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I. INTRODUCTION: 

Thank you for your time in completing this assessment. We recognise that completing this 

assessment will take some work. We emphasize however that the time you invest in this study 

will help the OECD to provide well-tailored policy assistance to your country. 

The Investment Reform Index 2009 (IRI 2009) aims to: 

Å Independently and rigorously assess investment-related policy settings and reform 

against international best practice 

Å Give guidance for policy reform and development 

Å Create a process that enhances the quality of policy development relating to 

investment 

Å  Facilitate prioritisation of donor activities supporting investment and growth  

This document is the assessment framework for access to finance. 

If you require any additional information on the IRI methodology or have any queries 

regarding this assessment framework please contact Nicolas Philiponnet at email: 

Nicolas.Philiponnet@oecd.org. 
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II. ASSESSOR INFORMATION: 

 

Name: 

 

 

 

Organisation/Ministry/Agency: 

 

 

 

Title/Position:  

 

 

 

E-mail: 

 

 

 

Phone: 

 

 

 

Fax: 

 

 

 

Mailing Address: 

 

 

 

Date of Assessment: 

 



 5 

 

 

 

 

 

 

 

 

 

 

 

III. GENERAL OBSERVATIONS: 

 

To be filled in by the Assessor: 

Please use this space to include any additional observations regarding the assessment of this policy 

dimension. 
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IV. ASSESMENT FRAMEWORK 

 

Introduction 

 

In many countries private sector investment does not reach its potential because firms 

planning investment do not find suitable forms of finance. Firms can face external financing 

constraints for a number of reasons, including a limited range of available financial 

instruments, the high cost of financial services (reflecting non-competitive markets and poor 

quality regulation), onerous documentation requirements, etc. Good investment projects 

can be denied external finance when firms or individuals possess too little collateral. 

Information barriers can hinder the matching of investment projects with sources of finance. 

And, from the demand side, inherently viable projects can falter if critical information is not 

properly presented to potential investors. Responding to these issues is a considerable policy 

challenge.   

 

This paper describes the assessment framework for the access-to-finance component of the 

Investment Reform Index 2009 (IRI 2009), which covers ten economies in South East Europe 

(SEE). This assessment framework has been included in the IRI 2009 partly as a response to 

the ongoing global financial and economic crisis.  

 

Objective and scope 

 

The objectives of this assessment framework are two-fold:  

 

1. To provide comprehensive coverage of selected issues bearing on access to finance 
for the business sector ς and most particularly small- and medium-sized enterprises 
(issues of access for the unbanked, or for at-risk population groups, while extremely 
important, are not the object of this assessment); 

 

2. To provide an explicit approach to measurement and analysis.  
 

The scope of the access-to-finance assessment framework is illustrated in figure 1. The 

framework is divided into seven sub-dimensions. These seven sub-dimensions are described 

below.  
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Figure 1: Assessment Framework for Access to Finance 
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1.  Policy development and monitoring 

 

 PolƛŎȅ ŀƛƳŜŘ ŀǘ ŦŀŎƛƭƛǘŀǘƛƴƎ ŎƻƳǇŀƴƛŜǎΩ ŀŎŎŜǎǎ ǘƻ ŦƛƴŀƴŎŜ Ƴǳǎǘ ōŜ ōŀǎŜŘ ƻƴ ǎƻǳƴŘ 

estimates of the size and scope of the constraints encountered. Gauging the 

magnitude and nature of financing constraints is complex. For instance, better 

organised firms often have greater access to the policy community, and the needs of 

less visible groups of firms can be given inadequate attention. Surveys can be biased 

in the selection of samples used, with small firms tending to be underrepresented. 

And survey evidence can contain various forms of response bias. For instance, 

entrepreneurs may wish to attribute instances of poor enterprise performance to 

factors external to the firm (and thereby external to their own managerial 

competence) such as supply-side conditions in credit markets.  

 

2. General status of debt and equity finance 
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 This sub-dimension reviews the various types of financial instruments available and 

the access barriers that companies face. The evolution of the provision of credit to 

non-financial companies, in particular since the beginning of the financial crisis, will 

also be assessed. 

  

3. The banking sector 

 

 Bank lending is the most common form of external finance for companies. This is 

especially so in South East Europe. Therefore, an assessment of access to finance 

must evaluate the banking sector. The main issues examined in this sub-dimension 

are the scale of bank lending, the level of competition in banking, the regulatory 

framework, bank-sector stability and the obstacles that companies face when 

applying for a loan.  

 

4. Legal and related institutional framework 

 

 This sub-dimension covers five indicators of the legal/institutional realm critical to a 

mature financial environment. The first relates to insolvency law, which defines 

creditor protection and thereby facilitates loan provision. The second covers credit 

information systems. These allow creditors to allocate capital more efficiently by 

taking credit histories into account. The third looks at the existence and quality of a 

cadastre. As a registry of land titles, a cadastre facilitates transactions by providing 

necessary transparency and proof of ownership. The fourth covers collateral and 

provisioning requirements. The fifth and last indicator considers the existence and 

development of a registration system for moveable assets, which helps companies to 

use a wider range of assets for collateral.  

 

5. Availability of financial instruments  

 

 This sub-dimension covers the measures that a government can take to foster 

development of alternatives to bank loans, in particular for small and innovative 

companies. Five themes are covered in this sub-dimension: leasing; factoring; early-

stage venture capital (and the framework conditions supporting it); networks of 

informal private equity investors ς known as business angels - the volume of whose 
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investments significantly exceeds the volume of formal venture capital investment in 

most countries; and micro-credit.  

 

6.  Loan guarantee schemes 

 

 Loan guarantee schemes can facilitate commercial loan provision where loans would 

be unavailable for otherwise creditworthy projects. This sub-dimension covers two 

forms of loan guarantee scheme: credit guarantee schemes/funds, and mutual 

guarantee schemes. Mutual guarantee schemes involve industry-specific networks of 

companies that guarantee loans for their peers. A third theme concerns public 

guarantees specifically targeted at alleviating counterparty risk for exporting 

businesses.     

 

7.  Selected demand-side skills 

 

 The impact of a wider availability of finance is limited if companies lack the skills to 

prepare high-quality funding proposals and negotiate such funding. This sub-

dimension therefore aims to assess the tools and measures that policymakers have 

put in place to ensure that company managers wishing to access finance have the 

financial skills to do so. 
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V. MEASUREMENT 
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1.  Policy development and monitoring 

 

tƻƭƛŎȅ ŀƛƳŜŘ ŀǘ ŦŀŎƛƭƛǘŀǘƛƴƎ ŎƻƳǇŀƴƛŜǎΩ ŀŎŎŜǎǎ ǘƻ ŦƛƴŀƴŎŜ Ƴǳǎǘ ōŜ ōŀǎŜŘ ƻƴ ǎƻǳƴŘ ŜǎǘƛƳŀǘŜǎ ƻŦ ǘƘŜ 

size and scope of the constraints encountered. Gauging the magnitude and nature of financing 

constraints is complex. This indicator refers to the progressively complex and sophisticated 

information and data gathering practices that governments can engage in to build the evidence base 

for policy. 

 

Indicator 1.1:  Policy development: building an evidence base 

Policy development : building an evidence base 

1 2 3 4 5 

No systematic 

data collection on 

access to finance 

for either 

households or 

firms. 

 

 

Surveys collect 

data on 

representative 

samples of 

the population on 

type of financial 

services used, 

their prices and 

quantities. 

Level 2+  

 

National census 

data include 

information on 

the number and 

characteristics of 

households with a 

bank account. 

Level 3+ 

 

Specific access-to-

finance 

assessments are 

undertaken for 

the business 

sector and 

systematically 

explore: 

 

- Reasons for lack 

of access and lack 

of use.(1) 

  

- The types of 

finance lacking. 

 

Level 4+ 

 

Data are collected 

from financial 

institutions and 

regulators.(2) 

 

Firms are 

surveyed at least 

annually on the 

degree to which 

finance constrains 

their operations. 

 

Survey evidence is 

systematically 

employed in 

policy 

development. 

 

 

 

Notes: 

 

1. For example, availability, physical access, cost plus the main drivers of cost, documentation 

requirements, bank corruption, macro-instability, lack of need (for instance, stemming from a 
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shortage of good projects). 

 

2. Data collection from financial institutions enables to assess thoroughly provision and accessibility 

of credit. They can for example encompass data on branch and ATM density, on average interest rate, 

etc. 

 

 

 

 

 

 

 

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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2. General status of debt and equity financing 

 

2.1 Forms of financing  

 

This sub-section aims to develop a general overview of the forms of financing and instruments most 

commonly used by private companies. Differentiation has been made between large and small 

companies as firms of different sizes will most likely face different issues in accessing finance.  

 

Indicator 2.1.1:  On a 1-to-5 scale, which forms of external financing are most and least widely 

used by companies (1 = least used form; 5 = most used form)?  

 
Family Banks 

Private 

investors 

Informal 

lenders 

Other 

(please specify) 

For small companies
(1)

       

For large companies      

 

Any additional 

comments and statistics 

     

Key sources      

 

Indicator 2.1.2:  On a 1-to-5 scale, which financial instruments are most and least widely used 

by companies? (1= least used; 5 = most used)?  

 
Overdraft 

Credit 

card 

Short term 

loans
(2)

 

Long term 

loans 
Leasing Equity 

Other 

(please specify) 

For small companies
(1)

         

For large companies        

 

Any additional 

comments statistics 

     

Key sources      

 

Indicator 2.1.3:  Does the Central Bank collect data on the average cost of financing that 

companies face? If yes, please provide a short description of the data 

categories available? 

 

 

Notes: 

1. Small companies are defined as companies with less than 50 employees, annual turnover below 

млaϵ ŀƴŘ ōŀƭŀƴŎŜ ǎƘŜŜǘ ŀǎǎŜǘǎ ƻŦ ƭŜǎǎ ǘƘŀǘ млaϵ. If definitions differ from the one described here, 
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please note the differences. 

2. A Short- term loan is considered one with a maturity period of less than 3 years 

 

 

 

 

2.2 Identified barriers to financing 

 

This sub-section aims to quantify the extent and type of difficulties that companies face in getting 

access to finance.  

 

Indicator 2.2.1: What percentage of commercial loan applications is approved by banks?  

 (if data are not available for a category, please write N/A) 

 % of applications satisfied 

For all companies  

For small companies  

For large companies  

 

Any additional comments 

and statistics 

     

Key sources      

 

Indicator 2.2.2:  On a 1-to-5 scale, what are the main reasons why loan applications are 

rejected?  

 (1 = least used; 5 = most used)?  

 Lack of 

information 

on project 

Inadequate 

profitability 

of project 

Lack of 

information 

on borrower 

Lack of credit 

history of 

borrower 

Lack of 

collateral 

Other 

(please 

specify) 

For all companies       

For small companies        

For large companies       
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Any additional 

comments and statistics 

     

Key sources      

 

Indicator 2.2.3: On a 1-to-5 scale, what has been the principal change in availability of 

financing since the start of the crisis? 

 (1= least important; 5 = most important)  

 
Increased 

interest rate 

Increased 

costs of 

application 

Tightening of 

conditions
(1)

 

Reduced rate 

of acceptance 

Increase in 

procedure 

time 

Other 

(please 

specify) 

For all companies       

For small companies        

For large companies       

 

Any additional 

comments and statistics 

 

Key sources  

 

 

 

Notes: 

1. Conditions on loans include collateral requirements, thresholds and ceilings on the amount 

borrowed, expected rate of return, credit history, etc. 
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2.3 Equity finance development 

 

Equity financing is at a very preliminary stage of development in most countries in the region. 

However, regulatory structures and the basis for development of equity finance may already be in 

place, and so should be reviewed.    

 

Indicator 2.3.1: If there is a stock exchange operating in the country what is its structure?  

Association of listed 

company 

State-owned/ state-

controlled company 

Publicly traded 

company controlled 

by its members 

Publicly traded 

company with low 

share of members 

Other (please 

specify) 

     

 

Indicator 2.3.2: What are the disclosure requirements for companies(1)?  

 
Annual Semi-annual Quarterly 

Operations 
(4)

 Financial 

Statement
(2)

 

Operations 

Report
(3)

 

Financial 

Statement
(2)

 

Operations 

Report
(3)

 

Financial 

Statement
(2)

 

Operations 

Report
(3)

 

Listed companies        

Non-listed companies        

Small companies        

Large companies        

 

Any additional 

comments and 

statistics 

     

Key sources      

 

Indicator 2.3.3: Are companies in the country using accounting and audit standard 

requirements (IFRS and IAS)?  

 Yes No Comments 

IFRS    

IAS    

 

Indicator 2.3.4:  On a 1-to-5 scale, what are the main alternatives for a private investor 

wishinƎ ǘƻ άŜȄƛǘέ by selling a local company? (1=least used; 5 = most used) 

Public Offering 
Sale to another 

investor 

Repurchase of 

shares by 

company 

Trade Sale
(5)

 
Other 

(please specify) 
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Indicator 2.3.5: What is the annual average number of Initial Public Offerings (IPOs)? 

 Source Additional comments (if any) 

Number (kindly 

indicate the years for 

which the average is 

calculated) 

  

 

Indicator 2.3.6: Are there any restrictions on cross-border capital movement (e.g. restrictions 

on foreign venture capital funds wishing to invest in domestic venture 

funds)? 

 Please tick the appropriate cell Comments 

Yes 

(please specify the type 

of restrictions) 

  

No   

 

 

 

Notes: 

 

1. Disclosure requirements are generally different for traded companies and for private companies. 

    Requirements can differ according to the size of the company. If other criteria apply please 

comment.   

2. Financial Statement: includes balance sheet, profit & loss account and cash flow statement for 

    consolidated and social entity 

3. Operational report: includes main operations of the company by line of activity and recent 

    developments over the period 

4. Companies may be required to issue a specific communiqué when operations, in particular on their 
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    capital, have a potential impact on the valuation of stock  and company creditworthiness 

5. A trade sale is a sale to another company operating in the same sector. 
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3.   The banking sector 

 

3.1       Loan volume 

 

Banks are the main source of financing for firms in developing and transition economies. The volume 

of credit in the economy and the share allocated to companies can be used as proxy for overall access 

to finance.  

 

Indicator 3.1.1: What are the total assets held by the banking sector? 

 2005 2006 2007 2008 

Total assets (in local 

currency) 

    

 

Any additional 

comments and 

statistics 

 

Key sources  

 

Indicator 3.1.2: What is the gross volume of credit distributed by banks(1)? 

 2005 2006 2007 2008 

Total loans to non-

financial institutions 

(in local currency) 

    

Total loans to 

companies (in local 

currency) 

    

 

Any additional 

comments and 

statistics 

 

Key sources  

 

 

Notes: 

 

1. Gross volume of credit distributed by banks should not include provisions  
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3.2     Sector structure 

 

The structure of the banking sector has important consequences for the provision and price of loans 

to companies. In particular, the level of competition among banks is key. Other features that have an 

influence on the provision of loans are the ownership of banks and the behaviour of foreign-owned 

banks. 

 

Indicator 3.2.1:  What is the average interest spread between deposits and company loans? 

 2005 2006 2007 2008 

Average interest rate 

spread (in %) 

    

 

Any additional 

comments and 

statistics 

     

Key sources 
     

 

Indicator 3.2.2:  How many banking institutions operate on the market? 

 2005 2006 2007 2008 

Number of banks     

 

Any additional 

comments and  

statistics 

     

Key sources      

 

Indicator 3.2.3:  Does the Central Bank keep a measure of concentration among banks 

providing credit to (non-financial) companies? 

 (We are interested in data on the percentage of all loans to non-financial 

companies accounted for by the 5 largest banks. If these data are available 

please provide them, without naming the banks concerned). 

 

Indicator 3.2.4:  How many banking institutions are controlled by the State (either directly or 

through state-controlled companies)? 

 2005 2006 2007 2008 
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Number of banks 

controlled by the State 

    

 

Any additional 

comments and 

statistics 

     

Key sources      

 

 

Indicator 3.2.5:  The role of foreign-owned banks. 

 

This indicator requires data on how many banking institutions are owned or controlled by foreign 

financial institutions and their total commercial loans. 

 

 2005 2006 2007 2008 

Number of banks 

controlled by foreign 

companies 

    

Total loans distributed 

to companies (in local 

currency) 

    

 

Any additional 

comments and 

statistics 

     

Key sources      
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3.3    Banking regulation 

 

Because finance deals mostly with contracts, the possibility of defining and enforcing contracts is a 

prerequisite for the development of the banking sector. Because banking is a complex activity with 

potential influence on all the sectors of the economy, it has to be regulated. 

 

Indicator 3.3.1:  Is there a provision in contract law that limits the development of financial 

contracts? 

 Please tick the 

appropriate cell 

Comments 

Yes 

(please specify the type 

of restrictions) 

  

No   

 

Indicator 3.3.2:  Please indicate in the box below the extent of implementation of the Basel II 

agreement by banking institutions. 

 Please tick appropriate cell 

No banks have 

implemented Basel II 

rules 

 

Some banks have 

implemented Basel II 

rules 

(please specify number 

of banks if available) 

 

All banks have 

implemented Basel II 

rules 

 

 

Any additional 

comments and 

statistics 

 

Key sources 
 

 

Indicator 3.3.3:  Are there regulations imposing credit volume limits on individual companies 

or sectors? 

Yes 

(Please describe the 

regulation) 
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No  

 

 

 

Indicator 3.3.4:  Does regulation impose a limit on the share of permissible credit in foreign 

currency for a company on the domestic market? 

Yes 

(Please describe the 

regulation) 

 

No  
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3.4    Stability of the banking system 

 

The stability of the financial system has a direct impact on the provision of loans to companies. 

Indeed, if capitalisation is low or if the credit quality of their loan portfolio is deteriorating, banking 

institutions will reduce the volume of loans they provide. As individual small companies have a 

significant risk of failure, they are most likely to suffer from any subsequent credit contraction.  

 

Indicator 3.4.1: What is the average capital adequacy ratio of the banking system? 

Capital adequacy 

ratio
(1)

 ( %) 

 

 

Any additional 

comments and 

statistics 

 

Key sources  

 

Indicator 3.4.2:  Loan performance 

 

This indicator will use information on the gross volume of non-performing loans from banking 

institutions, and the aggregate level of provisioning of non-performing loans (2)? 

 

(in local currency) Gross volume Provisions 

Total nonïperforming 

loans 

  

Non-performing loans 

to companies 

  

 

Any additional 

comments and 

statistics 

     

Key sources      

 

 

Indicator 3.4.3:  What is the total amount of loans to non-financial companies denominated in 

foreign currency?  
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 Total amount lent to non-financial companies Currency 

Loans denominated in 

Euros (in ú) 

 Euro 

Loans denominated in 

other currencies if 

significant 

  

 

 

 

Notes:  

 

1.  The capital adequacy ratio is defined as the ratio between capital and risk weighted assets held by the 

bank.   

