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In order to understand the reason for poor performance of the revenue administration,

we must first look ‘outside the box’, beyond the organizational boundaries of the revenue administration, and analysis the impact of important environmental factors on its performance.

Jit Gill, World Bank (2003)…………

Introduction

At the beginning of the 21st century, governments in developing and transition economies continue to search for feasible solutions to the age-old problem of revenue generation. Today, the dominant environmental factors shaping the performance of their revenue administrations are globalization, large informal sectors, and weak administrative capacity linked to corruption. Increasingly, taxpayers, struggling to reduce high compliance costs and shield themselves from arbitrary treatment and corrupt practices, are asking political leaders to improve taxpayer services and embrace an explicit taxpayer service ethos. 
In response, tax administrations are exploring a range of strategies to improve taxpayer compliance and achieve their revenue generation goals. However, these strategies are diverse and have different implications for static efficiency and growth.  Some countries, as different as Bulgaria, Jamaica, Latvia, Pakistan, and Tanzania, have embraced multiyear programmatic approaches to reform, involving reorganization of their tax administrations along functional and taxpayer segment lines, reengineering of business processes, and effective utilization of new opportunities in information and communications technology. These programmatic reformers are also benchmarking and monitoring their own performances as a tool for improved managerial effectiveness. The trend towards tax administration organizational reform has been most pronounced in Eastern Europe where, in the space of a decade, transition countries have replaced tax-by-tax frameworks for new functional designs, augmented by special units organized around taxpayer characteristics, such as size of assets or sales. Many governments have seized upon the organizational concept of a large taxpayers’ unit (LTU) as a mechanism to introduce new organizational structures and procedures based on voluntary compliance. LTU have spread from Latin America, where it was conceived in the 1970s, to Africa, Asia, and transition countries, where it has piloted administrative reforms in auditing, self-assessment, the functional organization of work, and taxpayer services. Some governments have directed their tax administrations to adopt a taxpayer service ethos, whilst insisting on innovative enforcement measures to boost compliance.  
However, scaling up organizational innovations, such as large taxpayers’ units, to completely reorganize the tax administration remains an unfinished agenda in many developing countries. Quite a few governments continue to show little interest in modernization processes that involve systemic organizational change allied to a new administrative philosophy. These governments retain a commitment to traditional approaches to revenue generation, whilst accepting organizational and business process modernization only as part of pilot initiatives often required under IMF programs.  Many tax authorities reject authentic self-assessment as a general rule for both VAT and corporate income tax and permit it only as a special case. Traditional tax assessment strategies, focused on imposed assessments and negotiation of final tax liability and the neglect of the special needs of small enterprises for simplified procedures, deter enterprises in shifting from the shadow to the formal economy and are inimical to a truly healthy investment climate in the formal sector. Why then, if the path of tax administrative reforms is clearly pro-growth, do only some developing and transition governments follow this path and make a wholehearted commitment to scaling up tax administration pilot reforms?
This paper’s motivations are twofold. First, it seeks to shed some light on which organizational models and tax administration reform ingredients contribute most to improving tax compliance, neutrality, and revenue productivity.
 Additionally, it seeks to explain why administrative reform proposals to achieve these ends are often resisted or adopted in a halfhearted manner, even when governments are sincerely looking for better solutions to their taxation problems. In a nutshell, this is a paper about the logic of scaling up pilot-based organization reforms. It argues that tax administration organizational reforms, along with the self–assessment reforms that it will enable, are the keys to coping with these growth-inhibiting tax distortions. The paper conjectures that the most visible recent innovation in organizational design, the large taxpayers’ unit, will have different impacts in different country settings and will require buttressing by key institutional and policy supports, if it is to play its intended role in scaling up administrative reforms.  

Defining the Problem 

Globalization, economic dualism, and weak and corrupt tax administration have inspired diverse responses within the set of developing and transition economies. All countries’ ability to set and enforce their own taxes is increasingly constrained by globalization, or the deep integration of national economies with the global economy. Contemporaneously, globalization is expanding the number of critical taxpayer services and compliance oversight tools, such as policing transfer pricing practices, which are needed to administer taxes effectively. However, as stressed by Burgess and Stern (1993), taxation in developing countries remains fundamentally different from that in industrial countries. In part, this is because so much economic activity occurs in the informal or shadow economy and thus bypasses taxation. Additionally, the tax administration capacities of developing and transition governments are usually weak and often tinged by corruption.  

These forces foster a kind of dualism in tax administration in developing and low-income transition countries, under which administrative practice and policy expectations directed towards large formal sector business units, comprising both export-oriented and import-competing subcomponents, are radically different from those for the small-scale, formal sector businesses. Taxation of economic activity within the formal sector and the incidence of bribery needed to settle assessments are often highly non-neutral in nature. 
Over a decade ago Burgess and Stern (1993) warned that by concentration on a few tax handles and the easiest to implement solutions governments in developing countries, with weak administrative capacity, often produce highly distorting tax structures. Berkowitz and Li (1999) report that throughout the 1990s, tax administration policies and practice in transition economies have been capricious and potentially confiscatory, resulting in negotiated tax liabilities. The negotiation of tax liabilities in settings without authentic self-assessment creates a fertile environment for bribery and engenders a business climate that is hostile to new investment and the growth of small business. The relative size of bribe payments, linked to negotiated tax settlements, appears to fall most heavily on small formal sector enterprises both in transition and developing countries. Clarke and Xu (2002) have uncovered a negative relationship between enterprise size and the relative burden of bribes paid. Johnson, Kaufman and Shleifer (1997) contend that high tax and regulatory burdens in post-communist countries drove a significant share of economic activity into the shadow or informal economy during the 1990s. Hostile tax policies and administrative practices lead in turn to static efficiency losses and retard export-led and import competing growth in the fringe formal sector, particularly among small-scale enterprises. This problem is increasingly recognized as a major cause of weak investment growth performance in the developing world, particularly in sub-Saharan Africa. Stiglitz (2004) has proposed that redesigning taxing institutions and policies, including what he calls “corruption resistant tax structures”, should be a central concern of fiscal reform for developing countries. However, while the shadow economies of developing countries are characterized by low capital intensities, small scale of operation, traditional technologies, and often wafer thin profit margins, unofficial production in transition economies is more often done in big enterprises with high-capital intensities.  

Recent Government Fiscal Performance  

Governments in developing and transition countries vary greatly in terms of their average revenue receipts as a share of GDP, the notional tax base, for a given set of statutory tax rates. Recent compilations by IMF staff of average total tax revenue and total revenue statistics covering developing and transition countries for the early 2000s and the early 1990s, as summarized in Table 1, indicate that, while average government revenue shares grew in the Americas and the North Africa/Middle East zones by between one and two percent, they fell in sub-Saharan Africa, Central Europe, and the countries of the former Soviet Union and the Asia and Pacific region. 

