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Taxation and Development

I Taxation is central for state building and e�ective service
delivery

I inability to tax is both a symptom and a cause of
underdevelopment

I �How does a government go from raising around 10% of GDP
in taxes to raising around 40%?� (Besley-Persson 2013)

I African tax challenge is e�ective enforcement
I what shapes tax enforcement and tax capacity? What

investments are needed in �scal capacity building in Africa
I copying tax policies from developed countries is not a solution
I close collaboration between Revenue Authorities and

researchers can generate valuable insights and actionable
recommendations grounded in local context



Tax revenues and income are positively correlated across
countries (Besley 2014)
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are positively correlated with income. The outliers visible in the lower right corner 
of Figure 2 are the three oil states of Bahrain, Kuwait, and Oman.

Figure  3 looks at the same relationship over time for the same sample of 
18 countries as in Figure 1, plotting five-year averages of the tax share over the twen-
tieth century (taken from Mitchell 2007) against national income (from Maddison 
2001). Here, the different observations are distinguished by time period. The 
cross-section and time-series patterns are strikingly similar. Higher-income coun-
tries today raise much higher taxes than poorer countries and the tax share in GDP 
of today’s developing countries looks very similar to what it did a century ago in the 
now-developed economies of the world.

Figures 1 and 3 illustrate paths of fiscal history that help shed light on today’s 
pool of countries in Figure 2. Much has been written on the tendency of govern-
ment to grow over time, and indeed few countries have reached a high level of 
prosperity alongside a low-tax state. While the United States and Switzerland do 
have somewhat lower levels of taxation compared to other high-income countries, 
they have much higher levels of taxation compared to developing countries and 

Figure 2 
Country-level Taxes and Income

Notes and Sources: Figure 2 plots the total tax take as a share of GDP (from Baunsgaard and Keen 2005) 
against the log of GDP per capita (from the Penn World Tables), both measured around the year 2000. 
The outliers visible in the lower right corner are the three oil states of Bahrein, Kuwait, and Oman.
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... but this positive correlation only holds for modern taxes

OLS Coefficient: 6.25 (1.13)
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Tax revenues have increased for the same countries over
time
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have followed a familiar path over time, with expanding powers of the state and its 
capacity to tax. We will argue that this path offers important lessons about economic 
development in general and the growing capacities of the state both to support 
markets and to provide nonmarket goods. The gist of this argument is not that 
having a large state—one that spends one-third or more of income on behalf of 
its citizens—is necessarily a good thing. But we will argue that creating institutions 
that can support and sustain markets with their attendant benefits for citizens also 
fosters incentives for high levels of taxation. In essence, the high-tax state is part and 
parcel of development.

We also see structural differences in the form of taxation. Trade taxes and 
income taxes represent two polar cases in terms of required administrative capa-
bility. Collecting trade taxes requires only observing trade flows at borders, while 
collecting income taxes requires a much more elaborate system of monitoring, 
enforcement, and compliance. One way to illustrate this difference is to look at the 
shares of revenue coming from trade and income taxes whatever the level of taxation. 

Figure 3 
Global-level Taxes and Income in a Sample of 18 Countries and 20 Time Periods

Notes and Sources: For the same sample of 18 countries as in Figure 1, Figure 3 plots five-year averages 
of the tax share over the twentieth century (taken from Mitchell 2007) against national income (from 
Maddison 2001). Here, the different observations are distinguished by time period.
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but its composition has shifted from trade to income taxes

Timothy Besley and Torsten Persson     105

Keen 2005). The top statutory rate (on the vertical axis) is roughly the same across 
different groups of countries, suggesting that the different tax take (on the hori-
zontal axis) is due to the tax base. The figure suggests that broadening the tax base, 
rather than changing the tax rates, would be the key to increasing tax revenues in 
many low-income countries.

These broad-brush data comparisons display some useful common patterns, 
but they also show a great deal of heterogeneity, which suggests that country-specific 
factors play a major a role. We will unpack both commonality and heterogeneity in 
the discussion to follow. To tee up that discussion, we point out a few further empir-
ical regularities that emerge from regressions on the cross-sectional data. These 
regressions are useful for description, but largely meaningless for making causal 
statements. One reason is the clustering problem—that is, countries that “do well” 
on one indicator also tend to well on many others. Another is that variables, which 
may be thought of as “controls,” are jointly determined with the outcome of interest. 

Figure 5  
Global Shares of Income Taxes versus Trade Taxes, in a Sample of 18 Countries 
and 20 Time Periods

Source: Data sources are the same as for Figures 2 and 3.
Note: For the 18 countries of Figure 1, this figure plots the global shares of income taxes in world income 
on the y-axis versus the  global shares of trade taxes on the x-axis (as of 1999) for five-year averages.
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Max Statutory Income Tax Rate and Tax Revenues (Besley
2014)
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Still, looking at the data is a useful start and provides some pointers that can be used 
to shape thinking about causal mechanisms.