 

2. The general practice is to  define non performing loans as loans for which payments of principal and 

interest are past due by 60 days or more, or interest payments equal to 60 days interest or more have been 

capitalized, refinanced, or rolled over (that is, payment has been delayed by agreement).  
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3.5  Access to loan facilities 

 

Irrespective of their risk profile and return on investment, companies seeking access to finance may 

have difficulties going through the application process for a loan. The main reasons for this can be 

linked to the limited size of bank branch networks, particularly in rural areas, or to the duration and 

costs of loan application procedures.  

 

Indicator 3.5.1:  Is there an institution in charge of collecting data on the ability of SMEs to 

effectively apply for loans? 

Yes 

(Please specify the 

name of the 

institution) 

 

No  

Key sources  

 

 

Indicator 3.5.2:  If the institution mentioned in the previous question collects these data, 

please provide the following statistics on access to commercial loans.   

Number of bank 

branches operating in 

the country 

 

Average fees for a 

loan excluding interest 

rate (in % of principal) 

 

Number of days to 

obtain a loan contract 

 

 

If data exist at a more disaggregated level (e.g. branch repartition by region, loan size by size of 

company, fees by size of loans etc.) please provide the statistics in this response box below or, 

alternatively, in a separate document.  

Comments and additional statistics 
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Indicator 3.5.3:  Has the government put in place a specific credit line for SMEs ? If so, please 

detail the project and its results.  

 

 

 

 

 

 

 

 

 

Key sources  

Comments and additional statistics 

 

 

 

 

 

 

 

 

 

 

 

 

 

Key sources  
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4.   Legal framework 

 

4.1  Insolvency law 

 

Insolvency legislation governs the formal procedures that operate when borrowers are in default. As 

ǎǳŎƘ ƛǘ ƛǎ ŀ ƪŜȅ ŀǎǇŜŎǘ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎȅǎǘŜƳΩǎ ƭŜƎŀƭ ŦǊŀƳŜǿƻǊƪΦ 5ŜǎǇƛǘŜ ƛǘǎ ŎŜƴǘǊŀƭƛǘȅΣ ƛƴǎƻƭǾŜƴŎȅ 

legislation exhibits wide variation across countries. Poorly developed insolvency legislation can lead 

to arbitrary outcomes, systemic disregaǊŘ ƻŦ ŎǊŜŘƛǘƻǊǎΩ ǊƛƎƘǘǎ ŀƴŘ ǎǳōǎǘŀƴǘƛŀƭ ŘŜƭŀȅǎ ƛƴ ŘŜŀƭƛƴƎ ǿƛǘƘ ŀ 

borrower in default.  

 

Best practice insolvency legislation includes a wide range of legal aspects. However, three main 

dimensions have to be considered to decide if legislation is in line with best practices in OECD 

countries: (1) Well-developed legislation looks beyond liquidation and the repayment of creditors by 

giving insolvent companies a chance to reorganize instead; (2) Good legislation defines tight 

deadlines for dealing with insolvency cases so as to avoid delays and uncertainty; and (3) Mature 

insolvency laws allow for agreements/workouts to be made outside of court if agreement can be 

found among all affected parties. 

 

Indicator 4.1.1:  Insolvency laws 

Insolvency laws 

Level 1 Level 2 Level 3 Level 4 Level 5 
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No specific 

insolvency laws 

and/or 

procedures in 

place. 

 

Basic insolvency 

legislation and 

procedures in 

place or in drafting 

stage; 

 

Law provides for 

liquidation only 

(no distinction 

between 

liquidation and 

reorganization). 

 

Insolvency 

legislation and 

procedures 

established and 

fully 

implemented.  

 

Law provides 

for both 

liquidation and 

reorganization; 

 

Access to 

insolvency 

procedures is 

carried out with 

some delay 
(1)

; 

Backlogs exist.  

 

 

 

Level 3 + 

 

Law provides 

clear criteria and 

tests for 

eligibility  / 

applicability of 

insolvency law 

(i.e., 

commencement 

criteria)  

 

Law includes  

moratorium 

against creditors 

for defined 

period; 

 

Insolvency 

procedures are 

carried out in 

good time 
(1)

;  

 

Insolvency 

administrators 

are clearly 

regulated under 

insolvency law 
(2)

.  

 

 Level 4 + 

 

Access to insolvency 

is timely 
(1)

; 

 

Law provides a 

framework for multi-

party workouts 

outside of court 
(3)

.  

 

 

 

Notes: 

 

1. The adequate speed of insolvency procedures is measured by the number of days between filing for 

insolvency and the first court hearing. Best practice is 24-48 hours (within 24 hours in OECD 

countries). It is acceptable if there is a delay of several working days .It is inadequate if delays last 

longer than 1 week.   

2. Good insolvency legislation requires insolvency administrators to be specially qualified to 

administer bankruptcy cases. This includes specialist qualifications.  

3. The legal framework provides a mechanism by which multi-party workouts can take place outside 

the formal (court-driven) system (i.e. creditors can reach an agreement on reorganization outside the 

court system) 
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RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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4.2  Credit information services 

 

These indicators aim to determine the quantity of information and the extent of the population 

covered by private credit bureaus or public credit registries. 

 

Indicator 4.2.1:  Ranking the quantity of information maintained by credit information 

institutions 

Criteria for ranking the quantity of information maintained by credit information institutions  

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No credit 

registry 

system or 

private 

credit 

bureau in 

place. 

 

 

 

There is no credit 

registry system or 

private credit 

bureau in place 

but the 

government has 

made clear 

indications that it 

is planning to 

implement or 

encourage the 

implementation 

of one. 

 

A credit registry system or 

private credit bureau is in 

place, and three or more of 

the following criteria are 

fulfilled: 

 

1. Both positive and negative 

data are distributed; 

2. Data are distributed on 

both individuals and firms; 

3. Data are collected from 

financial institutions, retailers 

and utilities; 

4. More than two years of 

historical data are 

distributed; 

5. Data are distributed on all 

loans equivalent to an 

amount below 1% of income 

per capita; 

6. Borrowers have the right 

to access their data. 

 

Level 3+ 

 

A credit 

registry 

system or 

private credit 

bureau is in 

place and all 

criteria from 

Level 3 are 

fulfilled. 

 

 

Level 4 + A 

private credit 

bureau is in 

place. 

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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Indicator 4.2.2:   Ranking the coverage of credit information institutions 

Criteria for ranking the coverage of credit information institutions  

Level 1 Level 2 Level 3 Level 4 Level 5 

 

0% of the 

population aged 

15 or over is 

covered. 

 

5% of the 

population aged 

15 or over is 

covered.  

 

20% of the 

population aged 15 

or over is covered. 

 

60% of the 

population aged 15 

or over is covered. 

 

100% of the 

population aged 15 or 

over is covered. 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

 

                                                                             Notes: 

In Level 5 of the óCriteria for ranking the quantity of information maintained by credit information 

institutionsô, the requirement that a private credit bureau is in place, either as the sole means of 

distributing data on borrowers or as a complement to a public credit registry, is based on evidence 

that private credit bureaus often make better use of the data available to them than public credit 

registries (World Bank, 2008). 
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4.3  Development of the Cadastre 

 

A cadastre is a comprehensive register of real estate property, including details on ownership, 

tenure, location and other characteristics. It is an essential aspect of ensuring secure property rights 

and thus is viewed as critical in facilitating the securitisation of loans. In the absence of a cadastre, 

individuals and firms can be left out of the credit market simply because their ownership rights are 

not formally documented.  

 

Indicator 4.3.1:  Development of the Cadastre 

Development of the Cadastre 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No functioning 

cadastre system 

in place. 

 

Legislation to 

establish a 

functioning 

cadastre 

system is in 

the drafting 

stage.  

 

A cadastre in 

place.  

 

Property 

registration is 

compulsory.  

 

Property rights 

are 

systematically 

registered. 

  

 

Level 3 +  

 

Property titles on the 

real estate assets 

have been mostly 

documented (75%) 

and include data on 

valuation and 

property 

characteristics.  

 

Banks and other 

credit institutions 

can easily access 

property 

information. 

 

4 +  

 

Property titles on the 

real estate assets 

have been fully 

documented (100%).  

 

Information 

contained within the 

cadastre system is 

freely accessible 

online. 

 

Notes: 

 

In Level 3, when determining whether property rights are systematically registered, it would be good 

to consider whether there is a process in place to ensure that all land parcels and strata are 

registered, and registration is not determined by a sporadic event, such as sale of a property. 

 

Levels 4 and 5 can be illustrated using the percentage of land parcels and registered strata registered, 
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i.e. the percentage of legally registered and surveyed units is 75% of the total units. 

 

In Level 5, please provide a website address for the cadastre system. 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

  



 39 

4.4  Collateral and provisions 

 

High collateral requirements can impede lending to good projects proposed by collateral-deficient 

entrepreneurs. In order to assess collateral and provisioning requirements the following information 

sources can be examined: Central BanksΩ regulations on collateral and provisioning requirements, the 

application of Basel II rules, and /ŜƴǘǊŀƭ .ŀƴƪǎΩ reviews of practices of the main commercial banks. 

 

Indicator 4.4.1:  Collateral and provisions 

Collateral and provisions 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

Very high 

collateral 

requirements 

(more than 

200%). 

 

Restrictive 

collateral 

definition 

and/or rigid 

provisioning 

requirements 

for 

uncollateralised 

loans. 

 

Collateral 

requirement 

ranging 150-200% 

of loan amount. 

 

 

 

Flexible 

collateral 

definition 

and/or flexible 

provisioning 

requirements 

for loans under 

EUR 20 000. 

 

Level 3+ 

 

Central collateral 

registry in 

place.(1) 

 

Level 4+ 

 

The central collateral 

registry is publicly 

available and covers 

most bank loans. 

 

 

 

Notes: 

1. Collateral registry enables financial institutions providing loans against collateral to register this 

pledge officially. The registry is used by other financial institutions to know whether the collateral 

they accept is being used for other loans and to determine their order of priority to it. It is also used 

by trading partners willing to by an asset or by any agent willing to assess the credit-worthiness of 

the borrower. Provided it is sufficiently comprehensive and is easily accessible, it is a very efficient 

way to reduce information asymmetry in loan provision.  
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RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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4.5  Registration system for moveable assets 

 

This indicator is closely related to the indicator on collateral, as movable assets can also serve as 

collateral on bank loans. Insofar as this is the case, a registration system for movable assets is 

indispensible to increase transparency around the collateral that may be available for loans, and to 

reduce the costs of obtaining this sort of information.  

 

Indicator 4.5.1:  Registration system for moveable assets 

Registration system for moveable assets 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No functioning 

registration 

systems for 

movable assets. 

 

Legislation to 

establish a 

functioning 

registration 

system at the 

drafting 

stage.  

 

Registration 

system of 

movable assets 

in place, but not 

yet fully 

operational.  

 

Information not 

easily accessible 

or fully reliable.  

 

The ownership of 

pledges on the 

registered assets has 

been fully 

documented.  

 

Access to the registry 

is public and the 

registration process 

is simple 

 

The registration 

system is in line with 

international 

standards.(1) 

 

Level 4 +  

 

Fully functioning 

system for 

registration of 

movable assets, 

allowing firms to use 

movable assets as 

collateral in their 

efforts to access bank 

finance.  

 

Information available 

on-line. 

 

 

Notes: 

 

1. The main effort to define a unified international approach to registry of moveable assets has been 

ŦƻǊƳŀƭƛȊŜŘ ōȅ ǘƘŜ ¦ƴƛǘŜŘ bŀǘƛƻƴ /ƻƳƳƛǎǎƛƻƴ ƻƴ LƴǘŜǊƴŀǘƛƻƴŀƭ ¢ǊŀŘŜ [ŀǿ ό¦b/L¢w![ύ ƛƴ ƛǘǎ άDǳƛŘŜ ƻƴ 

{ŜŎǳǊŜŘ ǘǊŀƴǎŀŎǘƛƻƴέ όмффтύ 
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RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

 

 

 

 

5.   Availability of financial instruments  

 

5.1 Leasing / renting 

 

Leasing is one of the most common forms of financing a business, yet in many emerging markets 

leasing services are not offered, or only basic versions of leasing are available. Leasing refers to the 

separation of legal ownership of an asset from its economic use and thus almost any object can be 

leased. Leasing can play an important role in broadening access to finance: collateral is not necessary 

because ownership remains with the lessor and leasing contracts can be agreed without the 

consideration of credit histories. There are advantages on the supply side as well: asset ownership 

remains with lessors, and therefore problems with creditorǎΩ ǊƛƎƘǘǎ Řƻ ƴƻǘ ǇƻǎŜ ǘƘŜ ǎŀƳŜ ǇǊƻōƭŜƳ ŀǎ 

ƛƴ ǘƘŜ ƭƻŀƴ ƳŀǊƪŜǘΦ ¢Ƙƛǎ ƭŜŀǎƛƴƎ ƛƴŘƛŎŀǘƻǊ ƳŜŀǎǳǊŜǎ ŀ ŎƻǳƴǘǊȅΩǎ ǇǊƻƎǊŜǎǎ ƛƴ ǘŜǊƳǎ ƻŦ ŦƻǎǘŜǊƛƴƎ ƭŜŀǎƛƴƎ 

markets, which relies on the implementation of a legal framework. Beyond laws, governments can 

play an active role in promoting leasing markets, including capacity building and education.  

Indicator 5.1.1:  Leasing 

Leasing 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No leasing 

activity, no 

plans for 

leasing law.  

 

 

A leasing law is in 

preparation, 

including legal 

coding of contract 

elements and 

property rights.   

 

Government 

initiative to 

involve 

stakeholders 

(financial 

institutions, 

equipment 

manufacturers, 

SMEs, etc.)  

 

Leasing law approved 

and institutional 

responsibilities 

assigned.  

 

Leasing restrictions 

(types of institutions) 

and conditions are 

clearly defined (1). 

 

The public sector 

promotes information on 

leasing opportunities to 

businesses. 

 

 

Level 3+ 

 

Implementation of 

leasing law.  

 

Regulation and 

monitoring of the 

market occurs 

where necessary 

(2).  

 

The public sector 

facilitates capacity 

building and 

training of 

financial 

 

Level 4 + 

 

Initiatives exist 

to move beyond 

financial leasing 

and promote 

operational 

leasing services.  
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 institutions in 

offering leasing 

services.  

 

 

 

Notes: 

 

1. Clear rules are necessary as to what type of institutions can offer leasing services (banks, credit 

unions, NGOs, etc). Many countries also set explicit operational conditions, in particular a usury 

ceiling. 

 

2. Active regulation and supervision are necessary where leasing markets are dominated by deposit-

taking institutions (in particular minimum capital requirements). Non-bank institutions, however, 

engage in general entrepreneurial activity and pose risks only to their shareholders, hence specialist 

regulation is less critical.   

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 45 
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5.2 Factoring  

 

Factoring is a financial transaction in which a business (the creditor) sells accounts receivable from 

customers (the debtor) to a third party (the factor). The creditor sells receivables at a discount in 

exchange for immediate payment and thereby achieves improved cash flow. Factoring can be an 

important tool to broaden access to finance because the transaction ƛǎ ōŀǎŜŘ ƻƴ ŀ ōǳǎƛƴŜǎǎΩ ŀŎŎƻǳƴǘǎ 

receivable, not on its overall creditworthiness. This allows young business with short credit histories 

and high-risk businesses to obtain some form of credit. There are several impediments to the 

development of a factoring market. These tend to be rooted in credit information systems, the legal 

environment and tax treatment. In developed economies, the volume of factoring can be as high as 

7% of GDP, whereas in developing countries it is typically 1% or less of GDP.  

 

Indicator 5.2.1:  Factoring 

Factoring 

Level 1 Level 2 Level 3 Level 4 Level 5 

Factoring is not 

established as a 

form of 

financing. 

 

 

Basic factoring 

services 

available.  

 

Important 

impediments to 

further 

development 

exist (1)  

 

Factoring is a well 

established form 

of financing, 

representing a 

substantial part of 

the GDP (>3%) 

 

 

 

Level 3 + 

 

The legal 

treatment of 

factoring services 

is clearly defined 

as a sale-and-

purchase 

transaction (1). 

  

 

Level 4 + 

 

The tax system is 

fine-tuned for 

factoring services. 

There are no stamp 

duties and the factorôs 

financing is not 

subjected to VAT (2) 

 

Factoring is a 

regulated financial 

service.  

 

 

 

Notes: 

 

1. Legal framework matters because factoring can be defined as a sale-and-purchase transaction or 

as a form of loaning. If ŦŀŎǘƻǊƛƴƎ ƛǎ ƭŜƎŀƭƭȅ ŘŜŦƛƴŜŘ ŀǎ ŀ ǘȅǇŜ ƻŦ ƭƻŀƴΣ ƛǎǎǳŜǎ ƻŦ ŎǊŜŘƛǘƻǊǎΩ ǊƛƎƘǘǎ Ŏŀƴ 

ǳƴŘŜǊƳƛƴŜ ǘƘŜ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ŦŀŎǘƻǊƛƴƎ ƳŀǊƪŜǘǎ όōŜŎŀǳǎŜ ŀ ōŀƴƪǊǳǇǘ ŦƛǊƳΩǎ ǊŜŎŜƛǾŀōƭŜǎ ŀǊŜ ǇŀǊǘ ƻŦ 

the bankruptcy estate, not the property of the factor).  

 

2. The tax environment matters for full development of a factoring industry, in particular the 

ŜȄƛǎǘŜƴŎŜ ƻŦ ǎǘŀƳǇ ŘǳǘƛŜǎ ŦƻǊ ŦŀŎǘƻǊƛƴƎ ǘǊŀƴǎŀŎǘƛƻƴǎ ŀƴŘ ±!¢ ǘǊŜŀǘƳŜƴǘΦ ²ƘƛƭŜ ǘƘŜ ŦŀŎǘƻǊΩǎ ǎŜǊǾƛŎŜ 
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should be subject to VAT, the financing provided should not.  

 

 

 

 

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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5.3  Venture  capital 

 

5.3.1  Early-stage Venture Capital 

 

In many countries particular difficulties exist in the provision of small amounts of equity, especially 

for start-up companies. This is largely a consequence of the fact that for venture capitalists the costs of 

managing investments are more or less invariant with respect to the size of the deal; making small-

scale investments relatively unattractive. Furthermore small venture capital funds ï which supply the 

bulk of venture capital for start-up firms ï are limited in the degree to which they can diversify their 

investment portfolios. They thus incur relatively greater risk than larger funds.   

Indicator 5.3.1.1:  Early-Stage Venture Capital ς Scale of the Industry 

Early-Stage Venture Capital ς Scale of the Industry 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No early-

stage 

venture 

capital 

investment 

activity. 