Table 1

	Average Government Revenue by Groupings of Countries

(percent of GDP )

	
	Tax Revenue
	Total Revenue

	
	Early 1990s
	Early 2000s
	Early 1990s
	Early 2000s

	Americas  
	14.9
	16.0
	18.3
	19.7

	sub-Saharan Africa
	16.3
	15.9
	19.3
	19.7

	Transition countries  
	27.3
	23.4
	30.9
	26.7

	North Africa and Middle East
	15.1
	17.1
	23.3
	26.2

	Asia and Pacific
	13.6
	13.2
	17.6
	16.6

	Small Islands
	25.5
	24.5
	33.4
	32.0


Source: Clements, Gupta, Pivovarsky, and Tiongson (2004)

In the case of Central Europe and countries of the Former Soviet Union, Mitra and Stern (2003) attribute the fall in tax revenue shares to a major decline in corporate income tax revenue, which was partially offset by domestic indirect tax revenue gains. The reasons for stagnation or declines in sub-Saharan Africa and Asia include not only adjustments to external shocks, such as the external crises of the late 1990s, but also inadequate and inappropriate responses to the challenge of globalization, and increased internal corruption within tax administrations. Aurioll and Warlters (2005) assert that the difference in tax revenue yields, as a percent of GDP, between rich and developing countries is now almost entirely explained by the weakness of direct taxation in the latter. Direct taxation represents only 7 percent of GDP in sub-Saharan Africa versus 22 percent of GDP in industrial countries. Within sub-Saharan Africa, Ghana’s performance may be indicative of regional trends. Direct taxes fell sharply in the 1990s during a period of macroeconomic stagnation, which was offset by a strong performance in VAT collection. Stiglitz (2004) warns that for low income developing countries the increasing dependence on VAT collections from large enterprises in the formal sector is reinforcing structural dualism and ultimately discouraging growth by making formal sector participation unattractive. 

Productivity of Tax Systems: International Comparisons and Determinants   

Additional insights into administrative performance can be gleaned by calculating efficiency or productivity indicators of tax revenue systems across countries and by exploring the linkage between corruption and efficiency indicator for the tax system. The value added tax is the logical candidate for the identification of such efficiency indicators because its base, usually equivalent to aggregate private consumption, can be measured from statistical sources that are derived independently from revenue data. As discussed in Ebrill et al. (2002), C-efficiency of the VAT is defined as the ratio of VAT revenue to aggregate private consumption divided by the standard rate of VAT. This measure is described as “both a summary indicator of performance and a useful gauge of the extent to which the VAT bears uniformly upon a broad base.”  As Figure 1 below indicates, the calculated C-efficiency ratios for 2001 vary dramatically across developing and transition economies, from less that 0.25 for Algeria and the Philippines to over 1.0 for Croatia.  This result indicates both that the effective tax revenue burden can vary greatly from the statutory burden and that the scope for improved compliance is massive in countries at the lower end of the distribution.  
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Figure 1

Source: Government Finance Statistics and International Finance Statistics 2003 and 2004 (International Monetary Fund) 

Econometric estimation can be used to explain the determinants of the dispersal of C-efficiency. Results are reported below, based on data obtained from the IMF’s Government Financial Statistic Yearbook and Article IV consultation reports for a sample of 69 developing and transition economies. The White estimator is employed to correct for heteroskedasticity. The approach taken here is to regress the ratio of VAT revenue divided by private consumption on a set of explanatory variables including the standard rate of VAT, the openness of the economy, as measured by the ratio of imports to GDP, and the level of illiteracy. To this list of regressors is added an index for government’s capacity to control corruption, recently developed by Kaufman, Kraay and Zoido-Lobaton (2002) and an index, developed by Djankov et al. (2002), which measures the cost of registering a business in the formal sector. This last variable is intended to capture some of the barriers to entry to the formal sector, but it is limited to legal costs and does not include informal payments. 

More formally, the equation of interest is: 

VAT Rev/Consumption = ƒ( SR, imports/GDP, illiteracy, CCI , costentry )

where SR is the VAT standard rate, 

            CCI is the index for government control of corruption, and 

costentry is the cost of registering a business in the formal sector divided by the average wage.
Table 2

Cross Sectional Model of C-Efficiency for VAT Administration

Based on 2001 Government Financial Statistic Data 

Dependent variable: ceffnum = VAT revenue/ Private Consumption 

	Variable
	Coefficient
	Std. Error
	t-statistic
	p-value
	

	Const
	0.152399
	0.0211254
	7.2140
	< 0.00001
	***

	Lnsr
	0.0416384
	0.0104857
	3.9710
	0.000186
	***

	Imports
	0.0459786
	0.0206817
	2.2232
	0.029801
	**

	Illiteracy
	-0.0302823
	0.0159709
	-1.8961
	0.062536
	*

	Corrcontrol
	0.0158922
	0.00582424
	2.7286
	0.008232
	***

	Costformal 
	-5.27891e-05
	4.56613e-05
	-1.1561
	0.252006
	


Estimation procedure: heteroskedasticity-corrected estimates 

Statistics based on the weighted data:


Sum of squared residuals = 291.938


Standard error of residuals = 2.15266


Unadjusted R2 = 0.459109


Adjusted R2 = 0.416181


F-statistic (5, 63) = 10.6949 (p-value < 0.00001)

    
 N = 69 observations 

Statistics based on the original data:


Mean of dependent variable = 0.0808495


Standard deviation of dep. var. = 0.0394312

The asterisks in the last column describe the level of significance, with *** referring to the 1 percent level of significance for hypothesis testing, ** referring to the 5 percent level and * referring to the 1 percent level. In terms of the adjusted 
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, the regressors explain about 41 percent of the variability of the dependent variable, all regressors have the expected sign, and all regressors are significant, except that for the cost of entering the formal sector. This regression result can be interpreting as indicating that improvements institutions and policies for the general control of corruption will increase the revenue productivity of the VAT ceteris paribus.   

A bribery variable is not available for the large sample used above, but a smaller transition country sample presents the opportunity to explore whether C-efficiency and the relative level of bribery payments made to government officials are correlated. Based on surveys commissioned by the European Development Bank, Schaffer and Turley (2000) have reported a relationship between the average total bribes paid to all government officials as a percentage of the annual revenues of the surveyed enterprises in CIS and Eastern European countries in the later 1990s and the ratio of the average effective tax rate to the statutory rate. They hypothesize that the relative size of the gap between statutory and effective rates is positively correlated with the relative size of bribes. To test this proposition, the current paper reports two OLS regressions using observations from 17 transition countries: (i) first the C-efficiency of VAT rate is regressed on the bribe “tax” rates as the sole explanatory variable, and (ii) next C-efficiency is regressed on bribes and the imports to GDP ratio, as a second explanatory variable.

VATRev/Y/ t  = 50.25  – 3.70 (bribe )  
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= 0.213


             (3.71)    (-2.51)
    

where
bribe  = is the bribe rate as a percent of annual revenue from “firms like yours” from  the EBRD Transition Report,


VATTaxRev/GDP/ t =  C-efficiency ratio defined in term of GDP for 1997 ,

VATRev/Y/ t = 34.41 – 2.98 (bribe) + 0.243 (Im/Y)  


[image: image3.wmf]2

R

= 0.329


            (3.09)    (-1.95)          (1.90 )  

where
bribe  = is the bribe rate as a percent of annual revenue for “firms like yours”  from the EBRD Transition Report,



Im/Y = imports of goods and services as a % of GDP in 1997 

    
            VATRev/GDP/ t = C-efficiency ratio defined in terms of GDP for 1997.

