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“The fiscal history of a people is above all 
an essential part of its general history. An 
enormous influence on the fate of nations 
emanates from the economic bleeding 
which the needs of the state necessitates, 
and from the use to which the results are 
put.”  
  

Joseph Schumpeter, The Crisis of the Tax State, 1918 

 



Patterns of taxes and fiscal 
capacity in Africa and in developing 

countries  
1. Low fiscal capacity 

 
 The share of taxes in GDP is low, when compared to 

needs and to observed tax shares in developed 
economies 
 

 The key challenge is to understand how a state can go 
from raising around 10% tax in GDP (the average rate for 
poor countries) to levels observed in rich countries 
(~40%)(Besley and Persson 2012) 

 
2. More reliance on distortionary taxes than 

incomes taxes than what we see in developed 
economies 
 Narrow, indirect taxes: trade, selective consumption and 

turnover taxes 
Tax administration 
 

 



Stylized Fact #1 
Higher per-capita GDP countries collect a much larger 
share of their income in taxes than do poorer 
countries.  

Poor countries 

Rich countries 

Besley and Persson (2012)  



Stylized Fact #2 
Higher-income countries rely much more on income 
taxes as opposed to trade taxes than do poorer 
countries. 

Among countries that do not use trade 
taxes, none are low income 

Among countries that rely heavily on 
trade taxes, none are high income Besley and Persson (2012)  



Patterns of taxes and fiscal 
capacity in Africa and in developing 

countries  
 A compelling reason that the difference in tax 

shares lies in tax administration comes from the 
relationship between tax rates and tax ratios. 
 

3. Even with comparable statutory rates, 
developed countries raise much more revenue 
(as a share of GDP) than developing countries. 



Stylized Fact #3 
Rich countries collect much higher tax revenue than 
poor countries despite comparable statutory tax rates.  

High income Low income 

Besley and Persson (2012   



Financing the Public Sector 
Governments have several tools at their disposal to 
raise funds for the public sector.   
1. They can raise tax revenue from standard 

bases, such as consumption, trade, income and 
wealth 
 

2. They can also raise revenue from other sources, 
such as natural resources. 

– natural resources can create exposure to 
commodity price variability.  

– volatility and diversification of the tax base 
become especially important 



Tax Revenue Patterns in Africa 

1. Total revenue share in GDP has been rising 
gradually over time. 
 

- Caveat: natural resources matter; need to 
distinguish between resource-based revenues and 
tax revenues/ and between resource- rich countries 
and the rest 
 
 



Total revenues started rising  
moderately in SSA countries 

Total revenue 

Non-resource 
 tax revenue 

Keen (2009)  



Tax Revenue Patterns in Africa 

1. Total revenue share in GDP has been rising 
moderately over time 

- Caveat: natural resources matter 
 

2. A lot of variability in revenue changes across 
countries with different income levels 

– Upper middle income countries experienced 
greatest gains. 

 



Revenue grew least for the lowest 
income countries 

lowe 

Keen (2009)  

LICs 

LMICs 

UMICs 



Tax Revenue Patterns in Africa 

1. The tax revenue share in GDP has been rising 
over time 

- Caveat: natural resources matter 
 

2. A lot of variability in revenue changes across 
countries with different income levels 

– Upper middle income countries experienced greatest 
gains. 

 
3. The compositionof taxes has tilted from trade 

towards indirect taxes 
 Changing over time 



The composition of taxes is shifting 
from trade to indirect taxes. 
Trade 

Income 

Indirect 

Natural resources 

Keen (2009)  



The share of trade taxes is falling 
for most though not all countries 

Trade taxes (as a share of GDP) declining virtually everywhere 

Drummond, Daal, Srivastava, and Oliveira IMF (201   



Conceptual framework 
• Optimal tax framework as developed by 

Ramsey/Mirrlees & Diamond/… provided 
many insights to tax design 
 
1. Tax broad base at low tax rate 
2. Tax goods that are price inelastic 

• distributional considerations 
3. Production efficiency theorem: production 

inefficiencies, including from discriminating 
among firms in the same sector, should not be 
tolerated if the government faces no 
constraints on its ability to levy optimal 
commodity taxes.  

