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 DRAFT POSITION PAPER FOR THE OECD TAX AND DEVELOPMENT TASK 
FORCE SUB GROUP ON TAXATION, STATEBUILDING AND AID 

This draft position paper presents options for discussion at the informal Task Force Tax and 
Development meeting on 11 and 12 April 2011. The paper gathers views and ideas from a meeting 
of the Task Force Sub Group on Taxation, Statebuilding and Aid held in Washington in January 
2011 and from earlier meetings of OECD DAC GOVNET members. Following the April Task Force 
meeting, the paper will be revised and priority issues will be presented to the DAC and CFA as a 
potential work plan for the Sub Group for the following 12 month period. Possible action frontiers 
on improving international support, statebuilding and governance and cross-cutting advice to the 
Task Force are set out.  

Background 

The last few years have seen the creation of several new initiatives to promote collective 
international action on taxation. These include efforts at the OECD (and its recently created 
informal Task Force on Tax and Development), EU, and UN (follow-up of the 2002 Monterrey 
consensus on Financing for Development), action by the IMF, the World Bank, and joint actions 
at the international level through the International Tax Dialogue. Other bilateral and multi donor 
initiatives include the International Tax Compact and the International Centre for Taxation and 
Development. At the regional level, the African Tax Administration Forum (ATAF) is a significant 
development. 2010 was a key year with the Spanish Presidency of the EU, and the UN prioritising 
tax and development. In 2011, under French leadership the G20 has continued to prioritise work 
on DRM begun at Seoul. 

Since 2008 the OECD’s GOVNET has set out the case of the importance of taxation for increased 
accountability, wider statebuilding and development; analysed the opportunities and threats of 
aid in supporting or undermining accountability through taxation and provided support to south-
south learning initiatives, e.g. by establishing the framework for a coherent approach to 
supporting ATAF. The GOVNET publication Taxation, Governance and Accountability 
(OECD/DAC, 2008) is regarded as an international reference point for donors and for other 
stakeholders as well. Since then, the GOVNET has set out practical recommendations outlined in 
its report Enhancing domestic accountability: towards a governance focused tax reform 
agenda (OECD, 2010). Together with the GOVNET donors, the participation of developing 
countries, civil society and business in the Sub Group on Statebuilding has added much value and 
new ideas. The following paragraphs set out what emerged from the Washington meeting. 

Action Frontier I: Improving International Support and Capacity Development for 
Tax Systems. 

Under this section, a range of possibilities are set out largely to help enhance the quality of the 
international response to supporting taxation and governance issues. 
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1. Benchmarking and Diagnostics for Tax Administration. Indicators of 
performance and progress have a key role to play in assessing and guiding improvement in any 
revenue administration. The collection of such information, especially quantitative, remains weak 
in many though by no means all, developing countries. Strengthening its collection goes hand in 
hand with, and is a key element of, improving their own internal processes and procedures: 
enabling an improvement in the allocation of audit resources, for instance, and gauging progress 
relative to targets set in their own organisational plans. Developing robust indicators of revenue 
agency performance will be extremely challenging given the variation in and sophistication of 
management information systems within these organisations. Recent work through the ITD has 
piloted the development of common indicators in Sub-Saharan Africa, building on the work of 
the CFA’s Forum on Tax Administration and the IMF, through an analysis of revenue 
administration in 15 countries; and a number of other organisations also carry out activities that 
can contribute to measurement of the performance capabilities of revenue administration over 
time in developing countries. ATAF is working with the ITD to develop a second phase of this 
work that will involve expanded country coverage in Africa and further refine the selection of 
indicators collected.  Depending on progress made, a common diagnostic tool for revenue 
administration could be developed and presented to the Committees. The Task Force can 
provide active support to ITD and ATAF and feed in developing country and donor perspectives 
as appropriate. 