The reported estimates indicate that the bribe rate is a significant explanatory variable with a negative coefficient in determining C -efficiency in transition economies.  Therefore, it appears reasonable to conjecture that if similar bribe rate data were available for the larger sample employed in the first regression, it would be found to be a significant determinant of C-efficiency and to have a negative sign. Consequently, tax administrative reforms that can reduce opportunities for and incidence of bribe taking within the tax administration should increase the productivity of the revenue system.  When linked to the finding of Clarke and Xu (2002) that the effective burden of bribes falls more heavily on smaller rather than larger enterprises, reducing bribery opportunities through tax administrative reforms would also appear to improve the attractiveness for small enterprises of joining the formal sector and their ability to compete with larger enterprises.   
Reform Agenda

Many developing and transition governments have embarked on ambitious technological and business process transformations of their tax administrations. A typical tax administration reform agenda entails ingredients such as modernizing taxpayer registration, strengthening return processing and payment systems, improving collection enforcement, developing effective audit programs, developing better taxpayer services, introducing automation, implementing unique taxpayer identification numbers, and monitoring large taxpayers.  For those countries opting for comprehensive administrative reforms, measures have also included organizational redesign, development of electronic governance capacities, consolidating collection of payroll taxes and pension contributions, increased sophistication of the audit function, extensive access to third party information within and outside the public sector, strengthening of taxpayer services, outreach to key stakeholders, and, most importantly, a commitment to confront corruption.
  Additional institutional supports have included legal reform covering speedier and less capricious taxpayer dispute resolution mechanisms.  As part of the spirit of administrative reform, compliance management is no longer based purely on an enforcement-focused approach, but on a combination of enforcement and taxpayer services.
Quite a few governments have changed the organizational designs of their tax administrations, by shifting from a type of tax and geographic focus to some combination of functional or taxpayer segment design elements. More tentative reformers and those with weak administrative capacities have typically implemented pilot projects, such as large taxpayers’ units (LTU), and or employed pre-shipment inspection services paralleling national customs operations, as enclaves of reformed practice and, potentially, as organizational stepping stones on the journey to complete organizational transformations. 

Dualistic Policies as a Challenge to Scaling Up Pilot Reforms 

In this era of globalization, the profiles of taxpayers in developing countries can be categorized broadly into four divergent groups: (i) large taxpayers, who use sophisticated means to minimize their tax burden and interact with the tax authorities both as tax collecting agents of the government and as taxable clients; (ii) medium size enterprises in the formal sector, who maintain weak accounting records of their business activities and ultimately negotiate their assessments, (iii) small traders, particularly in the retail sector; who maintain no accounts and are accordingly subject to arbitrary treatment by tax administrators; and (iv) informal sector businesses, that pay no direct taxes. Major differences in tax burdens imposed on different taxpayer segments map into widely divergent tax burdens and informal payments burdens for different sectors of the economies of developing countries with important consequences for allocative efficiency and the functional incidence of tax burdens.

Aurioll and Warlters (2003) have proposed a model describing why governments might rationally adopt high barriers to entry from the informal to the formal sector in the context of securing adequate revenue, when their tax administration capacity is weak and vulnerable to corruption. Entry barriers impede access to banking credit and legal entitlements associated with formal status. They deter investment and broad-based economic growth, as eloquently explained by de Soto (2001). Nevertheless, Aurioll and Warlters suggest that developing country governments consciously raise barriers to entry into the formal sector in an effort to maximize tax revenue on oligopoly profits without having to improve tax administration capacity. By generating market power, and hence economic rents, for the permitted entrants, high entry fees foster the emergence of large taxpayers.  The resulting rents are harvested by the government at a low administrative cost using low-skilled administrative talent through direct taxes on oligopoly profits and even via VAT payments, when the tax burden incidence falls on capital or wages in the formal sector.

Given the strong presumption of high economic rents in the formal sector, even tax administrators with little or no auditing skills, can be confident that their imposed and negotiated assessments can be paid. In developing countries a very few taxpayers often account for a large proportion of total tax collection. For instance, Baer (2002) reports that 0.4 percent of taxpayers account for 61 percent of total domestic tax collection in Kenya and 57 percent in Colombia. The corollary for the informal sector and, perhaps even for the fringe formal sector, is that thin profit margins and weak integration to truncated VAT systems will make it inefficient for tax officials to attempt to collect taxes from this sector.  

According to the thesis of Aurioll and Warlters (2005), governments in developing countries internalize the observed degrees of corruption, malfeasance, and general administrative inefficiencies of their tax collecting bureaucracies into policy decisions about which taxes to rely upon and how to achieve their revenue targets.  Depending on a rational evaluation of their interests, governments may embark on comprehensive administrative reforms, partial reform packages, or they may accept the administrative status quo, while varying other policies to achieve desired revenue targets.

Table 3

Concentration of Tax Collection in Selected Countries for 2000
	
	Number of

large taxpayers
	% of  total
	% of
revenue

	  Argentina
	3,665
	0.1
	49.1

	  Benin
	812
	1.0
	90.0

	  Bulgaria
	842
	0.1
	51.4

	  Hungary
	369
	0.1
	42.1

	  Kenya
	600
	0.4
	61.0

	  Peru
	2,450
	0.9
	64.9

	  Philippines
	833
	0.2
	36.0


Source: Bodin  
An evaluation report, prepared by Gray and Chapman (2001) for the UK’s Department for International Development, documents the poor collection strategies of many aid recipient countries and expresses puzzlement at the decisions of administrators in some countries, with narrow administrative tax bases, to concentrate excessively on existing taxpayers in order to meet government revenue targets. For example, the Uganda government instructed its Uganda Revenue Authority in 1998 to implement a presumptive income tax on informal enterprises with low turnover. Yet, according to Gloppe and Rakner (2002), the implementation of this process was not taken up with any signs of commitment because enforcing collections from this taxpayer segment was not seen as cost effective.  

The production function for tax administration has recently become globalized and undergone a major increase in what economists call technical progress, due to new information and communication technology (ICT) opportunities. The diffusion of reform ideas in tax administration is increasingly influenced by the growth of global consulting companies specializing in tax administration modernization and by the increased supply of technical assistance supported by multilateral agencies and bilateral donors. 
The potential benefits in increased compliance rates and reduced bribery arising from large scale administrative reforms, linked to automation, are very large. ICT instruments can both support better service delivery and guide the modernization of business processes. See de Wulf and McLinder (2005) for a comprehensive survey of recent ICT applications applied to customs clearance. It is now feasible and cost effective for even the poorest countries to adopt new and proven off-the-self ICT applications for tax administration.
. Yet the mere fact that the global tax administration production function has shifted will not guarantee that that the new dominant technology will be employed to the full.  One of the reasons why administrative reforms used in LTUs and customs units are not universalized is that ultimate government decision-makers do not fully appreciate the potential of these instruments and associated organizational reforms to improve voluntary compliance. Another reason is that in societies where corruption and informal rules are deeply entrenched it is very difficulty for the center of government to unravel the status quo and develop a new ethos and new contractual relations amongst taxpayers, tax officials, and the political leadership of government. 

