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The Context: Developing Countries continue to perform poorly on revenue

mobilization...

....BUT have the potential to significantly improve

1. Most LIDCs remain at or below the 15 percent threshold in terms of Trends in tax revenue collection (percentage of GDP)
tax-to-GDP, considered to be the minimum level necessary for .
countries to provide essential government services and functions —~

20 Advanced Economies

conducive to inclusive and sustainable growth

15 Middle income countries

2. The average tax-to-GDP ratio did rise by 3.5 percentage points in LICs

since the early 1990s; progress during the last decade has been 10

marginal
3. There are still 41 out of 75 IDA countries with tax revenues below 15

percent of GDP C EEEEE 85558 EEEEEEEEEESEEEEEEEE
4. Thereis a considerable untapped potential to increase tax revenue as Source: Domestic Revenue Mobilization Dashboard, World Bank.

measured by the gap with the best-performing country for a given

income level, economic structure, and institutions. Tax Potential vs. Tax Effort, 2020 (percentage of GDP)

30 260
5. LIDCs have the highest potential, estimated at 6.7 percentage points 25 22.5 22.2
of GDP of additional tax revenue, while EMEs can raise an additional 5 20 T
. . 15
percentage points (Benitez and others, 2023). Moreover, LIDC’s 10 245 .
potential increases by an additional 2.3 points of GDP if their 5 e
institutional capacity were to be brought to the level of EMEs ° AES ' EMES ' LIDCs
m Potential - actual taxes (with EMEs institutions)
= Potential - actual taxes
Actual taxes
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Source: Benitez, Juan Carlos, Mansour, Mario, and others (2023). Building Tax Capacity in Developing
Countries.



Non-compliance (and tax expenditures) emerge as major issues,

lified by VAT C-efficienc

» Standard VAT rates, averaging about 15 percent in developing countries (the same in EMEs and 18 percent in AEs) are not low
» C-efficiency is 37 percent on average (2020), reflecting a combination of exemptions and reduced rates and
* Relatively high tax administration / compliance gaps

VAT Revenue and C-efficiency
Select countries/groups VAT C-eff
1. Revenue (Percent of GDP) 2. C-efficiency
AFR 36 Average 0.36 . 0.7
Bangladesh 0.29 7 0.6 /_,\_/—~_/\
Ethiopia 0.20 6 /-\,/—”’\—’\ 0.5
Ghana 0.38 5 0.4 /‘_,M
Indonesia 0.58 4 /\/_/\ g'i
Kenya 0.30 3 0.1
Malawi 0.21 7 . . . 0.0 . . .
Pakistan 0.28 2005 2010 2015 2020 2005 2010 2015 2020
Tanzania 0.26 AEs —— EMEs —— LIDCs AEs —— EMEs —— LIDCs
Zambia 0.54
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Sources: USAID DRM database; Benitez, Juan Carlos, Mansour, Mario, and others (2023). Building Tax Capacity in Developing Countries



Fixing tax administration is a necessary condition for improving revenue

mobilization

“In developing countries...tax administration is tax policy...”

* Vito Tanzi: “Taxation is the art of the possible. A tax system that is not administrable is not worth much. The
theoretically most perfect tax system in the world may become a bad system if the intention expressed in the law
is distorted by the practice.”

* The "best" tax administration is not simply one that collects the most revenue. How that revenue is raised-that is,
the effect of the revenue-generation effort on equity, on the political fortunes of governments, and on the level of
economic welfare - may be equally important.

A more accurate measure is the size of the "compliance gap“ - that is, the gap between actual and potential tax
revenues - and how that gap varies among the different sectors of the taxpaying population.

Lessons from successful tax administration reforms, point to three main ingredients:

* Simplification - of the tax system to ensure that it can be applied effectively in the generally "low-compliance"
contexts of developing countries

» Strategy - a comprehensive plan that assigns clear priorities to the tasks that must be performed, tailored to
the available resources

« Commitment - to reform at both the policymaking and managerial levels, as well as a certain degree of
technical competence. The best reform strategy applied to the most simplified system will fail if there is a lack
of political will to implement it
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Fixing tax administration also yields significant increases in revenues and

* An IMF paper quantifies the revenue yields associated with various tax administration capabilities,
based on the International Survey on Tax Administration (ISORA), the Tax Administration Diagnostic
Assessment Tool (TADAT), and TA reform episodes

* The results show that an increase in the overall strength of tax administration from the 40th percentile
to the 60th percentile is associated with an increase in tax revenue by 1.8 pp. of GDP

e Sustained tax administration reforms are found to lead to an increase in tax revenues between 2 to 3
pp. of GDP, in line with the experience in three country cases (Jamaica, Rwanda, and Senegal)

 The revenue yields are found to increase over time to more than 3 pp. of GDP after the 6th year
following a comprehensive reform

* The analysis highlights the significant impact of specific measures including: i) strengthening
compliance risks management, ii) enhancing public accountability, iii) establishing Large Taxpayer
Offices (LTO), iv) strengthening accountability and transparency, and v) enhancing timely filing of tax
declarations
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Professional accountants play a crucial role in the economy

Professional accountants play a crucial role in the economy by ensuring the integrity and transparency of
financial information, which is essential for the smooth functioning of markets and the broader economic
system. Their responsibilities encompass a wide range of activities, including financial reporting, auditing,
tax planning, and advisory services.