2. Revenue Targets and Aid Dependency.  The extent to which the international 
community can influence revenue collection through working with governments on tax related 
targets and benchmarks is a matter of live international debate, particularly as more emphasis is 
placed on domestic resources and less on aid volumes. Revenue-based conditions in IMF 
supported programmes have increased significantly in recent years, with structural benchmarks 
even more so. Knowledge concerning how multi donor efforts (such as through General Budget 
Support, basket arrangements or sector approaches) have influenced revenue targets is generally 
weak, although the EC is examining GBS currently. A related area of concern is whether the 
donor effort is successfully linking revenues with expenditures. One option for the Task Force 
would be to examine a limited number of country cases (for example, Ghana) and share 
experiences between donors on how in practice donors have worked with developing countries in 
this area and to communicate lessons on revenue targets, tax effort and structural benchmarks. 
The Sub Group and the GOVNET are well placed to deliver the analysis in this area, building on 
work undertaken by the EC and the IMF. 

The issue of aid dependency has been the subject of much debate in recent years. In particular, 
the IMF has undertaken important analysis on the possible dampening effects of aid on domestic 
revenue mobilisation, which links to the possible effects of natural resource dependency. More 
recently, the OECD GOVNET has looked at the broader issue of how aid delivery can impact on 
domestic accountability. One possible role for the Task Force is to alert donors to the possible 
risks of aid dependency. Building on the work already carried out by the IMF and the GOVNET, 
the Government of the Netherlands has expressed interest in promoting this work.  

3. Mapping International Assistance. In 2010 several international partners began to 
map the provision of international assistance in the field of taxation. The ITD is bolstering its 
forward looking data on technical assistance providers; the ITC and the IMF have undertaken 
scoping studies at the international level; the ITC and OECD are looking at what could be done to 
improve access to the OECD DAC’s aid statistics in the tax field. A number of international 
partners are working towards a synthesis of these different efforts as a contribution to the G20 
Development Working Group pillar on domestic resource mobilisation. An additional role for 
the Task Force could be to a) expose emerging needs which require an international assistance 
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(South Sudan, for example) b) identify problems of adherence to the principles of the Paris 
Declaration on Aid Effectiveness at the country level which require discussion.  

4. Aid Modalities Study. A report commissioned by the ITC and OECD GOVNET to 
review the opportunities donors have in selecting and matching different aid instruments to 
support tax systems and better governance is near completion. The study primarily addresses 
donors and their policies but developing countries will clearly have strong views as to the way in 
which international support could be improved.  Once finalised, the report will be published and 
disseminated by OECD and ITC.  

5. Fragile States. The OECD’s International Network on Conflict and Fragility (INCAF) 
has recently produced guidance for donors on statebuilding. As many donors shift their support 
towards fragile states, one recommendation is for donors to work on core state functions and to 
focus on issues which explicitly link states with societies. Yet the level of knowledge about what 
works in terms of international support to core revenue functions in fragile post conflict countries 
is limited to a small sample of well documented cases (post 1994 Rwanda for example). Working 
with INCAF and the DFID funded International Centre for Taxation and Development Centre, 
whose research programme is currently examining several fragile country cases, the Task 
Force could bring together findings and develop guidance for donors on tax systems 
development in the most challenging of development settings. 

Action frontier II:  Supporting Statebuilding and Governance through Taxation. 

6. Taxation and the Informal Sector. Taxation of the informal sector in equitable and 
efficient ways is a significant challenge. Tax morale, corruption, and compliance burdens are 
commonly cited barriers to the transition from the informal to the formal economy. However, tax 
registration is crucial to provide small and medium businesses with access to credit, access to 
government contracts and so on. Tax simplification is an important reform that can support the 
process of formalisation significantly through reducing compliance costs and discretion, for 
example. There is already much work underway (undertaken by the World Bank IFC and others) 
to analyse country level experience in the transition from the informal to the formal economy. 
Building on the work of the World Bank (IFC), a possible role for the Task Force is to promote 
and share best practice in taxation of the informal sector and to offer advice to donors and 
developing countries. 

7. Tax Morale. In recent years there has been growing attention paid to attitudes and 
perceptions of citizens and businesses to the payment of taxation. Work undertaken by the OECD 
Development Centre on Latin America focuses on attitudes to tax avoidance and evasion, tax 
rates and crucially perceptions of the relationship between the payment of taxes and the 
provision of government funded public services. Drawing on this analysis and on existing and 
roughly equivalent and comparable data sources (Afrobarometer, Asiabarometer, 
Latinobarametro, Eurobarometer and the World Values Survey) a global report on tax morale is 
proposed. If repeated each year, or every other year, the report would usefully track attitudes over 
time and provide an indicator of the climate of perceptions over the payment of taxes on a region 
by region basis. This is a practical way of linking perceptions of revenue inputs with expenditure 
outcomes. Working with the GOVNET the OECD’s Development Centre has expressed a strong 
interest in supporting this work.  

