Taxing power of sub-central governments - A taxonomy of tax autonomy
1. The term “tax autonomy” captures various aspects of the freedom sub-central governments (SCGs) have over their own taxes. It encompasses features such as sub-central government’s right to introduce or to abolish a tax, to set tax rates, to define the tax base, or to grant tax allowances or reliefs to individuals and firms. In a number of countries taxes are not assigned to one specific government level but shared between the central and sub-central governments1. Such tax sharing arrangements deny a single SCG any control on tax rates and bases, but collectively SCGs may negotiate the sharing formula with central government. The wealth of explicit and implicit institutional arrangements has to be encompassed by a set of indicators that are simultaneously appropriate (they capture the relevant aspects of tax autonomy), accurate (they measure those aspects correctly) and reliable (the indicator set remains stable over time). The first indicator sets on tax autonomy were published for 1995 and 2002, and the exercise was repeated and extended for 2005. 
2. The framework consists of five main categories of autonomy (table). Categories are ranked in decreasing order from highest to lowest taxing power. Category “a” represents full power over tax rates and bases, “b” power over tax rates (essentially representing the “piggy-packing” type of tax), “c” power over the tax base, “d” tax sharing arrangements, and “e” no power on rates and bases at all. Category “f” represents non-allocable taxes. In order to better capture the more refined institutional details the five categories were further divided into subcategories: two for the “a” and “b” categories, and three for the “c” category. Special attention was paid to tax sharing arrangements, where the four “d” subcategories are thought to represent the various rules and institutions for governments to determine and change their own share. Altogether 13 categories were established to capture the various tax autonomy arrangements in OECD countries. Since category “f” or “non allocable” was hardly used, the taxing power universe seems to be well reflected in this taxonomy. The indicators do not take account of which level of government actually collects the tax, as this is not relevant to the concept of tax autonomy. 

1 The term “government” encompasses institutions such as parliaments, councils, ministries, cabinets etc. 
Taxonomy of taxing power 

	a.1

a.2
	- The recipient SCG sets the tax rate and any tax reliefs without needing to consult a higher level government. 

- The recipient SCG sets the rate and any reliefs after consulting a higher level government. 

	b.1

b.2
	- The recipient SCG sets the tax rate, and a higher level government does not set upper or lower limits on the rate chosen. 

- The recipient SCG sets the tax rate, and a higher level government does sets upper and/or lower limits on the rate chosen. c.1 The recipient SCG sets tax reliefs – but it sets tax allowances only. 

	c.2 

c.3
	- The recipient SCG sets tax reliefs – but it sets tax credits only. 

- The recipient SCG sets tax reliefs – and it sets both tax allowances and tax credits. 

	d.1

d.2

d.3

d.4
	- There is a tax-sharing arrangement in which the SCGs determine the revenue split. 

- There is a tax-sharing arrangement in which the revenue split can be changed only with the consent of SCGs. 

- There is a tax-sharing arrangement in which the revenue split is determined in legislation, and where it may be changed unilaterally by a higher level government, but less frequently than once a year. 

- There is a tax-sharing arrangement in which the revenue split is determined annually by a higher level government. 

	e
	- Other cases in which the central government sets the rate and base of the SCG tax.

	f
	- None of the above categories a, b, c, d or e applies


Note: This is the classification used in the data collection exercise but there may be a need for clarification in the future. For example, the sub-division of the “c” category cannot be applied to sales taxes (including VAT) where the concepts of allowances and credits (in the sense that they are used in income taxes) do not exist. Also, it may be more appropriate to qualify the definition of the “d.3” category to say that the change is normally less frequent than once a year, as specific legal restrictions on frequency may not exist.