 

 

 

 

Evidence of 

investor 

interest in 

creation of a 

venture capital 

fund.  

 

 

 

One or more 

venture capital 

funds investing, but 

the only exit 

possibility is 

through mergers 

and acquisitions. 

 

 

 

 

Level 3+ 

 

One or more 

venture capital 

funds have been 

investing in early-

stage deals for 

more than 4 years 
(1).  

 

A national venture 

capital association 

has been created. 

 

 

 

Level 4 + 

 

A range of exit options 

exist, including a 

functioning (second-

tier) stock exchange 

with clear 

opportunities for initial 

public offerings (IPO) 

of venture-capital 

backed enterprises. 

 

 

 

 

 

Notes: 

 

1. The existence of a venture capital fund investing in early-stage deals for more than 4 years is used 

here as indirect evidence of deal flow. If available, the respondent should refer to any direct evidence 

of a significant deal flow in early-stage ventures in the country. 
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RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

 

 

 

 

 

 

Indicator 5.3.1.2:  Annual average total investment funds raised by venture capital funds 

Amount (most recent year) Source Additional comments (if any) 

 

 

  

Amount (each of the previous 5 

years) 

 

 

 

Indicator 5.3.1.3:  Annual average total investment made by venture capital funds 

Amount (most recent year) Source Additional comments (if any) 

 

 

  

Amount (each of the previous 5 

years) 
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Indicator 5.3.1.4: Early-Stage Venture Capital ς Framework Conditions 

Early-Stage Venture Capital ς Framework Conditions 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No specific 

legal 

framework. 

 

 

 

Venture 

capital/private 

equity/ 

investment 

funds legislation 

and regulatory 

framework 

under 

development.  

 

 

 

The regulatory 

framework clearly 

defines what 

constitutes a 

venture capital 

investment. 

 

Regulation does not 

prohibit pension 

funds, insurance 

companies and 

other financial 

institutions from 

investing in venture 

capital funds.  

 

Government has 

reviewed the tax 

treatment of formal 

equity investment, 

for investors and 

target companies, 

and adopted a 

facilitating regime 

(1). 

 

 

 

 

Level 3+  

 

In addition to a 

conducive general 

taxation 

environment (at 

the investors and 

target company 

levels) the 

government has at 

least analysed the 

costs and benefits 

of specific tax 

incentives for the 

venture capital 

sector. 

 

 

 

 

 

Level 4 +  

 

Any specific tax 

incentives adopted for 

the venture capital 

sector include 

incentives for early-

stage deals.  

 

The private sector 

assesses the 

regulatory context as 

highly certain. 

 

 

 

Notes: 

 

1 - A facilitating tax regime will entail, in particular, a low level of taxation on capital gains. It might 
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also include tax credits on income derived from equity investments. 

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

 

Indicator 5.3.1.5: Early-Stage Venture Capital ς Government Support 

Early-Stage Venture Capital ς Government Support 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No early-

stage 

venture 

capital 

investment 

activity. 

 

 

 

 

Government is 

currently 

designing a 

programme of 

support to 

early-stage 

venture capital 

investments. 

 

A government equity 

enhancement/guarantee 

scheme is operational. 

 

The scheme involves 

government co-

investment (rather than 

subsidizing operating 

costs or providing 

insurance against 

losses). 

 

 

 

 

 

Level 3+ 

 

Government 

support gives 

primacy to 

commercial 

criteria rather 

than social 

equity criteria 

(1). 

 

 

 

Level 4 + 

 

Evaluation of 

government support 

for equity 

enhancement is 

systematic and 

placed in the public 

domain. 

 

 

 

 

Notes: 

1 - A market orientation has the potential for greater sustainability and therefore larger overall 



 53 

impact. For instance a subsidy element can create a level of demand that is too high to permit proper 

screening and monitoring. Above all, if programmes do not generate sufficient income from 

customers they are unlikely to be in a position to provide specialist management and technical 

support. 

  

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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5.4  Business angel networks (BANs) 

 

Business angel networks aim to match informal investors with ventures seeking small amounts of 

equity finance. Even in countries where the formal venture capital sector is well developed, research 

suggests that the volume of informal equity investment far exceeds that of the formal sector. 

Business angels generally invest in the early stages of enterprise start-up, often in firms not yet ready 

for formal venture capital. Such investors frequently bring significant knowledge and experience to the 

investee firm and are not averse to investing in technology-based firms. Unlike the formal venture 

capital industry ï which concentrates near places where financial services are already well developed - 

business angels are geographically dispersed. From a policy standpoint, an information barrier may 

exist in the market for informal venture capital. For instance, business angels are usually reluctant to 

publicise their willingness to invest and entrepreneurs are disinclined to reveal innovative ideas. 

Information and search-cost barriers on both the supply and demand sides of this market can be 

lowered through support for business angel networks.  

Indicator 5.4.1:  Business Angel Networks (BANs) 

Business Angel Networks (BANs) 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No private 

or publicly-

supported 

BANs in 

operation. 

 

Little or no 

angel 

investment 

activity. 

 

Pilot schemes 

underway 

aimed at 

demonstrating 

the concept and 

determining 

feasibility. 

 

 

 

Level 2+  

 

One or more 

BANs in 

operation. 

 

Government 

has reviewed 

the tax 

treatment of 

informal equity 

investment and 

adopted a 

facilitating 

regime. 

 

 

 

Level 3+  

 

Measures have been 

taken by national 

authorities to ensure 

that local, regional 

and enterprise 

development 

agencies throughout 

the country are fully 

familiar with the BAN 

concept.  

 

Local, regional and 

enterprise 

development 

agencies possess - or 

have access to - seed 

funding for feasibility 

work, the 

development of 

networks, web 

portals, or match-

making services. 

 

Level 4 + 

 

Local and regional BANs 

are linked to each other 

and to national 

initiatives. 

 

Financially self-

sustaining private BANs 

exist alongside publicly-

supported BANs. 

 

Existing BANs span a 

diverse range of 

operational types ς 

from informal groupings 

to BANS involving 

formal participation 

criteria (1), to entirely 

electronic information 

and match-making 

services. 
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Legislation permits co-

investment between 

BANs and formal 

venture capital funds. 

 

 

 

 

 

Notes: 

 

1. Formal participation criteria in BANs might include minimum investment requirements and the 

payment of a membership fee. 

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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5.5 Microcredit 

 

In many countries, and particularly so in developing economies, micro-credit is an increasingly 

important and growing sector, targeting small business owners unable to access more 

institutionalized sources of finance. It is of particular importance in rural areas where banking 

facilities are not wide-spread. Micro-Finance Institutions (MFI) can take a variety of forms and offer a 

range of services. However, MFIs can be broadly segmented according to whether they collect 

savings or not, i.e. between banks and non-banks.  

 

Development of an active micro-finance sector benefits from the presence of both banks and non-

bank players as this allows for greater innovation and coverage. Regulation should therefore not 

favour the development of one sort of institution over the other. Moreover, as MFIs are often small, 

the cost of stringent regulatory standards can dramatically hamper their development. Therefore, 

policies should aim at ensuring that MFIs have sufficient capabilities and limit systemic risk while 

keeping burdens on non-banks MFIs low and avoiding regulatory market distortions. 

 

Indicator 5.5.1:  Microfinance 

Microfinance  

Level 1 Level 2 Level 3 Level 4 Level 5 

 

Regulatory 

barriers exist 

for the 

development 

of MFI (low 

interest rate 

cap, 

restriction on 

lending). 

 

No 

microcredit 

facilities 

operate in the 

country. 

 

Regulations 

on lending 

activities 

acknowledge 

specificities 

of MFIs
(1)

 

 

Microcredit 

facilities 

exist at the 

level of pilot 

projects.  

 

Some measures 

have been taken 

to ease access of 

MFIs to capital 

(subsidized 

interest rates, 

specific 

guarantee 

schemes). 

 

Providers of 

micro-credit 

operate 

throughout the 

country.  

 

Level 3+ 

 

A regulatory 

framework and 

supervision for MFIs 

that collect savings 

are in place. 

 

Non-bank MFIs are 

registered and the 

scope of their 

activities is 

controlled
(2)

 

 

Links have been 

developed  between 

MFIs, chambers of 

commerce, 

commercial banks 

 

Level 4+ 

 

Regulation for the sector 

both promotes activity 

and supports sound 

practices (e.g. flexible 

interest cap, adjusted 

capital requirement). 

 

MFI regulation is set in 

collaboration with 

stakeholders and the cost 

of regulation for smaller 

MFIs is systematically 

considered. 

 

A wide range of micro-

finance products and 

institutions are available. 
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Notes: 

 

1. Some restrictions in the regulatory framework governing lending activities (e.g. provisioning by 

banks, type of collateral) can effectively limit development of MFIs, even when they are funded solely 

by donors and would not pose systemic risks in case of failure 

 

2. Types and forms of MFIs vary between countries and market circumstances. Therefore, no standard 

regulatory framework can be applied. However, authorities must be able to ensure that MFIs 

engaging in an activity have the requisite internal knowledge and management capabilities. This is 

particularly true in a context of MFIs expanding their services (lending, leasing, insurance, advice) and 

can be achieved through a registration scheme.  

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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6.   Loan guarantee schemes 

 

6.1  Credit Guarantee Schemes 

 

Credit guarantee schemes aim to facilitate the access of firms with viable projects to bank lending from 

which they would otherwise be excluded. Schemes are designed to do this by guaranteeing repayment 

of a part of loan losses incurred by banks (and/or non-bank institutions). Almost all European countries 

have a national credit guarantee fund.  

 

Indicator 6.1.1:  Credit Guarantee Schemes 

Credit Guarantee Schemes 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No national 

credit 

guarantee 

scheme. 

 

 

Credit 

guarantee 

schemes / 

facilities in 

place.  

 

 

Level 2 + 

Lending criteria 

are clear and 

limited (1) 

  

In the design of 

the scheme(s), the 

lending bank 

retains at least 20-

30% of the risk 

 

Loan appraisal is 

performed by the 

lending bank. 

 

. 

 

 

 

 

Level 3+  

 

Banks and 

borrowers use 

the scheme(s) in 

significant 

numbers ς as 

demonstrated 

in evaluation 

reports. 

 

 

 

Level 4 + at least two of the 

following criteria: 

 

A wide range of guarantees 

is available for different 

client types (e.g. industry 

services, rural/urban) and/or 

loan sizes.  

 

Scheme(s) have been 

evaluated against financial 

additionality criteria (2), as 

well as loan recovery and 

repayment of guarantees. 

 

Based on objective 

evaluation data, loss rates 

for main publicly supported 

scheme(s) deemed 

compatible with objectives 

by scheme sponsors. 
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RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

 

 

 

 

 

Notes: 

 

1. When lending criteria ï such as those defining eligible borrowers, and loan size ceilings - are many 

and complicated, schemes run an increased risk of political interference. Achieving additionality is 

also made more difficult when the pool of potential users of the scheme is too broad. 

 

2. An assessment of financial additionality would evaluate the extent to which lending is encouraged 

that would not otherwise have occurred. 
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6.2  Mutual Guarantee Schemes 

 

Mutual credit guarantee associations aim to facilitate the access of firms with viable projects to bank 

lending from which they would otherwise be precluded. This they aim to do by guaranteeing 

repayment of a part of any losses incurred by banks on such loans. They have a similar purpose to 

credit guarantee funds, but a different method of operation. In the case of the mutual schemes, a 

common guarantee for a loan to a single borrower is provided by members of the association. Risk is 

thus spread over the association members.  

 

Indicator 6.2.1:  Mutual Guarantee Schemes 

Mutual Guarantee Schemes 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No mutual credit 

guarantee 

scheme. 

 

 

Activities to 

encourage mutual 

guarantee 

associations, e.g. 

by funding 

feasibility work, 

are under way. 

 

Mutual guarantee 

schemes have a 

legal form (e.g. as 

a credit 

institution) 

 

 

Sector-based 

mutual guarantee 

association(s) are 

in operation. 

 

National 

enterprise agency 

or authority 

disseminates 

information on 

mutual guarantee 

arrangements and 

funds feasibility 

work and pilot 

activities. 

 

Level 3+  

 

Mutual 

associations 

negotiate with 

banks for 

favourable loan 

rates and re-

insure loans. 

 

 

Level 4 + 

 

Public reinsurance 

programmes 

exist. 

 

 

 

 

RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 
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6.3  Export credit guarantee schemes 

 

An export credit guarantee scheme is comparable to an insurance policy that protects an exporter 

against non-payment (default) by an importer. In general, the scheme is operated through the 

country's export promotion agency or other types of agencies such as export-import banks. It 

provides the insurance cover on an ad valorem fee that takes the creditworthiness of the importer as 

well as country risk into consideration.   

 

 

Indicator 6.3.1:  Export Credit Guarantee Schemes 

Export Credit Guarantee Schemes 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No public export 

credit guarantee 

scheme/facilities 

in place. 

 

 

 

A l imited state-

financed export 

credit guarantee 

scheme in place 

(1). 

 

 

 

Level  2 +  

 

Private export 

lending and 

guarantee 

schemes cover a 

wide range of 

marketable 

risks. 

  

 

 

Level 3+ 

 

Well developed 

private export 

lending and 

guarantee schemes. 

 

State intervention 

serves to cover 

services not 

typically provided 

by the private 

sector, such as 

political risk 

insurance.  

 

State intervention 

is in line with 

WTO obligations 

(2). 

 

 

Level 4 + 

 

A broad range of 

export credit 

guarantees exists 

covering all 

nonmarketable risks 

and key destinations. 

 

Export credits and 

guarantee institutions 

are fully integrated 

into an export 

promotion strategy 

(3).  

 

 

 

Notes: 

1 ï The term ñlimitedò encompasses any documented restrictive criteria regarding the amount, the 

risks covered, including marketable and non-marketable risks, and the destination coverage of the 

offered guarantee schemes. 

 

2 - Conformity with WTO regulations implies that public subsidies could only be provided for export 

credit guarantees, and not the exports themselves. 

 

3 ï For instance, the country/sector/ market programmes covered by the strategy are well structured 
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RESPONSE BOX 

Country score, and 

justification for country score 

Key sources Additional comments 

  

 

 

 

 

 

 

 

 

and conducted in close co-operation with exporters. 
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7.  Selected demand-side skills 

 

7.1  Investment readiness 

 

In policy debates on access to finance in the corporate sector it is common that too little attention is 

given to demand-side factors. Evidence suggests, for instance, that a lack of good projects is a prime 

constraint on the expansion of venture capital activity. Venture capitalists reject a large fraction of all 

investment proposals because the proposals are poorly documented and presented. Demand-side 

factors can also constrain firms in adopting optimal financial structures. For instance, a greater 

willingness on the part of entrepreneurs to accept external equity would facilitate growth and survival 

for many small firms. Consequently, in some countries, an emphasis in government support 

programmes is increasingly being given to issues of "investment readiness". That is, support seeks to 

upgrade the average quality of the proposals that entrepreneurs put to financiers, and to increase 

knowledge among entrepreneurs regarding the forms of finance best suited to their ventures.  

Indicator 7.1.1:  Investment Readiness 

Investment Readiness 

Level 1 Level 2 Level 3 Level 4 Level 5 

 

No government 

programme 

exists to 

augment the 

supply of 

services to 

enhance 

investment 

readiness (1)  

 

 

 

Government 

is developing 

a 

programme 

of support to 

investment 

readiness. 

 

National 

enterprise 

policy and 

programmes 

contain a 

component of 

support for 

investment 

readiness (e.g. 

training in 

business plan 

development 

and 

presentation). 

 

Level 3 + 

 

National authorities 

have taken measures 

to ensure that the 

main publicly 

supported 

introductory and 

information services 

between investors and 

entrepreneurs are 

systematically linked 

to professional 

investment advice. 

 

 

 

Level 4 + at least two 

of the following 

conditions: 

 

National authorities 

have taken steps to 

ensure that all local 

and regional 

development and 

enterprise support 

agencies systematically 

provide information on 

how to access 

investment-related 

advisory services. 

 

At government 

agencies, chambers of 

commerce, banks and 

other locations, 

information is widely 

available on how to 

access investment-
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readiness services (2). 

 

Business advisory 

services are widely to 

entrepreneurs prior to 

start-up, and highlight 

importance of 

investment readiness. 

 

 

 

 

 

 

 

 

Notes: 

 

1. Investment readiness services can include: business plan presentation and development, assessing 

business strategy, understanding financing instruments and the potential sources of equity ς their 

merits and demerits, negotiating with financiers, etc. 

 

2. Service providers might include government agencies, accountants, business schools and 

universities, independent training bodies and consultancies, business angel networks, venture capital 

associations, etc. 

RESPONSE BOX 

Country score, and 

justification for country  score 

Key sources Additional comments 
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Thank you for your time in completing this assessment. We recognise that completing this 

assessment will take some work. We emphasize however that the time you invest in this study 

will help the OECD to provide well-tailored policy assistance to your country. 

The Investment Reform Index 2009 (IRI 2009) aims to: 

Å Independently and rigorously assess investment-related policy settings and reform 

against international best practice 

Å Give guidance for policy reform and development 

Å Create a process that enhances the quality of policy development relating to 

investment 

Å  Facilitate prioritisation of donor activities supporting investment and growth  

 

This document is the assessment framework for parliament indicators. 

 

If you require any additional information on the IRI methodology or have any queries 

regarding this assessment framework please contact Mr. Jakob Fexer (Jakob.Fexer@oecd.org) 

or Ms. Adelina Vestemean (Adelina.Vestemean@oecd.org). 

 

 

 

 

 

 

 

 

 

 

mailto:Jakob.Fexer@oecd.org


 69 

 

II. ASSESSOR INFORMATION: 

 

Name: 

 

 

 

Organisation/Ministry/Agency: 

 

 

 

Title/Position:  

 

 

 

E-mail: 

 

 

 

Phone: 

 

 

 

Fax: 

 

 

 

Mailing Address: 

 

 

 

Date of Assessment: 
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III. GENERAL OBSERVATIONS: 

 

To be filled in by the Assessor: 

Please use this space to include any additional observations regarding the assessment of this policy 

dimension. 
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IV . ASSESSMENT FRAMEWORK 

 

Background and Scope 

 
Investors require high quality legislation which provides legal certainty and stability and is favourable to the development of a 

market economy and a sound business climate. In many South East European (SEE) countries there is still a necessity to improve 

the legislative process from the early stages of drafting to the final enactment of the text. For this purpose, identification and 

analysis of existing legislative processes in SEE countries as well as identification of solutions for improvement are critical.  

 

Parliaments have a key role to play in the process of economic reform. Their task is to enact or amend legislation, which provides 

the legal framework for economic activities. Their challenge is to establish rules which are coherent, effective and stable.  The 

study of the role of parliaments in the economic reform process in South East Europe is still in its infancy. The First Regulatory 

Reform Working Group of the South East Europe Investment Committee recognized the value of exploring this issue further and 

across the region.  