Automation of the tax administration can be a catalyst to organizational and administrative reform and modernization of business procedures. However, Bird (2004) advises that new computer systems have often developed in parallel to continued use of traditional business processes (e. g., Philippines). Failure to scale up and switch tracks can occur, in part, because reform initiatives have not sufficiently recognized the skill constraints of tax officers or the service needs of taxpayers. Vested interests, such as custom clearance brokers, may also resist full implementation of cost-reducing ICT solutions, because such reforms threaten high profits realized under non-transparent and uncertain status quo procedures. 
Organizational Design

Tax administrations in any country can be organized broadly: (i) by type of tax (tax-by-tax) with a second tier division by geographic zone; (ii) by function; or (iii) by segment of taxpayers stratified by size of assets or turnover. These categories have parallels in the literature on organizational theory for private enterprise, as described by Mintzberg (1982). The three most common models to structure the organization of private enterprises are: product-based, functional, and client-based. Although most tax administrations can be said to resemble one particular model predominantly, many administrations combine features from all three. See Vehorn and Brondolo (1998),
Table 4

Organizational Design

	Private Organization
	Tax Administration

	Product Base
	Type of Tax

	Functional
	Functional

	Client
	Client or Taxpayer Segment


                     Source: Mintzberg  (1983)

The schematic framework presented in Figure 2 below encapsulates a story of generic organizational change, reflecting recent international trends, beginning with the type of tax approach and moving to functional and finally a taxpayer segment approach.

Figure 2

The Evolution of Organizational Design Ideas for Tax Administration
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Source: Ebrill , Keen, Bodin, and Summers (2002), p. 135

The type of tax organizational design results in lost efficiency opportunities, through duplication of functions for registration, accounting, audit, collection, training, IT, and human resources. Tax administrations in many developing countries, particularly in South Asia, continue to be organized by type of tax with additional tiers determined by geographic zone. This traditional design reflects the belief that close geographic proximity should be maintained between taxpayer and tax collector. Within this framework, tax assessing officers working in small, “circle” offices specialize in acquiring knowledge of the businesses of those taxpayers whose assessments they finalize.  Tax assessing work, in such a setting, has low incremental revenue productivity, because of inadequate specialization of tasks and an inability to concentrate resources on the high risk components of the revenue base. The traditional local offices are ill-suited units of administration for effective use of information technology and the introduction of self-assessment with modern auditing. Moreover, excessive direct contract between taxpayers and tax officers exposes the tax administration to an unnecessary risk of corruption. 

Under a functional approach, responsibilities within a tax administration are divided by major categories of work – taxpayer education and service, registration, audit, enforcement, legal advice, information processing – but staff are involved with all types of taxes. A functional organization allows for tax returns and tax payments to be processed in a single department, rather than in many tax-specific departments.  
As countries shift towards a functional model, they are able to improve taxpayer services by providing:

· a single point of access for taxpayer inquiries;

· a common registration function and system with unique identification numbers for each taxpayer;

· a single accounting framework, possibly integrated;

· enforced collection and audit across taxes;

· dedicated information processing operations; and

· common support functions such as human resources, ICT, and training.
A functional organization provides a strategic element of cross checking among staff, so that work performed by one function, such as collection and enforcement, acts as a control on other operations, such as auditing and accounting.  Such an approach reduces the compliance burden on taxpayers, who only have to deal with a single contact point, and permits greater standardization of work processes across taxes and enhances productivity. Increasingly, the functional approach is being combined with the client or tax segment taxpayer design. 

The larger countries of Latin America, notably Chile and Argentina, implemented functional organization reforms, within each major tax group, in the 1960s and 1970s with advice and technical support from the USA’s Internal Revenue Service. In the cases of Chile, the modern organizational structures and ethos were absorbed so well that enclaves of administrative excellence have not been required.  For the case of Canada, the recent integration of VAT and direct taxes under a functional administration is seen by the business community as having reduced compliance burdens, especially for small business. There is now a single audit in Canada for micro and small businesses. Where previously a number of auditors had visited a company on different schedules to conduct audits on the different taxes, post-integration there is one auditor assessing corporate income tax, value added tax, and any excise duties.

Nevertheless, a pure functional focus also has its disadvantages. It is prone to treat all taxpayers with a one size fits all approach. Management of the functions is complicated by the need to deal with different taxpayer segments, which present different compliance issues and risks, and important non-compliance patterns may get ignored between because of a lack of focus on the characteristics of client segments. 

Another alternative is the taxpayer segment approach, recently adopted by a few developed countries. The rationale for this approach is that each size group of taxpayers, as defined by assets or sales, has different characteristics and tax compliance behaviors. Hence, each presents different risks to the revenue base. According to this organizational philosophy, maximizing voluntary compliance for each taxpayer segment requires delivering a set of strategies that is appropriate to the compliance issues posed by each group. Many developed countries (e.g., Australia, Netherlands, USA) and developing ones (e.g., Pakistan) have gone beyond establishing LTUs and have reorganized administration around different size segments of taxpayers. The extreme heterogeneity of business taxpayers in developing countries makes the cases of exploring this organizational design persuasive.  

In 1998 the Internal Revenue Service of the USA embraced the taxpayer segment approach both for auditing. Two years later the USA restructured national and local administrative operations around large and medium sized businesses, small businesses, employees, and exempt organizations. The IRS’s Market Segment Specialization Program focuses on developing specialized examiners for a particular market segment. A market segment may be an industry, such as construction or entertainment, a profession, such as attorneys or real estate agents, or a tax preference issue, such as passive activity losses. Its main objectives are to increase the rate of voluntary taxpayer compliance and to make the audit process more efficient and effective. Developing compliance strategies for highly-specialized categories have also been a salient feature of transition country practice, particularly in Russia.  
Stiglitz (2004) asserts that “if there were perfect information, corruption would be no problem.” If it was possible to observe and document who was bribing tax officials then corruption would be relatively easy to control. Corruption is a problem because it is very hard to observe and document. Hence the limitations on the available information are at the core of the design of corruption resistant tax structures. 
Table 5
Schematic Framework for Level of Contact 

	
	Few Contacts 
	 Average Contacts 
	Intense Contacts 

	Tax Type Design 
	
	
	

	· Value added tax 
	
	X
	

	· Corporate income tax 
	
	
	X

	· Individual Income Tax 
	X
	
	

	· Social Security and payroll taxes  
	X
	
	

	· Customs and import taxes 
	X
	X
	

	Functional Design 
	
	
	

	· Returns processing 
	X
	
	

	· Auditing 
	
	X
	

	· Collections 
	
	X
	

	· Appeals 
	
	
	X

	· Taxpayer services 
	X –General
	
	X-Specific

	Client Services 
	
	
	

	· Individuals 
	X
	
	

	· Small and Medium Companies 
	
	X
	

	· Large Companies 
	
	
	X

	Risk Assessment Design 
	
	
	

	· Low Risk 
	X
	
	

	· Middle Risk 
	
	X
	

	· High Risk 
	
	
	X


Source: CIAT (2001) 