Financial Reporting: Accountants prepare and present financial statements that provide a clear picture
of an organization's financial health. This information is vital for stakeholders, including investors,
creditors, and regulators, to make informed decisions.

Auditing: Through auditing, accountants verify the accuracy and reliability of financial statements. This
process helps to build trust in the financial information provided by businesses, thereby enhancing
investor confidence and contributing to the stability of financial markets.

Tax Planning and Compliance: Accountants assist businesses and individuals in understanding and
complying with tax laws. They help optimize tax liabilities through strategic planning, ensuring that
entities meet their legal obligations while maximizing their financial efficiency.

Advisory Services: Accountants provide valuable insights and advice on a range of business issues,
including risk management, cost control, and strategic planning. Their expertise helps organizations
navigate complex financial landscapes and make sound business decisions.
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Role of Professional Accountants in tax administration

Help ensure smooth functioning of sound and effective taxation systems. They help employers

and clients understand their fiscal and regulatory obligations in relation to taxation and advise them
on how to comply

Tax Compliance: Accountants help individuals and businesses comply with tax laws by preparing and filing accurate tax

returns. They ensure that all deductions, credits, and liabilities are correctly reported, minimizing the risk of errors and
penalties.

Tax Planning: Accountants provide strategic advice on tax planning, helping clients optimize their tax

positions. This involves analyzing financial situations and making recommendations to reduce tax liabilities
legally, such as through investment strategies, retirement planning, and business structuring.

Ensure that their employers and clients understand the options available to them and assist them to be as
tax-competitive as possible (thus creating economic wealth and employment), but should also ensure that
they understand the consequences of each option (including potential reputational consequences);

Tax Office Administration: In tax offices, accountants are responsible for managing and overseeing tax-
related processes. They ensure that tax assessments, collections, and audits are conducted efficiently and in

accordance with legal requirements. Their role includes interpreting tax laws, resolving disputes, and
providing guidance to taxpayers.
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Role of Professional Accountants in tax administration, contd.

Tax Portal Management: With the increasing digitization of tax systems, accountants are
instrumental in managing and maintaining tax portals. They ensure that these platforms
are user-friendly, secure, and up-to-date with the latest tax regulations. Accountants

also assist taxpayers in navigating these portals, ensuring that they can easily access and
submit necessary information.

Are obliged to comply with strict ethical principles (e.g., the international Code of
Ethics or the codes of national professional and regulatory organizations), and are
guided by the fundamental principles of integrity and professional behavior; and

Can play an important role in combating tax evasion. For example, accountants in
public practice help clients comply with their legal obligations. If a client is unwilling,
an accountant considers options, such as resigning from the account; in some

circumstances, accountants may have a reporting obligation to revenue or regulatory
authorities.
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Several tax administration functions can be outsourced to Professional

Accountants

United States: The Internal Revenue Service (IRS) collaborates with Certified Public Accountants (CPAs) for various functions,
including tax return preparation, audits, and advisory services. The IRS also relies on private accounting firms for certain compliance
and enforcement activities.

United Kingdom: Her Majesty's Revenue and Customs (HMRC) works with professional accountants to assist taxpayers with tax
return preparation, compliance, and advisory services. Accountants also play a role in the Making Tax Digital (MTD) initiative, helping
businesses transition to digital tax reporting.

Australia: The Australian Taxation Office (ATO) engages with registered tax agents, who are often professional accountants, to
provide tax preparation, advisory, and compliance services. These agents help taxpayers navigate the complex tax system and ensure
accurate reporting.

Canada: The Canada Revenue Agency (CRA) collaborates with Chartered Professional Accountants (CPAs) for tax preparation,
compliance, and advisory services. Accountants assist individuals and businesses in understanding and meeting their tax obligations.

India: The Income Tax Department of India works with Chartered Accountants (CAs) to provide tax preparation, compliance, and
advisory services. CAs play a crucial role in helping taxpayers file accurate returns, manage audits, and comply with tax regulations.
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Build public awareness of role of professional accountants in regard to tax compliance

and administration
Amend the Tax Administration Proclamation, 2016 to introduce provisions -

Giving legal status to accountants certified by the Ethiopian Institute of Certified Public
Accountants (ETICPA)

Providing that companies’ accounts certified by ETICPA accountants will have a legal
validity

Requiring ETICPA accountants to audit accounts of companies prior to filing their tax
returns

" WORLD BANK GROUP

Governance 11