 

The general purpose of this paper is to explain the evaluation framework for the Role of parliaments in the economic reform 

process-dimension to be used for the 2009 Investment Reform Index (IRI) in the SEE region.  The assessment framework aims at 

analysing a range of particularly central issues for parliaments and parliamentarians in the economic reform process in South East 

Europe that were identified at two regional conferences (Regional Working Group on Regulatory Reform: Vienna, 2 ï 3 April 

2008 and Regional Conference on Improving the Process of Economic Reform Legislation in South East European Countries: 

Milocer 8-9 October 2008) with parliamentarians, government officials, and regulatory reform experts from South East Europe 

during 2008. The paper also draws on five country studies on legislative processes in SEE, published by the OECD Investment 

Compact, the Serbia Economic Institute, and GTZ
1
. 

 

 

II. Scope 
The IRI Chapter on the Role of parliaments in the economic reform process will be divided into the following sub-dimensions: 

ü The decision-making process  

ü Transparency and dialogue  

 

Each sub-dimension contains a fixed number of policy indicators, which are described in section three.  

 

The below diagram graphically displays the assessment framework, listing the sub-dimensions and indicators for the IRI 

dimension on the Role of parliaments in the economic reform process. 

 

 

 

 

 

 

 

 

                                                           
1
 Slavica Penev (ed.) (2006) How to Improve the Legislative Process in Serbia and Bosnia and Herzegovina: the Path from Proposing a 

Law to Enacting it in Parliament, Belgrade: OECD, GTZ, Economics Institute 

Slavica Penev, Sanja Filipovic, (2006) Improving the Process of Economic Reform Legislation in Montenegro, Belgrade: OECD, GTZ, 

Economics Institute 

Slavica Penev and Marjan Madzovski, (2007) Improving the Process of Economic Reform Legislation in FYR Macedonia, Belgrade: 

OECD, GTZ, Economics Institute 
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 Figure 1 Assessment Framework for Role of Parliaments in the Economic Reform Process 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Role of Parliaments in the Economic 

Reform Process 

The Decision ς Making Process Transparency and Dialogue 

Lobby Law 

 

Simplification process for 

economic policy 

 

Regulatory Impact Analysis  

 

Harmonization with EU 

requirements 

 

Forward planning mechanisms 

 

Parliamentary library 

Website of parliament for 

external users 

 

Use of transparency law by 

economic commission 

 

Centralized system to 

record amendments to 

normative acts 

 

Consultations with civil 

society on normative acts 

 

 

Normative acts with economic 

impact drafted by the 

parliament per year as a 

percentage of overall drafted 

normative acts with economic 

impact per year. 

 

Workload of Commission in 

charge of economic issues  

 

Workload of economic 

commission in charge of 

economic issues (amending 

already existing normative acts 

- period 1 year). 

 

 

Additional Indicators 
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I II.  Measurement 

 

Sub-dimension 1 

The decision-making process  

 

The aim of this sub-dimension is to identify the extent to which general standards of regulatory practice are applied by 

members of the respective SEE national parliaments. The sub-dimension essentially gauges the compatibility between 

ǇŀǊƭƛŀƳŜƴǘǎΩ ŀƴŘ ƎƻǾŜǊƴƳŜƴǘǎΩ ŀŎǘƛǾƛǘȅ ƛƴ ŜŀŎƘ ƻŦ ǘƘŜ ŀǎǎŜǎǎŜŘ ŎƻǳƴǘǊƛŜǎ ŀƴŘ ŀŎǊƻǎǎ ŘƛŦŦŜǊŜƴǘ ŎƻǳƴǘǊƛŜǎ ƛƴ ǘƘŜ ǊŜƎƛƻƴΦ  

 

1.1 The Lobby Law 

 

A lobby law ensures that, before being adopted in parliament, key stakeholders have the opportunity to lobby on their 

behalf vis-à-vis the regulators and that regulators in turn are provided with detailed opinions of key stakeholders and are 

compelled to taking these opinions into account. 

 

The adoption of such a law allows for improved communication between the stakeholders and the initiators of the 

normative acts and ultimately improves the quality of the legislative proposals.  
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1.1 The Lobby Law 

Level 1 Level 2 Level 3 Level 4 Level 5 

No lobby law 

exists and there 

are no plans to 

draft one.  

A lobby law 

has been 

drafted and 

consultations 

with 

stakeholders 

are under way 

to finalise it. 

The lobby law has 

been adopted 

however little 

evidence of its use 

/effects can be 

provided. 

The lobby law has been 

adopted and 

implemented with 

limited impact on the 

decision-making 

process. 

The implementation of 

the lobby law has 

produced strong effects 

on the decision-making 

process. There is ample 

evidence that legislative 

proposals have been 

modified due to the lobby 

law. 

 

  RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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1.2 Simplification Process for Economic Policy 

 

Lower legislative and regulatory burdens for citizens, businesses, and governments promote sustainable economic 

development. More precisely, reform that reduces business burdens and increases the transparency of regulatory 

regimes supports entrepreneurship and market entry and is therefore integral to economic growth within a country. 

 

Legislation and regulations are cumbersome in South East Europe and the stock of existing legislation and regulations 

affecting investors and businesses is still excessive2. An effective tool to simplify the regulatory environment is a 

systematic identification and elimination of redundant and obsolete legislation and regulations, often referred to as the 

regulatory guillotine. 

 

The effects of such a process can support the development of a clearer working framework for the parliaments: if 

unnecessary normative acts are abolished as obsolete, the work burden of the economic commissions within parliaments 

is reduced, as no activity on amending/updating such normative acts is required.  

  

                                                           
2
 OECD (2004) Regulatory Governance in South East European Countries; OECD (2006) Investment Reform Index. 
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1.2 Simplification Process for Economic Policy 

Level 1 Level 2 Level 3 Level 4 Level 5 

There are no 

plans to carry 

out systematic 

elimination of 

redundant 

economic 

legislation and 

regulations.  

 There has been ad 

hoc activity to 

simplify current 

economic legislation 

and regulations and 

the government has 

plans for a 

systematic review of 

current legislation 

related to economic 

policy. 

A concrete plan to 

review and simplify 

economic legislation 

and regulations 

related to economic 

policy has been 

approved and 

institutions in charge 

have been identified. 

 

Elimination of 

redundant 

economic 

legislation and 

regulations 

process has 

started. Evidence 

that some 

redundant 

legislation and 

regulations have 

been  cut. 

Elimination of 

redundant economic 

legislation and 

regulations process 

well-advanced and 

extended to 

secondary legislation. 

 

 RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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1.3 Regulatory Impact Analysis (RIA) 

 

Regulatory Impact Analysis (RIA) is a tool that can be applied to draft normative acts to systematically evaluate their costs 

and benefits. RIA should be applied during the drafting process of normative acts in order to increase their efficiency and 

effectiveness and ensure that they achieve the intended objectives at minimum cost with the fewest unintended negative 

consequences. Whilst several studies have illustrated the increasing use of RIA at the level of the executive in SEE3, the 

impact of this regulatory tool on the parliamentary activity has never been assessed.  

 

The aim of this indicators is to see firstly if a RIA law for Parliaments exists and is enforced  and secondly if RIA is applied 

to all drafts of normative acts, and if not, whether this includes normative acts that have an economic impact.  

  

                                                           
3
 For example OECD (2006) Investment Reform Index or OECD (2007) SME Policy Index 2007. 
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1.3 Regulatory Impact Analysis (RIA) 

Level 1 Level 2 Level 3 Level 4 Level 5 

No 

requirement 

exists in the 

national legal 

framework 

regarding the 

use of RIA 

when 

normative acts 

are drafted in 

Parliament. 

A RIA pilot is 

implemented 

for the 

drafting 

process of 

normative acts 

and/or there is 

a proposal for 

a law on RIA of 

draft 

normative 

acts. 

Approval of law on 

RIA of draft 

normative acts.  

RIA is only applied to 

certain types of 

normative acts, which 

exclude normative acts 

related to economic 

policy.  

RIA is systematically 

applied to all draft 

normative acts (including 

those related to economic 

policy). There is ample 

evidence that the results 

from the RIA are used to 

change draft normative 

acts.  

 

  RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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1.4 Harmonization with the European Union (EU) legislation (this indicator is not to be filled in by Romania, Bulgaria 

and the Republic of Moldova) 

 

With the exception of Romania and Bulgaria (that are already members of the European Union) and the Republic of 

Moldova (part of the European Neighbourhood Policy), the Western Balkan countries have launched their accession 

process to the European Union.  

 

!ƴ ŜǎǎŜƴǘƛŀƭ ŜƭŜƳŜƴǘ ƻŦ ǘƘŜ ŀŎŎŜǎǎƛƻƴ ǇǊƻŎŜǎǎ ƛǎ ǘƘŜ ƘŀǊƳƻƴƛǎŀǘƛƻƴ ƻŦ ŀ ŎŀƴŘƛŘŀǘŜ ŎƻǳƴǘǊȅΩs laws and regulations with 

those of the EU, the Acquis Communautaire. Normative acts drafted in parliament should therefore be verified for 

compatibility with the Acquis Communautaire.  This indicator measures to what extent the country has taken the 

harmonization process to the national level by adopting a law stipulating the necessity of harmonizing new normative 

acts when drafted in the parliament, or if this process is done on an ad hoc basis by the parliament when considered 

necessary.  
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1.4 Harmonization with EU Requirements (not to be filled in by Romania, Bulgaria, and Moldova) 

Level 1 Level 2 Level 3 Level 4 Level 5 

None of the current 

economic draft 

normative acts are 

checked for 

harmonisation with 

EU legislation.  

There are concrete 

plans to draft a law 

on the 

harmonisation of 

legislative 

proposals with the 

EU Acquis 

Communautaire 

when they enter 

parliament.  

The law on 

harmonisation with 

the EU Acquis 

Communautaire has 

been adopted. There 

is ad hoc contact 

with EU 

structures/bodies.  

Level 3+ there is 

some evidence 

of implementa-

tion of the law.  

Level 4 + there is 

ample evidence that 

the law is being 

implemented.  

 

 RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 

 

   



 81 

1.5 Forward Planning Mechanisms 

 

It is known that parliaments have an extensive workload ς related to drafting normative acts, adopting amendments on 

enforced normative acts, assess and adopt normative acts enforced by the government. Forward planning is currently 

used by countries as a complementary measure to the de-regulation. If the role of de-regulation is to streamline the legal 

framework, the benefit of forward planning is to try to plan adoption of normative acts and/or amendments as required 

by the markets needs. Forward planning demands an organized institutional system within the parliament and the 

government and also an important level of communication between the two bodies, as both are involved in drafting 

normative acts.  

 

The aim of this indicator is to assess on the one hand the existence of such a system in the parliamentary activity, and if 

yes, the level of communication and cooperation between the parliament and the government, as a need to meet the 

economic development needs in terms of drafting/updating normative acts.  

  



 82 

1.5 Forward Planning Mechanism 

Level 1 Level 2 Level 3 Level 4 Level 5 

The parliament has 

no requirement to 

use forward planning 

measures during its 

mandate. 

The parliament 

works with a 

specified structure 

within the 

government to 

forward plan - but 

the work is 

conducted on an 

ad hoc basis and is 

initiated by the 

government. 

The parliament 

works with a 

specified structure 

within the 

government to 

forward plan - on its 

initiative and on a 

regular basis, but not 

in a formalized 

manner. 

The parliament 

works with a 

specified 

structure within 

the government 

to forward plan - 

on its initiative; a 

clear dialogue 

structure has 

been put in 

place. 

Level 4+ there is ample 

evidence that the 

forward planning 

mechanisms are 

effective and have 

improved the 

interaction between 

the parliament and the 

government since their 

introduction.   

 

 RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 

 

   



 83 

1.6 Parliamentary Library 

 

This indicator assesses whether the parliament is equipped with a functioning library and if so, its quality. A well 

functioning library with a comprehensive collection of books and journals provides an important independent source of 

information for parliamentarians particularly when issues at hand are not fully understood and require further research. 

The first two levels of this indicator enquire whether a library exists at all and if not (level 1) whether concrete plans have 

been made to establish one (level 2). Levels three, four, and five presuppose that a library exists and examine its quality. 
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1.6 Parliamentary Library 

Level 1 Level 2 Level 3 Level 4 Level 5 

The parliament does 

not have a 

functioning library. 

There are concrete 

plans to establish a 

parliamentary 

library or to 

restructure the 

current 

malfunctioning 

one. 

A parliamentary 

library has been set 

up. It is understaffed 

and/or does not 

function efficiently 

and only contains a 

limited collection of 

literature on 

economic policy. 

Level 3+ the 

library is well 

staffed and 

functions 

effectively. 

Level 4+ the library 

contains a solid 

collection of journals 

and books related to 

economic policy, 

including a range of 

international sources. 

 

 RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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Sub-dimension 2 

Transparency and dialogue 

The aim of sub-dimension 2 is to gauge to what extent the parliament operates transparently vis-à-vis its key 

stakeholders. Such transparency is a key prerequisite to ensure regulatory quality. The sub-dimension has four indicators: 

the parliamentary website, the transparency law, the system to record amendments to normative acts, and consultations 

with civil society and the private sector. 

 

2.1 Website of parliament for external users 

The role of this indicator is to determine whether the parliament has put in place a functional website for external users 

and to assess its quality.  

 

A transparent website can be an effective tool to provide information to the public on the development of legislative 

procedures related to specific normative acts, allowing for their intervention as concerns potential amendments to 

normative acts. It is therefore important to establish a website and to update it on regular basis, as it directly contributes 

to the trust relationship between the parliaments and its electors.  
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2.1 Website of Parliament for External Users. 

Level 1 Level 2 Level 3 Level 4 Level 5 

No online 

information 

available on key 

matters of interest 

for external 

stakeholders (e.g. 

clear timetables of 

voting schedules, 

list of parliaments 

per constituency, 

background 

information on each 

parliamentarian). 

A pilot project is in 

place to create a 

parliament portal 

for external users. 

Initial stage of 

develop-ment of a 

parliament portal 

for external users. 

Parliament 

dedicated portal 

established: a 

significant amount 

of information is 

available online and 

it is regularly 

updated. Interaction 

limited to request of 

information. 

 Level 4 + portal 

allows interaction 

between external 

users and 

parliamentary staff / 

parliamentarians. 

 

 RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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2.2 Use of transparency law by the economic commission  

 

Prior consultation on draft normative acts/on draft amendments with the beneficiaries of the legal provisions is current 

practice in South East Europe. The consultations of the economic commission members with the stakeholders have 

several positive outcomes on the legislative process:  

¶ They allow for alignment between the needs of the normative act beneficiaries and the provisions of the legal act. 

¶ They allow for update on economic issues for the members of the economic commission, especially for the cases 

where the composition of the economic commission is less solid in the economic field. 

¶ They allow for the development of a transparent and clear dialogue between the parliament and the citizens ï and 

contribute directly to the increase of confidence between the two parties. 

 

With the above in mind, it is necessary to see not only if there is an enforced law on transparency, but also if it has 

general application on both institutions (government and parliament). It is also important to see to what extent the 

economic commission uses it and also what the benefits of using this law are for the overall legislative process.  
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2.2 Use of Transparency Law by Economic Commission 

Level 1 Level 2 Level 3 Level 4 Level 5 

No transparency 

law 

adopted/enforced - 

no transparency 

procedures are 

used.  

The economic 

commission uses 

transparency 

principles in an 

ad hoc way. 

The economic 

commission is using 

the transparency 

principle - however 

not for all normative 

acts.  

The principle is 

regularly used and 

consultations with 

civil society take place 

on draft normative 

acts.  

Solid evidence of 

prior consultations 

can be provided by 

the economic 

commission. 

 

  RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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2.3 Centralized system to record amendments to normative acts 

 

Types and content of amendments need to be kept in an organized way within the parliament. It is well known that 

ŜŎƻƴƻƳƛŎ ŎƻƳƳƛǎǎƛƻƴǎΩ ŎƻƳǇƻǎƛǘƛƻƴ ŎƘŀƴƎŜǎΣ ŀǎ ǇŀǊƭƛŀƳŜƴǘǎ ŀǊŜ ŜƭŜŎǘŜŘΦ ¢ƘŜǊŜ ŀǊŜ ƴƻ ƎǳŀǊŀƴǘŜŜǎ ƛƴ ƘŀǾƛƴƎ ŀǘ ƭŜŀǎǘ ƻƴŜ 

part of the members integrating the same commission for a new legislature. It is therefore important to keep track of all 

amendments in a systematic and organized way, as normative acts can suffer several modifications during several years ς 

and these modifications do not automatically cover one legislature. In order to keep continuity and consistency with the 

activity of economic commissions, it is important to have such a background structure providing all necessary structured 

information to new members/new commissions on current legislative work.  
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2.3 Centralized System to Record Amendments to Normative Acts 

Level 1 Level 2 Level 3 Level 4 Level 5 

The economic 

commission is not 

centralizing in any way 

the amendments to 

draft normative acts. 

Some 

amendments are 

kept - without 

any clear 

recording system. 

Amendments are 

kept only for one 

year in the archive 

system.  

Amendments are 

kept in the 

records for the 

mandate of the 

commission. 

A liaison person has 

been nominated to 

record all 

amendments and an 

archive system has 

been created.  

 

  RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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2.4 Consultations with civil society ς and private sector - on normative acts  

 

In order to assure a fully transparent way of working, the economic commissions need to keep regular contact with the 

representatives of the civil society and private sector. It is sometimes important to attend the meetings of the economic 

commissions and not only follow-up on discussions related to specific normative acts, but also defend the amendments or 

propositions presented. 

 

The OECD Investment Compact is interested in assessing two aspects: 

ü The level of interest of the beneficiaries ï quantified in the percentage of their attendance to such meetings (when 

invited) 

ü The way of organizing such common meetings by the economic commission. 

 

Parliaments cannot build a clear and regular communication relationship unless they make the effort to listen to the 

private sector and to respond in an objective and prompt way to its suggestions/comments.  
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2.4 Consultations with Civil Society on Normative Acts 

Level 1 Level 2 Level 3 Level 4 Level 5 

No system of 

regular and 

clear 

consultations 

with civil 

society is in 

place. 

Random consultations 

with civil society, in no 

organized manner - 

upon request from  

civil society 

organisations. 

Random 

consultations with 

civil society are 

organized on the 

request of the 

economic 

commission. 

Civil society 

attends meetings 

of the economic 

commission - 

however no clear 

impact of the 

attendance can be 

shown. 

Civil society is regularly 

attending the meetings 

of the economic 

commission -with clear 

impact  on the 

normative act. 