One approach to controlling corruption is to enforce a sharp division of labor in dealing with taxpayers and to organize the interaction of tax officials and taxpayers through standardized processes that are easy for internal audit and vigilance agencies to observe. In this context, a powerful organizational concept is the notion of segregating work into front office and back office activities linked to targeted taxpayer surveillance with varying degrees of intensity tied to their revenue compliance risk. This approach is stressed in the work of the CIAT (2001), whose framework is summarized in Table 5 (below). The CIAT has emphasized effective risk management, with improved targeting of activities where the compliance risks are greatest, and use of a market segmentation design.
Every tax administration has some characteristics of an organization with a front and a back office design. The front office is the part of the organization where the taxpayer meets the officials of the tax administration. It is the point where the contacts between organization and clients are made. Non-face-to-face contacts with taxpayers via telephone and E-communication channels are front office tasks as well, but they are ones that should be easily monitored. The back office is the part of the organization that operates without personalized contacts with taxpayers. Automation data processing centers such as for processing of returns, collections, and notification of non-filing are good examples of a back office function. As can be seen from Table 5 adoption of a client orientation or client/functional hybrid organizational design will result in a structure with clearly defined division of labor and varying intensities of contact with taxpayers across units.
Some developing counties have adopted a hybrid approach, by actually starting with a large taxpayers’ unit to monitor the larges taxpayer segment with work allocated under a functional design. When the large taxpayers’ unit is well established and its work methods are reorganized under functional design then these approaches can be introduced for the entire organization. 
The Large Taxpayers’ Unit: Its Rationale and Growth   

The classic LTU monitors large taxpayers exclusively through auditing, registration, tax accounting, collections, and taxpayer service provision covering more than one type of tax. Indeed, in some countries, LTUs do only tax auditing. Typically, a LTU will cover VAT, company income tax, and payroll taxes.  
The LTU has been described as a potential Trojan horse for administrative reforms in tax administrations which have become seriously dysfunctional or, worse, completely overrun by a malfeasant administrative culture. LTUs have facilitated major tax policy reforms, such as adoption of a VAT, as well as the reform of administrative procedures, including implementation of self-assessment, electronic filing of tax statements, and the functional organization of work by first incubating these changes in a setting where administrative talent and automated resources are concentrated. An LTU can readily pilot the utilization of new revenue management software systems for risk evaluation and audit selection. Related LTU goals are (i) reducing the potential for corruption by automating and restructuring control systems, (ii) strengthening audit skills, (iii) changing attitudes of officials toward taxpayers, and (iv) reducing paper handling through appropriate use of information technology. Other benefits stressed by Bodin (2002) and dos Santos (1994), are to improve the management of arrears, and improve interpretation of the law and consistency in its application. Finally, a somewhat hidden goal of an LTU is to deter revenue officials from negotiating tax liabilities with taxpayers. An indirect impact of establishing an LTU is to improve business climate, particularly for direct foreign investment, by providing sophisticated services, such as advance rulings and to reassure investors that assessment and audits will be dealt with in a fair and transparent manner. As Gill (2003) notes, revenue administration styles that are perceived to be arbitrary or predatory discourage investment.

The business operations of large taxpayers are complex. They have high transaction volumes.  They act as withholding agents for the taxes of other taxpayers and they often have non-arm’s length transactions with foreign parent corporations. Very often, large taxpayers are branches of foreign enterprises or they themselves own branches abroad leading to issues of how their global profits will be distributed across tax jurisdictions. Large taxpayers employ highly qualified accountants and lawyers and sometimes they use forms of avoidance that are difficult to detect, such as abusive transfer pricing and thin capitalization strategies. These characteristics make it desirable to monitor large taxpayers with units having highly specialized personnel with sophisticated accounting and auditing skills.

Strong performance is achieved in the LTU through centralized supervision of operations and the limited number of taxpayers being monitored.  In countries with strong government ownership, LTU operations have quickly improved tax revenue performance. The successful reforms incubated in an LTU can demonstrate to the tax administration management, which is often hostile to change, that it is possible and advantageous to modify organizational systems and procedures. 

The most important question surrounding the LTU is whether it improves compliance and ultimately revenue productivity by focusing on the few largest taxpayers with the resources of a highly trained and closely-monitored team of tax administrators.
 By concentrating scarce tax administration resources, particularly auditing skills, where they are most productive, the LTU should be able permit the adoption of more sophisticated tax administration techniques such as effective auditing of multinational enterprises through competent surveillance of aggressive transfer pricing practices. Work flows in LTUs are usually modified to reduce interaction between tax officials and taxpayers. The access of taxpayers is restricted to the taxpayer service areas and the public is prohibited from entering other offices. Shifting the processing of returns and payments into data processing units that have no public interface will also distance revenue officials from taxpayers. 
Self-assessment within the LTU permits the re-deployment of administrative resources to more productive activities and reduces compliance costs for honest taxpayers. By contrast, imposed assessment systems, that distribute the work of completing assessments, in a manner broadly proportional to the number of taxpayers, are wasteful in their use of administrative talent. The IMF emphatically advises that VAT should be administered through self-assessment, but many developing country and transition governments have rejected this advice throughout the last decade and half. See Ebrill et al. (2002). One explanation of this rejection of IMF advice is that these governments continue to be influenced by the strategy described in Aurioll and Warlters (2005), even if they do not have a fully articulated such a plan. These governments perceive the comprehensive administrative reforms required to make self-assessment viable as too risky a choice, given the need for a fundamental change in organization ethos as well as the need for reengineering business processes impinging on organizational structure and civil service behaviour.  

The success of the self-assessment strategy hinges on taxpayer perceptions of the effectiveness of auditing. If taxpayers believe that administrators do not have the capacity to detect tax evasion, or that, even when detection occurs, they can escape punishment through negotiation, political influence, or tax appellate and court processing delays, the compliance rate will fall. It requires initiatives touching almost all aspects of the operations of tax administration departments, including training, new approaches to audit selection, a reorientation of departmental resources, legal changes, and measures to develop a culture of compliance within the broader society. Experiences in many developing countries, such as those reported by Glenday (1997) for Kenya, indicate that scaling up self-assessment may require two years of work by the income tax authorities to prepare forms, information brochures, and procedural internal documents, and to implement personnel reorganization and training requirements.

Pakistan has used the large taxpayers’ unit strategy to begin to transform its whole tax administration. Since 2002 Pakistan has been implementing an authentic taxpayer stratified segment approach, with different taxpayer service units focused on the separate needs of small, medium and large taxpayers. Most importantly, Pakistan’s bold decision to adopt a universal self-assessment scheme in 2002/2003 for income tax has been the key step in the transition from the pilot stage to universal implementation of functional and segment/client principles. Increasingly collection, auditing and returns processing are concentrated in large offices, organized along functional line. But rather than close its small traditional local offices the government has opted to convert these into taxpayer service centers. One indication that the approach is succeeding has been a 14 percent increase in tax revenue during 2004. 
The United Kingdom’s recent O’Donnell Report (2004) on administrative reform advises that over 60 countries had developed dedicated large taxpayer operations by 2004.  This organizational form began in Argentina in the late 1970s and was copied by other Latin American countries, notably Peru, Bolivia and Uruguay, in the early 1980s. With the encouragement of the IMF and some bilateral donors it spread to several smaller African countries in the early 1990s, to transition economies in the mid 1990s,starting with Hungary, and finally to South and East Asia in the first decade of the 21st century. 

In the case of Argentina the focus was made more efficient in the early 1990s through the development of a computer-based accounting system, initially for compliance with filing and payment requirements for the 2,000 largest taxpayers. This system was progressively extended to cover 230,000 large and medium size taxpayers, although a single LTU in Buenos Aires continues to monitor the largest 3,700 taxpayers, who account for approximately 50 percent of all revenue generated. The Argentina large taxpayer software was eventually applicable to all taxpayers so that the LTU in this case facilitated scaling up automation and efficiency gains. But, as reported by Baer (2002), the strategy failed to meet the needs of small taxpayer, because of constraints of the tax administration. More recently, the Argentina authorities have attempted to respond by establishing a simplified tax regime for small taxpayers. 