 
 



But… 

Tax administration was assumed to be either 
costless or irrelevant. 

- Information is available to government perfectly 
and at no cost 

 
1. The government had to worry only about tax 

rates and which goods to tax. 
 
1. Government’s revenue requirement was 

exogenous. 



Tax Compliance 

- Tax compliance outcome of (expected) utility 
optimization 
- depends on terms of gamble (likelihood of detection 

and penalty) and attitude toward risk (Alingham & 
Sandmo 1972)  
- Enforcement and deterrence policies matter (Kleven et. al. 

2011) 
  

- Puzzle: why do so many people pay taxes, 
given low audit rates?  
- intrinsic motivation 

 



Empirical evidence on tax 
compliance 

1. Third-party information:  
– Citizens as monitors in Brazil (Naritome) 
– Firms: audit threat in Chile (Pomeranz) 
– Limitations: Uruguay (Carillo, Pomeranz and Singhal) 

 
2. Technology  

– electronic billing machines- Rwanda/Tanzania 
 

3. Psychology 
– moral suasion in the United Kingdom (List), but not Chile 

or Austria 
– tax salience (Chetty et. al.) 

 



Consumers can be a useful source 
of information for the tax authorities 

Consumers as tax auditors (Naritomi 2013)  
– anti-tax evasion program from Sao Paulo, Brazil 

- Nota Fiscal Paulista - that created monetary 
rewards for consumers to ask for receipts from 
retailers  

• Massive data: 1 million firms, 40 million people, and 
2.7 billion receipts! 

 
– program increased revenue reported in retail 

sectors by more than 22% (over four year 
period). 

• no residual effect of firm exits and employment 
 
 



Consumers pay attention to and 
participate in the lottery 

More consumers  
are asking for receipts 

Searches for NFP peak  
Around the time lottery  
Results are announced 



Reported revenues rising faster in the 
sector subject to the lottery 

Sector subject to  
consumer lottery 

Sector not subject to  
consumer lottery 



Cost of addressing evasion may be 
very low 

 
– United Kingdom 

• Letters from HMRC (Hallsworth et.al 2014) 
• https://www.gov.uk/government/news/hmrc-

secures-record-tax-revenues-by-cracking-down-
on-tax-dodgers 

 

https://www.gov.uk/government/news/hmrc-secures-record-tax-revenues-by-cracking-down-on-tax-dodgers
https://www.gov.uk/government/news/hmrc-secures-record-tax-revenues-by-cracking-down-on-tax-dodgers
https://www.gov.uk/government/news/hmrc-secures-record-tax-revenues-by-cracking-down-on-tax-dodgers


Ongoing Research 
1. Rwanda  

- How does the requirement that enterprises use 
electronic billing machines to record transactions 
affect compliance with the VAT and ultimately VAT 
revenues? 
 

- Does the introduction of mobile phone services (to 
declare and eventually pay taxes) affect the resource 
cost (time and money) of filing returns? And in turn 
declared income or turnover? 

 
 

2. Pakistan 
- Do incentives alter reported property taxes by tax 

collectors?  



Optimal Tax Systems and the 
Technology of Tax Collection 

• Slemrod (2013) incorporates tax 
administration, compliance and evasion 
into optimal tax framework 
– cornerstone now technology of tax collection   

 
• Ease of administering various taxes has 

critical implications for the optimal 
structure of tax systems. 

 marginal resource cost of a tax now depends on 
ease of collection  
 



Conclusions 
1. Need to recognize the interrelationship 

among tax rates, bases, enforcement, 
and administration 

 
2. Need for more data and evidence 
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