 

  RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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Additional indicators 

 

¢Ƙƛǎ ǎŜŎǘƛƻƴ Ŏƻƴǘŀƛƴǎ ǘƘǊŜŜ ŀŘŘƛǘƛƻƴŀƭ ΨƛƴŘƛŎŀǘƻǊǎΩΣ ǿƘƛŎƘ ǎƘƻǳƭŘ ŀƭǎƻ ōŜ filled in. Due to their approximate nature and 

political sensitivity, the results provided will not be openly displayed in the final analytical report. Rather these three 

indicators are aimed at giving a rough idea of the developments in three areas: 

1) How active is the parliament in drafting normative acts with economic impact versus amending normative acts? 

2) Within the parliament, how active is the economic commission in drafting normative acts with economic impact? 

3) How often does the economic commission amend already existing normative acts with an economic impact? 
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Normative Acts with Economic Impact Drafted by the Parliament per Year as a Percentage of Overall Drafted 

Normative Acts with Economic Impact per Year. 

Level 1 Level 2 Level 3 Level 4 Level 5 

Less than 5% Between 5 and 10% Between 10 and 15% Between 15 and 

20%. 

More than 20%. 

 
   RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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Workload of Commission in Charge of Economic Issues ς Percentage of Normative Acts Drafted by Commission 

vis-à-vis Overall Normative Acts Drafted by Parliament on Economic Issues (period of 1 year). 

Level 1 Level 2 Level 3 Level 4 Level 5 

Less than 10% Between 10 and 20% Between 20 and 50% Between 50 and 

20%. 

More than 20%. 

 
   RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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Workload of Economic Commission in Charge of Economic Issues - Amending Already Existing Normative Acts 

(period 1 year). 

Level 1 Level 2 Level 3 Level 4 Level 5 

The Economic 

Commission has 

amended between 1 

and 20 existing 

normative acts over 

the past 12 months. 

The Economic 

Commission has 

amended between 

20 and 40 existing 

normative acts over 

the past 12 months. 

The Economic 

Commission has 

amended between 

40 and 60 existing 

normative acts over 

the past 12 months. 

The Economic 

Commission has 

amended 

between 60 and 

80 existing 

normative acts 

over the past 12 

months. 

The Economic 

Commission has 

amended between 

80 and 100 existing 

normative acts over 

the past 12 months. 

 
   RESPONSE BOX 

 
Level 

 

Justification for country 
position 

Key sources Additional comments 
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Deadline for completion: May 22nd 

 

I. INTRODUCTION: 

Thank you for your time in completing this assessment. We recognise that completing this 

assessment will take some work. We emphasize however that the time you invest in this study 

will help the OECD to provide well-tailored policy assistance to your country. 

The Investment Reform Index 2009 (IRI 2009) aims to: 

Å Independently and rigorously assess investment-related policy settings and reform 

against international best practice 

Å Give guidance for policy reform and development 

Å Create a process that enhances the quality of policy development relating to 

investment 

Å  Facilitate prioritisation of donor activities supporting investment and growth  

 

This document is the tax component of the assessment framework. 

 

If you require any additional information on the IRI methodology or have any queries 

regarding this assessment framework please contact Ms. Erin Hengel (erin.hengel@oecd.org; 

+33 (0)1 45 24 97 02). 

 

 

 

 

 

 

 

 

mailto:erin.hengel@oecd.org
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II. ASSESSOR INFORMATION: 

 

Name: 

 

 

 

Organisation/Ministry/Agency: 

 

 

 

Title/Position:  

 

 

 

E-mail: 

 

 

 

Phone: 

 

 

 

Fax: 

 

 

 

Mailing Address: 

 

 

 

Date of Assessment: 
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III. GENERAL OBSERVATIONS: 

 

To be filled in by the Assessor: 

Please use this space to include any additional observations regarding the assessment of this policy 

dimension. 
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TTAAXX  CCOOMMPPOONNEENNTT  OOFF  TTHHEE  OOEECCDD  

IINNVVEESSTTMMEENNTT  RREEFFOORRMM  IINNDDEEXX  ((IIRRII))  FFRRAAMMEEWWOORRKK  

Version: 12 February 2009 

A. Introduction 

This paper presents elements of the tax component of the Investment Reform Index (IRI) 

framework, involving a set ƻŦ ΨindicatorsΩ assessing country performance in applying various 

analytical frameworks, including basic/standard ΨǘŀȄ ƳƻŘŜƭǎΩ, to examine various tax policy issues 

and guide policy development, with regard to revenue effects, distributional effects, behavioural 

effects and efficiency implications of tax systems.  A central ǇǳǊǇƻǎŜ ƻŦ ǘƘŜ ΨƛƴŘƛŎŀǘƻǊǎΩ ŜȄŜǊŎƛǎŜ ƛǎ ǘƻ 

help determine the targeting and content of OECD-led technical workshops for South East Europe 

(SEE) countries participating in the South East Europe Investment Committee (SEEIC), elaborating the 

construction and policy applications of analytical frameworks/models and providing guidance (if 

requested and feasible) in their implementation. 

A second related purpose of the exercise is to work towards the development of policy-

relevant and comparable tax data (e.g. tax revenue mix, tax burden measures) within the Ministries 

of Finance of SEE countries ς derived using similar models and thus comparable across countries ς to 

be used as a basis for tax policy dialogue.4  In particular, comparable data is required to enable 

assessments and cross-country comparisons of tax policy as it impacts investment, employment and 

fiscal stability, at future meetings of the Working Group on Taxation5 of the South East Europe 

Investment Committee (SEEIC).6 

The indicator exercise relies on self-assessment by participating SEE countries combined 

with peer review, in which a senior tax policy official in each country is assigned responsibility for 

providing an accurate assessment of his/her ŎƻǳƴǘǊȅΩǎ Ǉƻǎƛǘƛƻƴ ǳƴŘŜǊ ŜŀŎƘ ƻŦ ǘƘŜ ΨƛƴŘƛŎŀǘƻǊǎΩ in 

section C.  Country assessments, submitted to the OECD Secretariat, would then be circulated to all 

SEE countries involved in the exercise, enabling exchanges by e-mail on the findings, leading to a 

discussion of the assessments at subsequent Working Group of Taxation (WGT) meetings.  In 

particular, SEE countries with a relatively high score on ƻƴŜ ƻǊ ƳƻǊŜ ΨindicatorǎΩ will be asked to 

present at WGT meetings an overview of their analytical frameworks and tax measures 

corresponding to the IRI indicators, and policy applications. 

Section B of this paper provides an overview of three standard frameworks/models forming 

the core of tax policy assessment under the IRI exercise.  Section C ǇǊŜǎŜƴǘǎ ǘƘŜ ΨƛƴŘƛŎŀǘƻǊǎΩ ǳǎŜŘ ǘƻ 

determine the extent to which these frameworks/models are being applied in the assessment of tax 

policy. 

                                                           
4
  Tax burden measures typically of interest include: aggregate tax revenues by type of tax (ótax mixô); average 

and marginal tax rates on wage income; average and marginal tax rates on investment income; measures of 

tax burden variation across taxpayers, sectors, regions. 
5
     The first Working Group on Taxation of the South East Europe Investment Committee (SEEIC) was held on 

29-    30 October 2008 in Vienna  
6
  The confidentiality of taxpayer data is recognized and at all times will be respected.  Where a given model 

(e.g. micro-simulation model) requires confidential taxpayer information, as data to input to the model, 

assistance will be offered to SEE countries in understanding and developing the model for application in their 

country, with SEE country tax officials alone tasked with the final stage of inputting to the model actual 

taxpayer data. 
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SEE country team leaders are requested to assign a Ministry of Finance tax official to 

oversee completion of Section C (assignment of a number (1-5) for each indicator), and ensure that 

the completed Section C is forwarded by Friday, May 22, to: 

W. Steven Clark steven.clark@oecd.org; tel: 33.(0)1.45.24.96.66; fax: 33.(0)1.44.30.63.51. 

Ana Cebreiro-Gomez, ana.cebreiro@oecd.org; tel: 33.(0)1.45.24.18.42; fax: 33.(0)1.44.30.63.51. 

Erin Hengel, erin.hengel@oecd.org; tel: 33.(0)1.45.24.97.02; fax: 33.(0)1.45.24.93.35. 

B. Overview of Standard Models and Policy Applications 

Tax policy development requires certain key information and data as a basis for analysis 

and assessment.  Given complexities involved in the area of taxation, an important element includes 

analytical frameworks, beginning with standard tax models commonly used in developed and 

developing country contexts to assess tax systems.  Informed tax policy making requires, at a basic 

level, information on ǘƘŜ ŎƻƴǘǊƛōǳǘƛƻƴ ƻŦ ŘƛŦŦŜǊŜƴǘ ǘŀȄŜǎ ǘƻ ǘƻǘŀƭ ǘŀȄ ǊŜǾŜƴǳŜ όǘƘŜ ΨǘŀȄ ƳƛȄΩύ and 

estimates of how tax revenues are likely to change when tax rates or other tax parameters change.  

Anticipating levels of taxpayer support for a given tax reform requires assessments of the possible 

ΨǿƛƴƴŜǊǎΩ ŀƴŘ ΨƭƻǎŜǊǎΩ under tax changes being considered, in terms of the amount of tax paid, and 

consideration of whether a package of measures might be possible and desirable in offering a 

balanced outcome. 

It is also important that policy officials have in place analytical frameworks to measure 

effective tax rates on employment income and capital income including returns in the form of 

interest, dividends and capital gains.  To the extent possible, disaggregate estimates should be 

assessed, given that tax rates can vary by a significant margin across taxpayers groups, including 

households with varying composition and different income levels, and firms of differing size, 

structure and business activity.  Disaggregation enables horizontal and vertical equity assessments, 

assessments of tax distortions (efficiency effects), and precision in revenue estimation.  

Measurement of marginal and average tax rates allows policy makers to separately address tax 

distortions to decisions over work effort, labour market participation, investment financing and 

location and scale decisions. 

Assessments of analytical capacity recognize the advantages of using transparent modelling 

approaches, and relying not only macro data but also micro (taxpayer-level) data.  Policy-makers are 

also encouraged to produce tax burden measures (of tax revenues and effective tax rates) that are 

derived using similar approaches and under similar assumptions as employed elsewhere, and are 

thus comparable with results reported by others, in order to facilitate international comparisons of 

tax systems.  Meaningful comparisons require that similar definitions and measurement approaches 

be applied if only for international comparison purposes. 

Key policy assessment indicators detailed in section C address capacity in the following 

areas: 

i. Micro-simulation analysis of tax revenues ς estimation of effects of tax reform on total 
tax revenues and on the distribution of tax burden across taxpayers and sectors of the 
economy. 

ii. Effective tax rate analysis of investment (METR framework) ς assessment of tax 
distortions and impediments to investment. 

mailto:steven.clark@oecd.org
mailto:ana.cebreiro@oecd.org
mailto:erin.hengel@oecd.org
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iii. Effective tax rate analysis of employment (Taxing Wages framework) ς assessment of 
tax distortions and impediments to employment. 

i. Micro-simulation analysis of tax revenues (total and distributional effects of tax reform) 

Central to the development of successful tax reform of personal or corporate income tax (or 

both) are estimates of how reform affects total income tax revenues (aggregate effects) and amounts 

of tax paid by different taxpayer groups (distributional effects).  The standard modelling framework 

used to estimate the effects of broad-based or targeted tax reforms on total tax revenues and on the 

ŘƛǎǘǊƛōǳǘƛƻƴ ƻŦ ǘŀȄ ōǳǊŘŜƴ ƛǎ ŀ ΨƳƛŎǊƻ-ǎƛƳǳƭŀǘƛƻƴΩ ƳƻŘŜƭΦ  ¢ƘŜ Ƴŀƛƴ ŘƛǎǘƛƴƎǳƛǎƘƛƴƎ ŦŜŀǘǳǊŜ ƻŦ such 

models is that they rely on ΨƳƛŎǊƻΩ όtaxpayer-level) data/information collected from corporate and 

personal income tax returns, rather than aggregate economy-wide ΨƳŀŎǊƻΩ (National Statistics) data.  

Key advantages of micro-simulation models based on taxpayer-level data is that they enable 

consideration of the revenue effects of a broad array of possible tax policy adjustments, they can 

assess the distributional impacts of tax reform, and they can also be used as a check on the accuracy 

of aggregate revenue forecasts produced by aggregate models based on aggregate (National 

Accounts) data. 

The following elaborates somewhat further why such models are critically important.  A 

discussion of procedures and steps required to compile representative samples of taxpayer data 

(sampling techniques and approaches), as input to micro-simulation models, is well beyond the scope 

of this paper.  Micro-simulation data construction is however covered in detail in OECD Tax 

Modelling workshops.7 

All countries that rely on tax systems to raise revenues to finance government expenditure are 

ŜƴŎƻǳǊŀƎŜŘ ǘƻ ƘŀǾŜ ƛƴ ǇƭŀŎŜ ŦǊŀƳŜǿƻǊƪǎ όΨƳƻŘŜƭǎΩύ ǘƘŀǘ ǇǊƻǾƛŘŜ ǇƻƭƛŎȅ ƳŀƪŜǊǎ ǿƛǘƘ ŜǎǘƛƳŀǘŜǎ ƻŦ 

current and future tax revenues under current tax rules, and under revised tax rules introduced with 

tax reform.8  To properly inform policy decisions, such models should be able to estimate both the 

aggregate revenue effects as well as the distributional effects of broad-based tax reforms, as well as 

targeted tax reforms. 

Revenue estimation models based on aggregate (National Accounts) data, while generally 

capable of providing estimates of tax revenue impacts of certain broad-based tax changes, are 

generally not capable of estimating tax revenues under reforms targeted at certain taxpayers (e.g. 

single parents, or small business owners), or at certain expenditures (e.g. investment in machinery 

and equipment, R&D), or along some other targeting dimension.  Moreover, macro models based on 

aggregate data cannot be used to assess the distributional impact of (any) tax reform ς that is, to 

assess how a given tax reform affects different household groups, companies of varying size in 

different sectors, and regions.  In other words, in order to assess the revenue impact of targeted tax 

changes, and to assess distributional effects of tax reform, micro-simulation models must be used. 

Assessments of the distributional effects of broad-based tax reform ς that is, how a generally 

applied tax reform impacts various taxpayer groups differently ς are centrally important, given i) that 

broad-based (i.e. generally applicable) tax provisions often affect different taxpayer groups 

                                                           
7
  Currently, through its Global Relations programme, the OECD Centre for Tax Policy and Administration 

(CTPA) organizes each year a one-week óTax Modellingô workshop (e.g. held in 2007-9 at the OECD 

Multilateral Tax Training Centre in Ankara). 
8
  Estimates of current year tax revenues (rather than actual tax revenue data) are required given that data actual 

tax revenues are generally available with a time lag (1 or more years). 
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differently, and ii) equity considerations surrounding tax reform, including the degree of income 

inequality across households pre- and post-reform, but also given the political importance of 

addressing public support for reform decisions. 

For example, adjustments to basic personal income tax provisions typically affect different 

individual taxpayers or households differently, depending on the level of taxpayer income and the 

household structure (married versus single, with or without children), with tax rules typically taking 

into account not only income but also family characteristics.  Similarly, corporate income tax reform 

ς for example, a change in the statutory corporate income tax (CIT) rate, replacement of a single CIT 

rate with a tiered CIT rate structure, or less generous treatment of business expenses ς may affect 

differently firms in different industries, firms of varying size, and possibly firms located in different 

provinces or regions of a country.9  Policy makers may also be interested in how a given reform 

affects domestic-owned versus foreign-owned resident firms. 

By assessing which taxpayer groups are negatively or positively impacted by reform of a 

particular tax provision, policy makers may consider how to address (possibly unintended) 

distributional effects, for example by introducing or adjusting other tax parameters that may provide 

a more balanced outcome across taxpayers.  Distributional considerations are also generally 

important to not only equity but also efficiency assessments of a tax system. 

The ability to estimate the distributional effects of targeted tax reform is also obviously 

important, with many if not most tax systems incorporating some element of targeting.  For example, 

tax incentives for investment may be targeted at some business activities (e.g. manufacturing) to the 

exclusion of others.  Changes to personal income tax rates often involve changes to rates applicable 

ǘƻ ƻƴƭȅ ŎŜǊǘŀƛƴ ǘŀȄŀōƭŜ ƛƴŎƻƳŜ ǊŀƴƎŜǎ ƻǊ ƛƴŎƻƳŜ ΨōŀƴŘǎΩ όŜΦƎΦ ŀōƻǾŜ ƻǊ ōŜƭƻǿ ŎŜǊǘŀin taxable income 

thresholds). 

In addition to enabling assessments of the distributional effects of broad-based or targeted 

reform, micro-simulation models provide estimates of effects on current and forecasted total tax 

revenues where, as noted above, such estimates may be more accurate than those derived from 

aggregate macro models.  Thus micro-simulation models are helpful in managing the fiscal position 

of the government, with forecasts of total tax revenues considered alongside projected expenditures.  

Accurate forecasts are of course important in guiding policy making and avoiding large unanticipated 

adjustments in tax or expenditure policy that are likely to arise when such information is not 

monitored and accurately assessed.  Erratic tax and expenditure policy is to avoided, to help 

contribute to certainty of host country conditions, routinely placed high (if not at the top) of 

conditions identified by investors as key to their investment decisions. 

The relevant indicators in section C of this paper are as follows: 

¶ 2.1. Firm-level analysis of corporate tax burden by sector. 

¶ 3.1. Taxpayer-level analysis of personal taxation of employment income. 

¶ 4.1. Firm-level analysis of tax burden on SMEs by sector. 

¶ 5.1. Firm-level analysis of tax burden on inbound FDI by sector. 

                                                           
9
  Even where a single óflatô tax rate applies (as in the case of corporate income tax in many countries), a given 

percentage change in the rate cannot be expected to change aggregate corporate tax revenues by the same 

percent, on account of business loss carryover provisions, investment tax credits, and other considerations 

that imply a non-linear relationship between tax rates and tax revenues. 
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ii. Effective tax rate (METR) analysis of investment (tax distortions, impediments) 

In virtually all market-based countries, the integration of national economies forces policy-

makers to critically re-examine their tax systems and assess likely impacts on investment.10  Arguably 

the framework most widely used by tax policy economists to assess the net effect of tax systems on 

investment behaviour is the forward-looking marginal effective tax rate (METR) model.11  A METR 

model ŎŀƭŎǳƭŀǘŜǎ ΨǿŜŘƎŜsΩ ǘƘŀǘ ǘŀȄ systems drive between pre-tax rates and after-tax rates of return 

on investment Ψŀǘ ǘƘŜ ƳŀǊƎƛƴΩ ς that is, on the last currency unit of capital invested, where the 

marginal benefit just covers the marginal cost.  METR statistics may be generated for various capital 

asset types (machinery, equipment, buildings and inventories), investor types, sources of finance, 

and at various levels of disaggregation. 