Vázquez-Caro (1994) offered an explanation for the motivation of Latin American tax administrations in developing the concept to the LTU during the 1980s. “The rationale for this approach [creating a segmented unit for large taxpayers] was that the individual importance of these taxpayers on total collection made a close monitoring decisive. This focus of collections on a few taxpayers derived not only from the high concentration of taxable income in the country, but also because of the increasing transfer to the private sector of tasks previously handled by tax officials. From having been [simply] large taxpayers, these companies became large collectors of withholding and VAT.”  Hence, the rise of payroll taxes, and public pension plans in the formal sector, and the increased dependence on VAT in the Latin American revenue mix have turned large companies into the major tax collection agents for government.  

However, when administrative reform solutions are implemented only partially, they can fail to achieve their objective and may even accentuate dualistic distortions. Aurioll and Warlters (2005) advocate the use of compensatory discrimination to encourage small entrepreneurs to register under a special status created especially for them. Yet, according to Bird and Wallace (2003), political economy incentives under presumptive tax systems encourage levying taxes lower than those that would be imposed by the regular system. They caution that the net result is likely to be not only to reduce revenues, but also to maintain resources in activities or types of businesses  that are more tax efficient than economically efficient.
A side effect of adopting a strong LTU strategy without scaling up organizational reforms combined with special concessional treatment for the fringe formal sector has often been a substantial loss of interest in efforts to achieve an equitable rate of compliance by small and medium size taxpayers. Even at the end of the 1990s, this weak compliance record remained a major issue in Brazil, where, as identified by Tendler (2002), regional politicians ensure a type of informal tax holiday to industrial clusters of small and medium sized enterprises (SME) in order to preserve jobs for their communities. Vázquez-Caro (1994) also cautions that the segmentation of administration based on a taxpayers’ size poses an asymmetric information problem in recognizing and sorting taxpayers by their true size. He suggests that the more intense monitoring in Argentina led to efforts by owners to break up large companies.  

In a similar vein, Terkper (2003) warns that any program that applies field inspections almost exclusively to large taxpayers will eventually undermine compliance among all taxpayers through its impact on taxpayer morale. The relative success achieved with implementing VAT at the distribution stage in many developing countries, indicates that that many small and medium enterprises can successfully comply under self-assessment programs. Similarly, the results for several African countries, as documented in Terkper (2003), show that semi-skilled staff in many small offices can be upgraded to implement simplified audits.  
How do tax administrators achieve the right balance between tax collection from existing known tax-payers and the use of resources to extend the tax base to include those who are currently evading tax? Very different client characteristics of SMEs and borderline informal sector businesses indicate the need to adopt separate approaches with simplified procedures and forms and appropriate changes in the law both to facilitate legal use of specialized windows as well as to ensure that enterprises are classified to the appropriate tax segment. However, adopting presumptive tax regimes, that give substantial discretion to tax authorities and are not well grounded in easily-observable descriptive attributes, should be avoided. The best way forward appears to be to explore simplified reporting and record keeping requirements for the SMEs with regulation being amended to provide well-defined legal underpinnings for simplified processes. 

Drawing upon the proceeding discussion Table 6 (below) summarized many of the factors that will influence the probability that proposed scaling up strategies for organizational reform will succeed.

Table 6   

Factors Influencing the Probability that Scaling Up Strategies Will Succeed   

	Probability determinants 
	Success 
	Failure 

	Aurioll and Warlters (2005) Thesis
	Low Barrier to Entry of Formal Sector  
	High Barrier to Entry of Formal Sector

	Revenue Motivation    
	Low Concentration of Revenue from top ½ of 1% Taxpayer 
	High Concentration of Revenue from top ½ of 1 % of Taxpayer

	Labor Flexibility in Civil Service 


	High
	Low

	Assessment Strategy 
	Commitment to adopt Universal Self-assessment for VAT and Company Income Tax 
	Imposed Assessments 

	Strong Organizational Checks and Balances and Political Commitment to Combat Corruption 
	Relatively Robust
	Weak

	Well-organized  Business Stakeholders 
	High
	Low


Accountability Mechanisms and Organizational Safeguard for Governance 

A recent literature, emerging from donor-supported tax administration modernization projects, has drawn attention to the inadequate accountability mechanisms between government and taxpayers. This literature, as represented by Moore (2004), advocates building a new social contract to foster voluntary tax compliance relationship between citizens and government, based on transparency, answerability and controllability.

Such mechanisms have been envisaged by Gloppen and Rakner (2002) as having three components: (i) transparency or the ability of taxpayers to see decision and processes of government are derived and implemented in accordance with known rule and mandate, (ii) answerability or the obligation to provide legitimate reasons for government decisions and (iii) controllability or institutional checks and control to prevent mismanagement and abuse of power and to ensure that corrective measures are adopted when the rule are violated. This accountability approach also stresses the need for developing countries to improve the neutrality of tax administration practice across the three taxpayer segments: large taxpayers, SME taxpayers and small business on the fringe of the informal economy. 

To realize the potential benefits of the LTU and client/taxpayer segment approaches, other systems of checks and balance need to be working effectively. One of the most important tasks of the tax administration is to have in place an internal audit and accountability system to detect errors in tax assessments and to police malfeasance.  Unfortunately, many developing countries the vigilance or internal audit responsibilities often remain fragmented and are often not used as effective tools of managerial oversight Precisely because of the great responsibilities given to the staff of the LTU, the managerial center of the tax administration requires a vigilant arm’s length oversight capability as a counterweight. A single internal audit unit that would have a vigilance mandate covering all taxes, would report directly to the chief operating officer, and would have some external reporting requirements, such as parallel reporting to an anti-corruption agency, should provide such a counterweight. 
A reform plan should fit into a strategic vision of administration, guided by a good governance framework, and matched to the countries current implementation capacity and business environment. To deal with corruption, Colombia carried out a systematic study of important business processes, resulting in preparation of corruption risk maps to guide procedural changes to reduce opportunities of corruption. Strengthening of internal control systems, including vigilance against corruption has been undertaken in Latvia and Jamaica. Further, changes in tax and customs codes have been made to reduce discretion of revenue officials and simplify procedures. Work flows have been modified in Russia and Latvia to reduce interaction between tax officials and taxpayers. The access of taxpayers is restricted to the taxpayer service areas and they are prohibited from entering other offices. Also moving processing of returns and payments into data processing centers that have no public contact has distanced revenue officials from taxpayers. Other anti-corruption measures enabled by automation include restricting access of employees to scanned copies of original records to prevent tampering and creating audit trails of administrative decisions and changes made to taxpayer current accounts. In 1992 the Inland Revenue Authority of Singapore was established to overcome problems of inefficiency and malfeasance. An integrated, computerized approach to tax administration along functional lines was adopted. A completely new administrative system was introduced step-by-step over the next eight years. By 2002 95 percent of taxpayers in Singapore were satisfied with the performance of the authority.  

