 23.3 1959 

Equatorial Guinea 15.0 6.0 0.6 3.8 2006 

Ethiopia 15.0  3.9 26.3 2006 

Gabon  18.0 10.0 1.6 8.7 2006 

Ghana  15.0  3.5 23.5 2004 

Guinea  18.0  3.7 20.4 2006 

Kenya   16.0 14.0 5.6 35.0 2006 

Lesotho 14.0 5.0; 15.0 1/ 7.7 54.7 2006 

Madagascar  18.0  4.5 25.0 2006 

Malawi  17.5  5.6 32.0 2006 

Mali 18.0 10.0 5.6 31.1 2010 

Mauritius  15.0  7.1 47.3 2006 

Mozambique 17.0  5.2 30.6 2006 

Namibia  15.0  6.2 41.5 2006 

Niger 18.0  1.8 9.8 2005 

Nigeria  5.0  1.2 24.3 2006 

Rwanda  18.0  4.3 23.9 2006 

Senegal   18.0 10 7.7 42.8 2010 

South Africa      14.0  7.5 53.8 2006 

Tanzania  20.0  4.4 21.9 2006 

Togo 18.0  1.9 10.6 2006 

Uganda   18.0  4.0 22.2 2009 

Zambia 17.5  4.6 26.1 2006 

Middle Eastern Countries       

Morocco  20  (4 rates)   44.0 1986 

Jordan  16 10.2  64.0 2001 

Lebanon 10 4.9  49.0 2002 

Tunisia  18  (3 rates) 6.6  36.7 1988 

Sources: IMF, Country documents; World Economic Outlook; African Tax System (IBFD); Corporate Taxes, 

Worldwide Summaries (PricewaterhouseCoopers); Cottarelli (2011); IMF, OECD, national authorities and 

authors’ calculation. 
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Appendix II - Evolution of government revenues and of their structure 

Figure II.1: Evolution of total revenues (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD; national data; authors’ calculation 

Figure II.2: Evolution of tax revenues (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD;  national data; authors’ calculation 
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Figure II.3: Evolution of direct tax revenues (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD; national data; authors’ calculation 

Figure II.4: Evolution of indirect tax revenues (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD; national data; authors’ calculation 
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Figure II.5: Evolution of external indirect tax revenues (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD; national data; authors’ calculation 
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Appendix III – Public and private funding for development 

Figure III.1: Funding for developing countries (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD; national data; authors’ calculation 

 

 

Figure III.2: Funding for sub-Saharan countries (% of GDP) 

 

Sources: GFS (International Monetary Fund); UNCTAD; national data; authors’ calculation 

 