The METR framework is highly attractive in that it provides a summary indicator of the net 

effect of taxation on a given investment type, factoring in (often numerous) key tax parameters ς 

some tending to discourage investment, some tending to encourage investment ς including statutory 

corporate tax rate(s), key parameters influencing the tax base, including depreciation allowances, as 

well as investment tax credits, capital tax (if applicable) and sales tax (including non-recoverable VAT) 

on capital inputs.  METR models may also factor in personal taxes where relevant (investment in 

micro-enterprises, relying on local financing), where shareholder dividend tax rates and capital gains 

tax rates (if applicable) may influence ƳƛƴƛƳǳƳ ǊŜǉǳƛǊŜŘ ΨƘǳǊŘƭŜΩ ǊŀǘŜs of return on investment.  

Indeed, a main attractive feature of the METR modelling framework is its ability to produce 

ΨǎǳƳƳŀǊȅ ƛƴŘƛŎŀǘƻǊǎΩ ǘƘŀǘ ƛƴŎƻǊǇƻǊŀǘŜ ǘƘŜ ƴŜǘ ŜŦŦŜŎǘ ƻŦ ŀ ǾŀǊƛŜǘȅ ƻŦ όŎƻƳǇƭŜȄύ ǘŀȄ ǇŀǊŀƳŜǘŜǊǎ ŀƴŘ 

their interactions.  Moreover, METR analysis may be extended to consider cross-border (not only 

domestic) investment.12  When used together with elasticity estimates of the sensitivity of 

investment to taxation, the framework can be used to estimate the percentage change in domestic 

investment and FDI in response to one or more tax policy adjustments. 

To those not familiar with the neo-classical model of firm behaviour from which METR 

statistics are developed, the interpretation and use of such statistics may not be readily 

apparent.  Indeed, too often studies using this form of tax rate analysis tend to obscure rather 

than clarify the underlying assumptions and model structure.  However materials have been 

developed by the OECD to explain METR analysis in a step-by-step óuser friendlyô fashion, 

in order to shed light on the basic concepts and address the óblack boxô reputation of such 

measures.  The technical analysis is supplemented by a review of key underlying assumptions 

and data limitations, to be kept in mind when interpreting METR results. 

The relevant indicators presented in section C are as follows: 

¶ 2.2. METR analysis of tax distortions to domestic investment. 

¶ 4.2. METR analysis of tax distortions to SME investment. 

¶ 5.2. METR analysis of tax distortions to cross-border investment. 

                                                           
10

 This section addresses tax effects on investment, while sub-section 3 addresses tax effects on employment. 
11

 Unlike backward-looking average tax rate (ATR) measures which depend on actual corporate tax paid 

(influenced by not only tax policy but also profitability and other factors), METR measures (and 

corresponding parameter-based average effective tax rates (AETRs)) are based on specified non-tax factors 

(e.g. interest rates, profit rates), isolating the influence of tax parameters in explaining METR differences. 
12

 Recent work at the OECD has extended the cross-border model to incorporate various types of tax-planning 

techniques now commonly employed by multinationals to lower both host and home country taxation on 

foreign direct investment. 
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iii. Effective tax rate (Taxing Wages) analysis of employment (tax distortions, impediments) 

Also critical for policy analysis and development are effective tax rate models to assess the 

likely net impact of tax systems on employment (labour markets).13  The Taxing Wages methodology 

allows policy makers to assess the impact of alternative tax reforms on average and marginal tax 

rates on wage income for different household types, differing by income level and household 

composition (married or single, with or without children), and thereby infer employment (labour 

demand and supply) effects.  Typically these assessments focus on personal income taxation of wage 

income, as well employer and employee social security contributions on labour income.  Standard tax 

allowances are also normally factored in.14 

Comparative analysis of international trends in personal income tax reforms can be useful for 

policymakers.  However, modelling of effective tax rates on labour income and analysis of labour 

market effects is important because policy recommendations on personal income tax reform must be 

tailored to the specific situation of the country.  Labour market issues, such as the importance of 

youth, and part-time employment, long-term and seasonal unemployment, may differ markedly.  Tax 

levels and structure also vary.  Furthermore, reforms tend to build on current systems, targeting 

problem areas without necessarily disrupting reasonable expectations of links between social 

security contributions and benefits.  They also must be compatible with other policies designed to 

reduce unemployment. 

The Taxing Wages methodology considers the detailed structure of a ŎƻǳƴǘǊȅΩǎ ǘŀȄ ǎȅǎǘŜƳ, as 

it impacts labour income, and allows assessments of the impact of alternative tax reforms on 

different types of households.  In particular, the Taxing Wages methodology calculates the personal 

income tax and social security contributions paid by employees and their employers, and examines 

how these levies and cash family benefits impact on net household incomes.15  This framework is 

used to derive average and marginal tax rates on labour income.  Average tax rates, which show the 

percentage of gross wage earnings or total labour costs which is taken in tax (before and after cash 

benefits) and social security contributions, are used to analyse the impact of taxes on job market 

participation decisions.  Marginal tax rates, which show the part of an increase of gross earnings or 

total labour costs that is paid in these leviesΣ ŀǊŜ ǳǎŜŘ ǘƻ ŀǎǎŜǎǎ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ǘŀȄŜǎ ƻƴ ǿƻǊƪ ŜŦŦƻǊǘ Ψŀǘ 

ǘƘŜ ƳŀǊƎƛƴΩ όŜΦƎΦ ǿƘŜǘƘŜǊ ǘƻ ǿƻǊƪ ƛƴŎǊŜŀǎŜŘ ƘƻǳǊǎύΦ 

The following lists a number of examples of different policy options that may be assessed using 

the Taxing Wages framework: 

¶ Assessment of tax effects on work-effort of reducing marginal tax rates. 

                                                           
13 The personal tax system and income related social security contributions by employees and employers are 

expected to have a direct impact on the labour market. Taxes increase the cost of employing workers, 

particularly for low-wage workers; benefit systems are alleged to leave little incentive to work, especially 

for low-wage families. 

14
 A variant of the Taxing Wages framework introduces consumptions taxes including VAT (recognizing that 

consumption taxes, but reducing the amount of earned income available for consumption, may reduce labour 

supply). 
15

  Social security contributions (employeeô and employerôs) may account for an important proportion of the 

total tax burden on wage income of individuals and, therefore, may significantly affect labour supply and 

labour demand.  The Taxing Wages framework allows assessments of the importance of these contributions 

(relative to personal income tax) on the total tax burden and labour costs, at various income levels and across 

household groups. 
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Reductions of marginal tax rates at the top/bottom of the income scale may have a 

positive effect on work effort (e.g. number of hours worked) of high-wage/ low-wage 

individuals and part-time workers.  Micro-simulations models (see sub-section 1) allow 

policy makers to identify revenue neutral packages of reforms involving income tax 

adjustments to finance reductions in marginal rates (e.g. reducing personal allowances 

or child tax credits, increasing social security contribution ceilings).  This analysis may be 

complemented by a Taxing Wages approach to assessing the net effects of tax reform 

adjustments on the incentives to increase work effort by type of individuals, differing by 

income and household composition. 

¶ Assessment of tax effects on labour market participation of low-income workers of 
alternative policy options. 

A decrease in the average effective tax rate at the bottom of the income scale may 

increase the incentives of low-skilled individuals and part-time workers to participate 

(enter) in the labour market.  This decrease may also encourage companies to employ 

low-income workers.  Using the Taxing Wages framework, which takes into 

consideration the particularities of a given ŎƻǳƴǘǊȅΩǎ ǘŀȄ ǎȅǎǘŜƳ, policy makers may 

assess which alternative tax reforms are appropriate (e.g., restructuring social security 

contributions either by introducing thresholds or reduced contribution rates for low 

income earners), taking into account efficiency and equity considerations. 

¶ Assessment of incentives created for spousal (second-earner) and part-time work. 

One way of lowering the cost to an individual of entering the labour market and 

encouraging the development of part-time work, may be to change the taxpayer unit 

used for tax purposes ς in particular to move from a household/couple, to an individual 

as the taxpayer unit for income tax, while possibly also taking measures to adjust tax 

allowances when a secondary worker enters the labour market.  This issue is important 

for example where policy makers aim to encourage women participation in the labour 

market. 

¶ Assessment of the progressivity of the tax system.  A simple measure of progressivity 
can be obtained by calculating differences in average effective tax burdens of 
individuals at different income levels. 

¶ Assessment of possible tax distortions to the decision of whether to remain in dependent 
employment or establish ƻƴŜΩǎ own business.  This involves comparing the effective tax 
rate on labour and capital income when employed, versus when working for and 
ǇƭŀŎƛƴƎ ƻƴŜΩǎ ǎŀǾƛƴƎǎ ƛƴ ŀ ōǳǎƛƴŜǎǎΦ  ¢ƘŜ Taxing Wages framework is used to establish 
the tax burden on labour income (in employment), and the tax burden on business 
income of the self-employed. 

¶ Assessment of possible tax distortions to the decision of whether to operate a business 
in unincorporated or incorporated business form.  The Taxing Wages framework is used 
in this assessment as well.  Such work is important to ensure that the tax system is not 
discouraging (or encouraging) to incorporation, given efficiency considerations that 
arise where different business forms offer certain non-tax advantages/disadvantages to 
certain taxpayers. 

The basic Taxing Wages framework may be expanded to include certain non-standard benefits 

(e.g. unemployment insurance), allowing policy makers to examine inter-actions between tax 
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systems and benefit systems including their net impact on take-home income, where a central 

objective is to ensure that desired policy effects are observed, and unintended effects avoided.  For 

example, with the introduction of benefit systems in more advanced developing countries, the 

interaction betweeƴ ǘŀȄ ŀƴŘ ōŜƴŜŦƛǘ ǎȅǎǘŜƳǎ Ƴŀȅ Ŧŀƛƭ ǘƻ ΨƳŀƪŜ ǿƻǊƪ ǇŀȅΩ όi.e. involve financial 

disincentives to work) if tax and benefit systems are not properly integrated, leading to various 

labour market disincentives (e.g. a poverty trap situation, where incremental increases in earnings 

lead to withdrawal of benefits and higher tax payments, so people on low incomes receiving benefits 

are discouraged from additional effort).16 

As in other areas, policy changes that countries may wish to consider can be expected to vary 

from one country to the next, with the precise tax and benefit structure.  For example, reductions in 

average and marginal tax rates at low levels of earnings will reduce the tax bias against the transition 

from unemployment (or welfare or black economy) to work.  In some countries increasing thresholds 

would be an effective way to reduce average tax rates, while in others taxing employment benefits 

may be a preferable option. 

The relevant indicator presented in section C is as follows: 

¶ 3.2 Ψ¢ŀȄ ǿŜŘƎŜΩ ŀƴŀƭysis of tax impediments to employment. 

[Note ς additional indicators will be added to this section in a future revision of the tax component of 

the IRI framework] 

 

                                                           
16

 Another is an unemployment trap arising where benefits paid to the unemployed are high relative to potential 

earnings in work, so they have little incentive to find a job (The trap would tend to be specific to high-income 

countries). 
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C. Indicators of Tax Policy Assessment 

This core section of the paper presents the ΨindicatorsΩ comprising the tax component of 

the IRI framework for self-review and level-assignment by individual countries, with a focus on the 

use on standard analytical frameworks outlined above, as well as addressing other policy assessment 

dimensions. 

The indicators are structured around the following five tax policy topics impacting 

economic development (in particular, investment and employment): 

1. Fiscal position and planning 

1.1. Indicator for forecasting aggregate tax revenues. 

1.2 Indicator for assessment of fiscal balance and policy feedback. 

2. Taxation and investment 

2.1 Indicator for firm-level analysis of corporate tax burden by sector. 

2.2 Indicator for METR analysis of tax impediments to domestic investment. 

2.3 Indicator for comparative analysis of depreciation systems. 

2.4 Indicator for transparency in provision of corporate tax incentives for investment. 

2.5 Indicator for cost-benefit assessment of tax incentives for investment. 

3. Taxation of employment 

3.1 Indicator for taxpayer-level analysis of personal taxation of employment income. 

3.2 Indicator for ΨǘŀȄ ǿŜŘƎŜΩ analysis of tax impediments to employment. 

4. Taxation of SMEs 

4.1 Indicator for firm-level analysis of tax burden on SMEs by sector. 

4.2 Indicator for METR analysis of tax impediments to SME investment. 

4.3 Indicator for analysis of tax impediments to equity financing of SMEs. 

4.4 Indicator for analysis of tax arbitrage by SME owners. 

4.5 Indicator for analysis of tax impediments to risky investment in SMEs. 

4.6 Indicator for assessment of tax compliance costs for SMEs. 

4.7 Indicator for assessment of policy measures to lessen tax compliance costs for SMEs. 

4.8 Indicator for assessment of SME taxpayer assistance to reduce tax compliance 

burden. 

5. Taxation of MNEs (cross-border investment) 

5.1 Indicator for firm-level analysis of tax burden on inbound FDI by sector. 

5.2 Indicator for METR analysis of tax impediments to cross-border investment. 

5.3 Indicator for analysis of non-resident withholding tax payments. 

5.4 Indicator for analysis of thin capitalization of the tax base. 
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Countries are asked to assign a number (ranging from 1 to 5) for each indicator, with a level 

1 signalling a lack of interest in pursuing policy assessment under the particular indicator topic, a 

level 5 signalling a high level of commitment, and levels 2-4 falling within this range. 

Unless otherwise indicated, the assessments consider activities of the main central 

government department normally responsible for the development and legislation of national tax 

policy.17  In many if not most countries, the relevant department is the Ministry of Finance.  

However, in some countries, and in particular for IRI elements addressing tax administration issues, 

activities of the central government Tax Administration may also be included in the review. 

                                                           
17

  While in general a IRI exercise is conducted with central government, sub-central taxation must be taken into 

account (e.g. factored into effective tax rate measures). 
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IIRRII  TTAAXX  IINNDDIICCAATTOORRSS  

PPlleeaassee  aassssiiggnn  aa  lleevveell  ((11--55))  ttoo  eeaacchh  ooff  tthhee  iinnddiiccaattoorrss  uunnddeerr  tthhee  ff iivvee  hheeaaddiinnggss  ((ppoolliiccyy  ttooppiiccss))..  

______________________________________________________________________________________________________________________________________________________

______  

1. Fiscal position and planning18 

1. Aggregate (GDP-based) forecasting of aggregate tax revenues for each main tax. 

Indicator for Forecasting Aggregate Tax Revenues 

1. The Ministry of Finance does not maintain aggregate (e.g. GDP-based) tax revenue forecasting models to 
provide forecasts of tax revenues to inform tax and expenditure policy making.  No current plans for 
implementation. 

2. The Ministry of Finance does not maintain aggregate tax revenue forecasting models, but is taking steps 
towards implementation. 

3. The Ministry of Finance does not maintain aggregate tax revenue forecasting models, but is currently 
taking steps towards implementation within one year. 

4. The Ministry of Finance has implemented an aggregate tax revenue forecasting model for one or more 
taxes, but not for all main taxes (contributing 5 per cent or more to total tax revenues). 

5.  Aggregate tax revenue forecasting models are maintained by the Ministry of Finance for each main tax. 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 

Level Justification for country 

position 

Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
18

 Revenue and expenditure data should be analyzed for both central and sub-central levels of government, as 

fiscal imbalances at the sub-central level may impact fiscal balance of the central government.  Issues and 

questions related to fiscal federalism are not addressed in this version of the tax component of the IRI. 
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2. Consideration of fiscal balance (total tax revenues, non-tax revenues, public expenditures). 

Indicator for Assessment of Fiscal Balance and Policy Feedback 

1. Neither tax revenue collection nor public expenditures are monitored on a regular basis (e.g. monthly) 
to enable assessment of the fiscal balance.  No current plans to implement systematic data collection 
systems for tax revenues and public expenditures. 

2. Tax revenue collection and public expenditures are not monitored on a regular basis, but the 
government is currently taking steps towards implementation of systematic data collection systems 
within one year. 

3. Tax revenue collection and public expenditures are monitored on a regular (e.g. monthly) basis. 

4. Level 3 plus the requirement that estimates of planned public expenditure are routinely considered and 
decided alongside estimates of total tax revenues, aggregate non-tax revenues, and overall fiscal 
balance (current year, forecast years).  

5. Level 4 plus the requirements that: a) expenditure items classified by type are ranked/prioritized on the 
basis of policy objectives, with budget allocations addressing priority expenditures; and b) formal or 
informal rules are in place requiring adjustments to government expenditure and/or tax design where 
the fiscal balance is negative and exceeds some fixed percentage of GDP (i.e. mandatory feed-back of 
fiscal balance/debt projections into budget decisions including tax policy). 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 

Level Justification for country 

position 

Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 114 

 

 

Background notes: 

LƴŘƛŎŀǘƻǊǎ м ŀƴŘ н ǳƴŘŜǊ ΨCƛǎŎŀƭ tƻǎƛǘƛƻƴ ŀƴŘ tƭŀƴƴƛƴƎΩ ŀŘŘǊŜǎǎ ŎƻǳƴǘǊȅ ǇǊŀŎǘƛŎŜǎ ƛƴ developing 

short- and medium-term fiscal policy plans, which typically involve ongoing iterations, as tax bases 

and corresponding revenue estimates and expenditure plans are reconsidered and reconciled.  The 

second indicator considers whether efficient information systems are in place to accurately monitor 

tax revenue collection an public expenditures on an on-going (e.g. monthly) basis; whether 

expenditure items, classified by type, are prioritized/ranked on the basis of policy objectives; 

whether estimates of planned public expenditure are considered alongside estimates of total tax 

revenues, aggregate non-tax revenues, and overall fiscal balance (current year, forecast years); and 

whether feed-back rules are in place requiring adjustments to public expenditure and/or taxes where 

the fiscal balance is negative and exceeds some fixed percentage of GDP (i.e. mandatory feed-back of 

fiscal balance/debt projections into policy decisions). 

Relevant models and data include the following:19 

¶ GDP-based tax revenue estimation models (for each main tax.)20 

¶ Historical tax revenue data. 

¶ National Accounts income, expenditure and balance of payments data (historical data).21 

¶ Non-tax revenue data (current year, forecast years). 

¶ Public expenditure data, grouped by function (current year, forecast years). 

Fiscal policy management involves the maintenance of current and planned public expenditure 

accounts with expenditure items classified by function (infrastructure development, education, 

health) and ranked in terms of importance and efficiency in meeting policy objectives (e.g. economic 

development).  Sufficiently detailed current and forecasted revenue accounts must also be prepared 

with tax revenue accounts disaggregated by type of tax (e.g. personal income tax, corporate income 

tax, VAT, single-stage sales tax, excise taxes, customs duties, capital tax, property tax, non-resident 

withholding tax).  Drawing on these accounts, fiscal balance indicators should be prepared, 

measuring overall fiscal balance, primary balance, and public debt as percentage of GDP. 