Conclusions  

This paper has argued that changing organizational design is ultimately the key to effective tax administration reform. Tax administration organizational change should aim to consolidate the tax base and improve the tax mix through base-broadening, achieving internal productivity gains that reduce the cost of administration, and encouraging voluntary compliance. These non-incremental organizational reforms, linked to self assessment with modern auditing capacity, may appear to some developing and transition tax administration authorities to be unproductive or even likely to put the revenue base at risk in the short run, but today they can be justified readily within the context of a longer-term horizon. The arrival of a new generation of software-based business process systems to guide reengineering of procedures as well as the challenges of deepening globalization indicate that organizational reforms are no longer risky, big bets for governments, if they ever were. Full implementation of tax administration modernization reforms, with fundamental organizational change at its core, can enhance the domestic investment climate, make exports more competitive, improve the trade-off favoring formal sector participation, and strengthen the quality of public governance. Each of these outcomes can boost growth and can release many developing and poor transition economies from their tax administration fetters.  
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�  By revenue productivity is meant the tax revenue to tax base ratio adjusted for the rate or statutory tax effort.   


�  This list is based on observations contained in Engelschalk (2003), Gill (2003), and Stern and Mitra (2003).   


� By contrast, client-specific ICT software solutions designed for governments have an alarmingly high failure rate.


� Dos Santos (1994) recommends that “to prevent deterioration in the quality of service, the large taxpayer offices should not control more than about 2,000 taxpayers each”. 
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		indonesia		0.5725		8102		107331		0.0755		0.13		28.6		0.21		-0.19						1		0		125.1				0.5807		0.49

		slovak_re		0.5459		8639		54458		0.1586		0.18		82.55		0		0.76						0		0		7.5				0.8813

		thailand		0.5388		61.70		1482.86		0.0416		0.18		43.4		0.29		-0.71						1		0		-				0.2312

		nigeria		0.5295		1964		29759.6558		0.0660		0.125		38.15		0.27		-0.41						0		1		87.5				0.5280

		mauritania		0.5283		6983.1		139917		0.0499		0.12		19.25		0.31		-0.66						0		0		62.8				0.4159		0.42

		ghana		0.5280		28925		322631.26812		0.0897		0.18		21.95		0.51		-0.41						1		0		210.2				0.4981

		hungary		0.5161				72200		0.0000		0.12		33.1		0.2		-0.66						1		0		73.3				0.0000

		egypt		0.5134		1230.2		9534.2		0.1290		0.25		61.9		0.01		0.76						1		0		22.9		6		0.5161

		columbia		0.5012		55863		975731		0.0573		0.1		30.95		0.13		-1.09						0		0		130.7		0		0.5725

		poland		0.5000		34625		264684		0.1308		0.15		30.2		0.13		-0.2						0		0		15.5				0.8721

		guinea		0.4981		150.824		1875.58		0.0804		0.2		34.05		0.01		-0.87						0		0		10.5				0.4021

		paraquay		0.4895		50871		685607		0.0742		0.18		22.85		0.17		-1.08						1		0		54.4				0.4122

		namibia		0.4849		25835		343417		0.0752		0.1		34.1		0.07		0.45						0		0		17.7				0.7523

		costarica		0.4827		4526.5		47893		0.0945		0.2		30.95		0.02		-0.86						0		0		11.5				0.4726

		trinidad		0.4805		350.57		2989		0.1173		0.18		35.9		0		0.01						1		0		16.8				0.6516

		peru		0.4761		3835		30540		0.1256		0.18		46.05		0		0.27						0		0		3.7				0.6976

		belaru		0.4730		17133		163788		0.1046		0.15		41.35		0.04		-0.48						0		0		11.6				0.6974

		kyrgyrep		0.4726		536.2		24001		0.0223		0.2		23.05		0.33		-0.8						1		0		69.6				0.1117

		czech		0.4638		6092		80064.2		0.0761		0.2		29.4		0.52		-0.22						0		0		140.1				0.3804

		morocco		0.4480		43.2		1509.7		0.0286		0.18		32.3		0.81		-0.56						1		0		187.4				0.1590

		venezu		0.4209		5925		80112		0.0740		0.14		33.3		0.59		-0.7						0		0		140.8				0.5283

		guatemala		0.4159		208408		4044880		0.0515		0.15		26.55		0.09		-0.39						1		1		16.7				0.3435		0.28

		kenya		0.4122		1196.9		17037		0.0703		0.2		49.5		0.01		-0.87						1		0		18.6				0.3513

		benin		0.4108		99.82		4212.48		0.0237		0.13		55.3		0.02		-0.4						1		0		8.1		2		0.1823

		mozambique		0.4064		23115		257970		0.0896		0.2		26.8		0.5		0.36						1		0		12.3		2		0.4480

		kazakhstan		0.4021		3572		51708		0.0691		0.17		25.7		0.55		-0.43						0		0		95.8				0.4064

		pakistan		0.3958		1027.0969394129		14120		0.0727		0.15		43.1		0.17		1.16						0		0		19.3				0.4849

		nepal		0.3897		12047		309107		0.0390		0.1		19.8		0.57		-0.42						0		0		75.3				0.3897

		boliv		0.3860		3079		31366.1		0.0982		0.15		29.55		0.23		-0.91						1		0		170.1				0.6544		0.6

		ukraine		0.3837		91758		3466000		0.0265		0.05		33.8		0.35		-1.12						0		0		95.2				0.5295

		zambia		0.3831		153565		2586800		0.0594		0.15		16.6		0.59		-0.7						0		0		36				0.3958

		senegal		0.3816		66.7		5672.8		0.0118		0.05		16.05		0.08		-0.36						0		0		25.1				0.2352		0.52

		malawi		0.3804		1204.3		24604.3		0.0489		0.1		23.15		0.08		-1.03						1		0		157.6				0.4895		0.51

		albania		0.3795		11733		136913		0.0857		0.18		13.45		0.14		-0.19						1		1		36.4				0.4761

		uraguay		0.3658		59239		2565000		0.0231		0.1		44.45		0.07		-0.49						1		1		19.5		3		0.2310

		armen		0.3614		53499		486375		0.1100		0.22		23.55		0.01		0.47						0		0		20.6				0.5000

		romania		0.3551		51793		810396		0.0639		0.18		33.55		0.02		-0.48						0		0		7.7				0.3551

		moldova		0.3513		849		4421		0.1920		0.2		9.85		0.01		-1.05						1		0		6.7		4		0.9602

		uganda		0.3508		200		2620.7		0.0763		0.2		26.45		0.62		-0.4						0		0		112.9				0.3816

		mexico		0.3435		73567		585900		0.1256		0.23		66.95		0		0.25						0		0		5.6				0.5459

		cambodia		0.3405		440.6		2647.7		0.1664		0.19		49.65		0		1.08						0		0		12				0.8758

		argentina		0.2866		61057		612339		0.0997		0.14		25.2		0.14		0.5						0		1		9.1		0		0.7122

		tanzania		0.2546		95886		1041041		0.0921		0.125		34.25		0.08		-0.05						0		0		10.7				0.7368

		cameroon		0.2509		352.3		6917.58		0.0509		0.2		13.3		0.24		-1.01						0		1		203.6				0.2546

		bangladesh		0.2375		157		2913.7		0.0539		0.1		55.15		0.07		-0.34						0		0		6.7				0.5388

		panama		0.2352				800.6		0.0000		0.18		38.9		0.42		-0.66						1		0		276.8				0.0000

		gabon 2001		0.2312		2222		30829		0.0721		0.15		48.55		0.02		0.36						0		0						0.4805

		philipp		0.2310		2087.2		17500		0.1193		0.18		40.35		0.28		0.7						1		0		10.8				0.6626

		mongolia		0.1823		12474.7		128513		0.0971		0.16		25.05		0.13		-0.3						0		0		26.1				0.6067

		cotivoire		0.1810		490.7		8227.248		0.0596		0.17		18.05		0.32		-0.9						1		1		132.2				0.3508

		algeria		0.1750		10743		140000		0.0767		0.2		42.15		0		-0.98						1		0		17.6		3		0.3837

		mali_IMF		0.1590		15442		183519		0.0841		0.23		13.8		0.02		0.73						0		0		48.2				0.3658		0.31

		madagasca		0.1117		3729		61107		0.0610		0.145		18		0.07		-0.64						1		1		15				0.4209

		hondurus		0.0000		18444		312144		0.0591		0.1		47.55		0.1		-0.75						0		0		28.6				0.5909

		togo		0.0000		435		6488.678376		0.0670		0.175		31.5		0.21		-0.85						0		1		28.1				0.3831

