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* Heightened interest in supporting revenue
mobilization

— SDGs
— Addis Tax Initiative

G20 international tax initiatives (BEPS, (A)EOI)
— BEPS implementation” OECD’s Inclusive Framework

— (A)EOI: Global Forum

* Other developments
— Platform for Collaboration on Tax



IMF support on RM

* QOver 100 countries each year

e More than doubled since ZOiO |

 HQ missions, short/long-term
experts

* Ten regional TA centers

* Policy development work



An IMF perspective

* Objectives
 Selected Issues

 Making support more effective






Increasing revenue

Central to macroeconomic stability, and achieving SDGs
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A tipping point?

10 15 240
Tax-to-GDP

Local linear regression Fourth-order polynomial
Binned data

Gaspar, Jaramillo and Wingender (2016),” Tax capacity and growth: Is there a tipping point?” IMF WP/16/234.




But more than that

. Efficiency, growth,..

For developing counties,
limited evidence but signs:

—Of efficiency and revenue
gains from VAT

—That CIT may not be worst

—And that trade
liberalization fosters growth
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...fairness,..

Not only income inequality, .. - _____
but:

% 0354 e PRRR S IR
e Like treatment of like I .
* Due process N

= Latin America and Caribbean (19) = Advanced (21)
----- Asiaand Pacific (14) == Emerging Europe (21)
= Middle East and North Africa(12) = =Sub-Saharan Africa (22)

Importantly:
 |tis combined effect of tax AND SPENDING that matters



...and ‘state building’

* Taxation a key point interaction citizen and
state—focus of increased academic attention

* How to build good dynamics?

— E.g. more attention to small businesses than
revenue potential warrants?






International tax matters...
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New book addresses these for the
extractive industries...
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INTERNATIONAL
TAXATION AND
THE EXTRACTIVE
INDUSTRIES

Edited by Philip Daniel,
Michael Keen,

Artur Swistak and
Victor Thuronyi
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...covering two broad sets of issues, e.g.:

‘Indirect transfers’ Cross-border deposits
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Many other (less dramatic) issues

—such as incentives,..

INTERNATIONAL MONETARY FUND

Ortober 2015

— OPTIONS FOR LOW INCOME COUNTRIES' EFFECTIVE

AND EFFICIENT USE OF TAX INCENTIVES FOR
INVESTMENT

IMF staff regularly produces papers proposing new IMF policies, exploring options for
reform, or reviewing existing IMF policies and operations. The following document(s)
have been released and are included in this package

A Report by Staff on “Options for Low Income Countries’ Effective and Efficient
Use of Tax Incentives for Investment;” an accompanying Background Document

including tools for assessment.

Informal Session to Brief:

The attached report was prepared by IMF staff jointly with staff of the CECD Center for
Tax Policy and Administration, the World Bank Group, and the United Nations
(collectively, the "TOs"), at the request of the G20's Development Working Group
(DWG). Countries often face pressures to attract investment by offering tax incentives,
which then erode the countries’ tax bases with little demonstrable benefit in terms of
increased investment. The I0s were asked to use their shared sxpertize to assist low
income countries in making ketter and more efficient use of tax incentives. Drawing on
recent country experiences and an extensive range of academic and other studies, the
1Cs prepared a report giming to take 8 fresh ook at tax incentive policies in low income
countries. A separate background document alzo attached here reviews practical tools
and models to assess the costs and benefits of tax incentives, and to enhance
transparency and support informed decizsion making. The report was presented to the
IMF Executive Board in an informal session on October 22, 2015, Such informal sessions
are used to brief Executive Directors on policy issuss. No decisions are taken at these
informal sessions. The views expressed in this paper are those of the IMF staff and do
not necessarily represent the views of the IMF's Executive Board.

The IMF's transparency policy allows for the delstion of market-sensitive information
and premature disclosure of the authorities” policy intentions in published staff reports
and other documents

Electronic copies of IMF Policy Papers

are available to the public from

http/Aeeweas imiorg/edermsl /op/prindex s spx

International Monetary Fund
Washingten, D.C.

© 20[xx] International Monetary Fund

Risking revenue for little benefit

Rwanda (2011)
Uganda (2011)
Guinea (2012)
Tanzania (2011)
Vietnam (2004)
Thailand (1999)
Malaysia (2014)
Mozambique (2009)
Burundi (2011)
Serbia (2009)
Jordan (2009)
Kenya (2012)
Tunisia (2012)
Nicaragua (2009)
El Salvador (2013)
Nicaragua (2009)

Redundancy ratios
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...improving the VAT,..