8. Taxpayer Education. Related to attitudes and perceptions is the issue of information 
and media campaigns and taxpayer education. There have been some notable successes in this 
field in some middle income and OECD countries, notably Korea, South Africa and Chile, but the 
lessons learned have not been shared between countries on a systematic basis. Many low income 
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countries have run information campaigns, primarily to promote transparency in the links 
between taxes paid and services received. One role for the Task Force could be to gather and 
share experience between countries and to develop recommendations accordingly. Tax Justice 
Africa has expressed an interest in this area of work. 

9. Tax Incentives. Globally, CIT rates have fallen in recent years but revenues have 
increased in all groups of country classifications, except for LICs. It is likely that this reflects the 
dramatic spread of incentives, tax free zones and tax holidays in particular. Corruption and 
special pleading result from tax incentives, and some surveys suggest that judgements about the 
quality of the governance environment in developing countries far outweigh the presence of tax 
incentives in determining investment decisions.  Political factors strongly determine incentives. 
The IDB, the OECD and several other partners have analysed the costs of expenditures in the 
LAC region, including weak targeting, inequities, opportunities for corruption and increased 
compliance costs. Institutional arrangements, such as parliamentary reporting and links to 
budgetary processes have also been examined. Transparency of tax incentives could be a focus 
area for the Task Force .Analytical work to bring knowledge together on the costs and benefits 
of incentives could precede a dialogue with developing countries concerning principles for 
transparency and reporting of incentives. This area of work requires fuller discussion before a 
clear role for the Task Force can be developed. 

10. The Politics of Tax Reform. Country cases already discussed by the Task Force Sub 
Group confirm that politics and political incentives are the primary drivers and conditions for 
taxation reform in all countries. However, evidence from decades of donor funded technical 
assistance delivered in developing countries suggests that external supporters of reform have 
failed to devote enough attention to the political processes that facilitate or block technical efforts 
designed to improve tax policy and administration. Very often technical solutions fail to make 
traction because of underlying political economy concerns. The DFID funded International 
Centre for Taxation and Development Centre and the OECD are strong sources of expertise in 
this field and the Task Force is well placed to selectively gather and share lessons on the 
political dynamics of tax reforms. 

Action Frontier III: Cross Cutting Advice to the Task Force 

The Sub Group on Taxation, Statebuilding and Aid has a third possible role: to provide 
developmental lens to the work of the other sub groups in the Task Force. There are no specific 
deliverables to be produced, rather advice and support in some of the following areas: 

• Paris Declaration on Aid Effectiveness Issues.  All Task Force programmes and 
related technical events must be delivered consistently with the Paris Declaration 
principles. Supply-driven training events, detached from existing government-led plans 
and harmonised donor approaches must be avoided. Approaches to capacity 
development should be framed by the DAC threefold framework on working at the 
individual, institutional and enabling environment levels. 

• Links to Financing for Development.  The developmental case for addressing tax 
evasion and avoidance rests on the arguments concerning statebuilding above but also 
maximising resources for development.  The challenge will be to build the evidence base 
for the contribution external support can make to maximising revenues lost to tax 
avoidance and evasion.  
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• Entry points to other international drivers of good and bad governance. 
Work to address off shore non-compliance provides donors with a useful entry point to 
engage with a range of international drivers of governance. Working on taxation will 
facilitate linkages to other ‘transparency’ issues at the international level which also have 
a critical impact on development including, money laundering, illicit financial and trade 
flows, banking secrecy, asset recovery and so on.  

• Engagement with a diverse range of stakeholders.  The Task Force has been 
established on the principle of participation from a diverse range of stakeholders. For 
example, tax transparency requires a broad approach in which the media, civil society 
and parliaments are key players.  Similarly, tax administration must be viewed in 
context of engagement with ministries of finance, supreme audit offices, customs 
administration, and tax advisers and so on.  
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