								3006

		control

		new zealand				6774		69379		0.0976		0.125																				0.7811
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		PART I. Summary Tables (2001)

		Table 5. Corporate income tax rate 1

						Central government corporate income tax rate 2				Adjusted central government corporate income tax rate 3				Sub-central government corporate income tax rate 4				Combined corporate income tax rate 5				Targeted corporate tax rates  6

		Country

		Australia				30.0				30.0				-				30.0				N

		Austria				34.0				34.0				-				34.0				N

		Belgium				40.2 (39)				40.2				-				40.2				Y

		Canada				28.1 (27)				28.1				14				42.1				Y

		Czech Republic				NA				NA				NA				NA				NA

		Denmark				30.0				30.0				-				30.0				N

		Finland				29.0				29.0				-				29.0				N

		France				NA				NA				NA				NA				NA

		Germany				26.375 (25)				21.9				17.0				38.9				N

		Greece				NA				NA				NA				NA				NA

		Hungary				18.0				18.0				-				18.0				Y

		Iceland				30.0				30.0				-				30.0				N

		Ireland				20.0				20.0				-				20.0				Y

		Italy				NA				NA				NA				NA				NA

		Japan				NA				NA				NA				NA				NA

		Korea				28.0				28.0				2.8				30.8				Y

		Luxembourg				31.2 (30)				28.4				9.09				37.5				Y

		Mexico				35.0				35.0				-				35.0				Y

		Netherlands				35.0				35.0				-				35.0				Y

		New Zealand				33.0				33.0				-				33.0				N

		Norway				28.0				28.0				-				28.0				Y

		Poland				NA				NA				NA				NA				NA

		Portugal				32.0				32.0				3.2				35.2				Y

		Slovak Republic				NA				NA				NA				NA				NA

		Spain				35.0				35.0				-				35.0				Y

		Sweden				28.0				28.0				-				28.0				N

		Switzerland				8.5				6.4				18.9				25.3				N

		Turkey				33 (30)				33.0				-				33.0				Y

		United Kingdom				30				30				-				30				Y

		United States				35.0				29.4				16.14				45.5				Y

		NA: Not Available



Footnotes:
1. This table shows  'basic' (non-targeted) central, sub-central and combined (statutory) corporate income tax rates.   Where a progressive (as opposed to flat) rate structure applies, the top marginal rate is shown.  Explanatory notes can be found in the Annex.
2. This column shows the basic central government statutory (flat or top marginal) corporate income tax rate, measured gross of a deduction (if any) for sub-central tax.  Where surtax applies, the statutory corporate rate exclusive of surtax is shown in round brackets ( ).
3. This column shows the basic central government statutory corporate income tax rate (inclusive of surtax (if any)) adjusted (if applicable) to show the net rate where the central government provides a deduction in respect of sub-central income tax. 
4. This column shows the  basic sub-central (combined state and local) statutory corporate income tax rate, inclusive of sub-central surtax (if any), in the most populated city (see illustrative rate,  Part II, Table 5). Where a sub-central surtax applies, the statutory sub-central corporate rate exclusive of surtax is shown in round brackets ( ).
5. This column shows the basic combined central and sub-central  (statutory) corporate income tax rate given by the adjusted central government rate plus the sub-central rate. 
6. This column indicates whether targeted (non-basic) corporate tax rates exist (e.g., with targeting through a special statutory corporate tax rate applied to qualifying income, or through a special deduction determined as a percentage of qualifying income).  Where a 'Y' is shown, more information can be found in Part I, Table 6.
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		Table 7:  Rates of  VAT/GST in OECD Member Countries as of 1 January 2003

										Rates applied within a specific region

				Domestic zero rate1		Reduced rate(s)		Standard rate		of member country

		Australia		yes		-		10.0		-

		Austria		no		10.0 and 12.0		20.0		10.0, 12.0 and 16.0 2

		Belgium		yes		6.0 and 12.0		21.0		-

		Canada		yes		-		7.0		15.0 3

		Czech Republic		no		5.0		22.0		-

		Denmark		yes		-		25.0		-

		Finland		yes		8.0 and 17.0		22.0		-

		France		no		2.1 and 5.5		19.6		0.9, 2.1, 8.0, 13.0 and 19.6 4

										1.05, 1.75, 2.1 and 8.5 5

		Germany		no		7.0		16.0		-

		Greece		no		4.0 and 8.0		18.0		3.0, 6.0 and 13.06

		Hungary		yes		12.0		25.0		-

		Iceland		yes		14.0		24.5		-

		Ireland		yes		4.3 and 13.5		21.0		-

		Italy		yes		4.0 and 10.0		20.0		-

		Japan		no		-		5.0		-

		Korea		yes		-		10.0		-

		Luxembourg		no		3.0, 6.0 and 12.0		15.0		-

		Mexico		yes		-		15.0		10 7

		Netherlands		no		6.0		19.0		-

		New Zealand		yes		-		12.5		-

		Norway		yes		12.0		24.0		-

		Poland		yes		7.0		22.0		-

		Portugal		no		5.0 and 12.0		19.0		4.0, 8.0, and 13.0 8

		Slovak Republic		no		14.0		20.0		-

		Spain		no		4.0 and 7.0		16.0		2.0, 5.0, 9.0 and 13.0 9

										0.5 and 4.0 10

		Sweden		yes		6.0 and 12.0		25.0		-

		Switzerland		yes		2.4 and 3.6		7.6		-

		Turkey		no		1.0 and 8.0		18.0		-

		United Kingdom		yes		5.0		17.5		-

		United States		-		-		-		-

		1.  "Domestic zero rate" means tax is applied at a rate of zero to certain domestic sales. It does not include zero rated exports.

		2.  Applies in Jungholz and Mittelberg.

		3.  The provinces of Newfoundland and Labrador, New Brunswick, and Nova Scotia have harmonized their provincial sales taxes with the federal Goods and Services Tax and levy a rate of 15% . Other Canadian provinces, with the exception of Alberta, apply a p

		4.  Applies in Corsica.

		5.  Applies to overseas departments (DOM) excluding French Guyana.

		6.  Applies in the regions Lesbos, Chios, Samos, Dodecanese, Cycladen, Thassos, Northern Sporades, Samothrace and Skiros.

		7. Applies in the border regions.

		8.  Applies in Azores and Madeira.

		9.  Applies in the Canary Islands.

		10.  Applies in Ceuta and Melilla