1.0 +

C-efficiency in Africa, 2012

0.8 +

0.2 +

C-efficiency ratio
o o
IS o
o ]

0 . 0 T T T
RS ¥ L N © N > 4 4 N * W & & @ $
?i\k\ QQ} &’\0 <<’b (\Q’% ((:\0 (‘)o& /50$ @ &Q %Qf\* @6@ ,\/’bo \ng $®° Qébo \so %Q/ cotb \\4 ) «OQO
S T & & > LA R S R o
SN N S v & 3 ol
9 ) ,&\.o \{\(:b (@
& ¥
‘é’b
&

B C-Efficiency Ratio = C-efficiency Region Average Ratio



...with administration critical,..

 Weak HQs, high turnover of
senior staff

INTERNATIONAL MONETARY FUND

meeeesssssmn CURRENT CHALLENGES IN REVENUE MOBILIZATION:

* |nadequate/unstable financing oro IMPROVING TAX COMPLIANCE

IMF staff regularly produces papers proposing new IMF policies, exploring options for
reform, or reviewing existing IMF policies and operations. The following document(s)
have been released and are included in this package:

e Weaknesses in information S
m a n a ge m e n t’ p ro C e S S e S a n d I e ga I The report prepared by IMF staff and presented to the Executive Board in an informal

session on February 6, 2015. Such informal sessions are used to brief Executive
Directors on palicy issues. No decisians are taken at these informal sessions. The

views expressed in this paper are those of the IMF staff and do not nacessarily

fra I I l e WO r kS represent tha views of the IMF's Executive Board.

[ ] I I d e Ve | O m e n t S Offe r The IMF's transparency policy allows for the deletion of market-sensitive information
and premature disclosure of the authorities” policy intentions in published staff reports

and other documents

opportunities—but also new i

2t imforgfexternal/op/ppindex.aspx

ional d
problems el Mt o

* Corruption—lasting impact on
compliance

© 2015 International Monetary Fund




...ahd much elsel

* Building an effective personal income tax—beyond
arge firms and pubic employees

* Property taxation—Significant revenue/equity
potential

* Excises—Dull but important

* New technologies—A current focus

* Developing/supporting analytical capacity
— Good news: Upsurge of academic work
— WORLD revenue data set online






Report of the Platform for Collaboration on

Tax

NN s

Enhancing the Effectiveness of External
Support in Building Tax Capacity in
Developing Countries

* Prerequisite: A country-
Prepared for Submission to G20 Finance Ministers driven commitment to
reform within a supportive
political environment

 Potential for medium term
S revenue strategies

Organisation for Economic Co-operation and Development (OECD)

United Nations (UN)
World Bank Group (WBG)




...with new analytical tools

RA-GAP: Actual vs full compliance
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establish baselines/benchmarks

Cost of Collection - Percentage of Revenue

TADAT: Assessment tool
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How it would work

“Cash flow” means:

* Immediate expensing of investment (instead of
depreciation)

e No interest deduction

Base of DBCFT is thus ‘rents’ (= profits in excess of
minimum required)

“Destination-based” means:

e ‘Border tax adjustment” (BTA) Imports are taxed,
exports not taxed




Key things to remember

* Not a tariff! Domestic sales taxed same as imports

e Equivalent to broad-based (subtraction) VAT plus
wage subsidy at the same rate

* To get to DBCFT from ‘standard’ corporate tax:

— Remove tax on normal return

— Border adjust: move tax base from production to
consumption



Adjustment to BTA

In simplest case, no real effects. Either:

* Exchange rate appreciates
— Lower cost of imports offsets the tax imposed
— Lower receipts in domestic currency offsets removal

of tax
* Increase in all prices
* Or some combination

Many qualifications....



Things to like about the DBCFT

 Eliminates debt bias

e Does not distort level or location of investment

e Eliminates whole range of avoidance (BEPS)
possibilities

— e.g., Currently, if country A has higher statutory rate than
B, set artificially low price for exports from A to B ....but
under DBCFT, export price irrelevant in both A (not taxed)
and B (not deductible)



Some Issues

* Inconsistency with WTO and, perhaps, tax
treaties

—but not for VAT-based approach

* BEPS problems lightened for adopter, but
worsened for non-adopters

* Treatment of losses: principle clear but risk
of fraud/adverse perception

 Many design issues...