Fiscal sustainability should also be assessed.22  Where the fiscal balance is negative, 

consideration should be given to adjusting the mix and level of taxes, and restricting low-ranked 

                                                           
19

 Micro-simulation models may be applied to estimate current year and forecast future year aggregate tax 

revenues, by type of tax (e.g. personal income tax, corporate income tax, value-added tax), and provide a 

useful check on GDP-based tax revenue model estimates, as part of a macro assessment of a countryôs fiscal 

position.  The use of micro-simulation is addressed separately in sub-sections 2.2. 
20

 A ómain taxô may be defined as one that contributes 5% or more of total tax revenues.  Examples include 

income tax (corporate and personal), payroll tax, value-added tax, excise taxes, property tax, customs duties 

(trade taxes). 
21

 GDP/National Accounts-based tax forecasting frameworks estimate for each major tax the time-series 

relationship between adjusted tax revenue (net of estimated changes resulting from tax policy changes), and a 

proxy for the relevant tax base from National Accounts (e.g. consumption expenditures for VAT; tobacco 

sales for excise tax on tobacco; wages, salaries, interest, dividends rents, unincorporated business profits for 

personal income tax).  Forecasts for the proxy (National Accounts) tax base are then applied to forecast tax 

revenues, by type of tax. 
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public expenditures.23  This includes assessments of actual and target levels of tax on business 

income and corresponding effective rates, including tax on corporate profits and personal tax on 

business income of the self-employed.  These assessments should be alongside assessments of the 

actual and target reliance on other taxes.24  Estimates of actual and target tax revenues on business 

income and corresponding effective tax rates should be based on a combination of aggregate data, 

and micro (firm-level) data (addressed in sub-section 2 (Taxation and Investment)). 

Tax officials should regularly assess corporate tax revenues and corresponding tax rates, 

alongside analyses of tax revenues and rates on other bases, as part of an ongoing assessment of the 

ability of the tax system to meet policy goals and objectives.  Policy consideration may be given to 

adjusting the tax rate on business income, by adjusting parameters/provisions determining the 

statutory tax burden, if the existing tax burden on business income is judged to be inappropriate (e.g. 

too low in relation to revenue needs, or in relation to the current reliance on other tax bases). 

Target tax burden assessments should be made taking into account fiscal policy objectives, the 

fiscal position of government, estimates of actual and potential tax burden on business income, and 

anticipated revenues from other taxes (under possibly a revised tax mix).  Possible adjustments to tax 

on business income may be considered alongside some combination of adjustments to expenditures 

and/or other taxes, taking into account the desired trajectory of the fiscal balance.  Consideration 

may be given to reducing reliance on taxes believed to be impeding to economic development (e.g. 

trade taxes, capital taxes), with revenue reductions possibly replaced by increasing the effective tax 

rate on business income where the actual rate is judged to be too low, in the sense that increasing 

the rate is expected to raise additional tax revenues (implying limited negative impact on the tax 

base). 

 

                                                                                                                                                                                     
22

  The overall fiscal balance (identifying net financing requirements) measures total revenues (including grants) 

less total expenditures, plus borrowing minus repayments.  The primary balance, measuring total revenues 

(excluding grants) less primary (non-interest) expenditures, provides an indicator ófiscal effortô (with interest 

payments predetermined by the size of the debt (previous deficits). 
23

  Where the fiscal balance is positive, actual and target tax revenues and effective tax rates on business income 

should be regularly assessed, as part of an overall assessment of the tax mix in balancing policy objectives.  

Consideration should be given to reducing reliance on taxes believed to be impeding to economic 

development (e.g. trade taxes, capital taxes), possibly replaced by increasing the effective tax rate on 

business income where the actual rate is well below potential.  At the same time, public expenditures should 

be subject to ongoing scrutiny to ensure allocations consistent with a ranking of expenditures in meeting 

policy objectives. 
24

  Forecasts of future revenues by type of tax should incorporate anticipated developments in underlying tax 

bases, including those arising from commitments in other policy areas.  For example, pursuit of trade 

liberalization may require/imply reduced future reliance on trade taxes (custom duties). 
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2. Taxation and investment25 

1. Firm-level analysis of corporate income tax burden, by sector. 

Indicator for Firm-level Analysis of Corporate Tax Burden by Sector 

1. The Ministry of Finance does not maintain a corporate income tax (CIT) micro-simulation model enabling 
firm-level/sectoral analysis of CIT revenues, revenue effects of adjustments to CIT rates, main CIT base 
provisions and tax incentives, and effective tax rates on corporate profits.  No current plans for 
implementation. 

2. The Ministry of Finance does not maintain a CIT micro-simulation model enabling firm-level/sectoral 
analysis of CIT revenues, revenue effects of adjustments to CIT rates, main CIT base provisions and tax 
incentives, and effective tax rates on corporate profits, but is taking steps towards implementation. 

3. The Ministry of Finance does not maintain a CIT micro-simulation model enabling firm-level/sectoral 
analysis of CIT revenues, revenue effects of adjustments to CIT rates and main CIT base provisions and 
tax incentives, and effective tax rates on corporate profits, but is taking steps towards implementation 
within 1 year. 

4.  The Ministry of Finance maintains a CIT micro-simulation model.  The model is routinely used to analyze 
firm-level/sectoral CIT revenues, revenue effects of adjustments to CIT rates, main CIT base provisions 
and tax incentives, and effective tax rates on corporate profits. 

5. Level 4 plus the requirements that a) underlying corporate tax return data are checked to identify entry 
and/or transcription errors; b) the CIT model is updated each year (involving transcription of new tax 
return data each year); and c) forecasts of corporate tax revenue from the micro-simulation model are 
cross-checked with forecasts from an aggregate (e.g. GDP-based) corporate tax revenue model. 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 

Level Justification for country 

position 

Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
25

 Special issues concerning the taxation of SMEs are considered in sub-section 4.  Special issues arising in the 

context of cross-border investment (inbound/outbound) are considered in sub-section 5.  Micro-simulation 

based corporate income tax estimates cover domestic tax levied on outbound investment of resident 

corporations, and on inbound investment of non-resident corporations (domestic branch income). 
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Background notes: 

This indicator considers whether a corporate income tax (CIT) micro-simulation model is 

maintained, with input data from a stratified sample of CIT returns with corporations classified by 

industry and location,26 and used regularly to analyze actual (and postςreform): total CIT revenues in 

the current year and forecast years, CIT revenues by sector, CIT revenues foregone by tax 

incentives;27 and average tax rates (ATRs) on corporate profits by industry and location.28 

Relevant models and data include the following:29 

¶ Corporate income tax (CIT) micro-simulation model. 

¶ Corporate tax return data (stratified sample of tax returns), survey data. 

¶ Depreciation calculator model. 

¶ Corporate and shareholder-level tax parameter data. 

2. Analysis of tax distortions to domestic investment - measurement of marginal effective tax rates 

(METRs) on domestic corporate profits. 

Indicator for METR Analysis of Tax Distortions to Domestic Investment 

                                                           
26

  Industry, location, asset size and possibly other criteria may be used to stratify a corporate dataset.  

Stratification by asset size would involve setting asset size ranges (note that a corporate sample would 

normally include all corporations with assets in excess of a ólargeô asset size threshold, with ólargeô 

corporations assigned to different cells depending on their characteristics and stratification criteria). Other 

stratification criteria of policy interest (e.g., high/low R&D expenditure/total assets) may be used.  Location 

would generally be an important stratification criterion in a federal country (and possibly in a unitary country 

comprised of various departments/regions).  Using firm-level data that distinguishes domestic versus and 

foreign-owned/controlled corporations, separate CIT revenue estimates may be made for both groups.  For 

domestic-owned corporations, it is generally not possible to isolate CIT revenues on domestic versus foreign-

source income. 
27

 In a pre- versus post-reform assessment, actual current CIT revenues (total and disaggregate) would normally 

be taken as a pre-reform óbase caseô, with post-reform revenues simulated under a revised tax structure.  

Total CIT payment (tax revenue) estimates may be obtained as the weighted sum of CIT payment estimates 

for each firm in the stratified corporate sample.  Micro-simulation assessments of total CIT revenue may feed 

into assessments of fiscal position (see sub-section 1). 
28

 ATR measurement of weighted adjusted corporate tax, as a percentage of weighted adjusted pre-tax 

corporate profit, requires inclusion of pre-tax (book) profits as a data field (not a stratification variable) in the 

dataset.  Adjustments to tax and profit are required to ensure consistency between numerator and 

denominator amounts (e.g. excluding loss carry-forward claims in the measurement of tax).  See Using 

Micro-data to Assess Average Tax Rates, OECD Tax Policy Studies Series No.8.  In general, total assets (or 

possibly turnover) would be used as a stratification variable relevant to firm size (not profit, given than large 

companies may be in a loss position). 
29

  A GDP-based corporate income tax (CIT) revenue forecasting model (as considered under section 1, based 

on historical aggregate CIT revenue data and National Accounts profit data) is not included in this section, as 

such a model generally does not provide a basis for yearly estimates of effective tax rates on investment, or 

for analyzing the impact of corporate tax reform on CIT revenues (and on the tax burden on investment). 
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1. The Ministry of Finance does not maintain a marginal effective tax rate (METR) model to enable 
summary analysis of tax effects on (distortions to) the level of investment.  No current plans for 
implementation. 

2. The Ministry of Finance does not maintain a METR model to enable summary analysis of tax effects on 
investment, but is taking steps towards implementation. 

3. The Ministry of Finance does not maintain a METR model to enable summary analysis of tax effects on 
investment, but is currently taking steps towards implementation within one year. 

4. The Ministry of Finance maintains a METR model.  The model is routinely used to analyze tax effects on 
(distortions to) domestic investment and the implications of tax reform proposals. 

5. Level 4 plus the requirements that a) the METR model is disaggregated across machinery and 
equipment, buildings, inventory and land; and b) METR results are explained in summary reports for 
consideration by Ministers to help inform policy-making. 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 

Level Justification for country 

position 

Key sources Additional  comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Background notes: 

This indicator considers whether a METR model is in place and regularly used to assess non-

neutralities introduced by the corporate tax system on domestic investment scale and location 

decisions.  (For more on the METR model and its applications, see section B). 

3. Cross-country comparative analysis of tax depreciation systems. 

Indicator for Comparative Analysis of Depreciation Systems 
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1. The Ministry of Finance does not undertake comparisons of capital depreciation systems in countries 
regarded as main competitors for investment.  No current plans for making such comparisons. 

2. The Ministry of Finance does not undertake comparisons of capital depreciation systems in countries 
regarded as main competitors for investment, but is taking steps towards undertaking such 
comparisons. 

3. The Ministry of Finance does not undertake comparisons of capital depreciation systems in countries 
regarded as main competitors for investment, but is currently taking steps (e.g. gathering systems 
information) to enable comparisons within one year. 

4. The Ministry of Finance regularly (e.g. annually) undertakes cross-country comparisons of capital 
depreciation systems, taking into account the number of depreciable capital asset classes, depreciation 
methods and rates. 

5. Level 4 plus the requirement that a depreciation calculator model is in place and used to measure, and 
compare across countries, the present-discounted value (PDV) of maximum tax depreciation allowances 
per unit of investment, by depreciable capital asset type and industry. 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 

Level Justification for country 

position 

Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Background notes: 

This indicator considers whether cross-country comparisons of tax depreciation systems are 

undertaken, to assess the relative complexity and generosity of the tax depreciation system, taking 

into account the number of depreciable capital asset classes, depreciation methods and rates, 

mandatory versus discretionary depreciation claims and interaction with loss carry-forward rules, 

and recapture provisions  It considers whether a depreciation calculator model is used to measure 

the present-discounted value (PDV) of maximum tax depreciation allowances by depreciable capital 
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asset type and industry, and whether PDV calculations are made for other countries, to enable cross-

country comparisons. 

4. Transparency (tax expenditure reporting) of corporate tax incentives for investment. 

Indicator for Transparency in Provision of Corporate Tax Incentives for Investment 

1. The Ministry of Finance does not produce tax expenditure estimates of tax revenues foregone by main 
corporate tax incentives for investment, to be used to inform tax incentive policy-making and to provide 
transparency in the provision of tax incentives.  No current plans for preparing such estimates. 

2. The Ministry of Finance does not produce tax expenditure estimates of tax revenues foregone by main 
corporate tax incentives for investment, but is taking steps towards the production of such estimates.  

3. The Ministry of Finance does not produce tax expenditure estimates of tax revenues foregone by main 
corporate tax incentives for investment, but is currently taking steps towards the production of such 
estimates within one year.  

4. The Ministry of Finance periodically prepares tax expenditure estimates of tax revenues foregone by 
main corporate tax incentives for investment.  The estimates are considered alongside direct 
expenditures when developing government expenditure and tax policies.  

5.  The Ministry of Finance regularly (e.g. annually) publishes and releases to the public tax expenditure 
reports that include estimates of tax revenues foregone by main corporate tax incentives for 
investment. 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 

Level Justification for country 

position 

Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Background notes: 
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This indicator considers whether tax expenditure accounts are prepared periodically, including 

estimates of tax revenues foregone by main corporate tax incentives for investment.  For proper 

fiscal management, tax expenditure (TE) accounts should be prepared to inform fiscal planning, 

improve investor as well as taxpayer confidence in the system, support good governance, and 

promote economic development.  Preparation of TE accounts, identifying and estimating public 

expenditures through the tax system resulting from special (targeted) tax relieving provisions (e.g. 

tax incentives), requires the development of TE frameworks, differentiated according to the type of 

tax (e.g. personal income tax, corporate income tax, value-added tax). 

Development of personal and corporate income tax TE frameworks requires the construction 

of micro-databases, based on representative samples of individual and corporate taxpayers.  

Development of a value added tax TE framework generally requires input-output information from 

National Accounts data. 

 

5. Cost-benefit assessment of tax incentives for investment. 

Indicator for Cost-Benefit Assessment of Tax Incentives for Investment 

1. The Ministry of Finance has not recently reviewed the theoretical, empirical and survey literature 
examining the impact in other countries of corporate taxation and tax incentives on investment.  No 
current planning for such a review. 

2. The Ministry of Finance has not recently reviewed the theoretical, empirical and survey literature 
examining the impact in other countries of corporate taxation and tax incentives on investment, but 
plans on carrying out an in-depth review within the next year. 

3. The Ministry of Finance has recently undertaken an in-depth review of the theoretical, empirical and 
survey literature examining the impact of corporate taxation and tax incentives on investment, 

4. Level 3, plus the requirement that the Ministry of Finance has also recently completed, or plans on 
undertaking within the next year, a study addressing the implications of the main findings in the 
literature for domestic tax policy (including the use of targeted tax incentives). 

5. Level 4 plus the requirement that the main findings of studies analyzing the possible impact of corporate 
taxation and tax incentives on investment have been recently used, together with tax expenditure 
(foregone revenue) estimates, to undertake a thorough cost-benefit assessment of at least one main 
corporate tax incentive for investment.   

                             RESPONSE BOX 

          The inclusiveness of strategy formulation  

Level Justification for country 

position 

Key sources Additional comments 
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Background notes: 

This indicator considers whether cost-benefit evaluations are undertaken for main tax 

incentives, and whether such information is used to inform policy making and budget decisions. 
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3. Taxation and employment 

1. Taxpayer-level analysis of personal taxation of employment income. 

Indicator for Taxpayer-level Analysis of Personal Taxation of Employment Income 

1. The Ministry of Finance does not maintain a personal income tax (PIT) micro-simulation model that 
enables taxpayer-level analysis of PIT revenues, revenue effects of adjustments to PIT rates/base 
provisions, effective PIT rates on employment income, and income inequality.  No current plans for 
implementation. 

2. The Ministry of Finance does not maintain a personal income tax (PIT) micro-simulation model that 
enables taxpayer-level analysis of PIT revenues, revenue effects of adjustments to PIT rates/base 
provisions, effective PIT rates on employment income, and income inequality, but is taking steps 
towards implementation 

3. The Ministry of Finance does not maintain a personal income tax (PIT) micro-simulation model that 
enables taxpayer-level analysis of PIT revenues, revenue effects of adjustments to PIT rates/base 
provisions, effective PIT rates on employment income, and income inequality, but is currently taking 
steps towards implementation within one year. 

4. The Ministry of Finance maintains a PIT micro-simulation model.  The model is routinely used to analyze 
PIT revenues, revenue effects of adjustments to PIT rates/base provisions, effective PIT rates on 
employment income, and income inequality. 

5. Level 4 plus the requirement that a) the micro-dataset distinguishes taxpayers by type (e.g. 
married/single, with/without children); b) taxpayer data are checked to identify entry and/or 
transcription errors; and c) the PIT model is updated each year (involving transcription of new personal 
tax return data each year).  

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 
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Key sources Additional comments 
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Background notes: 

This indicator considers whether a personal income tax (PIT) micro-simulation model is 

maintained, with input data from a stratified sample of PIT returns with taxpayers classified by 

family-type and location,30 and used regularly to analyze actual (and postςreform): PIT revenues in 

the current year and forecast years, average and marginal PIT rates on wage income31 by family type 

and income level,32 GINI coefficients,33 PIT revenues foregone by main exemptions and incentives. 

Note that total PIT payment (tax revenue) estimates may be obtained as the weighted sum of 

PIT payment estimates for each individual/household in the stratified sample of taxpayers.  Micro-

simulation assessments of total PIT revenue may feed into assessments of fiscal position (section 1). 

Relevant models and data include the following:34 

¶ Personal income tax (PIT) micro-simulation model. 

¶ Personal tax return data (stratified sample of individual/household tax returns); survey data. 

¶ Marginal and average tax rate (MTR/ATR) model. 

¶ Individual/household tax parameter data. 

 

                                                           
30

  Pre-tax income, number of children, married status and location are common criteria used to stratify an 

individual taxpayer dataset.  Where wage income is taxed together with other taxable income (non-dual 

system) so that, for a given taxpayer, the average tax rate on total income determines the tax rate on wage 

income, it remains necessary to include wage/salary income as a data filed (not a stratification variable) in 

order to measure an average tax rate on wage income that reflects the distribution of wage/salary income 

across taxpayers. 
31

 Where a scheduler tax system applies that taxes employment income separately from other income, PIT 

revenues on wage/salary income should be estimated separately to measure effective tax rates on 

employment income at the taxpayer level.  As footnoted above, where labour income is taxed together with 

other types of taxable income, the average/marginal tax rate on employment income, for a given taxpayer, is 

the taxpayerôs average/marginal tax rate on all taxable income. 
32

 Measurement of a weighted-average ATR/MTR on wage/salary income, for a given range/band of 

employment income, requires inclusion of wage/salary income as a data field (not a stratification variable) in 

the dataset, in order to weight taxpayer-level ATRs/MTRs. 
33

 A GINI coefficient assessment of the impact of taxation on income inequality would compare a GINI 

coefficient measure based on pre-tax income, and a GINI coefficient measure based on post-tax income.  An 

assessment of the impact of tax reform would additionally compare the pre-reform GINI coefficients based 

on post-tax income, with a post-reform GINI coefficient based on post-tax income. 
34

  A GDP-based personal income tax (PIT) revenue forecasting model (based on historical aggregate PIT 

revenue data and National Accounts income data) is not included in this section, as such a model (while used 

to estimate aggregate tax revenues, under section 1), being based on aggregate data, does not provide a basis 

for accurate estimation of effective tax rates on employment.  
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2. Ψ¢ŀȄ ǿŜŘƎŜΩ ŀnalysis of tax impediments to employment.35 

Indicator for ΨTax ²ŜŘƎŜΩ Analysis of Tax Impediments to Employment 

1. The Ministry of Finance does not maintain a ΨǘŀȄ ǿŜŘƎŜΩ model measuring marginal and average tax 
rates on labour income to assess tax distortions to employment.  No current plans for implementation. 