In Table 1, the dependent variable is the share of taxation in GDP. Column 1 
reproduces the core finding of Figure  2, albeit in a different way. It shows that 
countries in the top  third of the global income distribution on average have a 
13  percentage-point higher share of taxes in GDP than countries in the middle 
third of global income distribution, and about 17.5  percentage-point higher tax 
take than low-income countries.

In column 2, we look at one historical and one social-cultural variable. The 
historical variable is the proportion of years in which a country has been in a war 
during its existence (defined by the start of the Correlates of War database or the 
country’s date of independence). We see a positive correlation between past wars 
and taxation. The social-cultural variable is ethnic fractionalization from Fearon 
(2003). More fractionalization is associated with a lower tax take.

Column 3 illustrates the correlation with a commonly used indicator of political 
institutions, namely the strength of Executive Constraints (constraints on the power 

Figure 6 
Maximum Statutory Income Tax Rate and Share of Taxes in GDP, for Countries 
with Different Levels of Income

Note and Sources: Figure 6 plots top statutory income-tax rates in the 1990s for a 67-country sample (from 
Gordon and Lee 2005) against the share of income taxes in GDP in 1999 (from Baunsgaard and Keen 
2005) for high-, middle-, and low-income countries.
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Tax Enforcement

I So e�ective enforcement lies at the heart of the challenge of
taxation

I How do we strengthen tax enforcement and state capacity in
particular:
I information and its e�ective use
I incentive structures in tax enforcement
I voluntary compliance
I political economy



Tax Enforcement: Role of Information

I Addressing tax evasion involves:

1. Audits
2. Penalties
3. Third-party information reporting & withholding
4. Other veri�able information trails

I Kleven et al. (2009, 2011): tax enforcement is successful when
veri�able third-party information (3-4) has wide coverage

I Absent wide coverage of 3-4, we want to know

I can we expand 3-4 and what are the e�ects?
I how should we design 1-2?



Third-Party Reporting: Denmark (Kleven et al. 2011)
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Third-Party Reporting: Cross-Country
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Tax Administration

I Tax sta� matters for performance
I pay is typically low, untied to performance, limited career

advancement opportunities, substantial non-pecuniary bene�ts

I Key challenge is to improve tax administration to account for
incentives (people act in their self-interest) and motivation.
This has implications for:

I Recruitment
I Performance pay
I Career concerns: postings and promotion



Tax Compliance

I Voluntary Tax Compliance comes from tax morale
(Luttmer-Singhal 2014):

I Intrinsic motivation (within-individual preference)
I Social norms (depend on other individuals)
I Reciprocity (depends on the state)
I Culture (long-run societal e�ect)

I How can this be a�ected through policy, credible actions, and
narratives



Political economy and change of organizational culture

I Taxation is important for government reform as it sends a
costly signal

I Leadership has a key role in shaping identity, norms and
narratives that are mutually consistent

I Changing these is hard as this is a locally stable belief system
but can be done



Context: Tax Reform in Punjab, Pakistan

I Project involves close collaboration between Govt of Punjab
and our research team (joint with Ben Olken, MIT, and Asim
Khwaja, Harvard) since 2009

I Key features of this engagement

I joint problem discovery, design and testing at scale
I organic capacity building
I speci�city and generalizability



Does performance pay for tax collectors improve
performance?

I We study the tradeo� (more revenue through incentives vs.
greater political/morale cost) and explore three variants of PP
schemes with di�ering emphasis on non-revenue outcomes

I Incentives work, increase revenue by 9.7 pp, and more than
pay for their costs, with no change in taxpayer satisfaction or
assessment accuracy

I E�ects largest for revenue scheme, �exible bonus didn't work

I How do these work:

I for most taxpayers: tax paid unchanged, and bribes increase
I but, for some: tax paid increases substantially, and bribes fall

I Overall, performance pay if properly designed can increase
performance but it needs to be accompanied with audit
mechanism



Do Performance-based postings work

I Postings are often used by bureaucracies: dole out favors,
political pressure, reward/punish sta�. But many challenges to
using postings as incentives

I We propose an incentive-compatible mechanism for allocating
civil servants named and test it at scale through a �eld
experiment

I Results: revenues were 5-8 pp higher; this is 2/3rds as large an
e�ect as the maximally e�ective PP scheme



Organic capacity building - data visualization and
performance dashboard

Figure I: Tax Circles in Faisalabad



Voluntary Tax Compliance

I Strengthening the social compact between citizens and state in
Punjab by:
I linking property tax payments with local services (ongoing)

I Examples of IGC tax morale research:

I Bangladesh NBR Taxpayer recognition project on social
incentives



Building tax enforcement

I Taxation is central to development and building e�ective states

I Improving tax enforcement involves e�ective use of
information, addressing incentive structures, measures to
increase tax compliance, and supportive political actions

I Collaboration with researchers can generate new
policy-relevant knowledge and catalyse reforms in government.
IGC aims at playing this role and looks forward to working
with you