2. The Ministry of Finance does not maintain a ΨǘŀȄ ǿŜŘƎŜΩ model measuring marginal and average tax 
rates on labour income to assess tax distortions to employment, but is currently taking steps towards 
implementation within one year. 

3. The Ministry of Finance maintains a ΨǘŀȄ ǿŜŘƎŜΩ Ƴƻdel measuring marginal and average tax rates on 
labour income.   The model is used to analyze possible tax distortions to entering the labour market, to 
work-effort, ŀƴŘ ǇƻǎǎƛōƭŜ ΨōǊŀŎƪŜǘ-creeǇΩ ŀŎŎƻƳǇŀƴȅƛƴƎ ƛƴŦƭŀǘƛƻƴΦ 

4. Level 3 plus the requirement that the model/framework covers a number of possible household 
structures (e.g. single individual, married couple, with/without children), alternative wage earnings 
levels, part-time work and spousal work. 

5. Level 4 plus the requirement that the results from the model/framework are compared with results for 
other countries (e.g. as available in OECD Taxing Wages publication) and are used systematically to 
inform policy makers of the labour market implications of alternative policy adjustments to the taxation 
of wage income.  

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 
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35

 Unlike backward-looking ATR measures which depend on actual personal taxes paid (influenced by the mix 

of personal taxable income, the tax treatment of all forms of taxable income, standard and non-standard 

reliefs, other factors), marginal and average tax rates on wage income derived using a ótax wedgeô (e.g. 

Taxing Wages) methodology isolate the effects of taxation (excluding non-standard reliefs). 
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Background notes: 

This indicator considers whether a (parameter-ōŀǎŜŘύ ƳƻŘŜƭ ƳŜŀǎǳǊƛƴƎ ΨǘŀȄ ǿŜŘƎŜǎΩ ŀƴŘ 

corresponding marginal and average tax rates on labour income are calculated (by gross wage 

income level, household type, including personal income tax and employee/employer social security 

contributions, as per OECD Taxing Wages methodology) and used regularly to assess distortions 

introduced by the income tax and social security contribution system36 on employment decisions.37 

                                                           
36

 In general, models explaining tax distortions to the labour market should factor in levies on employment 

income by government-administered social security contribution systems (virtually all such systems have an 

element of redistribution, in that benefit entitlements are not strictly based on contributions (i.e. unrequited 

payments)). 
37

 A future component of the IRI could address measurement of marginal and average net tax rates on labour 

income (rates of tax net of social assistance benefits, as per OECD Benefits and Wages methodology), net 

replacement rates, unemployment and inactivity traps. 
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4. Taxation of SMEs 

1. Firm-level analysis of the tax burden on firms by asset size, and by sector. 

Indicator for Firm-level Analysis of Tax Burden on SMEs, by Sector 

1. The Ministry of Finance does not maintain corporate income tax (CIT) and personal income tax (PIT) 
micro-simulation models that distinguish taxpayers by turnover (gross business revenue) and total 
business assets.  No current plans to implement such models. 

2. The Ministry of Finance does not maintain CIT and PIT micro-simulation models distinguishing taxpayers 
by turnover and total business assets, but is taking steps towards implementation.

38
 

3. The Ministry of Finance does not maintain CIT and PIT micro-simulation models distinguishing taxpayers 
by turnover and total business assets, but is currently taking steps to implement such models and 
datasets within one year. 

4. The Ministry of Finance maintains CIT and PIT micro-simulation models distinguishing taxpayers by 
turnover and total business assets.  The models are routinely used to analyze the contribution of SMEs 
to total corporate income tax revenue, and total personal income tax revenue on business income, and 
to analyze the tax revenue implications of tax reform proposals. 

5. Level 4 plus the requirement that analyses of SME income tax liability are carried out at the industry 
(rather than economy-wide) level (requiring datasets stratified by industry. 

Background notes: 

This indicator considers whether: a CIT micro-simulation model is maintained with input data 

that classifies firms by size (based on capital assets); a PIT micro-simulation model is maintained with 

input data that separately reports personal business income from other taxable income; and whether 

average and marginal tax rates (ATRs/MTRs) are calculated for i) profits of incorporated SMEs, and ii) 

unincorporated business income, by business asset size.39 

2. Analysis of tax distortions to SME investment. 

Indicator for Analysis of Tax Distortions to SME Investment 

1. The Ministry of Finance does not maintain a marginal effective tax rate (METR) model that enables 
analysis of possible tax distortions to SME investment (versus investment by large firms).  No plans for 
implementation. 

2. The Ministry of Finance does not maintain a METR model that enables analysis of possible tax distortions 
to SME investment, but is taking steps towards implementation. 

3. The Ministry of Finance does not maintain a METR model that enables analysis of possible tax distortions 
to SME investment, but is currently taking steps towards implementation within one year. 

4. The Ministry of Finance maintains a METR model that enables analysis of possible tax distortions to SME 
investment.  The model is routinely used to assess implications to distortions to SME investment under 
tax reform proposals. 

                                                           
38

  Development of a micro-dataset based on tax return information requires that taxpayers provide, in their tax 

return, balance sheet data showing business assets and financial statements showing gross business revenue, 

and that this information is transcribed from tax returns into an electronic database. 
39

 Measurement of a weighted-average ATR/MTR on unincorporated business income, for taxpayers with total 

business assets within a given range/band, would use total business assets (a stratification variable) to weight 

individual taxpayer ATRs/MTRs on business income. 
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5. Level 4 plus the requirement that a) the METR model is disaggregated across machinery and equipment, 
buildings, inventory and land; and b) METR results are explained in summary reports for consideration 
by Ministers to help inform policy-making. 

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 
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Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Background notes: 

This indicator considers whether a METR model is in place and regularly used to assess non-

neutralities in the taxation of SMEs versus other corporations.  (For more on the METR model and its 

applications, see section B). 
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3. Analysis of tax impediments to equity financing of SMEs. 

Indicator for Analysis of Tax Impediments to Equity Financing of SMEs 

1. Studies examining implications for enterprise financing and investment of double taxation of distributed 
and retained profit have not been undertaken by tax officials.  

2. Studies examining implications for enterprise financing and investment of double taxation of distributed 
and retained profit have been undertaken by tax officials, with study findings documented and reported 
to senior Ministry of Finance officials for discussion and consideration. 

3. Level 2 plus the requirement that the analysis of double taxation includes an assessment of pros and 
Ŏƻƴǎ όŀŘǾŀƴǘŀƎŜǎΣ ŘƛǎŀŘǾŀƴǘŀƎŜǎύ ŀƴŘ ǘŀȄ ǊŜǾŜƴǳŜ ƛƳǇƭƛŎŀǘƛƻƴǎ ƻŦ ŀƭǘŜǊƴŀǘƛǾŜ ΨƛƴǘŜƎǊŀǘƛƻƴΩ ǎȅǎǘŜƳǎ ǘƻ 
relieve double taxation of distributed and retained profits. 

4. Level 3 plus the requirement that findings of studies of double taxation and alternative integration 
systems are addressed in current tax policy or in planned tax reform over the next two years. 

5. Level 4 plus the requirement that studies of special tax incentives in the current system, or planned for 
introduction over the next two years, or being proposed by business (main provisions) to increase 
financing of small enterprises, have been undertaken, documented, and reported to senior Ministry of 
Finance officials.  Tax revenue and efficiency implications of adjusting (possibly eliminating) these 
incentives have been considered alongside implications of adjusting the degree of double taxation relief 
in respect of distributed and retained profit.  

                             RESPONSE BOX 

          The inclusiveness of strategy formulation 
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position 

Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Background notes: 
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This indicator considers whether (parameter-based) effective tax rates are measured for 

distributed profits and retained profits of incorporated SMEs40 in order to analyze possible tax 

impediments to SME equity finance, and to consider neutrality implications of alternative integration 

approaches/measures to avoid double taxation of equity income.41 

 

4. Analysis of tax arbitrage by SME owners. 

Indicator for Analysis of Tax Arbitrage by SME Owners 

1. Studies have not been undertaken by tax officials examining effective tax rates on business income of 
closely-held corporations paid out as wages, or dividends, or realized as capital gains, to assess possible 
tax distortions to earnings payout policies in such cases.  Similarly, studies have not been undertaken 
examining possibilities for conversion of taxable capital gains (e.g. on real property) into tax-preferred 
(possibly tax-exempt) capital gains (e.g. on shares).  

2. Studies have been undertaken by tax officials examining effective tax rates on business income of 
closely-held corporations paid out as wages, or dividends, or realized as capital gains, to assess possible 
tax distortions to earnings payout policies. 

3. Level 2 plus the requirement that studies have also been undertaken by tax officials examining 
possibilities for conversion of taxable capital gains into tax-preferred (possibly tax-exempt) capital gains. 

4. Level 3 plus the requirement that reports have been prepared considering possible means to address tax 
arbitrage by owners of closely-held companies.  The findings have been documented and reported to 
senior Ministry of Finance officials for discussion and consideration, but measures have not been 
adopted to address the most common forms of tax arbitrage.  

5. Level 4 plus the requirement that measures have been adopted to address the most common forms of 
tax arbitrage. 

                             RESPONSE BOX 
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40

 Effective tax rates on dividends and retained profits should factor in integration relief (if provided) in respect 

of dividend income and capital gains. 
41

 Double taxation arises where business profits are taxed first at the corporate level (without integration relief) 

and then after-corporate tax profits are taxed in full at personal tax rates (on dividends or capital gains). 
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Background notes: 

This indicator considers whether (tax parameter-based) effective tax rates are calculated for 

different types of income of an owner/worker of a closely-held SME, to determine cases where tax 

rate differences arise that could be expected to encourage owner/workers to mischaracterize certain 

income types to reduce their overall tax burden.  For example, an owner/worker of an incorporated 

SME may be encouraged to report some portion of his/her wage income as dividend income (i.e. 

payout as wages ƭŜǎǎ ǘƘŀƴ ŀƴ ŀǊƳΩǎ ƭŜƴƎǘƘ ǇǊƛŎŜ ŦƻǊ ƭŀōƻǳǊ ǎŜǊǾƛŎŜǎύ ƛƴ ŎŀǎŜǎ ǿƘŜǊŜ ǘƘŜ ŎƻƳōƛƴŜŘ 

income tax and employee plus employer social security contribution on wage income exceeds the 

combined corporate and personal tax rate on dividend income (or alternatively receive such income 

as tax-preferred capital gains on SME shares).42 

 

5. Treatment of risky investment in SME. 

Indicator for Analysis of Tax Impediments to Risky Investment in SMEs 

1. Possible impediments to investment in early-stage, high-risk companies of alternative loss-offset rules 
governing limits to tax deductibility of business losses, and capital losses on shares, have not been 
analyzed, documented and discussed amongst senior tax officials of the Ministry of Finance. 

2. Possible impediments to investment in early-stage, high-risk companies of alternative loss-offset rules 
governing limits to tax deductibility of business losses, and capital losses on shares, have been analyzed 
with findings documented and reported to senior Ministry of Finance officials for discussion and 
consideration. 

3. Level 2, plus the requirement that tax-planning opportunities under alternative loss-offset provisions 
have been examined (taking into account limits to tax audit surveillance that can be carried out by the 
tax administration), with study findings reported to senior Ministry of Finance officials for discussion and 
consideration.  

4. Level 3 plus the requirement that main findings of studies of possible impediments to risk-taking 
(including investment in equity shares), and possible tax-planning opportunities, under alternative loss-
offset provisions, are addressed in current tax policy, and/or in planned tax reform over the next two 
years. 

5. Level 4 plus the requirement that following the adoption of tax reform that expands or limits loss offset 
provisions, and/or broadens or contains scope for tax-planning around losses, an ex-post evaluation is 
carried out that examines implications for risk-taking and tax-planning.  

                             RESPONSE BOX 

                                                           
42

 Distortions to remuneration decisions may be most likely to arise (for closely-held corporations and 

unincorporated businesses) under dual income tax systems that separately apply a low personal tax rate to 

actual or imputed capital income.  Such distortions may also arise in non-dual tax systems where CIT/PIT 

treatment of profits is fully or partly integrated, and the base of social security contributions is gross wage 

earnings. 
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          The inclusiveness of strategy formulation 
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Key sources Additional comments 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Background notes: 

This indicator considers whether cross-country comparisons are regularly carried out for 

business loss offset rules (that is, rules determining what types of taxable income that business losses 

can be deducted or set-off against), and capital loss offset rules for SME shares, to address the tax 

treatment of risk-taking, and possible behavioural effects (including incentives for risk-taking, and 

tax-planning). 

 

 



 133 

6. Assessment of tax compliance costs of SMEs and alternative tax administration approaches 

Indicator for Assessment of Tax Compliance Costs for SMEs 

1. The Ministry of Finance (or Tax Administration) has not assessed the average cost to SMEs of complying 
with any of the main taxes (current design) imposed by central government. 

2. The Ministry of Finance (or Tax Administration) has assessed the average cost to SMEs of complying with 
certain main taxes (e.g. income tax, general consumption tax (VAT or sales tax), in their current design) 
imposed by central government. 

3. The Ministry of Finance (or Tax Administration) has assessed the average cost to SMEs of complying with 
all main taxes (current design) imposed by central government. 

4. Level 3, plus the requirement that studies have been prepared to determine the pros/cons of simplifying 
certain elements of central government tax administration (e.g. less frequent tax instalments, electronic 
filing).  There has been some initial implementation of reforms that address the main findings of these 
studies. 

5. Level 4, plus evidence that a) reforms have been implemented that address the main findings of studies 
of possible simplification of central government tax administration; and b) meetings have been held 
with senior provincial/state-level tax officials to discuss SME compliance costs in relation to sub-central 
government taxes (e.g. property tax) are excessively high. 

                             RESPONSE BOX 
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Background notes: 

This indicator considers whether assessments are made of tax compliance costs of SMEs, 

linked to tax policy and tax administration, and whether consideration has been given to adjusting 
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tax administration where compliance costs are found to be too high, in order to encourage SME 

compliance and business activities.43 

7. Assessment of alternative tax policy measures to reduce tax compliance costs for SMEs 

Indicator for Assessment of Policy Measures to Lessen Tax Compliance Costs for SMEs 

1. The Ministry of Finance has not assessed the implications of alternative simplified tax policy regimes 
(e.g. presumptive regimes) to apply to SMEs to address tax compliance costs under application of basic 
income tax and basic VAT systems.  No plans for assessment. 

2. The Ministry of Finance has not assessed the implications of alternative simplified tax policy regimes to 
apply to SMEs to address tax compliance costs under application of basic income tax and basic VAT 
systems, but plans an assessment within one year. 

3. The Ministry of Finance has assessed the implications of alternative tax policy regimes (e.g. presumptive 
regimes and/or VAT exclusions for firms under turnover threshold) to apply to SMEs to address tax 
compliance costs of basic income tax and basic VAT systems.  

4. Level 3 plus the requirement that analyses have been prepared that consider criteria and options for 
establishing threshold level(s) determining the application of alternative regimes (e.g. VAT exemption, 
versus presumptive tax regime, versus basic VAT regime), and possible distortions (e.g. to firm size) 
introduced by different threshold levels. 

5. Level 4 plus the requirement that there has been some initial implementation of reforms that apply 
different tax regimes to SMEs, depending on their size (e.g. turnover), where analyses indicate that such 
reforms would be desirable and appropriate.   

                             RESPONSE BOX 
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43

 Issues to address in tax compliance costs surveys: a) complexity and transparency of tax rules and obligations 

(taxpayer access to information, documentation, tax forms; taxpayer assistance and education services); b) 

consistency of policy design/complexity and capacity of tax administration; c) efficiency of tax 

administration (functional vs. structural organisation (LTU/SME)); d) contribution of tax administration 

procedures to SME tax compliance (reporting requirements (data, frequency), payment requirements, 

treatment of VAT refunds; audit procedures, appeal procedures; scope for tax avoidance. 
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Background notes: 

This indicator considers whether consideration been given to the pros/cons of alternative tax 

policy measures to reduce the tax compliance burden on SMEs, to encourage SME tax compliance 

and business activities. 

8. Assessment of taxpayer assistance and education services to reduce SME tax compliance 

burden. 

Indicator for Assessment of SME Taxpayer Assistance to Reduce Tax Compliance Burden 

1. Limited taxpayer access (at regional/local tax offices) to information, supporting documentation and 
assistance towards understanding and complying with the main taxes imposed on business by central 
government.  No immediate plans by central government to significantly improve taxpayer service. 

2. Information and documentation to assist taxpayers in complying with the main taxes imposed on 
business by the central government is disseminated to registered taxpayers along with tax returns.  
Plans are being developed by central government to improve its taxpayer service. 

3. Level 2 plus the requirement that tax returns and information and supporting documentation are widely 
available to taxpayers (e.g. available at non-government sites, downloaded from government websites). 
A toll-free telephone service, with adequately trained tax specialists, is provided to respond to taxpayer 
questions. 

4. Level 3 plus the requirement that additional services to educate business on its tax obligations, reporting 
ŀƴŘ ŦƛƭƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎ ŀǊŜ ǇǊƻǾƛŘŜŘ ǘƘǊƻǳƎƘ ŀƴ ΨƻǳǘǊŜŀŎƘ ǇǊƻƎǊŀƳƳŜΩ ǘƘŀǘ ƛƴŎƭǳŘŜǎ ǘŀȄ ǎŜƳƛƴŀǊǎ 
organized at the local level (e.g. with local chambers of commerce), special advertising, and possibly 
other strategies to actively disseminate tax information to business. 

5. Level 4 plus regular discussions with national Chambers of Commerce and other bodies to consider how 
taxpayer assistance and education could be improved. 

                             RESPONSE BOX 
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Background notes: 

This indicator considers whether taxpayer assistance and education service programs are in place to 

reduce the tax compliance burden on SMEs. 




